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Introduction

We have emerged in the last two decades of the twentieth
century case of increasing the urgent need for a system of
international accounting. This need was reflected in the benefits and
the interests arising from the use of international accounting as a
tool to organize and measure the many international business
transactions and arrange disclosure and communicate them to the
beneficiaries. This prompted many researchers and thinkers through
research and study to go to find the general framework of the
principles and standards contained in this system and its practical
applications. So that the system has become the international
accounting during the first decade of twenty-one century constitutes
a separate branch like the rest of the other branches in accounting.
The treatments of International Accounting have been as part of the
financial accounting and management accounting, and the
accounting system became of international subjects independent
taught in the majority of educational institutions in the countries of
the world.
dadiall
o Aaldll dalall ) 35 Als g pdall 0 A8 (g AN Gaaiall B ) )
cre Aaalill 281 gl g adlial) 8 Aalall sda calat ady A gal) dualaall dlai dga g
A gall Ay el COlaall (kg i i g andasil 511 Lgdua g0 40 sall dulaall alasiin)
a8 A Y Lgia sl cilgall ) Ldlay) 5 Lgie 7 Ladl) 5 saasiall 5 5,30
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The international accounting system defines as a set of
principles, norms, rules and methods that apply both in the various
countries of the world. When asked system of international
accounting as the subject accounting independently in the literature
accounting notes that there is more than one point of view with
regard to the presentation of topics of international accounting, some
dealing with the international accounting as a set of principles
international accounting must be demonstrated and explained
theoretically and practically, others believe that the themes of the
International Accounting distributed between each of the financial
accounting and management accounting, and there is another team
believes that the division of international accounting topics are
between production of its data and using of these data.

Dalaall s (5ol G A sana (e b le il Al sal) A ulad) pUai Cayay
AL Ty e s ARl allall ol b o s dm e (et 31 G ykall 5 e sl
ety of JaaSl daulaall Gl 8 Jiiue orulaa g g se ddia g Ayl ol duuladll
Ity (s (A gall dplaall qaal g (i ge A8y yhay (3lahy Lo plai dga g (o S
Lookai L i g Lga i (e A 93 Al (530 de ganne W jlie b 4] 5all dnlaal)
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Before starting on writing a book of international accounting
has been viewed many of the compositions of Arab and foreign
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published after 1990 in the field of international accounting for the
purpose of determining a set of threads methodology of common
interest in these works on according to the curriculum prepared by
the committee sectorial accounting at the Ministry of Higher
Education and Scientific Research Iraqg.

Ll gall (e agaall e g Y At A sall dplaall QUK Cadls 8 el (8
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We have been selected list of topics of mutual interest that
can be considered chapters of this book are as follows: -
Chapter I: Introduction to International Accounting
Chapter Il: the evolution and classification of the International
Accounting
Chapter I11: Accounting comparison
Chapter IV: reporting and disclosure
Chapter V: accounting for foreign currency translation
Chapter VI: Financial reports and price changes
Chapter VII: International Financial Analysis
Chapter VIII: The consolidated financial statements

La i) (S il o yidall slaia )l oaial gall (e daild Ll a3 ad)
LSS A S 13 Y g
2050 Aalaall 1) Fatial) 1 sy Sl
ol sl Fandaall Gy ghat 2 ) Joadl
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This book is the result of scientific efforts in the search for
solutions to questions by diagnosing some practical problems arising
from the application of international accounting standards in the
various countries of the world, as well as diagnosis of intellectual
content and components and methodology used in the field of
international accounting.

da g bl Jolall e Euanll 83 salall dggall s ;o G 128y siay

aaall Gk (e A ealill A leal) JSURNl iy (i 5 JLA (40 Y 5Ll

Opalaall g by sinall et 5 (e Slad callall olaly Calite 8 30 gal) dyudadl)
A5l Lol Jlae g Faaiiuall Longiall 5 4y Sal)

This book explains with a wider field of study of the practical
problems faced by international business and multinational
companies and finding the appropriate accounting treatment
following of what posed by international accounting standards of the
rules and intellectual theory viable by the beneficiaries.

Jlae V) aa) 5 ) dalead) JSLED Al )3 Tl g sf (S QLS 138 sy

aa i Lal Lai daaiall dosalaal) cladlaad) slay) 5 ciliwiall saawie culS 4a 5 44 5l

Clgad) J-8 e Gkl A LB 4, S5 4 Hhiae) 8 (e 4 sl Aol el
Bl

Perhaps one of the advantages of this book, it deals with
topics of international accounting bilingual in English and Arabic,
this manner has achieved resounding success of the students who
study it, and then achieved excellent rates in this test subject taught
fourth class students of accounting department.
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We hope that this book will contribute to its modest form in
supplying the Arab library contemporary subjects enhanced
practical aspects of heavy for serve the researchers and scholars,
professionals and interested and support of scientific programs in
Iraq and in the Arab world in general, We ask God for all .........

A el S 08y 8 Al gl 4 ) gmy QLI 12 sl o) el
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Author
2014
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ch.l
Introduction
To
International Accounting

A several approaches have emerged for research in
international accounting; most of these approaches are represented
in comparative approach and approach specialist and comprehensive
approach and technical approach. But these methods can be
collected in two main two approaches comparative approach and
practical approach (realist approach). a comparative study based on
of the causes of the different accounting principles from one country
to another. The practical approach helps to study accounting
problems arising from the application of international accounting
standards and to find practical solutions to the appropriate view of

the difficulties and problems faced by multinational companies.
A gl ddaal) QA dadia

o paliall sda ule) Jha i) sall sl 8 SiallBae malia &)

o.\.&a@aMu.ﬁGJAS\@M\}JAUJ\&MUM\&MUQJM\ c.@_m!\
DAY b e dnulaall faabiadl CaSA) Gl A jo (il e psty (laall c@_mlla
laal) ke (e daalill dpalanal) JSLaall Ay e ae b Lead) gl il
o JSLA 5 il gaaall (o pe 5 Lol il Aulaall Jlall slay) s 3l 52l Ll
) bl 3a3eie S L3l Lggal 5
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s Approaches of International accounting
We can distinguish between three approaches:

(1) A universal system,

(2) A descriptive and informative approach covering all the
methods and standards of all countries,

(3) Accounting practices of foreign subsidiaries and parent

companies.

d gal) dplaal) JAJaa o

s JAlae A0 ol Wiy
Jelal) aUail) Jana(1)
O ead el s Gkl maes i 3 il slaall 5 da sl Jaadl)(2)
A Sl g da Al £ 5l Al cliplaill Jane(3)
They named and defined these definitional approaches,
respectively, as follows:
ol LS Ll ooy By pnil) s liall s iy yat dpans o3 8

e World Accounting

International accounting is considered to be a universal
system that could be adopted in all countries.
A oAl Auulaall o
JSs 3l HUaill 13 callad) ol apen ol Jald aldas 4 sall danlacdll s
(GAAP ) .Lle Y 58 A sidall Lyl (salaall Ao sana
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A worldwide set of generally accepted accounting principles
(GAAP), such as the set maintained in the United States, would be
established. Practices and principles would be developed which
were applicable to all countries. This concept would be the

ultimate goal of an international accounting system.

Ugiall dpiladl ol e alladl (G LESY) dauly de gana clllia

OF Oy Basdall ALYl 8 Aluall o) dadall de seas S ((GAAP)w e

O asedall 1385 Ol e b Gkl Gy Aaalaall fsaball g il jlaall ) gl
Aol sall dpulaal) Akl el Caagd) ¢ 6 (o il

e International Accounting

Under this concept, international accounting includes all
varieties of principles, methods, and standards of accounting of all
countries. This concept includes a set of generally accepted
accounting principles established for each country. A collection of
all principles, methods and standards of all countries would be
considered as the international accounting system. These
variations result because of differing geographic, social, economic,

political and legal influences.

ddgall dulaall @
= -1 (International Accounting System ) 4d sall duulaal) sl
JS5 5 all o2a 24y Alail) 138 5 ¢ Allal) (laly aes U (e ale (S0 Cag yrall alail)
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sl G Al dpuladdl anliall Lacaidl sabuall e dllSie de gans
c@dw\ds‘ﬂm&jwd\bjj)@b@ﬂYeW\\.JAJu\JM\UA:LCJAA.A
e ashy ) Ama dgial AS 58 L Q31 )y A Gaddl) Jra ) Chagy sed
2 8ll o3 alac) (a jal Bareiall dpuladl) fsaluadl e JulS ) seatt agal ALl gl o8

e Accounting for Foreign Subsidiaries 4 & £ 58l dsulaa

The third major concept that may be applied to
"international accounting” refers to the accounting practices of a
parent company and a foreign subsidiary. A reference to a
particular country or domicile is needed under the concept for
effective international financial reporting. The accountant is
concerned mainly with the translation and adjustment of the
subsidiary's financial statements.

o oSay Al laall B e o (Se ) G s ) seiall
058 Alaa g 5l 2 ol 0ls ¢ Aum A g 5 g WV AS AN Apudaal) il
omlaall ity @l el GV sall Ll 51 o sehe o say Janl) V- Aalay
& 508U Aallall 23 gall 4 g 5 dan iy

O2sSE i ad il all (mmy J (e 30l N Cle genall aladiivl Liay
A sal) dpslaall Cay jas

We utilize these categories defined by some authors to make

a definition for the international accounting.
1- Comparative International Accounting 4 jlaall a4 gall daulall
2- Standardized International Accounting  33a sall 43 sall dpuladl)
3- Operational International Accounting Al pall Slleal) dpulaa
4- Politicized International accounting  4alsall ol 5all Ao

International accounting extends general purpose, nationally
oriented accounting in its broadest sense to :

17



(1) International comparative analysis,

(2) Accounting measurement and reporting issues unique to
multinational business transactions and the business form of the
multinational enterprisers.

(3) Accounting needs of international financial markets,

(4) Harmonization of worldwide accounting and financial reporting
diversity via political, organizational, professional, and
standardseting activities.

&) sl Aasill 5 alall Caagd) il dpuladd) e e A sall sl o
- S (b i 5580 g

lainall g aaU dadail) RO () jlie Jilas (1)

lauial) saante IS Al Lggal 55 Al Agdal) s dpualadl) JSLE) (2)

Al gl Al (31 st 8 dpunlaal) bl el (3)

igall 5 Apaplaiill 5 Lpulpall Aads¥) YA e Il ZladV) g el 38155

caa il

4)

+* Definition of International accounting

Interest in international accounting began in the last three
decades, because of:

1 - Increase of commercial transactions between international

18



Business companies.

2 - Increase and the evolution and diversity of international
companies.

3 — Increased investments among various foreign countries during
previous periods and the possibility of a doubling in subsequent
periods between states.

4 - The need for international standards to be guided by them in
business operations.

5 - The emergence and doubled the concept of inflation, which has
become an important factor in the calculation and important
within the international standards.

6 - Foreign currency and the exchange rate between the countries
of the world and international companies.

7 - The emergence of accounting and international organizations in

the process of participation in international accounting.
A gal) dcdaal) Ciy 2l o3
iy B A A 3 geall 8 A sal) dunladlly alaia ) iy
A gal) Jlae W1 GlS Hd o 4 el OB laleal) 2L 3 -1
A pall S Al g gy ) ghai g aba ) -2
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L Jsall G AU & i) A Lgde Lial

Aol llead) 3 Lgy 3l il Gl (5S84 gl el 1 dalal) -4

hh AR Al dagdl Jal gl (e aal Al adaill o gebe caclialy sels -5
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A gall S 3l g allall Jsall G o peall jrs g dia) S3lall -6
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Accounting is defined as ((being interested in studying the
assumptions, concepts and principles and the accounting rules
applied in different countries and the investigation of different

reasons)).

Gl amliall s o il Al g ) Ll Adsall dudadll b e
L) Gl (e (5 ail s Adlinal) Jgall b ddadl) Lslaal) 2o 58l 5
International Accounting has been defined ((is coordinating
the bases, and rules, and standards accounting applied in different
countries and through which service can help a domestic and
international investor by providing reports its financial position
reflects the financial position efficient)).
Agpdadl ey el il cal) Gaii)) Lgdly A sal) Apulaall i e
o) ) i) sac by dadd (S Ll sl oo il s Adlinad) Joall 8 Al
(55 I S al) (g ISy U 638 5 e oS b Yl
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+» The objectives of the International Accounting:

International Accounting aims to a number of main objectives,
namely:

1 - Aims to study accounting systems in various countries to obtain
the most appropriate system needs of those countries.

2 - Aims to arrival to foundations and international accounting
rules, which can be used for local accounting systems development.
3 - Aims to identify accountants and interested parties with the
reasons for the application of different accounting systems in
deferent States.

4 - Aims to provide information and different accounting data as
much as possible to be uniform and appropriate.

5 - Aims to show the reasons for differences in information and
accounting data and financial reports various international
companies.

6 - Aims to help determine the impact of different accounting
systems to develop the economies of various international

companies or countries of those companies.

21



A gal) udaal) Calaai
o ol Y1 (e Al i ) Ay ) g

%

Adle V) Al U Jeosll Ailadl Jpl L3 Agelaa AR Al -1
sl el cilaliay
phaill ookl Loy ALtV (Sa Adse dpulae eldy el () Jsall) -2
Lpulaall alaill Gulat CaOA) ey dauladll (8 Gaaigall s Gpanlaal) iy a5 -3
Aaliad) Jp) 8 il
Aaidley 5am s (35S0 g Uatoadl) 38 Ailia ) Llaall ULl o sleal i 55 -4
ALl ) 3 Aladls A bl e sledl AT i lelal 5
Adla ) Al gl S,
Clobiail o e dabisa) dnuladl skl il o 48 pre e sacludl -6
Sl a4 Aska ) Al il
% Environment influences on accounting
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Enterprise activities sliiadl  clllad | 2
Finance and capital markets Adlall 8 sVl s Jasadll | 3
Taxation Ay pall | 4
Accounting Profession dpuladdl Lgdl | 5
Accounting education and bl ardatll g Sinll | 6
research
Political system il il |7
Social climate eyl Flal | 8
Economic growth and oY) sy sai| 9
development
Inflation szl | 10
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Legal system sl sl |11
Accounting regulation bl oyl | 12
Culture dalal) 48 | 13
International factors adgall el sl | 14

+» External and internal factors effected on accounting
International trade union organizations

Foreign host countries national influences

International professional accounting organizations
International investors, financial analysts, and financial markets
International banking, financial, and business organizations
Home country: National influences
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International intergovernmental organizations
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Questions
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1. Determine the approaches of international accounting, and
define two from them.

2. Mention the approaches of international accounting, how
these approaches are named and defined?

3. Explain how the accounting extends the general objective to

other fields?

What are the reasons of interest in international accounting?

Give two definitions for the International accounting.

What are the objectives of the International Accounting?

Give the Environment influences on accounting.

What are the internal and external influenced on

accounting?
9. Write True or False against the following sentences:

(1) Interest in international accounting began in the last decade.

(2) International accounting is considered to be a universal system.

(3) International accounting includes all varieties of principles,
methods, and standards of accounting of all countries.

(4) Accounting no needs of international financial markets.

0 NO U A
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Ch.2

Development

of International Accounting

The past three decades have seen important developments
when many countries, whether developing or developed countries,
decide to adopt the recommendations of the international accounting
standards issued by the International Organization (IASC), and
besides, many of the topics of significant accounting and of interest
to accountants come now through dimensions International
Accounting. This has led to the emergence of a new type of
accounting called International Accounting due to increased
commercial transactions between countries, as well as the sharp rise
in the number of companies that are looking for funding from
outside the borders of the countries in which these companies.
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+» The factors contributing to the development of
international accounting
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There are a range of factors that have contributed directly to
the accounting environment changes and thus the emergence of
international accounting and the most prominent of these factors
include:

1 - International Business

2 - international accounting firms
3 - global capital markets

4 - Scientific Research

5 - International Company

A gall dscdaal) gl 3 dadlucall Jal gall o
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The following is a brief explanation of these factors: -
1 - International Business
International Business was defined as all commercial activity

extends beyond the territorial boundaries of a country, and is in the
flow of goods, services and capital of the company or an economic
unit in a given country to a company or an economic unit in another
country.

The nature of international trade at the end of the second half
of the twentieth century is based on the idea that each country is
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producing a range of goods and exported to other countries and in
return the import of other goods are not available to it.

This theory has changed when it became mobile factors of
production, which created many areas led to the rapid growth of
many countries and the creation of new international markets for
goods, services and capital.

The new characteristics of international trade have created a
set of new forms of accountability. Hence, there was almost
universal consensus among authors of accounting books on the
importance of increasing international business as a major reason for
the increased interest in international accounting.
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2- International Accounting Companies

Modern world requirements turned, especially the
phenomenon of globalization (Globalization) to external force
influential in most areas of economic and contributed to the
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formation and diverse nature of professional accountants, so this
force affected and directly on the services they provide to their
clients, such as audit services, tax and financial services and other
informational, where became necessary to corporate officers
accounting (STAFF) to enjoy responsibly and extensive knowledge
and understanding of global topics of economic and financial, taking
into account cultural and linguistic differences when performing
their duties, even enjoy international confidence, but this was very
natural for these companies to be the first to move at an
international level to try to solutions available to some of the
problems faced by these companies.
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3 - International Financial Markets

The emergence of capital markets play an important role and
a key to increased interest accounting international, they are
considered external source of financing, these markets have
emerged as a result of multilateral surveillance that restrict the
entrance of foreigners to local capital markets, and that the growth
of global capital markets gave great importance to the global capital
markets.
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4 - Scientific Research

Many of researchers dealt the field of the international
accounting at various levels. This has resulted in these scientific
efforts availability of several references and scientific research that
contributed to the enrichment of Multi International Accounting as
well as contribute to finding solutions to the problems faced by
multinational companies during the application of international
accounting standards, as well as that these efforts also contributed to
raising awareness of the importance of Multi International
Accounting in educational institutions and international professional
organizations, regional and then reconsider their curricula and
teaching.
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5 - International companies
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International company is defined as the company owned by
more than one country and managed its operations internationally,
where most international companies evolved from local companies
to international companies by passing some or all of the following
stages:

(1) Develop a strong product for the local market.

(2) The import of raw materials or spare parts.

(3) Export directly or through agents (brokers).

(4) Branches of foreign sales offices.

(5) Licenses.

(6) Agencies with part ownership of capital.

(7) Joint Ventures.

(8) Full ownership of the branches or foreign subsidiaries.
(9) Multinational management of the company.

(10) Multinational ownership of property rights.
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The emergence of international companies to a significant
changes in the traditional environment for accounting, and increased
problem heterogeneity categories of users of the financial statements
of these companies complicated after the entrance of other variables,
including differences in language, culture and currency and level of
technical and scientific from country to country. Furthermore some
of the problems internal and external accounting that have occurred
recently and that contributed to an increase in demand for
international accounting services, and then grown in importance.
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 The importance of the International Accounting
International Accounting began during the past three decades

in the evolution phase and then the stage of maturity and this

development is reflected through the widespread adoption of the

accounting literature in this area. Therefore it can be said that the

International Accounting now reveals the following:

e Comparative international analysis of systems and accounting
standards and rules used.

e Business rules calculated results and problems of processing
transactions or business transactions in multinational companies.

e Requirements of international capital markets of accounting data.

e The rules of international consensus numbers and the Declaration
of accounting data.

A 9l Asulaall darf ofe
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Also the twentieth century has seen, through the expansion
of globalization or global, relationships between companies and
many of the operational decisions, investment and financing where
it described international. Therefore, take a lot of these decisions
relied on data and accounting information that requires extensive
knowledge of accounting International.
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There are four reasons prompted the need and importance of
comparative international study accounting. These are four reasons
in a historic development, and multinational corporations, and
benefit comparison, and compatibility. In other words we can say
that there are three key principles underlying the accounting field
within the framework of international expansion are:

(1) Environmental factors.
(2) The globalization of the accounting system.
(3) Globalization of the accounting profession.
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The increased interest in international accounting
dramatically since the seventies of the twentieth century and for
several reasons, including: -

(1) Increase the volume of trade exchange and business transactions
between international business companies.

(2) The breadth and the evolution and diversity of activities and
events of international companies.

(3) Increase the volume of investments between the various foreign
countries during the past years is likely to increase in the coming
years.

(4) The importance of the presence of international accounting
standards can be relied upon in the recording business transactions
and economic development.

(5) Emergence economic inflation, which has become a factor in
the accounting measurement should be and it is within international
standards.

(6) The development of foreign currencies and the exchange rate
between the countries of the world and international companies.
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(7) The emergence of international accounting organizations that
took care processes and the application of international accounting
standards.

(8) Help the parties used for accounting information to make
resource allocation decisions in such a way as to maximize the
physical and social benefits.

(9) Provide accounting information that can be used in the process
of making decisions in the light of the international economy.
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Ch. 3
Comparative Accounting

* Accounting Standard

The word of standard is meaning ((that model is placed)) for
measuring the weight , Length , degree of quality of anything, but in
accounting is intended to guide the basic measurement processes
and events and circumstances that effect on the financial position of
the company and its financial results and communicating the
information to the beneficiaries .
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In this sense, the accounting standard may be determined by
an element or by certain type of elements of financial statements, or
through accounting transactions or other events.
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The standard means as rule or general law to guide the
accountant for completion his work in the preparation of financial
statements or financial reports.
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The standard means as specific rules under which determine
the measure of an company's financial events and communicating
the results of measurement to the users for making the financial
decisions. This concept has been focusing on the use of the rule for
measuring the financial events, and take advantage of this important
by internal and external users for making decisions.
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* The importance of accounting standards:

Notes that the need for accounting standards comes through:

1. ldentification and measurement of financial events of the
company.

2. Deliver measurement results to the users of financial statements.

Determine the appropriate method of measurement.

4. The decision-making process by providing the adequate, timely
and accurately standard.
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The aspects in the absence of accounting standards will
lead:

1. The absence of accounting standard leads to the use of incorrect
accounting methods.

2. The absence of accounting standard, leads to the preparation of
financial statements no clear and no understand.

3. The absence of accounting standard, may lead to different
principles which identify and treat the accounting transactions
and other events per company or different entities.

4. The Absence Accounting standard could lead to a difficult
decision internal or external decision by the beneficiaries, as well
as scholars and others.
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+ Uniformity of accounting
Unification is case on condition whereby the usual factors are
collected, coordinated, and is no different. It is applied similarity,
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and in this context means that all the accounting principles and
professional are uniform.

Einthoven 1967 has been defined the Unification ((includes
classification and terminology at the same time includes
measurement)).

"Consistent classification and terminology as well as consistent
measurement”
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Also, He defined the accounting system unified as ((system or
plan is a set of arrangements for the registration of accounting data
on the level of economic unity, and preparing lists and final
accounts and budgets planning within the framework of specific
principles and rules and conventions and definitions to serve
specific targets)).

e gana b Jiat dad gl allas)) 4l aa sall daad) Qi) Caje 4l LS
Aac) g Ao sas oll (5 s Ao Apdad) SUL Jaaoidy Aalad) Sl a8l e
el glly e e daaa el (A dphaaladt Gl se s A Gllea g Al 6
(e Calaa) deadd Gy jlaiill g ciladUaaY)

This definition described that the accounting system
contains the financial accounting, cost accounting and management
accounting, so that is definition explains the following:
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1. Unify the bases, rules, terms, definitions, calculations and the
final lists for financial accounting.

2. Unify the bases, the general rules, the terms and definitions for
cost accounting.

3. unify the bases and rules necessary for managerial accounting,
financial rules, financial and purchasing rules, and the rules of
the stores and sales bases

4. the standardization includes the fiscal year, provided by the state
law.

5. The unification includes accounting guide, the bases, rules,
terms, , definitions and final accounts and statements, and
planning budgets.
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The General objectives of Standardized accounting system
of Iraq are:
1. Linking the accounts Economic Unities with National Accounts.
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2. Facilitate processes of collection, storage and classification
accounting data.

3. Provide the data necessary for planning, implementation and
control at both the unit and the level of economic sector and
national level.
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At the level of international regimes, it is noticed that there

Is a group of countries using the same systems of other countries.
Nobes and Parker have been explained the classification of systems
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The impact of these regulations on the accounting
environment factors has been determined by one of authors, there
are many factors which participate in the process of classifying
accounting systems:

1. Accounting profession
2. Systems
3. the desire on the development of international accounting

In this study, progress has been two important points:

First: - interest classifies accounting systems, especially by the
major powers such as Britain and America, Germany and others.
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Second: - The success of the process of checking accounting
systems to support the concept of international accounting.
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Nobes has divided the systems into groups and each group
affected by a specific system American or British, he called the
mother regimes, and to subcategories and classification of
completely or partially for the purpose of providing financial report.
In other words, the financial reports are prepared as a result of total
or partial data from the major accounting systems. States are
following the head of accounting systems in the world, regimes:

1. U.S. accounting system.

2. British accounting system.
3. French accounting system.
4. German accounting system.

All these systems help in issuing and create financial reports
for government accounting.
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» Beginning of Accounting Standards

After the World War Il, a great economic and social
development has been occurred, as well as the movement of
international business and large international companies. this
exchange was called the accounting organizations and states to
approximation of the overviews about the measurement of financial
operations and events concerning international business and
international companies, which are similar in measurement, and
which affecting on the company and presentation its financial
statements.

As a result of all those developments, a Committee was
established by the United Nations in 1973, assigned to it the process
of issuing the standards of international accounting generally
accepted at the international level. It was formed committee
representing compound of Chartered Accountants in ten countries:
Australia, Canada, France, Germany, Japan, Mexico, the
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Netherlands, Britain, Ireland, and the United State. Fifty other
countries have been joining to this complex.
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+ The importance of international accounting standards:

The Committee considered the issue of international standards
importance for the following causes:

1. The international standards to suit the circumstances of
accounting in each of these countries participating in
membership.

2. Approximation the views of accounting organizations through:

A. Unification of methods that have been identified and
similar measurement of financial events.

B. Delivering results to the internal and external users of
financial statements.

3. The committee recommended compliance with international
standards, and if it cannot fit, the national accounting standards
are that it operates.
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4. That compliance with international accounting standards will
help in understanding the financial statements declared outside
the country.

5. Take advantage of the international accounting standards for the
purpose of research and comparison by consultants, academics,
and those interested in this field.

6. Help some states to suit those countries and encourage these

countries to issue standards that to be convenient for their
accounting situations. For example, in Egypt an Association of
Accountants and Auditors has been recommended to adopt all
the international accounting standards. A number of international
standards has been adopted and to discuss some of these criteria
by a committee in the office of censorship in Iraq.
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IAS1 Presentation of Financial Statements
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IAS 2 Inventories
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IAS 7 Statement of Cash Flows
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IAS 8 Accounting Policies, Changes in
Accounting Estimates and Errors
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IAS 12 Income Taxes JAA il i
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IAS 17 Accounting for Leases aaYl aste oo dawlana)
IAS 18 Revenue Al
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IAS 20 Accounting for Government Grants and O glal¥) g dsa gSal) zial) (e dsailaall

Disclosure of Government Assistance
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IAS 21 The Effects of Changes in Foreign
Exchange Rates
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IAS 23 Borrowing Costs
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IAS 24 Related-Party Disclosures
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IAS 26 Accounting and Reporting by Retirement
Benefit Plans
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IAS 27 Separate Financial Statements
(Consolidation part replaced by IFRS 10,
Consolidated Financial Statements, effective 2013)
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IAS 32 Financial Instruments: Presentation e — dgllall <l gaY)
IAS 33 Earnings per Share ) )
1AS 34 Interim Financial Reporting A pdl) Adlal) s
IAS 36 Impairments of Assets Joa¥) dad (aldds)
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Contingent Assets
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IAS 38 Intangible Assets A giaall J gl
IAS 39 Financial Instruments: Recognition and il g il e — Audlall <l ga¥)
Measurement

ISA 40 Investment Property el cilsliaal) e dualaal)
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« Committees and_associations _and international accounting
organizations

Many committees and accounting associations and
organizations to contribute to regional and international in preparing
and issuing accounting standards and developed in order to be used
on the regional or international level. These tasks are focused on
issuing of the general accepted accounting principles (GAAP) in
order to standardize the accounting work in most countries of the
world, and then to reduce the differences in accounting applications.
Following is the most prominent committees, associations and
organizations that have contributed to the preparation of accounting
standards that can be applied on the regional or international level.
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* The United Nations (UN)

The United Nations began its work in establishing the
concept of global accounting as one of the concepts of international
accounting since 1973 when it turned out that there is a decrease of
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financial information and non-financial multinational companies.
The Commission proposed to study the problem this situation
prepare system based on the comparative standards are working at
the international level, as well as recommended the appointment of a
group of experts working on the preparation and compare the
financial statements of multinational companies.
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* Organization for Economic Cooperation and Development
(OECD)

This organization was founded in 1960, has prepared this
organization in 1976 to disclose directory information to
multinational companies. He suggested this guide key elements of
information that must be disclosed in the financial statements of
multinational companies, and the most prominent of these elements
is the structure of the company geographical segments and the main
activities of the parent company, operating results, sales and new
investments in the capital at the level of geographic regions and at
the level of industrial sectors as a whole, the list uses and resources
of the company, research and development expenses conversion rate
policies and other accounting policies.
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* Organization of American Accountants (AAA)

The American Accounting Association is the largest
community of accountants in academia. Founded in 1916, it have a
rich and reputable history built on leading-edge research and
publications. The diversity of the membership creates a fertile
environment for collaboration and innovation. Collectively, we
shape the future of accounting through teaching, research and a
powerful network, ensuring the position as thought leaders in
accounting. This organization has a number of activities in the
issuance of international accounting standards for accounting and
auditing.
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* European Community (EU)

This organization was founded in 1957 in the Rome
Convention for the establishment of the European Common Market,
and headed this group about coordination between the accounting
standards applicable in the member countries, which included
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methods of presentation of financial statements of companies in
their respective countries, methods of evaluation of assets, and the
use of the concept of real presentation and fair in the preparation of
the financial statements.
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* International Federation of Accountants (IFAC)

It is a global organization for the accountancy profession, it
was founded in 1977, and its membership includes 155 member
organizations in 118 countries representing more than 2.5 million
accountants. The Union aims to promote the accounting profession
in the world and contribute to the development of international
economy strong through the establishment of professional standards
global level and to encourage their adoption. To accomplish its
tasks, the Union has a strong working relationship with associations'
associates and organizations accounting in various countries around
the world. Concentrated task of this Union on the following:

= Development of international auditing standards.

= Determine requirements for auditors' education.

= Determine the moral and professional values and behavioral
auditors.
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* Audit Committee on the Exercise of international (IAPC)

This committee is granted the authorities to issue drafts of
auditing standards and related services on behalf of the Federation
Council (IFAC) that seeks to achieve voluntary acceptance of these
standards or data and promotion is the appointment of members of
the Committee (IAPC) by member organizations representing the
countries chosen by the Federation Council. The sub-committees
formed by the Audit Committee on the Exercise of international
may include representatives from non-State represented on the
Committee, so as to obtain the largest possible number of different
perspectives, and enjoy every country represented in this committee
with only one vote. The (IAPC) include of members from 13
countries at the beginning of year 1994,
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e Arab Union of Arab Accountants and Auditors
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This union was founded in 1971, and aims to unify the laws of
the accounting and auditing profession in the Arab countries. This
was the first great attention Union accounting standards by the Arab
Institute for Accounting and Auditing, which established a special
committee to research and accounting standards.
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* The International Accounting Standards Committee (IASC)
This Committee represents an independent organization aims
to develop standards can be used by companies and institutions in
the preparation of financial statements all over the world, and has
formed this committee in 1973 following an agreement between the
organizations accounting commander in ten countries in the world,
and since 1983 included the membership of the Committee both
organizations accounting professional member of the International
Federation of Accountants (IFAC) and from January 1996 became
the Committee comprises 116 organizations from 85 countries, and
starting in 1999 became the Committee comprises 143 members
from 104 countries, representing million accountant, has
popularized the use of international standards, even those
organizations or countries that have not acceded to membership of
the Committee.
The objectives of Committee are determined as follows:

= Formulate and publish accounting standards of public interest

that must be adhered to in the financial statements presentation in

all parts of the world.
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= Work in general to improve and harmonize standards and
accounting procedures and regulations regarding presentation of
the financial statements.

The Committee obtains revenue from the sale of publications
also received financial support from the International Federation of
Accountants and accounting organizations, companies and
institutions and facilities of the International Federation.
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¢ International Accounting Standards

Accounting Standards Committee International (IASC) issued
(41) standard internationally. In the framework of the policy
improvement, the Committee has reformulated and delete some of
the criteria, so that is left of them only 31 standard applicable.
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Following is a brief overview of these standards according to the
historical sequence.
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e Standard IAS 1: Presentation of Financial Statements

The purpose of this standard to show of the basis of
presentation of financial statements in order to ensure comparability
with similar lists for the same company in other periods or to other
companies, and the standard was determined several considerations
to display statements and special instructions and minimum contents
also displays the standard models for the financial statements.
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e Standard IAS 2: Inventories (stock)

This standard aims to display the accounting treatment of
stock, according to the approach of the historical cost, which deals
with determining the amount of the cost of inventory which will
appear in the balance sheet, and the standard displays practical
guidance to determine the cost and net realizable value and
calculation of cost and methods of evaluating the outgoing of stock
and disclosure of inventory.
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* Standard IAS 7 Statement of Cash Flows

This standard cares about the statement of cash flows as
determined concepts of some of the terminology used, such as cash
and cash equivalents and cash flows and operating activities,
investment and financing, and displays the standard form of the cash
flow statement distributed to the three activities, operational and
investment and financing, and presents examples of each type of
these activities The standard defines the conditions for display of
foreign currency cash flows, and cash flows associated with
extraordinary items and those arising from interest and dividends
and income taxes and others.
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 Standard: IAS 8 Accounting policies, changes in estimates and
errors

This standard is concerned the process of selecting and
changing accounting policies and disclosure of changes in
accounting policies and estimates and corrections of previous period
errors and the standard displays illustrative examples.
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 Standard: IAS 10 Events after the Balance Sheet Date

The standard aims to describe the time that should be adjusted
when the company financial statements subsequent events after the
date of the financial statements, and displays the accounting
treatment of subsequent events and the level of disclosure required.
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e Standard: IAS 11 Construction contracts (Contracting)

This standard describes the accounting treatment of revenue
and commissioning on Contracts for the construction where the
standard defines construction contract and differentiates between the
contract with a specified price and contract of cost plus a
percentage, and the standard determines of conditions to measure
revenue and recognition, as well as measure the costs of the
contract, and the recognition of losses expected, changes in
estimates.
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e Standard: IAS 12 Income taxes

This standard describes the accounting treatment for income
taxes, which includes all domestic and foreign taxes imposed on
taxable profits, and the standard sets out definitions of accounting
profit and taxable profit and taxable income.
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* Standard: IAS 14 Financial Reporting of sectors

The purpose of this standard to establish principles for
reporting financial information by sector (information about the
various types of products and services produced by the company
and various geographic regions in which they operate), so as to help
users of financial statements are as follows:
= A better understanding of the past performance of the company.
= Better assess the risks and returns of the company.
= Create of the judgments around the companies as a whole.
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* Standard: IAS 16 Properties, Plant and Equipment

The purpose of this standard to describe the accounting
treatment of this assets and recognition, where it defines the assets
and its depreciation, the value depreciable, productive life, residual
value, fair value. The standard sets out the elements of cost of the
asset, the subsequent expenditures, re-evaluated, depreciation and
elimination related to it.
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e Standard: IAS 17 Accounting for Leases

This standard includes a clear definition of the lease contract
and its types: operational, financing and irrevocable. The standard
explains the terms of each type and methods presented in the
financial statements for each of the tenants and lessors.
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* Standard: TAS 18 Revenue

This standard is concerned the recognition of revenue and cares
as well as the measurement of revenue from the sale of goods and
rendering services and other revenues. Usually the revenues
represented in the revenues generated from the normal activities of
the company.
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* Standard: IAS 19 Employees benefits (retirement)

The purpose of this standard to the statement of accounting and
disclosure for employee benefits, and the standard defines several
terms such as employee benefits, and those benefits short-term and
long-term and others, and the standard contains conditions for
recognition, measurement and disclosure.
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Standard: 1AS 20 Accounting for Government Grants and
Disclosure of Government Assistance

This standard presents the recognition, measurement and
disclosure of government grants as well as disclosures relating to
various other forms of government assistance and conditions for
recognition.
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* Standard: IAS 21 the Effects of Changes in Foreign Exchange
Rates
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This standard applies to foreign transactions, and in the
translation of the financial statements of foreign operations where it
involves the initial conditions for recognition and exchange
differences and classification of foreign operations and changes in
the exchange rate and processed.
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» Standard: 1AS 23 Browning Costs

This standard is intended to display the accounting
treatment for borrowing costs where recognized as an expense, but
the standard allows alternative treatment allowed the capitalization
of borrowing costs but with conditions displayed by the standard.
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e Standard: IAS 24 disclosure of related parties

This standard defines the mandatory disclosure of related
party in addition to providing evidence of what the relevant party;
the parties are related if linked directly or indirectly to control or
control the other party or exercise significant influence in making
financial or operational decisions.
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e Standard: IAS 26 accounting and reporting for retirement
benefits programs

This standard is concerned the programs defined contribution
and defined benefit programs and displays the standard method of
calculating the actuarial present value of retirement benefits and
disclosure requirements.

oLl adlia galp 8 RN g dplaal) 1 JAS 26 sbaal) o
a5 Basaall wilial) gl gy 5 saanall cilaabuall gl gy 3 Jlonall 138 igy
Flad¥) cillliia s e ) adlial Ay ) 5SY) AA el Clia) 48 )k el adlial
Zladly) cilllaia g ac ),

e Standard: IAS 27 Consolidated and Separate Financial
Statements

This standard displays the reporting and accounting
requirements for entities invested in branches, associates and joint
under domestic legislation should be presented its financial
statements separately.
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e Standard: IAS 28 Accounting for Investments in Associates
and Joint Ventures

The standard defines the associates company as an investor
has significant influence and is neither a subsidiary nor a joint
venture of the investor, so the standard displays the methods of
recognition under the two methods: equity method and cost method
and their applications.

Aa 3l il ) & ) jlafiad) o dpulaall 1 JAS 28 Jbaall e
s Ll la il el s g A0 Ll ALl ASLAN Jledd) Gy
G say G eV 8ok Jlmall (a prg saliuall & Jilie g 5 pdia 5l Axdli AS 50 Cad
Ll 5 24 5 ALl (3 s (51

» Standard: IAS 29 Financial Reporting in Hyperinflationary
Economies

This standard calls for establishments that prepare their lists in
a high-inflation economy currency to adjust their lists using a
current unit of measurement at the date of financial statements , and
the standard sets out of conditions of the application both in
financial statements prepared on a historical cost basis or on the
basis of the current cost.
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e Standard: TIAS 30 disclosure in the financial statements of
banks and similar financial institutions

This standard demands banks and financial institutions
similar to provide an appropriate level of disclosure for the benefit
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of users of financial statements as a presentation of accounting
policies and to include other types of disclosure additional in the
income statement and balance sheet as well as emergency variables,
assets and liabilities and losses on loans and advances and risk
general banking and assets pledged as collateral.
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e Standard: IAS 31 Financial Reporting of Interests in Joint
Ventures

This standard cares about measurement and disclosure of
interests in joint ventures which are defined by the standard as a
contractual arrangement whereby two or more party in economic
activity that is subject to the control joint. The standard has
introduced forms of joint ventures and defined the contractual
arrangement and operations under the joint control and assets and
units under joint control and consolidated financial statements and
separate.
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e Standard: IAS 32 Financial Instruments: Presentation
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This standard displays certain conditions for presentation of
financial instruments in the balance sheet and determining the
information to be disclosed. This standard deals with all of the
financial instruments and financial assets and property rights as well
as for interests, dividends, losses and gains.
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* Standard: IAS 33 Earnings per Share

This standard is intended to put the principles in order to
determine and display earnings per share thus improving the
possibility of comparison between the performances of companies
or accounting periods and the standard focuses at the calculating of
earning per share from the profits.
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* Standard: IAS 34 Interim Financial Reporting

The purpose of this standard to the statement of the
minimum content of an interim financial report and statement of
principles for recognition and measurement in the financial
statements full or abbreviated interim period, and interim report is
defined as financial report containing either a complete set or
abridged financial statements for a period of less than a year full
financial company.
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» Standard: IAS 36 Impairment of Assets

This standard presents the accounting treatment of the decline
in the value of assets and disclosed, as it calls for the recognition of
loss resulting from the decline in the value of assets that are not
being registered assets to no more than the recoverable amount. The
standard defines recoverable amount as net selling price of the asset
or its value is used (the present value of estimated future cash flows
of the asset), whichever is higher. Also the standard presents of the
sources of information for the reduction in the value and methods of
measuring the decline.
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» Standard: IAS 37 Provisions, Contingent Liabilities, and
Contingent Assets

This standard is intended to ensure the application of
recognized standards and the basis of the recognition of the
accounting provisions, contingent liabilities and contingent asset.

67



The Standard defines the provision as a commitment with the timing
and amount uncertain.
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» Standard: IAS 38 Intangible Assets

This standard presents the accounting treatment for intangible
assets that are not addressed in a standard. This standard stipulates
the need to recognize the asset if the condition contained therein
achieved and provides as well as how to measure and disclosure for
the amount of intangible assets.
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e Standard: TAS 39 Financial Instruments: Recognition and
Measurement

This standard aims to complete the judgments of the
international standard (32), in order to determine the principles of
information regarding recognition, measurement and disclosure of
financial instruments.
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Standard: 1AS 40 Investment Properties

The objective of this standard is to set out the recognition,
measurement, and disclosure requirements for this type of assets
held by a reporting company. The standard defines investment
property as:
"Property (land or a building or part of a building or both) held (by
the owner or by a lessee under contract of a finance lease) to earn
rentals or for capital appreciation or both, rather than for:
= Use in the production or supply of goods or services or for

administrative purposes, or

= Sale in the ordinary course of business ".
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Standard: IAS 41 Agriculture
This standard deals with accounting for agricultural activity. It
specially covers biological assets, agricultural products at the point
of harvest, and related government grants, but excludes land and
intangible assets.
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Questions

1. The need for accounting standards comes through some factors.
Mention them...

2. What defined Einthoven the accounting system unified?

3. What are The General objectives of Standardized accounting
system of Iraqg?

4. There are many factors which participate in the process of
classifying accounting systems. Mention these factors....

5. The international Committee (IASC) considered the issue of
international standards importance for several causes. Explain...

6. Write ten standards which have been issued by (IASC).

7- Write True or False against the following sentences:

(1) The absence of accounting standard leads to the use of correct
accounting methods.

(2) The absence of accounting standard, leads to the preparation of
financial statements clear and understand.

(3) The absence of accounting standard, may lead to different
principles.

(4) The Absence Accounting standard could lead to a difficult
decision internal only by the beneficiaries,

(5) Einthoven 1977 has been defined the Unification ((includes
classification and terminology at the same time includes
measurement)).

(6) The accounting system contains the financial accounting, cost
accounting.

(7) Einthoven and Parker have been explained the classification of systems.
(8) There is a group of countries using the same systems of other countries.
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(9) As a result of all economic and social developments, a Committee was
established by the United Nations in 1983.
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Ch. 4
Reporting and disclosure

+*  The concept of disclosure in the international

accounting:

The concept of disclosure depends on the purposes of the
financial statements which essentially revolve around the provision
of appropriate accounting information to the categories used to these
statements in making economic decisions and financial,
administrative and financial, social and other related directly or
indirectly to the company that is the source of this data.

Most researchers agreed to identify two levels of disclosure.

= |deal Disclosure
= Disclosure possible or available.
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(Moontiz) was of the first researchers who were exposed to
the concept of appropriate disclosure, and that in his study issued by
the American Institute of Certified Public Accountants (AICPA).

(Moontiz) explained in his study that the standard appropriate
disclosure accounting information must be flexible within the
framework of its key elements, which are in the nature of the
information that must be disclosed in the financial statements, then
the party or parties that use this information, and finally the timing
of the disclosure of this information. And (Moontiz) determined the
concept of appropriate disclosure that accounting reports should
disclose all the information necessary to making non-misleading.
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As well as the Committee identified emanating from the
American Institute of Certified Public Accountants (AICPA), what
appropriate disclosure as follows: - "that data display information in
the financial statements, according to generally accepted accounting
principles requires the provision of an appropriate disclosure on
these statements and so on all material things. the element of
disclosure is meaning to be related to the form and content of
financial statements, and the terminology used, as well as
observations attached thereto, and including details, so how to make
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those statements advertising value from the standpoint of users of
these statements. "
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< Disclosure problems in multinational companies

Problems can be summarized to disclose the following:

(1) Differences in the diverse needs of users of accounting
information, which is difficult to reconcile the disclosure
requirements and the needs of users.

(2) Variation comprehension and the ability of users to understand
and interpret accounting information, because of the difference in
their level of education from one country to another.

(3) Provide a large amount of accounting information commensurate
with the large size of the multinational companies, which affects
the value of useful information for users.

(4) Information comes from different countries in multiple cultures
that lead to a variety of operating environments, as some types of
disclosure is not in accordance with the nature of society and the
requirements of the local government, which reflected negatively
on the multinationals.

(5) Disclosure is sometimes used by some users for the purpose of
abuse and harms the reputation of the company, which must be
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no equilibrium between the needs of users of the mandatory
information for decision-making purposes and the information
provided.

(6) Must determine the type of users of information if there are
multiple groups and large users, which requires high efficiency
in the application of the principle of disclosure.
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+» Disclosure reguirements in multinational companies
The multinational companies have using a variety of methods
and concepts in order to deliver information to the intended users;
can be summed up these methods and procedures including the
following:
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1 — Preparing of the Financial Reporting and in accordance with the
accounting principles of the country of origin.
2 - Translation and publication of financial reports in the local
language of the country of origin.
3 - Convert currency translation and report to the local currency
using the exchange rate at the date of preparation of financial
reports.
4 - To provide information on standards and accounting principles
used in the country of origin and have been used in the preparation
of financial reports.
5 — Repreparation of financial statements selected in accordance
with the generally accepted accounting principles and presented to
the intended users of those statements.
6 - Preparation of financial statements and submitted to the
secondary beneficiaries and users who are in another country of the
world. These statements include a full range of secondary financial
statements (including the notes complementary to the financial
statements) and prepared in accordance with the accounting
standards used in another country.
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¢+ Foreign operations

IAS (21) defines of the foreign operations as a subsidiary or
associate or joint venture or foreign branch of the company is
located in or initiate its operations in a country controversy the
country of the company offering its financial statements. The
foreign operations are classified into two types:
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1 - Foreign operations

Foreign operations are represented processes that exercise a
major part of the operations carried out by the company as if it were
an extension of the company's operations.
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2 - Foreign entities
International standard (21) defines of the entity foreign as
foreign operation does not constitute its major part of the activity
practiced by the company offering its financial statements. The
foreign entity collects money and other items of monetary and bears
the expenses and generates revenue and measure loans and is
operations in foreign entities by domestic currency of the state
where the foreign entity located.
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+ Translation of financial statements of foreign

operations

The translation of the financial statements of foreign
operations a key part of the company's operations as if they were
foreign transactions are the same company transactions and in
accordance with the following rules:
(1) Fixed assets and depreciation: Translated at the exchange rate at
the date of acquisition of the asset or the date of the revaluation.
(2) Stock: Translated at the exchange rate at the date of inventory
spending.
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¢ Elements of disclosure

The elements of disclosure in accordance with International
Accounting Standard (21) in the following paragraphs:
(1) Exchange differences that have been processed in the income
statement.
(2) Net exchange differences that have been included in equity with
the opening balance statement and last term and movement during
the year.
(3) Exchange differences added on the carrying value of the asset in
accordance with the accounting treatment alternative in this
standard.
(4) If the currency is different constraint for the currency of the
country where the head office of the company must disclose the
reason for the use of the currency and the reason for any change in
the currency constraint.
(5) Must disclose the following matters in the case of changing the
classification of the foreign operation:
e The nature of the change in the classification.
e The reason for the change.
e After a change in the classification of property rights.
e Impact on the net profit or loss for each previous financial period
presented as if the change in classification occurred at the beginning
of the first period presented.
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(6) The method chosen to translate the goodwill arising on the
acquisition of a foreign entity.
(7) Following significant changes in the exchange rates, and
subsequent to the date of the financial statements, monetary items of
a foreign operation or on the financial statements of a foreign
operation.
(8) The company's policy in the risk management of the foreign
operation.
(9) When applying the standard for the first time should be disclosed
separately from the accumulated balance in the first period for the
exchange differences deferred and included in equity.
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¢ Foreign entities
Financial statements are translated foreign classified as a
foreign entity and in accordance with the following rules:
(1) Translate assets and liabilities of a monetary nature and non-cash
at the closing rate.
(2) Translate items of revenues and expenses at the rate of exchange
on the date of transactions only if you register with the foreign
entity is suffering from cash currency inflation high economic,
revenues and expenses in this case are translated at the closing rate.
(3) The differences in the change in exchange rates are treated into
the equity and until the date of disposition of the investment.
daial) L) o
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The sources of exchange rate differentials are to translate the
financial statements of foreign entities in accordance with the
following: -

(1) Translation of items of revenues and expenses at closing prices
while are recognized at the current exchange rate on the date of the
transaction.

(2) Translation of the net investment in the beginning period at the
exchange rate contrary to what previously used in the preparation of
financial statements.

(3) Other changes in the equity of the foreign entity, and these
changes does not significantly affect the cash flows from current
and future operating activities for both the company and the foreign
entity and then, these differences do not treat in the income
statement as revenue or expense.
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The goodwill arising on the acquisition of a foreign entity is
treated by one of the two following methods:
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(1) To make the goodwill as an asset (or liability) of the foreign
entity and translated at the closing rate.

(2) To make the goodwill as an asset (or liability) of the parent
company.

o iy al) L;A;}_)L“;ﬁx;i OLS Gl e 288U Jaall 3 5o pellas
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The financial statements of a foreign entity are integrated in
the financial statements of the company as if it were a compilation
of the financial statements of the group companies, without made
the compensating between exchange differences relating to
monetary items.
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In the case of the foreign entity to prepare its financial
statements in the different date for the date of the preparation of the
financial statements of the company. The entity foreign
prepare financial statements specifically for assembly on the date of
the financial statements of the company, if that is not possible, it can
be used financial statements with a different date within three
months, with a translation appropriate adjustments in the event of
significant changes in exchange rates at the date of the company's
balance sheet.
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Exercise (1)

A company in Basrah prepare its financial statements at the
end of the month (December) of each year and hold accounts in
Iragi currency (lragi dinar), has appeared the statement of financial
position of the company on December 31 (December) 2012
Egyptian pounds.

Particulars Amount (Egyptian pounds)
Debtors 5000000
Financial investments (market price) 10000000
Cash on hand and bank 4000000
Accounts Payable 3000000
Long-term loans (Arab Bank) 12000000

If you know that:

1 - Fixed assets acquired during the year 2009:

Include some items in Egyptian pounds worth (by re-evaluation in
the balance sheet date) amount (1) million pounds.

It also includes some items that previously re-evaluated at 31
December 2011 and valued at fair value on that date of the amount
of 2 million pounds.
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2 - The exchange rate of the Egyptian pound identified as follows:

Date Egyptian pounds
December 31, 2012 183 Iraqi dinars

December 31, 2011 188 Iraqi dinars
December 31, 2009 180 Iraqi dinars

Required: assessing the accounting items included in the statement
of financial position at December 31, 2012.

(1) crd
il b ALl L 8 Slaels B peadl 8 A3l ol sl Sl gan) o s
Dlall) 48 jal) Alealls Leilloa dluais ole IS n (Lsewnd) J¥) S s

2012 (Usessd) JsY) O S 31 (BAS 5l Ml 38 pall AailE & jela S 5 ¢(( Il
Sraall 4all o

(S dxia P
5000000 O s
10000000 (Gl yra ) Ale ol et
4000000 il 5 3 srinally s
3000000 05l
12000000 (o) il ) Ja¥l dlysh g 58
ol e 134

62009 ple JDUs sliie 136 Jsal) -]

el o i) 3ale) s ) Lgiad A8 (o el dgiadly Chla il iy e Jaids
g pandzin Osile (1) e (Al 38 5l Al

Aiis 22011 e 31 (o8 Lo s3le) GGa I o iall ey e Jaiii LS
Srane A (stle (2) glie g Ul el 4 Alalal) Lgia

. &UJ\M\&QJ&@M\@&Q\QFW 2

S raa A Bl
Soe i 183 2012 e 31
SBloe )i 188 2011 e 31

85



| e S0 180 2009 steus2 31 |
Dty 3] (& Ml 58 el AdlE 8 da jaal) dalaal) dgull anl -r slaal)
22012

Solution

Should distinguish between monetary items and items of a
non-cash nature of the differences in the basis of an assessment of
each of them, where they are assessing monetary items currency
restriction (Iragi dinar) and according to the closing price. The items
of a non-cash nature are assessed as follows:
(1) If they are included at their fair value is measured at the
exchange rate at the date of the fair value was determined.
(2) If they are carried at cost, they are measured at the historical
exchange rate (i.e., at the date of acquisition) and detailed as
follows:
The first Required - monetary items (according to the closing price)
- Debtors = 5000000 pounds x 183 dinars = 915 million Iraqi dinars.
- Cash on hand and banks = 4000000 pounds x 183 dinars = 732
million dinars.
- Creditors = 3000000 pounds x 183 dinars = 549 million dinars.
- Long-term loans = 12000000 pounds x 183 dinars = 2196 million
dinars.
The second required: items of a non-cash nature
- Financial investments = 10 million Egyptian pounds x 183 dinars
= 1830 million dinars.
- Fixed assets revalued at the balance sheet date = 1 million
Egyptian pounds x 183 dinars = 183 million dinars.
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- Fixed assets revalued at December 31, 2011 = 2 million Egyptian
pounds x 188 dinars = 376 million Iragi dinars.
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Exercise (2)
The balances in the statement of financial position of the
company's global modern equipment appear at December 31, 2011
as follow:
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Customers (1600000) U.S. dollars, long-term loans (1000000) U.S.
dollars.

If you know the following:

(1) The Company during the month of March 2012 to collect the
entire balance of the customer, as well as carried out during the
month of March 2012 to complete the sales on credit to customers
amounting to the sum of (1200000) U.S. dollars.

(2) Collection amount (400,000) dollars from customers during the
month of September 2012.

(3) Long-term loans accrued during the month of August 2013.

(4) The lraqgi dinar used as a cash currency in the registry of the

company.
(5) Identified the U.S. dollar exchange rates as follows:
Date Change rate of USD

December 31 (December) 2011 1200 IQD
March (March) 2012 1225 1QD
September (September) 2012 1215 1QD
December 31 (December) 2012 1275 1QD
August (August) 2013 1250 IQD

Required:

1. Assessment balances monetary items recorded in U.S. dollars at
December 31, 2011.

2. Prove necessary entries in the Journal of the company in 2012
with the assessment of bank balances of monetary recorded in U.S.
dollars at December 31, 2012.

3. An accounting treatments for exchange differences arising from
previous transactions.

4. Prove under a long-term loan repayment.

(2) rs
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Solution
Required first: Evaluation of balances monetary items at December
31, 2011:
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& Customers: 1600000 dollars x 1200 = 1920 million dinars.
& Long-term loans: $ 1 million x 1200 = 1200 million dinars.

The second required: - recording the entries of transactions and

adjustments occurred during the year 2012:
(1) The collection of customer balance

Debit Credit Particular
1960000000 From- cash (1600000 dollars x 1225 dinars)
1920000000 | To - customers (1600000 dollars x 1200 dinars)
40000000 | To - differences in foreign exchange rates

Collection of the full balance of customers
(1600000) U.S. dollars at the exchange rate (1225)
dinars to the dollar during the month of March
2012.

(2) Proof of sales in March 2012

Debit Credit Particular
1470000000 From - customers (1,200,000 dollars x 1225
dinars)
1470000000 | To - Sales

Prove sales of $ (1,200,000) dollars at the
exchange rate (1225) dinars per U.S. dollar.

(3) Collection is part of the balance of customers in September

2012
Debit Credit Particular
486000000 From - cash ($ 400,000 x 1215 dinars)
4000000 From - differences foreign currency exchange rates
490000000 | To - customers (400000 X 1225 1QD)

Collect $ (400,000) dollars in September 2012 at an
exchange rate (1215) dinar per U.S. dollar from
sales of March 2012.

(4) Evaluation of monetary items in the December 31, 2012:

Particular

amount / 1QD

Customers (800000 dollars x 1275 dinars)

1020000000
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Rating when proof of sales (800,000 dollars x 1225 dinars) 980000000
Exchange rate difference (credit) 40000000
Long-term loans ($ 1,000,000 x 1275 dinars) 1275000000
Previous assessment 1200000000
Exchange rate difference (debt) 75000000 75000000

4- The accounting treatment for exchange differences

Be proved entries exchange differences resulting from the
revaluation at 31 December 2012 is as follows:

Debit Credit Particular
40000000 From - Customers
40000000 | To - exchange differences
75000000 From - exchange differences
75000000 | To - Long-term loans

Note: - exchange rate differences are charged as an expense on the
income statement for the year 2012. The exchange rate
differences payable are closed in the income statement as
revenue for the year 2012.

5- Proof of payment of long-term loans in August 2013

Debit Credit Particular
1275000000 From - long-term loans($ 1,000,000 x 1275 dinars)
1250000000 | To - Bank ($ 1,000,000 x 1250 dinars)
25000000 To - exchange differences

The differences are closing exchange rates payable are
recognized as revenue in the income statement for 2013.
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Questions

. "The Committee identified emanating from the American

Institute of Certified Public Accountants (AICPA), what

appropriate disclosure". Explain....

. What are Disclosure problems in multinational companies?

. What are Disclosure requirements in multinational companies?

. "International standard (21) defines of the foreign entity and

foreign operations™. Mention the two definitions.

. What are the elements of disclosure in accordance with

International Accounting Standard (21) ?

. Write True or False against the following sentences:

(1) Most researchers agreed to identify only one levels of
disclosure: Ideal Disclosure.

(2) (Moontiz) was of the first researchers who were exposed to
the concept of appropriate disclosure.

(3) Translate assets and liabilities of a monetary nature and non-
cash at the historical rate.

(4) Translate items of revenues and expenses at the rate of
exchange on the date of transactions.

(5) The goodwill arising on the acquisition of a foreign entity is
treated only by make the goodwill as an asset (or liability) of
the parent company.
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Ch.5

Accounting for Foreign
Currency Transactions

The exchange rate is defined as the difference resulting from
the transfer of a certain number of units of cash foreign currency
into the currency recording at different exchange rates. The
exchange differences resulting from the settlement of monetary
items are processed as income or expense in the period in which
they are received. The exchange differences monetary items is part
of the company's net investment in a foreign entity. These
differences are treated in equity of the company and until the date of
disposal of the net investment.
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The international standard (12) has included alternative
treatment involving exchange differences resulting from the
significant decline in the price of the currency, which affects the
obligations that arise directly as a result of the acquisition of modern
asset by currency cash foreign, as these differences are included in
the book value of the asset, provided that the consequent do not
increase the adjusted book value of the value of the replacement cost
or recoverable values of the asset, whichever is less. Not follow this
method of treatment unless the company is able to settle or recover
the risks of foreign currency cash commitment.
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< The distinction between gains or losses of changes in
exchange rates realized or unrealized

the concept of foreign currency cash transactions (Foreign
Transactions) in international accounting to spread because many of
the accounting problems related with the conclusion of these
transactions, most notably the following: -
1- Transaction registration initially and its proof in the accounting
records at the time of it's happen.
2- Foreign currency balances registration dates subsequent to the
preparation of the statement of financial position.
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3- Treatment of gains or losses arising from changes in exchange
rates, both in the preparation of financial statements or at the end
of the process of collection or payment in cash for the operation.

4- Adjustments are recorded accounts of debtors or creditors in
foreign currency at the dates of entitlements.
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The multinationals economic exercise their activities through

a variety of transactions that use foreign currency in measured

accounting and affected its value changes that may occur in

currency exchange rates monetary foreign used in recording and

measurement, so the international accounting to concern about the

problems caused by these changes in all of the value of foreign

currency cash transactions and the amount of rights or financial

obligations as a result of changes in exchange rates between the date

of the starting of the transaction and the date of the end of the

accounting period and the date of payment and collection of the

financial values of the transaction.
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The transaction includes cash foreign currency sales and
purchases of goods and services or lending and borrowing or the
collection and payment of dividends. For example one of Iraqi
companies do a transaction with a U.S. company to import some
products that are paid their values in U.S.D, these operations enter
within the concept of currency transactions foreign cash.
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Thus, multinational companies and international companies
face many problems accounting activities record with international
transactions through foreign subsidiaries or affiliates, particularly
with respect to each of the following: -

1- Transactions in currency cash foreign suppliers and customers
(clients) foreigners with exchange rate fluctuations currency during
the time period that extends through the transactions of foreign.
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2- the financial statements of subsidiaries and affiliated companies
of State, which in turn produces a mixture of financial values
heterogeneous which are translated in currencies cash foreign
different, which requires the need to translate those lists to one
country's currency mother who is located within the territorial
boundaries main center for multinational companies so can be
combined with each other in the consolidated financial statements
(Consolidation) for the whole group.
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It follows changes in exchange rates currency cash foreign
gains or losses in the exchange (Exchange Gains or Losses), and be
of those gains or losses realized or unrealized, where are gains or
losses on currency foreign achieved (Realized) in gains or losses
that have already occurred which produces exchange of cash for
other cash currency, and resulting gains or losses of a certain
currency transactions cash foreign (Foreign Currency Transaction)
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Is the particular transactions in cash currency different of the
currency used in the preparation of the company's financial reports.

o calSe i) Al Aleally oyl Jland 8l il e
Clding e ol Al Hlaall o) Kl @l oSyl 8 s
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Ly ) dae) 8 Aerdiedd) Alead) e Calia A8 dlee 8 Aaradie O Lilas
as,al

In the case of gains or unrealized losses (Unrealized Gains or
Losses) there is nothing there, or an any exchange in the currency,
which produces those gains or losses unrealized
than just a translation of the currency monetary foreign (Foreign
Transaction Currency) which is in turn (Conversion) values in the
subsidiary account balances and foreign denominated monetary
currencies to the currency used in the preparation of the
consolidated financial statements or consolidated.

Y Gisan giaga g elllia Galh sl pe iledll o Sl dlla i L
O Ainall joe LoAl) o oSl el i G ¢ Al Aleadl 8 Jolg Al
lba 3aaa i 8 andll oy sad 8 s Al g dpia ) 40l dleall dan 553y
dac) 8 deadial) Apadl) dlead) ) a1 3080 i aally Alaasall g daylill 4S50
 Baa gall gl daaniall ddLall 23) 8l

It has become international companies committed to
applying IAS (21) after its release on the transactions of import and
export deferred payment on the transfer of goods between foreign
branches and subsidiaries, so that it is contracting at a specific date
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and is shipping and receiving goods in the another date and then
another payment in third date In the next period, and certainly the
exchange rate will be different in each other, and then occurs
currency differences, or the so-called gains or losses on such
transactions. This requires the need to treat accounting.

(21) a8 sl dplaall Hla saadaty 4 il 4 sall IS 8l Cinpial )
dind e ool Jagall paailly o) el Aaldll idlas e s sua da
O Fea ol 8 Blail) 2y iy ¢ Lgd Ayl S il 5 A jlall g 5 al) G deliall
Aol 5 yiall 8 Calld gy )l A sland) &3 AT G U 8 deliad) aul 5 il Ay
& e ¢ AY) e mJ U8 (B i OsSan peall a8 3S5al e
G e | O lrall @l il 5 S sy La sl a8l Alaad) (358 Jaan,
Laslase Lgiadlae 3 5 juia llaiy

¢ Recording of transactions by using One-Transaction
Approach

Produced gains or losses currency cash generated from
transactions which occurred in local currency cash foreign, and
requires such transactions to make adjustments future due to
changing and fluctuating exchange rates, where the consequent
presence gains or losses for such operations due to change in those
prices from the date of the contract to the settlement date results,
where represents the settlement date ((Settlement Date is on which
payment of funds currency cash foreign, and there are two
approaches to address differences currency related transactions
currency cash foreign namely: ((One - Transaction Approach)), and
((Tow - Transaction Approach)) .

daa) o) Alaad) Jada aladialy cblalaall ol o
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The_One - Transaction Approach is considered traditional
which follow by international companies in the treatment of gains or
losses on currency until the issuance of IFRS (21) entitled The
Effects of Changes in currency exchange rates foreign cash. Where
the transaction is not considered finished until the final settlement
date, and any gains or losses represent differences Coin of the
process will be addressed in the settlement date as one amendment
to the recorded value of the product, which has acquired and
acquisition.

= A sall S il el o) satill Janall saal gl dleall Jana ey
s (21) w3 (sal) el stam a1l Alaall il f ol dalla
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s Alenll s Alee (358 S et 5f e (515 Al 4y pustl Gy Jl5 i
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AL 5 43 s

The_One - Transaction Approach consist on basis take on the
consideration to currency transactions cash foreign as one unit with
respect to each of the conclusion of the transaction and the event
repay the debt and to look at both the process and the emergence of
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debt and cash payment of that debt as an event and one parcel,
taking into account that once complete the process appear following
possibilities for payment in accordance with the agreement between
the importer and the exporter:-

1. Payment is domestic monetary currency of the importing

country, and in this case is not affected by both the importer and
exporter.

2. Payment is made in cash foreign currency (third country) for
each of the importer and exporter, and in this case affected both
the importer and exporter.

Also features a One - Transaction Approach easily
applied, as it does not require entry procedures or accounting
adjustments at the end of the financial year, as well as tax
authorities recognition of this_Approach , but this approach
suffers from some criticism, perhaps the most important: -

1. contrary to the_Approach with some assumptions and accepted
accounting principles (principles of independence of the
accounting periods and Revenue or interview revenue
expenditure), where they are settling differences currency by
modifying values accounts purchases and foreign sales for both
operations ended or extended, may be those accounts have been
closed in the income statement for the year or the following
years.

2. The_Approach Does not recognize of the gains or losses arising
from currency, where neglect adjustments inventory on those
differences at the end of the financial year for the company,
because the amendments resulting from changes in exchange
rates are entered directly on the accounts of the same purchases
and sales.
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3. Approach does not convenient to the reality and the nature of the
accounts, where they are making sales debt account (which is
credit in nature) or make purchases credit account (which is debt
In nature).
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1 - Calculating the gains or losses

Exercise (1)

On 15/9/2013 a Iragi company bought merchandise from one
of the suppliers in the United States of America of $ (500,000) $
(dollar 1200 1QD), that the payment is made after three months from
the date of purchase on 15/12/2013 (exchange rate on that date is
1250 Dinars).

Required: calculating the gains or losses resulting from that process
Iragi Dinar.

Sladl) o lsall Gludal -]

(1) (s

O sl aal (e adliay 481 jall IS ) (gaa) G 518 22013/9/15 Gl
S Y oAl Capa ) Y 53 (500000) ddaar S5 1Y) saaiall il Sl
Gl (sl o) 5Bl gl e el A aay Sadl oy o (e (Hle i 1200
(e a0 1250 s Eoll I (8 e pall ) 22013/12/15
S el el Al @l e Aatll Al o Sl Gladial s slladll

Solution

The following formula can be used for the purpose of
reaching a calculated gains or losses:
the transaction gains or losses = amount owed foreign currency units
X (the difference in exchange rates between the date of the
transaction and settlement date).
(1) the value of the transaction in 15/9/2013 Iragi = $ 500,000 x
1200 1QD = 600000000 1QD
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(2) the value of the transaction at 15/12/2013 Iragi = $ 500,000 x
1250 1QD = 625000000 1QD
(3) gains or losses arising from contract = 625000000 -600000000 =
25000000 Dinar

Previous equation can be used to get currency losses
differences in the following manner: -
Losses resulting from the contract = $ 500,000 x (1250 1QD — 1200
IQD)
= 25000000 1QD .

Jadl
sl o) Sl Clatiad ) Jaa sl ia jad 3V Aalaal) st (Say

= Bl x Aa¥) ddell Clas g Gaiall ilidl = Alleadl s o) nlSe
(sl g U5 Alaal) g ) (el ln

B oal il 22013/9/15 & Adeal) 4ad (1)
L 600000000 = Ll 1200 x LY 52 500000 =

Sl Hall 22013/12/15 8 dleal) 3 (2)

D 625000000 = Dl 1250 x ¥ 52500000 =

Sl e Al yileal) s canlSall (3)

O 25000000 = 600000000 — 625000000 =

A0y A8l eall 58 iled e Jsanll A5 bl aladiv) (Sa
(U2 1200 — Jls 1250) x ,¥ 52 500000 = 8l e 236l Al

)@ 25000000 = Ll 50 x 500000 =
2 - Calculating Realized gains or losses on currency

Exercise (2)

On 01/07/2013 an lragi company working in the field of
import and export borrowed loan from a bank of American to
finance a business transaction for (6) months' worth (500000) U.S. $
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exchange rate was on that date (1200) IQD.
Required: Calculating realized gains or losses in the currency (the
Iragi Dinar) on 31/12/2013 on the basis of the following two
assumptions:-

1 - The exchange rate of the USD was (1215) Dinar.

2 - Exchange rate of the USD was (1199) Dinar.

gains or losses in the currency (the Iragi Dinar)
Gains losses
$ 500,000 x (IQD 1200 - 1QD | $ 500,000 x (1215 IQD - 1200)
1199) = 7500000 1QD
= 500000 1QD

4a81) Alealdl B Adaad) Jilodd) o) GuadSall ibadial -2

(2) CrAs
Jine (8 Alalall A8 jall IS 5 8l saa) i 81 22013 /7 / 1 Gl
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(B! A LAl dgaail) Alaad) B dBBaal) Jiludd) o colSall
Al Gl
(W2 1200 — J01215) x Y52 500000 — J221200) x J¥52 500000
227500000 = (L2 1199
J522 500000 =

3 - Monetary payment in the currency of the importer

Exercise (3) The following data on the transaction that occurred
between a Iragi company and an American company during 2013.
(1) On 1/11/2013 An lIraqg Company contracted with the U.S.
company to import goods worth (50000000) 1QD.

(2) On 1/12/2013 the American company has contracted to ship
goods imported to the port in Irag (Basrah).

(3) On 21/12/2013 has been agreed that the lragi company paid the
amount in 1QD through International Bank of Iraqg.

Required : Pass the necessary journal entries to prove the previous
operations in the records of both the importer and exporter,
according to their respective currency and based on two
assumptions: -

(1) The first assumption: the U.S. dollar exchange rate was as
follows: -

Date USD exchange rate
1/11/2013 1200 1QD
1/12/2013 1210 1QD
21/12/2013 1220 1QD

(2) The second assumption: U.S. dollar exchange rate at the date of
payment or collection was (1205) Dinar.

3 el 4083 dlantly dlaud) -3
3) &

109



) jall IS 53l gan) o a3l A jladll Aaaal) e iy L Lagd
22013 ale & 48, 500 48 i
(e S Y AS 5l e A1 el AS 58 ca8la3 22013 / 11/ 1 b (1)
L3 (50000000) Leiasd gilas 3l il
) Leale alaiall wiliadl (aids 48 50 ¥) 48530 Culd 22013 /12 /1 &l (2)
(5l Glall 8 2 siuall elie
Dl aduall 480 al) A8yl aaasi o (e BLEY) 2322013 /12 /21 &l (3)
S Bl ey 3k e el
O S s (8 Al ) LAY Aa 3O Apa sl 358 )y ¢ ugellaal
e Gl Y1 (il ey Legia S Al Aleall oy el s 3 siasal
AU il e S S 5T Y sall Goeall V) ol Y (1)

SaY) DY 5l G paa ja gl
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O (1205) adaey o\S
Rule: - If payment currency cash to the importer, the registration
under entitlement treatment and prove under treatment cash is the
same currency local of the importing country, and then do not show
gains or losses rate differentials of currency for imported, the
exporter, it is affected by these differences.
L) 5 Alalrall (Blancial 28 Jaaust G 3 ) giosall 401l Aleally Slaudl &5 13) -; 3acl)
el Y a8 (a2 siaall AL A da ol A6l A Leal) iy W1y (sa@ll Alaladl) 2
DAl 4l jreaal) Lal ¢ ) siuall dpially a8l Abeal) Jaas (3558 silud 5l ailSa
- sl el

Journal entries required to prove the previous operations in
the records of both the importer and exporter

110



Debit Credit records lraq Debit | Credit | To records American
(importer) (IQD) company (exporter) (in
U.S. dollars)
50000000 external purchases | 41322 Customers Dr.
Dr. 41322 | To Foreign Sales
50000000 | To suppliers Sale of goods of (50)
Buy goods from a million Dinars at (1210)
U.S. company and to the dollar on
repayment Iraqi 1/12/2013
Dinars on
21/12/2013.
50000000 Suppliers Dr. 40983 Bank Dr.
50000000 | To Bank 339 Foreign Sales Dr.
Payment owed to 41322 | To customers
the Corporation of Collect $ (50) million
America and (50) Iragi Dinars exchange
million Dinars on rate (1220) Dinar per
21/12/2013 dollar on 21/12/2013
(Or) thereisno | | | s
impact, but changed
entries
50000000 Suppliers Dr. 41493 Bank Dr.
50000000 | To Bank 171 To Foreign Sales
Payment owed to 41322 | To customers
the Corporation of Collect (50) million
America and (50) Iraqgi Dinars rate (1205)
million Iraqgi Dinars to the dollar on
on 21/12/2013. 21/12/2013
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4 - Cash payment in the currency of the exporter
Exercise (4)

The following data on the transaction that occurred
between an Iragi company and an American company during 2013.
1 - On 1/7/2013 Irag Company contracted with the U.S. Company to
supply machinery and equipment worth (1) million U.S. dollars.
2 - In the 10/7/2013 was shipping machinery and equipment to Iraqi
ports (Basrah).
3 - It was agreed that the company Iragi payment after two months
from the date of shipment by the International Bank of Irag.

4- U.S. dollar exchange rate as follows: -

Date USD exchange rate
01/07/2013 1200 1IQD
10/07/2013 1205 1QD
10/09/2013 1275 1QD
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Assuming the exchange rate at the date of payment or
collection (1225) 1QD for U.S. dollar.
Required: Record of journal entries in the books of both the
importer and exporter by currency cash each.
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Solution
Journal entries in the records of the company imported and
exported

Debit Credit records lragi Dinars Debit Credit Company records

(importer) the U.S. dollar
(Exporter)
1205000000 Machinery and | 1000000 customers Dr.
equipment Dr 1000000 To Foreign Sales
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1205000000 To suppliers Sale of goods to

Purchase of machinery Irag Company $

and equipment from (1) million dollars

the American company paid after two

exchange rate(1205) months from the

dollars on 10/7/2013 date of 10/7/2013

1205000000 Suppliers Dr. | 1000000 Bank Dr.
70000000 machinery and 1000000 To customers
equipment Collect the sum of

1275000000 To Bank (1) million on

Payment owed to the 10/9/2013

company U.S. $(1)
million at the exchange
rate (1275) Dinar per
dollar on 10/9/2013

(Or) will not
change the entries
and there is no

impact.

1205000000 Suppliers | 1000000 Bank Dr.
20000000 machinery and 1000000 To customers
equipment Collect the sum of

1225000000 To Bank (1) million on

Payment owed to the 10/9/2013.

company U.S. $ (1)
million and exchange
rate (1225) to the
dollar.

Note: We Notes that the losses (debit) increase the value of purchases and gains
(credit) reduces the value of purchases.
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5 - cash payment currency of a third country

Exercise (5)

The following data business transaction that occurred
between a Iragi company and an American company during 2013.
1 - On 21/1/2013 an American company contracted with lIraq
Company to supply (import), the products of (1,000,000) euros.

2 - In 1/2/2013 has been shipping the goods imported to the ports in
Iraq (Basrah).

3 - Payment is in euros after two months from the date of shipment
of the goods, the payment will be on 1/4/2013.
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4 - The exchange rates of the euro against 1IQD and U.S. D are as
follows: -

Date Iraqgi Dinar U.S. Dollar
21/01/2013 1230 1,150
01/02/2013 1250 1,250
01/03/2013 1260 1,300
01/04/2013 1270 1,350

Required: - Record journal entries in the records of both the
importer and exporter.
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Journal entries in the books of the company imported and exported

Debit Credit records Iraqi Debit Credit Company
Dinars (importer) records the
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U.S. dollar
(Exporter)
1250000000 Specific Purchases | 1250000 Customers
Dr. Dr.
1250000000 | To suppliers 1250000 To Foreign
Import products Sales
from the American Export
company the products of
equivalent of the company
million euros on Iragi $ million
1/2/2013 paid after euros on
two months. 1/2/2013.
1250000000 Suppliers'Dr. 1350000 Bank
20000000 external purchases 100000 To Foreign
Dr Sales
1270000000 | To Bank 1250000 To customers
Payment owed to Due on the
the U.S. equivalent company's
million euros on collection
1/4/2013. Iraqi
equivalent
million euros
on 1/4/2013.
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+» Recording transactions by using the Tow -

Transaction Approach

Under the two transaction approach the gains or losses on
currency exchange differences are considered an actual gains or
losses realized (Actually Realized) must be shown separately and
not closing in the accounts of foreign purchases or sales, then
transfer by another entry independently to net profit or to the
specific reserve.

The method is based that there is always two decision or
two event separated are to buy or sell (import or export) and the
second event resolution payment or collection and results of each
event of gains or losses should not be influenced by any other
decisions, so the results of the purchases and sales of foreign closed
in part of Trading account or income statement, and independently
of the reimbursement process or cash collection thereof, which in
turn generate gains or losses differences currency real cash, and then
be closing portion allocated in profit and loss account at the
payment process or collection.
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1 - Profits and losses on currency rate differentials resulting
from external purchases

Exercise (6)

On 1/8/2013 an Iragi company contracted with an Egyptian
company to import Egyptian goods and products in accordance with
the following conditions: -

1 - The contract value (1 million) Egyptian pounds.

2 - Pay the value of the contract after two months from the date of
contract.

3 - The exchange rate at the date of the contract (173) IQD.

4 - Financial year ends on 31/12 (December) of each year.
Required: Record the necessary journal entries in the books of the
importer (Iraq) on the assumption that: -

(1) exchange rate at the date of payment (163) I1QD .

(2) The exchange rate at the date of payment (183) 1QD .
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Rule:

1. If the exchange rate at the date of payment less than the
exchange rate for the contract, it leads to profits for the importer,
where he pays a lesser amount of the balance book for the
exporter, and transfer the difference to the profit and loss account
as a profit realized actually and vice versa in the case of loss.

2. As for the supplier (exporter), it does not get to have profits or
losses monetary and currency differences because the value of
the contract and payment currency by Egyptian pound and then
the value book balance due for him completely equal to the value
of the transfer received from the bank.
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Journal entries in the books of the importer (Iraq)
Dr. Cr. Particular
(1) Prove the purchase process under the
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exchange rate (173) 1QD.

173000000 external purchases Dr.
173000000 | To suppliers
Proof of purchase of goods in the amount of
million pounds at an exchange rate (173) Dinar
(2) prove the payment process under exchange rate
(163) 1IQD
173000000 Suppliers Dr.
163000000 | To Bank
10000000 | To Profits and losses on currency rate
differentials(gains)
Proof payment to suppliers at 1/10/2013
10000000 Profits and losses on currency rate
differentials(gains) Dr.
10000000 | To Profits and losses
Closing currency differences in the 31/12/2013.
(3) proof the process of payment under the
exchange rate (183) 1QD
173000000 Suppliers Dr.
10000000 Profits and losses on currency rate
differentials(Losses) Dr.
183000000 | To Bank
Proof payment to suppliers at 1/10/2013
10000000 Profits and losses A/c Dr.
10000000 | To Profits and losses on currency rate

differentials(Losses)
Closing currency differences in the 31/12/2013.

(A8 yad) AS Al 2 ) ghsal) Ay 8 Jaa gal) 258
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+» Gains and losses on currency differences arising from
foreign sales (export)

Exercise (7)

On 23/5/2013 a lragi company contracted with an Egyptian
company to import certain products, and the data for this contract
are as follows:-

(1) The value of the contract (5) million Iragi Dinars.

(2) On 31/5/2013 was shipping the required products.

(3) The exchange rate on shipping is (163) 1QD per pound.

(4) The payment after two months from the date of shipment.
Required: Record the journal entries to prove it in the books of the
exported company on the basis of the following two assumptions for
the exchange rate of the Egyptian pound against the Iragi Dinar: -
(1) the Egyptian pound =153 1QD .

(2) The Egyptian pound = 173 1QD.

(pailldan JAd) cilaal) ¢ Al 4pa8d) Adaad) 59 8 bl g ZLi) o
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Rule : If the exchange rate at the time of repayment of what it was
at the time of contracting, it realize profits of the currency cash to
the exporter, where the exporter receives an amount is converted
into currency national monetary amount is higher than recorded in
the customer account when contracting (if the agreement between
the parties on the payment currency importer) . And determine the
size of the change in exchange rates and handles accounting in the
profit and loss account as a dividend cash unrealized currency
differences (and vice versa if the exchange prices fell when
collection than it was when contracting it is loss-making currency
differences).

Ging @l (ld Slaill iy adde (S Lae Sand) G5 (o pall jrw adi ) 13 : Bas )
Latill adlee ) Al e 2 Ladae alusy aadll o s ¢ jaadl 4l dleall sl
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(Sl ) ddiatie 4085 Alee (398 Ll o liely il s LY s A Lualae
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- (Apail) Aleall (35 8 ilaa

Journal entries in the records of the exported company

Dr Cr Particular
30675 Customers Dr.
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30675 To Foreign Sales
Proof of export sales on 31/5/2013 rate of export (163)
1QD of the pound.

32679 Bank Dr.

30675 To customers

2004 To gains and losses Foreign exchange (gains)

Collect sales value at the exchange rate (153) Dinar per

pound
2004 exchange differences (gains) Dr.
2004 To profit and loss
28901 Bank Dr.
1774 gains and losses Foreign exchange (losses) Dr.

30675 To customers
Collect sales value at the exchange rate (173) Dinar per
pound

1774 profit and loss Dr.
1774 To gains and losses Foreign exchange (losses)
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3 - Import and export operations in the financial year and paid
in the following financial year

Exercise (8)
On 10/10/2013 a Iraqi company contracted with Syrian

company to import goods in accordance with the following
conditions: -

(1) The contract value (5) million Iragi Dinars.

(2) The goods are shipped to the ports of Iraq on 10/10/2013
(3) payment is made after two years from the date of shipment.
(4) The Syrian Lire exchange rates against the Iragi Dinar as
follows: -

Date Exchange rate of Syrian Lire
10/10/2013 0.065 1QD
10/12/2013 0.085 1QD
10/10/2015 0.0751QD

Required: Prove necessary journal entries in the books of the
exporter if you know that the payment has been one year before the
date determined in the contract.

Al Adlal) Al 8 alad) g Aulla A B 3 i) g atl) cililes -3
8) cr s
IS HEl aaf a2 jall IS AN gaa) GaBL3 22013/ 10/ 10 &l
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@JM\SJ#!JM\)M @Jm\
065,85 2 0 22013/10/10
085,85 a0 #2013/12/10
075,45 2 0 22014 /12/10
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Rule: According the International Standard (21),the profits and
losses expected must be taken into account when closing the
accounts at the end of the financial period of each year if the
contract occurred in financial year and payment occurred in
financial next year, assuming that the process or collection has been
on that date and at current exchange on that day. The difference is
treated as a profit or loss in the profit and loss account for the same
year, in purpose of to re-evaluate the cash foreign currency
accounts, according to the exchange rates prevailing at the date of
the end of the financial period for the company.

o= A giall yilall g~ ¥ AA) ety ¢ (21) (sl ol Il Bacl)
e A A 8Ll 25 13) le JS e Al 5 il Al 8 lluall JU8) die (L)
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Journal entries in the books of the exported company

(Syrian Lire)

Dr Cr Particular

(1) Recording at the contract in the 10/10/2013
325000 customers Dr.

325000 | To Foreign Sales

Proof of the sales process (5000000 x 0.065)

(2) Recording at close in 31/12/2013

100,000 customers Dr.

100,000 | To gains and losses currency differences (gains)
(0.085-0.065) x 5000000 = 100000 SYL

100,000 gains and losses currency differences (gains) Dr.
100,000 | To profit and loss

(0.085 — 0.065) x 5000000 = 10000 SYL
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(3) Recording collection in the 10/10/2014

375000 Bank Dr.

50,000 To gains and losses currency differences (losses) Dr.
425,000 | To customers

Prove receivable amount (5) million Iraqgi Dinars (0.085
—-0.075)

Recording at the end of the financial year in 31/12/2014
50000 profit and loss A/c Dr.

50000 | To Profits and losses currency differences (losses)

(gl 3 i) 3 jdaal) AS JAl) v 8 dra gal) 3 58

Yl Odla Omda
2013 /10 10 o5 Sud) 5 <8 (1)
#aal) /2 G 325000
L el /5 ) 325000

065 x 5000000) & les i) (0
22013 / 12/ 31 2 J&Y) sie 38 (2)

£ Sanl) /a‘ o ‘ 100000
(Sisa) @M\’M\ A d Al gzl /a 100000

085),065 = 0, 42,5 5,41 100000 = 5000000 x (0

(i) Eg.ss:tn Wad) 398 Hilud gzl /2 o 100000
Sdlls 7 8 /s 100000

085),065 — 0, (2.3 3, 100000 = 5000000 x 0
#2014 /12 /10 (? Jrasdl) xie 341 (3)
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4- Import and export operations using the currency of a third
country

Exercise (9)
On 1/8/2013 a Iragi company contracted with an Egyptian

company to import an Egyptian product according to the following:
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1) The value of the contract (100000) U.S. dollars.

2) Quantities must be shipped on 10/8/2013.

3) Pay the value of the contract after two months from the date of
shipment.

4) The dollar exchange rate is determined for each of the Iraqi Dinar
and the Egyptian pound as follows: -

The date of the exchange rate IQD Egyptian pound
of the U.S. dollar
10/08/2013 1210
10/10/2013 1200 5

Required: - Record the necessary journal entries to prove the

previous operations in the books of both the importer and exporter.
A0 A g Ales aldAiuly paatl) g 3 i) cilides -4
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Journal entries in the records of the importer and exporter

Debit Credit records Iraq Debit Credit | Egyptian
Company records
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(imported) (Exporting)
1210000000 external 600000 customers and
purchases A/cDr. clients A/c Dr.
1210000000 | To suppliers Alc 600000 | To Foreign
Prove the value of Sales
foreign purchases Prove the value
on 10/8/2013 m of foreign sales
on 10/8/2013
12100000000 suppliers A/c Dr. | 500,000 Bank A/c Dr.
1200000000 | To Bank A/c 100,000 Gains and
10000000 | Togains and losses Foreign
losses Foreign exchange
exchange (gains) (losses) Alc Dr.
Proof is in 600,000 | To customers
repayment on and clients
10/10/2013 AD Proof is in the
collection of the
value of foreign
sales on
10/10/2013.
10000000 Gains and losses 100,000 Profit and loss
currency Alc Dr.
differences A/c 100,000 | To gains and
Dr. losses Foreign
10000000 | To profits and exchange
losses Alc (losses) Alc
Closing profits Closing profits
and losses of and losses of
currency currency
differences in the differences in
profit and loss the profit and
account of the loss account of
year. the year.
oiaall g 3 glasal) il b dya gall 258
A8 ) D Ol Crda A8 ) Sl Cnda
(Buiaall) 4y yaall Al ald)
(SAJJM\)
Ol 3/ & Ga 600000 | <lisidall/a 1210000000
o kazdl g dga Al
el /2 —1 | 600000 Cposall /A 1210000000
Gilaall a8 el ) doa A Gl i)
8/ 10gt 4 JAd /81710 foif—is
22013 / 22013
CrUSS2a (e Gposall /A G 12100000000
didl /a 500000 | CusSde N
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b g gl /a 100000 | <Lidi/a 1200000000
I — Aedgzlai/a | 10000000
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. eLﬂ\ ladll g
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9.

Questions

What are the transactions identified by the International
Accounting Standard (21) regarding registration or paid in cash
and foreign currency? What is the valuation used in it?

Explain the concept of exchange rates?

What are the accounting problems related with the results of the
transaction?

What are the factors reflected on the changes in the value of the
coins? Mention and briefly explain each?

Define the exchange rate difference, and mention the accounting
treatment for this exchange by IAS (21)?

What are the problems faced by companies and foreign
subsidiaries of multinational companies during fluctuations in
exchange rates?

How is classified currency gains or losses cash as a result of
foreign currency cash transactions?

What are the types of foreign operations? Remind and give the
definition of each, and how they are affected by fluctuations in
exchange rates?

Indicate the indicators used to distinguish between foreign
operations and foreign entities?

10.Remember the rules for translating accounting items contained in

the financial statements of each of the foreign operations and
foreign entities?

11.How to deal with differences in exchange rates of foreign

entities?

12. What are the elements of accounting disclosure of foreign operations?
13. Explain the concept of approach per transaction, and what are the

advantages and disadvantages?

14. Explain the concept of double transaction approach, and how to be

registered under this approach?
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Ch.6

Financial Reporting
and Changing Prices

There is no doubt that this modern world is passed by the
phenomenon of merger (Combinations) and control companies to
each other in order to form a large economic groups, and the
consequent many accounting problems when preparing the
consolidated financial statements.

@Ld\ Al
St &)yl g

il Lgaal Jad 4 glll) jaldaall (e aaell agdy caaall el o cls Y
Cle sanall (9S8 Caa gy panal lgdany (e IS 5018 jlay s zleal 3 alhs
2l 5&l) dlae) vie A s JSLa) e apaall A1 e (i iy 5 cdaduall dlaisy)
3aa sall ALl

The consolidated financial statements used in disclosure the

resources and obligations and results of operations for one
accounting unit practiced in a group of companies associated with
economic activities with each other in order to achieve several
objectives:
(1) The integration of account balances of assets and liabilities,
revenues and expenses for each of the holding company and its
subsidiaries.
(2) Excluding gains or losses resulting from the mutual operations
between them.
(3) The settlement of the corresponding account balances among
them.
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(4) Accounting disclosure for the accumulated balances in the
consolidated financial statements.

2l g il V15 50 sall (e ZLiad) 85 sall ALl 2 5l aadius
Aot jall IS LA (e de gana (3UaS 8 Ledaldd (ol Baa) 5 dilae 3as ¢l Cillaal)
Do Al sae Gl (g r AY) Gl ey Ll gkl
Aaldll cild 5 yadll 5 il ¥ s clal V) 5 J sal) Gl 3aaa ) zleail (1)
Gl S il daylal) 48 L3l e JS
e Al cllaall e AUl leal) o ~L Y1 dlagiad (2)
(g Allaall clibual) saca )i 4 5usi (3)
Baa g0 Aglla 2l 8 8 AaS) jiall 3aa V) (e anlaall ZLadl) (4)

s Convert the financial statements of subsidiaries to local
currencies

Mostly industrial and commercial companies and service
researches, when expanding their activities, for new markets for the
marketing of their products and their goods and services in places
other than the place in which it operates. Therefore these companies
try exit from the area of the existence of its existence in their local
markets to markets outside the homeland by opening branches in
foreign countries, especially in those where the tax laws and
customs procedures appropriate, as well as having economic and
political climate and social encouraging investments in them.

dalaal) 4080 cdlead) ) £ g AU Aullal) adl 68N Jogald o
eihiil a5 et cdgenall s 4 jlaill 5 e licall IS Hal Callal) 8 Caag
OISl e s Al (Sl A Lgilaad ani g Lgalus s Lgtlaiia (53 suddl Baaa (3) gl o
L8l sual 3 LeilS Sga g Blai (e s Al S LAl o2 Jslas @iy 48 Jand (53
Garia¥) Gl e g 5 i sl e AV Gl Ui 2 A Glsad ) el
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The case of the geographical distance between the Head
Office and its foreign branches do not impose a special system of
the computational organization in hand overseas branches, but
realistic approach requires that follows the same accounting system
in the internal independent branches.

Those branches integrated accounting books should hold
containing all transactions relating to their activities. But the
principal difference between independent branches of local and
independent branches of State is that those evidenced by the foreign
branch operations (foreign) in cash foreign currency, in other word
of the country in which it operates. This case requires converting
branch account balances at the end of the financial year to the local
currency as the case may be send financial statements of the branch
to the Head Office. This may result in currency exchange rates
differences require cash adjustment of certain accounting conducted
by the Head Office before preparing the final accounts of the Head
Office.

(e pald s (i yi Y A jladl de 555 3 pall G Gl prad) 2l s )
oy O (28051 mgiall ity Lai) g daa Al £ gl 6 laad) aasil) dals
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Leally a il & il Leidy cllaall @l () 8 Jiay doa lad) Al ¢ o5l
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The relationship determined between the Head Office and the
branch by opening each current account to the other party in the
books, where opens the Head Office in its books a current account
of the branch and is depicted in the form of double-digit allocated
first column to prove the processes that take place between the Head
Office and the branch in local currency and block other to prove
those operations currencies cash foreign. the branch opens in its
current account books to prove Head Office for recording the
transactions occurred with the cash foreign currency Head Office.

Therefore requires branch at the end of the financial year that
sends its final accounts and balance of review to the Head Office so
that the other is preparing the final accounts and a consolidated
balance sheet and then can convert its balances from foreign
currency to local currency.

G Hlua Gyl S 718 55k e g sl 5S all (i A8l aaa
g Al gl s Al 8 ) S pall i) Cum Do B AY) ol
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1- The objectives of translation of foreign financial statements
The process of converting the financial statements require

changing the unit of measurement in these lists from foreign

currency to local currency which used by the parent company (Head

Office), and it is intended transfer here expressed by currency local

amounts or processes have been measured by currency cash foreign.
The process aims to convert the financial statements to

achieve the following: -

(1) Assess the activities of foreign companies and control over their

work and make comparisons between them.

(2) preparation of the consolidated financial statements to reflect

the results in foreign companies in accordance with international

accounting standards and generally accepted accounting principles

in the country of the parent company.

(3) To provide accounting information for foreign companies and

delivered to a wide range of users of this information in the country

of the parent company.

(4) Provide appropriate information in general to the expected

economic effects of exchange rate changes on cash flows and

property rights.

doaia ¥ Adlall adl &Y o gad Calaai ¢ Yl
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2- Types of currency exchange rates cash
Currency exchange rate is defined as exchange rate between
the currencies and other. This price represents the amount or
guantity of a certain monetary and currency that must be paid for
one unit of currency other cash. Usually the currencies are bought
and sell in international markets as commercial goods. However, the
monetary exchange rate was not fixed, but is constantly changing
with the passage of time and for several reasons, including:
(1) Non-interference by the central banks to maintain the monetary
value of their currencies and protects it from falling.
(2) Many countries attach their currencies with other currencies.
(3) The instability of the political and economic situation
domestically and internationally.
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Lol 20 5all (80 g1 8 Aoa8l) el g )y ay La Bl 5 5 yal 4508 Aae (4
D oiaaly ity Ja Bl (0S5 ol 40l aal) G e s o e A ladl) ol Jls
e bae Y el il g e aa
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There are kinds of different exchange rates can be

summarized as follows:
(1) Rate (present)

Is based on the current exchange rate prompt delivery of
cash currency, and represents the prevailing price at the date of
preparation of financial statements. The current exchange rate
converts to the historical exchange rate with the passage of time.

(2) The historical exchange rate

Represents the exchange rate prevailing at the date of
acquisition of the asset, or in other words, represents the exchange
rate at the time of the business processes.

(3) The future exchange rate (term)

This price must be agreed now that the exchange between the
two cash currencies at a certain date in the future. Therefore, this
price represents a contract price agreed in advance but it is
influenced by several factors, including the interest rate, the
exchange rate current (present), the agreed period and confined
between date of the contract and the date of exchange, contract
value, type customer, market expectations currency.
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3-Convert foreign branch balances into local currency
It is Usually for converting branch account balances of
foreign currency to local currency exchange rate differentials
currency regardless of whether the prevailing exchange rate between
the country of the Head Office and the country in which the branch
operates a fixed or variable during the financial year.
(1) in the case of exchange rate stability
In the case of the stability of the exchange rate between the
currency of the country that belongs to the Head Office and the
currency of the country in which the branch operates, it can rely on
a fixed exchange rate to convert foreign branch balances at the end
of the financial year to local currency, except for the following
items:
1 - Cash transfers that occur between the branch and the Head
Office, where it is converted according to the actual exchange rate at
the date of exchange.
2 - Account balance is the Head Office at the end of the financial
year, which is sufficient that placed instead in the branch balance in
the books of the Head Office local currency cash.
Because of these exceptions, it does not agreement the sides
of the debtor and creditor of the trial balance prepared for the branch
after conversion of all its assets to currency local but get simple
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differences between them arising from the actual price used in the
above headings and the fixed exchange rate used to convert the rest
of the items trial balance. And settle these differences are as

follows:

(1) If the total debits balance more than the total credits balances in the trial
balance, the difference is one of such as profit deported to the profit and loss
account of the year. The journal entries are as follows:
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| Debit | Credit | Particular |
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XXX Branch Dr A/c

XXX To currency rate differentials

(To prove the value of currency rate differentials
creditor)

XXX currency rate differentials Dr. Alc

XXX To profit & Losses Alc

(Closure of the account currency differences)

8 2l ¢l (e
g Al /A e X X
il Aleal) Sland 3558 /& ) xx
() 2,08 Alaadl jlasdf (35 58 da L))
Aol Alaall jlaad 3908 /2 (e XX
ele C\ /a S X X
(el Gl Alaall (35 8 s JUS))

(2) If the total debits balances less than the total credits balances in
the trial balance, the difference is such loss transferred to the profit
and loss account and be recorded as follows:

Debit | Credit Particular
XXX currency rate differentials Dr. Alc
XXX To branch
XXX Profit & Losses Dr. A/c
X To currency rate differentials

Olome B A 3aa ¥l g ogeae o JB Aball Baa YY) £ seaa S 13(2)
it oy g aladl il g 7L Y s ) s 3 )led 2ay 3 81 4 Al )
fsh LS 2 gadl)

) 2l Gl Ope
ol ilend) o G358/~ n X
g Al /a X X
de Fl/a e : XX
2,050 Alead) Jland (3558 /2 L XX

There are other treatment regarding the treatment differences exchange
rates currency stipulates that in the case of whether spreads currency payables
they do not leave the profit and loss account year but transferred to a broker
account and called account ((translation reserve currency cash)). For using in
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the future to cover any differences cash debit currency, that score appears in the
Head Office's balance sheet on the liabilities side. The journal entries are in this
case is as follows:

(i A8 Aleal) G yea Jlad (3558 dallan o sadn 5 AT dallae clllia
Gl A da 5 Y Leild 40 dnaaal) dlead) jlal (5558 il 1)) La s b 40y
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‘_“JJLASMLAJ\ 53 GA‘&:\A}:\S\ J);éujs.i} e}maj\

Debit | Credit Particular

XXX branch Dr. A/c

XXX To currency rate differentials

(To prove the value of currency rate differentials creditor)
XXX currency rate differentials Dr. A/c

XXX To reserve currency rate differentials A/c
(Closure of the account currency differences)

el oAl Cpda
gl /a e XX
i Al Jand 35/ x
Joaal) Alead) el 3508 /2 (e XX
Ao Aeal sl 358 Lbin) /2 ) xx

Exercise (1)

The Head Office of one of the companies in the (Baghdad)
delivered trial balance Branch (Amman) of the 31/12/2012.
(Amounts in Jordanian Dinars)

Debit Credit Particular

75,000 machines

20,000 Furniture

70,000 Goods

25,000 Debtors

20,000 Cash

60,000 Cash payments to the Head Office
45,000 Creditors
100,000 Profits and losses (net profit)
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125000 Head Office
270000 270000 Total

If you know that:
(1) The balance of cash transfers from a branch of the books of the
Head Office credit in the amount of (19000000) 1QD.
(2) Account balance Branch (Amman) in the books of the Head
Office Debit (38000000) 1QD.
(3) The exchange rate used between the Iragi Dinar and the
Jordanian Dinar has been fairly stable during the year and at a rate
(JOD = 2000 1QD).
Required:
(1) preparation of trial balance Amman Branch (IQD)
(2) Make the necessary adjusting entries in the books of the Head
Office (Bagdad) Parent and portray the necessary calculations.
(3) Preparing current account, the Head Office in the books of the
branch (Amman).
(1) &

(ULAC) &)sl dzal yall ) Ha (Dar) A IS Al saay ‘5...»:\.1)]\ ISl alus
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] 75000
& 20000
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Osie 25000
a8 20000
OS pall A8 lads 60000
05 45000
(@ o) Siladlls 2L 100000
il Sl 125000
g saaall 270000 [ 270000
8} Cuale \J\A
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Solution:

1 -Trial Balance of Amman Branch (YR)
Trial Balance Amman Branch on 31/12/2012

Debit Balances Credit Balances Particulars
JOD IQD JOD IQD
75000 150000000 Machines
20,000 40000000 Furniture
70,000 140000000 Goods
25,000 50000000 Debtors
20,000 40000000 Cash
60,000 19000000 Cash payments to the Head
Office
45,000 90000000 | Creditors
100,000 | 200000000 | Profits and losses (net profit)
125,000 38000000 | Head Office
111000000 | Currency rate differentials cash
270000 | 439000000 270000 | 439000000 | Total
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150000000 | 75000 ]

40000000 20000 k|

140000000 | 70000 delay

50000000 25000 Gshda

40000000 20000 4485

19000000 60000 ISl ) A cada
90000000 45000 kil
200000000 | 100000 (T iha) il s 7l )
38000000 125000 (i N S el
111000000 L) Aleal) Jlaid g8
439000000 | 270000 | 439000000 | 270000 £ sanall

Adjusting entries and preparing the necessary calculations

Debit Credit

Particular

Date

111000000
111000000

Branch (Amman) A/c Dr.
To currency rate differentials
(Proof currency rate differentials)

111000000
111000000

currency rate differentials A/c Dr.
ToP. &L Alc

(Closing of the account currency rate

differentials)

19000000
19000000

cash payments A/c Dr.
To Branch (Amman)
(Closing cash payments account)

38000000
38000000

Branch (Amman) A/c Dr.
ToP.& L Alc
(posting net profit branch)
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Currency rate differentials A/c
Amount Particular Amount Particular
111000000 To Profit & Losses Alc 111000000 By Branch (Amman)
111000000 111000000
Aol Alaall jlaud 3408 /a
ot | gl ] el
(Ce) g A/ > a 111000000 | ae &1/ a 111000000
111000000 111000000
Branch (Amman) A/c
1QD JOD Particular 1QD JOD Particular
38000000 125,000 To Balance | 19,000,000 | 60,000 cash payments
111000000 To currency rate | 330000000 | 165000 Balance of
differential 31/12
20000000 | 100,000 To Profit & Losses Head Office)
Alc (Net profit)
68500000 | 225000 68500000 | 225000
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3 - Prepare account the Head Office in the books of branch

Amount Particular Amount Particular
60,000 To cash payments 125,000 By balance (balance)
165000 Balance of 31/12 100000 By P.L A/c (Net profit)
225000 225000

gﬂ\a;@@w}\}ﬂ\gm:m\g

i A 38 el
ST ) ST A
EESES 125000 | Aol il /~ Y 60000
(N i) &1/ o 100000 | 12/31 2a)y 165000
225000 225000

(11 the case of exchange rate fluctuations

Usually difficult to Head Office to rely on a specific exchange
rate and a fixed basis to convert account balances external branch If
the exchange rate is variable and is stable between the two
currencies of the two countries, and therefore noted that the Head
Office uses more than the exchange rate in order to avoid these
changes and fluctuations in currency exchange rates. Usually using
exchange rates listed in the following table for each of the elements
of accounting to be convert their values to the corresponding other
currencies:

Table (6-1 ) Foundations used in the conversion of accounting items
| Accounting | exchange rate component taken as a basis for |

149



Item

conversion

Common fixed assets

(1) the prevailing price at the date of purchase
(2) the prevailing price at the date of dispatch of
cash from the Head Office to the branch to buy
those assets

Depreciation

price at the date of purchase of fixed assets

Beginning stock

Prevailing Price in the first financial year

Purchases and sales

The average exchange rate during the financial
year

Purchases and sales returns

Average exchange rate during the financial year

Goods sent to the branch

Prevailing price at the date of dispatch of the
goods

Ending stock

Prevailing at the end of the financial year

Expenditure and revenues

Average exchange rate during the financial year

Provision for doubtful debts

Prevailing price at the end of the financial year

Current assets

Prevailing price at the end of the financial year

Current Liabilities

Prevailing price at the end of the financial year

Fixed liabilities (long-term)

Prevailing Price at the date of the loan contract
or bonds issuance

Cash transfers

The cash price on the date of conversion

Balance of account Head
Office

Branch A/c in the books of Head Office in local
currency

The consequent use of different exchange rates differences
appear in one side of the trial balance of the branch prepared the
Head Office. These differences are addressed in the same way that
already clarified in the case of the stable exchange rate.

150



- _pall Jl.u.ui XY h\a;(\,ﬁlﬁ)

M G yua e e Aie ) i )5S el e sale anaay
| icia Ciyaaall yrow LS 13 o ladl & il Gl 3asa i Jy sl (a0 i
a2y et S 5l o TaaDly GUA 5 ccpalll (pionil cpilanl) (g | jise 5
Candl G a8 L 5 ol jail) o8 i Ay (o jun 2w (e S
O paie JS Jilie U Jgandl 8 A jaad) Cieall el andis e sale 5 dyaial)
LS5 oA Y Al e laall (e Lelilsy La ) Leasd (B gat 3 pall dplaall pualiall
PN RPNt

alaall 2 gull By sat & deadiuall Q) (1-6) Jsoa

Jagaill ululS M3l i pal) o alaall yaind)
£l Fa 8 A ailadl el (1) A pidial) ALUY J guad)
£ £ AN () 38 el (ha AgaBil) Jea ) g (8 dilaad) ) (2)
Jua) &l
ALY J g ) i B L) ad) U
Adlal) Aol Jf (B Silad) ) Saall J gl dsliday
Adlalt Aiud) A i prall jaw Jaw gia Glasall g @l ddiall
Atlad) ALl MR Gl pall aaw Ja ga Glagall g &l idiall Eilaga s
dela) Jlu ) f i B bl _ad) £ Al A jall deLiad)
L) o) LS & wilad) el Saall AT dsliay
Allal) i) DA G pall e S gia <l Y g ld g puaal)
Allal) ) Algs A i) ) gud & 98ia () 938 Lanada
Ll ) Algs & L) ) A glaiall J pua¥)
Al Adddl Algs (B bl md) A glaiadl o guadl)
il gl g ga Bl Sie f b A ailad) el (Y Ay sl Al & guadd)
sl el B o8 e AaaH) Dy galf
Aalaal) 430810 Aleadly 38 jal) Cidla (o £ AN cla Alaa Jay i ) 3Sall /2 sa

O e (ol aal & (5558 ) seb AdbAAN o puall el aladinl e cai g
G o Lgms 4y plally (5 5 5l 038 el s st 1) S 5l o3my (530 g il Arn) ol

151



Exercise (2)

An Yamani company has decided that have its Head Office in
Sana'a to open a branch in Jordan (Amman), was further decided
own accounting books are maintained branch operations in Jordan.
Note that the company and its subsidiaries use the annual inventory
system of the goods.

The following business processes that have been in the
branch (Amman) during the financial period ended 31/12/2012.
1 - on 1/1 branch cash received from the company the amount of
(42000000) YR.
2 - on 10/1 received the merchandise from the company branch
costs (28,000,000) YR.
3 - On 5/1 bought the furniture branch of (10,000) JOD, has
estimated the age of the furniture (10) years without any residual
value at the end of this age. Note that the furniture is consumed on a
straight line.
4 - The value of the sales branch on the account during this financial
period the amount of (400,000) dinars.
5 - The collection of debt resulting from the branch sales on account
of the amount of (200,000) JOD.
6 - Payment branch the amount of (125,000) dinars for
miscellaneous expenses paid during the financial period.
7 - the branch on 31/12/2012 made necessary adjustments under
which the estimated cost of goods last period in the amount of
(50000) JOD, and it has been decided that the amount of
depreciation this period (1,000) JOD (10,000 dinars + 10 years).
8 - At 31/12/2012 the branch sent an amount of (200,000) JOD to
the head office in Sana'a.
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If you know that the exchange rates for the financial period
were as follows: -

The historical exchange average exchange rates the current rate of
rate For the financial period exchange
In 1/1/2012 On 31/12/2012
Jordanian dinar =280 YR Jordanian dinar = 290 Jordanian dinar =
YR 300YR
Required:

(1) registration of business processes in branch of the parent record.
(2) Preparing the account of the branch and the Head Office.
(3) Preparing of the trial balance of the branch Yemeni Riyals.
(4) prepare income statement for the detection branch (YR) for the
period ended 31/12/2012.
(2) nuss
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1 - Register business processes to the parent company

Dr. Cr. books branch Dr Cr. Company
Jordan books Iraqi
(Amman) (Sanaa)
150000 Cash A/c | 42000000 Branch
150000 | To Head Office Jordan
(Amman)
42000000 | To Cash Alc
100000 goods received | 28000000 Branch
from the Head Jordan
Office Alc Dr (Amman)
100000 | To Head Office 28000000 To goods
sent to
branch
10000 Furniture Alc
Dr
10000 To Cash Alc
400000 Debtors A/c Dr
400000 To Sales
200000 Cash Alc
200000 To debtors
125000 miscellaneous
expenses Alc
Dr
125000 To Cash Alc
1000 Depreciation of
furniture Alc
Dr
1000 To Accum.
Dep.
200000 Head Office | 60000000 Cash Alc
Alc Dr 60000000 | To Branch
200000 To Cash Alc Jordan
31/12/2012 AD (Amman)
200000 x 300
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2 - Preparation of the calculation of the branch and the Head

Office
Branch Jordan (Amman) In the Head Office books
Debit Particular Credit Particular
42000000 | Cash A/c (cash sent in 1/1) 60000000 | Cash A/c 31/12
28000000 | merchandise Posted 1/1 10000000 | Debit balance (YR)
70000000 70000000
Head Office in the books of the Jordanian branch (Amman)
Debit Particular Credit Particular
6000000 | Cash A/c (cash sentin 42000000 | Cash A/c (cash in 31/12
31/12) 28000000 | goods received in the 1/1
10000000 | Credit balance (YR
70000000 70000000
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12/ 31 (12/31
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3-Preparing the trial balance of the branch (YR)
Trial balance of the Jordanian branch (Amman)

particulars balances Jordanian exchange rate balances Yemeni Rial
Dinars used
Debit Credit Debit Credit
Cash 15000 300 4500000
Debtors 200,000 300 60000000
Furniture 10,000 280 2800000
Goods received from 100,000 Actual amount 28000000
the Head Office
Miscellaneous 125,000 290 36250000
expenses
Depreciation of 1000 280 280,000
furniture
Accum. Dep. of 1000 280 280,000
furniture
Sales 400,000 290 116000000
Head Office 50000 Actual balance 10000000
451000 451000 131830000 | 126280000
Differences arising
on translation of the
accounts of the 5550000
branch to the local
currency
131830000 | 131830000
Ending stock 50000 300 15000000
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4500000 300 15000 | 4
60000000 300 200000 | Gsie
2800000 280 10000 | &ui
28000000 (b e 100000 | JSsall (e dalinun dsliny
36250000 290 125000 | 4s siia ciy s
280000 280 1000 Y i
280000 280 1000 Y s awaia
116000000 290 400000 ilaa
10000000 G aa, | 50000 (i) 38 pall
126280000 131830000 451000 | 451000 | £sexall
dasad oo Aasill (39 40
Lard) ) £ 8 cliba
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(e
131830000 131830000 & saall
15000000 300 50000 Baall AT Aol

3-Preparation of final accounts and balance sheet of the company as a whole Yemeni
company/ branch Jordanian (Amman) Yemeni Rial
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Income Particular for the period ended 31/12/2012

Particular Partial Total
Sales 116000000
(-) Cost of goods sold:
Goods received from the Head Office 28000000
(-) ending stock 15000000 (13000000)
Gross Profit 103000000
(-) Miscellaneous expenses 36250000
+ Depreciation 280,000 (36530000)
Net profit for the financial period 66470000
Closing entry in the books of the Yemeni company (YR)
Debit Credit particular
66470000 Branch Jordan (Amman) A//c Dr.
66470000 To profits and losses A/c
) Jull & all Jaal) CalS alae) -4
el Ju il (Clee) 02,V g b /e 4855
22012/12/31 & Al 3 il e Jaall cais
o A Ol
116000000 Cilagall
s Aol doLiay) 441SH ()
28000000 el (e dallins Aol
(13000000) 15000000 aall Al dsliy (1)
103000000 L o® ) Jana
36250000 Ao silall Uiy bl (-)
(36530000) 280000 Gy +
66470000 L) 3l oy 1 s
(D) ler B8 Sl 3 JUBYT 8
See—d) CHla Cda
() 3 g A /2 o 66470000
alad) yilwddl g 7l ¥ /& ) 66470000
(e Jui)2012 /12/31 A (A WS g Al D saal) 4l juall-5
il gllaal) sl i g gall sl
i ) 38 pall Gl 10000000 | 4sa8 4500000
A Ala ) 66470000 | Csivie 60000000
iyl el 358 5550000 | delsy 15000000
(280000 -2800000)<L:) 2520000
g gl 82020000 | g.sexall 82020000

Exercise (3)
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The following trial balance of a company that have its head office in
the (Sanaa) and a branch in (Cairo) on 31/12/2012

Particular Head Office (YR) Cairo branch (in
pounds)
Debit Credit Debit Credit
Furniture — Accum. Dep. 3000000 1200000 55000 28500
Merchandise 1/1 1300000 35,000
Purchases - Purchases returns 4000000 100,000 90,000 7500
Sales returns - sales 75,000 6160000 2000 179,000
Administrative Expenses 1760000 30,000
Miscellaneous revenues 375,000 7500
debtors - creditors 3200000 3300000 10,000 | 62,500
Banks 3675000 47,500
Cash payments from branch 1500000 37500
Current accounts 875,000 22,000
Capital 5250000
17885000 | 17885000 | 307000 | 307000

If you know that:

(1) Furniture in the Head Office and the branch is consumed at a
rate of 10% per year, the furniture was purchased when the
exchange rate was between Yemen and Egypt (= 33 Pound).

(2) Stock last term in the Head Office stores as much as (2400000)
YR In Cairo branch of (10,000) pounds.

(3) The conversion rate of the Egyptian pound to the Yemeni Rial
during 2012 was as follows:

The beginning of the the average price during end of the financial
financial year the year year
Pound= 34 Pound= 36 Pound= 38
Required:

(1) the preparation of the final accounts and balance sheet for the
Cairo branch of the Egyptian pound.

(2) The preparation of the trial balance of the Cairo branch
measured in Rial.

(3) The preparation of the final accounts and balance sheet for the
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Cairo branch (YR).
(4) The preparation of the final accounts for the Head office.
(5) The preparation of the final accounts of the company as a whole
and the consolidated balance sheet at 31/12/2012.
3) &rs

(slainn) (8 iyl Lo 38 pe ) IS AN (oY daad pall () Sae L Lasd
02012/12/31 & Wy (3_alall) (b lee iy

(4sialy) 5 Al ¢ b (JuNk) (i) 38 pall
SRl e Sl (e | N, |
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30000 1760000 40 iy luas
7500 375000 e giia culal )
62500 10000 3300000 3200000 G — (glita
47500 3675000 Aoy
37500 1500000 £ Al (e Ayl cilads
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. Qi Caale 138
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o S35 50 gall A ya ganl) Al pall s JSSAS 8l aliall Ul Mae) (5)
22012/12/31
Solution

1 - final accounts and balance sheet of the branch (pound).
(1) The final accounts
Trading A/c (Egyptian pounds)

Particular Amount particular Amount
Beginning stock 35,000 Sales 179000
Purchases 90,000 purchases returns 7500
sales returns 2000 Ending stock 10,000
P. & L. Alc (Gross 69500
Profit)
196500 196500
Profits and losses A/c (Egyptian pounds)
Particular Amount particular Amount
To administrative expenses 30,000 | By Trading A/c 69500
To depreciation of furniture 5500 By miscellaneous 7500
To Head Office (net profit) 41500 revenues
77000 77000
Head Office (Egyptian pounds)
Particular Amount particular Amount
To cash payments 37,500 By Balance of current Accounts 22 000
Balance 31/12 26000 (balance)
By P. & L. A/c (Net profit) 41500
63500 63500
(2) The balance sheet of the branch
Balance sheet at 31/12/2012 (Egyptian pounds)
Assets Amount Liabilities Amount
Furniture 55000 Head Office 26000
(-) Accum. Dep.(5500 + (34000) | Creditors 62,500
28500) 21000
Current assets:
Goods 10,000
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Debtors 10,000
Bank 47,500
88500 88500
Jadl
() 4ially) & Al A sanl) A jaall 5 Aalis sl -
Aiall hbeall (1)
(d)AAM @.};Jb) Bﬁlid\ /A
S i) ) auall
Clagsal) /& e 179000 | 32l Jgl deliny /o ) 35000
Gl idial) il gl ya /A Cra 7500 Qb idall /a A 90000
Baall Al dsldy /a e 10000 Glagall Clagise /2 ) 2000
(@M dam) £ /2 69500
196500 196500
(s pmaall 4iall) Siludl s 2L/
| S &aall | SRS &aall
s alall /2 g 69500 L) iy laall /2 Y 30000
Ao giia il ) / & (1 7500 R CH JE | 5500
(Y (Aua) i) 38l /2 A | 41500
77000 77000
(el aially) i)l S el /&
Sl il Sl Al
(O4) ks Slils 3a 22000 il claddl) / & ) 37500
(A FBa) £ /a0 41500 12 /31 dua, 26000
63500 63500
g Al Apa ganll 430 30all (2)
(6 raall 43ially) 2012/12/31 (3 Ao sand) Al 3aal)
G | A8 gl S | A gl | S i
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i ) S yall 26000 ] 55000
Gy L) aana (<) | (34000)
sl 62500 (28500 + 5500) 21000
s A glata J gual
delay 10000
Oskda 10000
iy 47500
67500
88500 88500
2 - Trial Balance to Cairo Branch (YR) (after adjustments)
Particular Exchange debit balances Credit balances
rate Dr. Cr. Dr. Cr.
Furniture — Accum.Dep. 33 55,000 | 1815000 43000 1419000
furniture
Depreciation of 33 5500 | 181,500
furniture
Merchandise 1/1 34 35,000 | 1190000
Purchases - returns 36 90,000 | 3240000 7500 270,000
purchases
Returns - Sales 36 2000 72,000 179,000 | 6444000
Administrative 36 30,000 | 1080000
Expenses
Miscellaneous revenues 36 7500 270,000
Debtors - Creditors 38 10,000 | 380,000 62,500 | 2375000
Bank 38 47,500 | 1805000
Cash payments to the Actual 37,500 | 1500000
Head Office
Head Office Actual 22,000 875,000
ending stock 38 10000 | 380,000
Trading Alc 38 10,000 380,000
Currency rate 389500
differentials
322500 | 12033000 322500 12033000

(baguil) 22) (el Jsll) 3 Ll &)sxm\fn O 2

45503 Baa 4400 Bua | I {
J | 4ss dy | s UM‘

" w
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1419000 43000 | 1815000 55000 33 GEY) G pana — &)
181500 5500 33 2k (Y]
1190000 35000 34 1/1 sty
270000 7500 3240000 90000 36 | bidal) cilaga e — el idia
6444000 179000 | 72000 2000 36 | Claadl— clagadl cilagd e
1080000 30000 36 | A diylas
270000 7500 36 | desiiaculal
2375000 62500 | 380000 10000 38 | Qsila— gt
1805000 47500 38 | du
1500000 37500 | (A | S all A cilada
875000 22000 b | il 38
380000 10000 38 aal) AT deliy
380000 10000 38 3_alial
389500 Agaa3) Aleal) e (358
12033000 | 322500 | 12033000 | 322500 £ sanall

3 - The final accounts and balance sheet of the branch (YR)

(1) The final accounts

Trading Alc
Particular Amount particular Amount
To Beginning stock 1190000 By Sales 6,444,000
To Purchases 3240000 By returns purchases 270,000
To sales Returns 72,000 By Ending stock 380,000
ToP.& L. Alc (gross 2592000
profit)
7094000 7094000
Profits and losses A/c
Particular Amount particular Amount
To administrative expenses | 1080000 By Trading Alc 2,592,000
To depreciation of 181,500 By miscellaneous 270,000
furniture 1600500 revenues
To Head Office (Net profit)
2862000 2862000

Head Office Alc
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Particular Amount particular Amount
To cash payments 1500000 By Balance of current 875000
Balance of 31/12 975,500 accounts (balance) 1600500
By P. & L. Alc (Net profit)
2475500 2475500
(2) The balance sheet of the branch
Balance sheet at 31.12.2012(Y.R)
Assets Amount Liabilities Amount
Furniture 1815000 | Head Office 975,500
Accum. Dep. (1419000) | Creditors 2375000
396,000
Current assets:
Goods 380,000
Debtors 380,000
Bank 1805000
Currency rate 389,500
differentials
Total 3350500 3350500
(iasl) Ju ) g il e sendl 431 Saall 5 daalial) sl -3
daalidl) il (1)
5 alidl /a
O— el S —— el
Glagal) /2 e 6444000 Baal) g delay /& ) 1190000
il il Claga e/ a (e 270000 el idall /a 3240000
Baall Aldelay/a e 380000 Glagal) Sag3n /2 () 72000
(@A) g/ M 2592000
7094000 7094000
Sl 7L Y /A
O el O il
aliall /& e 2592000 A cy laal) /& ) 1080000
ds giie cldl ) /A (e 270000 R O VPN 181500
(A Aua) i JS0al /a A | 1600500
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ielay 380000
O st 380000
&y 1805000 2565000
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4 - The final accounts for the Head (YR)
Trading Alc
Particular Amount particular Amount
To Beginning stock 1300000 By Sales 6.160000
To Purchases 4000000 By returns purchases 100,000
To sales Returns 75,000 By closing stock 2400000
ToP. & L. Alc (Gross 3285000
Profit)
8660000 8660000

Profits and losses A/c
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Particular Amount particular Amount
To administrative 1760000 | By Trading Alc 3,285,000
expenses By miscellaneous revenues 375000
To Depreciation of 300,000
furniture
ToP. & L. Alc (Net 1600000
profit)
3660000 3660000
Cairo Branch A/c
Rial pound Particular Rial pound particular
875,000 | 22000 To Balance | 1500000 | 37,500 By cash payments
(balance) | 389,500 | 26000 By currency rate
1600500 | 41500 ToP.&L.Alc differentials
(Net profit) | 586,000 Balance of 31/12
2475500 | 63500 2475500 | 63500
(i) Ja ) (st ) S 5al Aaliall il 4
Bﬁ\ld\ /a
O ) O el
Clagsall /& (e 6160000 Baall Jg) Aol /a2 ) 1300000
Sl idiall Sl ga ja /& e 100000 by idall /o 4000000
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() Saxe) BV /o 3285000
8660000 8660000
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! ) Ol el
Soaliall /a 3285000 3;*)‘4\,?‘ iy laal /a 1760000
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(@A
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Bﬁm\ t)ﬁ /a
Sl s | dw | ol [N Jdy |

168




Cladd) / & (e 37500 | 1500000 | (0/3w) ) 22000 | 875000
4,081 ae Fi/a 41500 | 1600500
el @94/ 2 Ga 389500 | (A i)
dgahil) Alaad)
12/ 31 2ay 26000 586000
63500 2475500 63500 2475500
5 - The final account of the company as a whole and the
consolidated balance sheet
(1) the final accounts of the company
Profits and losses A/c
Particular Amount particular Amount
currency rate 389,500 P. & L. Alc (Head Office) 1600000
differentials 2811000 Cairo Branch (net profit) 1600500
capital (net profit)
3200500 3200500
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(2) Consolidated Balance Sheet
Balance sheet of the company on 31/12/2012

Assets Amount Liabilities Amount
Furniture
Head Office 3000000 capital 5250000
Branch 1815000 (+) Net Profit 2811000
Accum. Dep.
Head Office (1500000) creditors
Branch (1419000) Head Office 3300000
Goods (stock) Branch 2375000
Head Office 2400000
Branch 380,000
debtors
Head Office 3200000
Branch 380,000
Banks
Head Office 3675000
Branch 1805000

Total 13736000 Total | 13736000

3yl A yond) A a5 JSS Sl abiall ol -5
AS Al sl el (1)
?L’J‘ sl CL}J;Y\ /a

S el S )
ERN YA 1600000 4081 Alaad) jla) 398/ & 389500
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Questions

1. What are the objectives that can be achieved from the companies’
link to each other?

2. What are the objectives of translation of foreign financial
statements?

3. Remember the reasons for change in currency exchange rates
over time.

4. Briefly explain the types of exchange rates.

5. How to make a settlement of differences in exchange rates?
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Ch. 7
International Financial Analysis

The concept of financial analysis of the operations in
multinational companies depends on a variety of factors: -
1 - Analysis of the operations of multinational companies by the
financial statements included assembly operations trades that take
place in different countries of the world in different monetary
currencies.
2 - make comparisons between companies in different countries of
the world which does not represent multinational companies.
3 - Geographic separation for users of financial reports that base
their decisions to the financial and economic financial reports
received from various countries around the world.

Cilpaiad) Badatia culS ydd) B Alal) Juladl)

e Glwiall sarate SIS H AN 8 Glleall JUall Jolaill o g gda 2 aling
Gllee Ahacatiall Adlall 2 g8l 3o gy Cilaudall Barate S AN Sllee Judas -]
d_id‘ﬁs_ﬂ\}w\elu\ djd‘sﬁﬁﬁﬁﬂ\u&)—uﬂuﬁubjw\ ¢l yal 22
Coluaiad) aaxta ISy
Allall agdl ) 8 ARSI 8 (¢ gatiun Cpall Allal) o el edddisal (&) jaal) Jaadll -3
) Jgo calisa (e 83 ) ol Adladl sl ) daliaidy)

From the above factors, the importance of the international
dimensions of financial analysis is clear and the importance of
financial information beyond the geographical boundaries of the
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country. For this reason, the financial statistics be constrained by the
financial terms are translated, for example, is the disclosure of
certain information by multinational companies. It has been reached
to this information through the use of accounting methods are
translated into the languages of the various international currencies.
So it is natural to take care of the process of international financial
analysis prepared structuring and translation of financial statements
to describe the processes that occur in the environment of those
companies.

il slaall dganl s ¢ el Julaill 4 all slag) dpaal ohe T Jal gl (e eaay
OS5 Al clebiaay) ()l carad) 1agd s AL A8 jall o gaal) ot Al )
sans (e lad¥) iy JUal Jises e ¢ Lgien i oy A AL) clallaadlly 52
o Sla glaall o2a ) Joa 5ill &3 08 5 Cilasiall Badatie S HEN S8 e Sla slaall
b N Adliae dpalle 4a8 O lee 5 il L) an i dpalae 35k aladia) DA
i o) Aallall 200 6ol daa 555 A0S alacly A4 all L) Jdaill Al aigs () apalall
Sl el Ay 3 Eaand ) clleal)
+» Feasibility of the financial statements data
It is very important to redress the data shown in the
financial statements before they offer to their users in order to serve
the financial analysts requires. The financial reports are often based
on disclosure standards vary among countries of the world, in
addition to the difference in these reports from one company to
another because of differences in the companies' operations.
Therefore, the financial analyst of international operations needs
information to local knowledge of the operational environment of
the host countries and local law and customs that affect financial
reporting. When talking about the comparative financial ratios for
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multinational companies it can focus on the importance of
recognizing the variation in each of the following matters: -

(1) The accounting principles used in each country.

(2) The rules and tax laws in each country.

(3) The relationship between the accounting principles used and the
tax rules in the financial reports.

(4) The means of financing, operating and administrative measures
of each country.

(5) The cultural environment, professional and political for each
country.

Adlal) d glist) iy S 98
/ Of J8 ALl CapiShl a5 jalall bl Joaes slay o ) (50l 8 iy
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il ol e Cuaall vie o Agllall ) G i claladl g sl g sl
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- AV e e
Al JS 8 deadia) Lpulaall sabll (1)
Al JS (8 Ay pall ol 8l 5 ae ) 8l (2)
ALy ) A A el ac) gl g Aeaiivsall Lppalaall fsabuall (s 483l (3)
Al S Yl il g Jeedill  Jy sl Jilis s (4)
Al IS danlad) g dgall 5 48N a0l (5)

¢ different accounting methods

To know the reasons for the different accounting methods
used in each country of the world, is one of the things that are
important to the international business environment. Should also
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know that these differences reflect differences in views on the
accounting policies applied are selected, or if there is a difference in
the structural qualities such as the legal and social environment and
financial in each of the countries in the world.

dasalaal) 30 plal) DAY o

Ol e 2l JS 8 Aeadiiall el 391 hall CaBiAl Gl 48 j2a ()
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Al J g3 e dga IS 8 Al
1 - Different Social Systems

Process provides understand and comprehend the nature of
the social systems of the various countries in the world information
about the causes of variation in the use of accounting methods. For
example, different modalities of treatment of employee benefits
(retirement), which is one of the social benefits paid to employees,
varies considerably among countries. Noting that the payment of
employee benefits
in the United Kingdom to destinations outside the specialized labor
companies, and then gets an external cash flow when recording
these advantages. In France, the benefits paid to workers is one of
the items of the distribution of profits that are kept by French
companies for reinvestment and generate profits again, and then,
these advantages for French companies do not represent the outflow,
but it represents the cash inflows as a result of reinvestment.

4o laial) kil cpls -1
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2 - Different Financial Systems

Despite serious attempts to European Community (EC)
countries around the unification of their financial systems, but there
are some differences still exist between these countries. For
example, when your opponent is processed cut securities business
(discount of notes), it is treated differently in the countries of the
European Community. Noting that some countries, commercial
paper recorded in accounts receivable, while the value met.

While noting that other countries are recorded commercial
paper under the commercial paper account. Thus, this difference in
accounting methods and treatments lead to a variation of the
financial statements, which leads to the final outcome to the
difference in liquidity for companies. The percentages were reached
in the following table: -

Aallal) padl) CiMEA) -2
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Table (7-1) Differences in liquidity

Details United States of Japan Co. Korea Inc.
America(976) (354) (902)
Current Ratio 1.94 1.15 1.13
Total loans 0.47 0.84 0.78
Number of loans 6.5 1.6 1.8
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A padl 3 ClRY) (1-7) Jsaal)

s EN] 255 a8 Banial) i )

45,4 (902) 48,4 (354) 45,4 (976) d—
1.13 1.15 1.94 Jghalt Al
0.78 0.84 0.47 s Al )
1.8 1.6 6.5 cag Al &l e axe

Seen from the above table the different liquidity Japanese and
Korean companies for corporate America. This result is attributed to
the difference in each of the applications accounting and financing
structures.

cre A s g ALl S 3 A s e A oDef Jsaall e da Al
Al ciliphdl e JS 8 GDEAY) ) daiill a3 (5 a3 5 Ay jaY) S i)
Ay saill JSLedl

3 - Different Tax Systems

The different nature of tax systems is affected which applied

by different countries in the world, accounting policies and methods.

Therefore, the explanation of the presence of some apparent

discrepancies in the financial reports may be due to differences in
the tax regimes applicable.

Ly pal) a2} CiDER) -3
o ¢ pllall B Adlinall J 5l Ll il ¢ il juml) Aalaif dapda CBDRN iy
o 5_allall ISR amy ey Julad Lo UMY A ulaall 350kl 5 i)

Al Ay el Al 8 BN ) 3 gy 8 Ly

4 - Other Influences

Different methods used in the calculation of corporate profits
from one country to another. There are many factors that affect
accounting profit at the expense of the legal requirements, and
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specialized accounting standards, tax laws and financial structure of
the companies. We can control some of these variables, while you
cannot control in others, leading to differences in the calculation of
profits. For example uses (DAFSA), a financial institution dedicated
to analyzes the following method for the calculation of profits: -
Sm=1-(dm-dr)+ [dm]
This means that: -
Sm = indicator of measurement behavior
Dm = Adjusted earnings
Dr = disclosed earnings
Measurement behavior= (Adjusted earnings- disclosed
earnings) / Adjusted earnings
And a measure of profit pessimistic when the (s m> 0.95), and can
be a measure neutral when the (1 < sm < 0.95) and be optimistic hen
the (s m> 1.05).
s A @l il -4

AT AN A 50 e S 5l U s 8 daddia) 340kl Calias
A ) clllaiall a5 anslaall el Gl 8 i D) Jalgall (e 2ol Slllia
Sy SN L ISl g il puiall (il 58 5 ¢ Apmnadill dpplaall Gupliall 5 ¢
Lﬁﬁﬁl—‘“‘Py‘u@\@éﬂ‘u&:y%gﬁ‘u‘w‘D&u@gﬁéﬂ‘
) AS b aadiad JUall Jaas (A=d ~L Y1 sl & ol IDAFSA (25 ¢ (
-1 zloY) a2 Ay Hhall Ailall Gl e s s
[pa]+(Qa=p)-T=pon

ST

) sulidl &l = o indicator of measurement behavior.(
) dand) L ¥ = & sadjusted earnings.(

) el 5oyl LY = adisclosed earnings.(

- u\ Lﬁ\

(5 siial) LYY - Al 1 YY)

— 1 = uu:tud\ aﬂ)lu
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el ~L,Y)

) aildiie el (i (35S0 pESSIMISTIC & 9) s Wi (395, Rats ¢(0
) alae il S gineutral 1) osS beis (a0 < dlile 9585 (0.95
yoptimistic.(1.05 < o) Gs—S e (

Example (1)

An Egyptian company operating in Yemen Announced that
annual profits, which amounted to (5000000) Egyptian pounds
during 2012, has provided financial statements to the tax authorities
by the Egyptian re-preparation of financial statements and adjusted
in accordance with the laws in in Egypt.

Required: calculate the behavior of the scale, assuming the
following: - (1) adjusted earnings (6000000) pounds (2) adjusted
earnings (4,000,000) pounds.

1 - The first assumption

S m = 1- (6000000 - 5000000) + 6000000 =1 - 0.16 = 0,84

S m =0.84 which is less than (0.95) any (pessimistic).

2 - The second assumption

SM=1- (4000000 - 5000000) + 4000000 =1 - (1000) / 4000
Sm=1-(-025=1+0.25=1.25

S M = 1.25, that is more than of 1,05 (optimistic)

(1) dua

Cardy 0 4 sl Lealy i 3yl 8 Alaladl 4 jeaad) S 580 (gaa) caile
bl ) A 23 58l Caand 2B 5 22012 ale A (5 s 41 (5000000)
Ol sl ae 3ty Lay el 5 Alall 230 il dlae) 3alels caald ) 4y juaal) Ay yuall
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(60000000) Uasall =L Y1 (1) -2 (&Y Gl il (ebiiall & gl Clial o slladll
A3 (4000000) dasall #L Y1 (2) 4
J¥ oal sy -1
16 — 1 =[ 6000000 + (5000000 — 6000000)] —1 = » 4,84 = 0,0
84 = p (,95) = 8 50, (abdide) 1 (0

AU al 8 2
4000000/(1000000) - 1 = [4000000 + (5000000 — 4000000)] —1 = »

25-)-1=aw25+1=(025=0,1

25 =0 0,05 &0 S B9 1, (Jilie) 1

+» Disclosure of the International Financial Reporting

Process may require a financial analysis provides
information on the international aspects of the local operating
environment for multinational companies that affect its
financial structure and performance as well as the accounting
methods used, particularly in the country under study.
Therefore, the companies can disclose in its financial statements
for information to enable the analyst to understand the
international financial business performance.

A gal) el 81 oo Ll o

L) il e Claglaae s ol ) dolaill o) ya) dlee callams

GBS 5 Lgilal 5 el LedSam 8 5353 il Cllpusial 5aamte S 50 ddaal) bl

S il (e SUAL A jall aam e Al 8 Gl UK Aeadiusal) dpulad) 350yl
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The study revealed that carried out by both Gray and Mick
and Robert (Gray, Meek & Roberts, 1995) for a difference in the
behavior of financial reporting between multinational companies
internationally registered and registered locally. He had reached the
same conclusion by the researcher Cooke (Cooke, 1989) through his
observations on the disclosure in the Swedish companies registered
in the local capital markets and international markets. It was noted
that companies that are recorded in the international financial
markets provide additional disclosure according to the area in which
they operate and increases the disclosure of the companies itself.
This is due to the need for these companies to show the following: -
1 - Use the Explanatory Notes to the foreign reader on local
accounting principles used may provide a dictionary for the meaning
of technical terms used.

2 - Re-preparation of the financial statements in cash currency used
by the foreign reader.

3 - Direct translation of annual reports into other languages.

4 - The restructuring of the financial statements through the use of
alternative accounting principles.

) G gl e JS L pld Al Al jall caliS siGray, Meek
& Roberts, 1995 saaxia S il daallall el @l ol A dga g e (
8 e A 2L ) S sl o508 1S5 Tl Alaiall 5 Tl g0 W) Cilaial
) d < &alliCooke, 1989 <ls il & ~Lady) (e AaaSe 4 e PP (e (
) Sl o das o1 | Aallad) g ddaall JUall el (31 sl (8 Al csal) Ay gl
Lt Gt ) Aalisall an aaaniy lial L] i 40 gal) Zllall (31 s 8 Jas
DledaY Sl saa dala ) @l 8l 3 sry s LAl Sl Zlad] (e 2 30
R PO
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a4l cilalbaall el o paliy 35 5 28 5 dediioudl)
ceria Y Lol U8 (e dandional) 250800 Aleally A0l Ca oS Slac ) 3ale) -2
(oAl () A gl )l 3 bl des i) -3
Al dsulaa (ol pladinl JYA e dallal) o i< Al 3ale) -4
+¢ Notes and summaries of foreign reader

The large multinational companies see that the financial

reports, which describe the operations widely, offer to users
specialists in the operating environment for these companies. So it
has to be a clarification of the standards used. For example, VVolvo
Company attached with the financial reporting annual guidance
separate to the reader in English and French with illustrative
examples of complex problems in the Swedish accounting. There
are other companies offering additional notes attached with the
financial statements in the local language of the host countries and
in various foreign languages. These observations are in clarifying
some of the tax rules and accounting adjustments and financial
systems, social and others.

(AL il o Al cladlal) g claadlal) o
Caal ¢ Al Ly Ui ()] 35Sl i) s0a wfle IS 58l (5 5
S Al pdgd Al il il (A (panadie (peddiie () a3 ¢l 5 (S0 Leilles
) sl A8 55 Sliad Aaxdiuaall Gudliall Cilasia i o sa) (e 1Y AAVOIVO G5 (
ALal e A a5 A 3ISHY (il o Ll Jamiiia (g g Jala ALl Lo yy 85 aa
A o Al IS 58 a5 A ) sl 838l COS Sl dny a g
Ll ey s Azl Glaldl Adacad) A3l Zllall 230 g8l ae 488 0 dilia) cllas S
el iy sil) 5 Ay yuiall ae) g8l Gy a8 el o2 (6 2y Adlide
L e g deLaiaV) g dullall aill
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+« International Financial Ratios

The process of interpretation of financial statements in
general on the basis of the way financial ratios analysis or rely on
statistical methods that use these ratios. Often there is evidence or
reference of financial ratios in many countries. The following are a
number of financial ratios used in the reports of the international
financial statements: -
1 - Operating profit rate: (%): Turnover
2 - The rate of profit (or loss) before extraordinary items: (%)
3 - The rate of profit (or loss) before interest and tax: (%) Turnover
4 - The rate of return on capital employed: (%)
5 - The rate of return on equity: (%)
6 - The ratio of equity to assets: (%)
7 - Percentage of total debt: (%)
8 - Percentage of capital expenditures: (%) Turnover

Al gal) Agtlal) qunall) <
ol 48y ylay Jolaill Gl e ale S8 ALl 230 8l i dlee o 58
055 L Llle 5 ol el anains il Abaa ) cullud) e alaie W) o 4Ll
Al ol (g 3o b Lasd g lalill (e paall (8 A0l Conaill as je gl s i
= gl sall Alall SIS 8 Aediiundll
s (%) dand 1 el ) Jara -]
(%) ALY o jiall (3 jkddl 5f) mll Jazae -2
033 (Yo) 1l _puall g 30 5al) Jd (3 bl gl ol dpess -3
(%) : axdiudl Jll Gl e dilall Jaxas -4
Jia-5 (%) @ Skl (gia e ilal)
-6 (%) 1 s sall )ALl (§ gia A
(%) 1Al Ax saall das -7
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From the previous financial ratios there are many financial
information may be used in some countries of the world and may
not be used in other countries. Therefore many directions emerged
calls for another set of standard financial ratios for the purpose of
use of the international financial analysis, and the reason for this is
to provide the necessary information provided by those ratios in
addition to avoid differences in the formulation and use of all
proportion of these ratios. For example, in the United States, found
in the annual financial statements published by the company Robert
Morris that inventory turnover is calculated by dividing the cost of
sales on the stock, while found to be published in the same
percentage (Dun review) was calculated by dividing the net
inventory sales.

A0 28 3agae Adle il @llla ol Ll 5 sSaall ALl o) (e Jas 3l
Bagae Claladl <y Ay oAl lal 8 a0dis W 3 g allad) (e lali) oy b
Jalaills Lealadiad (s yad A jlamal) ALl Conill (e (5 AT Ao sann aali ) e
A Lgaa i) Ay 5 yucall il glaall o5 ) S 8 Canall 3 gry g ¢ sl Ll
i) 02 (e A JS aladid g Aelia 8 CEEAY) Caiad ) ALYl il
8 (e 5y siall 4y giaall AL 30 580 8 aa g ¢ 4S5 e Basiall Y ) 8 Dl
) U5 S s) <AS 3Robert Morris dA (re cating &5 33l Gl 93 o (
) (o 8y sminall Ly Al (a5 Lai ¢ 5 38l e clrgual) 441S5 dadDun
review.os 3l e Glanall s ded DA (e Cusudal 8 CilS (

Exercise (1)

The following information pertaining to multinational company
for the financial year ended 31/12/2012. (Amounts in U.S.D)
1 - The profit and loss account for the year ended 31/12/2012

particulars amounts
Sales 2,500,000
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(-) Cost of sales (1500000)
= Gross Profit 1,000,000
Operating expenses (450000)
= Profit before extraordinary items 550000
+ Net capital gains and losses(100000 - 130000 (30000)
capital gains capital losses)

= Profit before interest and taxes 520000
(-) Interest (120000)
= Profit before tax 400,000
(-) Taxes (132000)
= Net profit after tax 268000

2 - The Balance sheet as it is in 31/12/2012

amounts assets amounts | Liabilities and Equity

3000000 | Fixed Assets 5000000 | Equity

(400000) | (-) depreciation 1000000 | Reserves are not

2600000 | Accum. subject to tax

640000 | Net fixed assets 200000 | Minority Rights

3300000 | Prepaid expenses 190000 | Revenue received in
Stock advance

1200000 | Accounts receivable | 1500000 | Long-term loans (8%)

900000 | Cash 750000 | Current liabilities

8640000 | Total 8640000 | total

Required: - calculate both of the following:

(1) Operating profit rate

(2) the proportion of profit before exceptional Items
(3) the proportion of profit before interest and taxes
(4) the rate of return on capital employed

(5) Average equity to assets
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(6) the rate of return on equity
(7) Total Debt Ratio

(1)

Al ge Gluaiall Baaetia SIS AN gaa) gadd Al Gl gaall b Lasd

(S DY sl Al 22012/12/31 (A Aagiiall 2Ll

22012/12/31 b dgiial) ) e il ZLY) Gl -1

M) -
2500000 Clagaal)
(1500000) clagaal) 4815 ()
1000000 ) Jara =
(450000) Aladdl) iy ladd) (o)
550000 Al el JB ) =
(30000) 130000 - dlbeni s cuilSa 100000) dlband ) Jiludl) g quilsal) ila +
(Adlanily Jilud
520000 ) 5l g il yudal) Jd g ) =
(120000) )5l (=)
400000 il pudal) S gl =
(132000) il gl (5
268000 il ) g ) s =
22012/12/31 (o8 (o LS 4 juall -2
dJ_AA 9 iy slhaall Jatt A S
FIRY
4Slal) (58 5000000 AU J g 3000000
— e hldal | 1000000 BAY) gaxa (<) (400000)
4y pall daald A J g lua 2600000
TR IETN 200000 Ladia 4o ghaa iy s 640000
dali el | 190000 G95Aal 3300000
Ladia Aaal) aed) 1200000
Ja¥) Al gh ag,® | 1500000 4paa) 900000
(%8)
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750000

8640000

8640000

s o Lae DS 2 il —r slhadll

el ) Jaas (1)
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) puall 5 23 il i e )l A (3)
axdiual Jlal (ol 5 e diled) Jaxa (4)
Sl sl G LKL G5 i Jaxa (5)
AL G sia e silall Jaas (6)

A el (Meal 4 (7)
Solution

The following table can be used in the calculation of financial

indicators
indicators index calculation method The ratio
1. Operating Profit Gross profit + Sales x 100 1000000 + 2500000
rate (%0) % 100 = 40%

2. Percentage of Profit
before extraordinary
items (%0)

Profit before extraordinary
items + Sales x 100

550000 +250000 x 100 =
22%

3. Percentage of profit
before interest and tax
(%)

Profit before interest and
tax -+ Sales x 100

520000 +2500000
x 100 = 21%

4. Rate of return on
capital employed (%)

Profit before extraordinary
items — Interest) +~

(The total balance sheet —
liabilities without Interests)

(550000 — 120000) +
(8640000 — 2440) x 100
= 7%

5. average equity to
total assets (%0)

(Equity + minority interest
+ reserves ) + (The total
balance sheet - revenue
received in advance)

(5,000,000 + 200,000
100,000) +

(8640000 — 190000)
x 100 = 63%

6. rate of return on
equity (%)

(Profit before extraordinary
items — Taxes) + (owners'
equity — Capitalist Loan +
Minority rights — reserves)

(550000 — 132000) +
(5000000 - 1500000 +
200000 - 100000) =100

11,6%

7. Total Debt Ratio

(Interests - net interest

120000 + ( 5000000 —
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(%) burden) + (owners' equity — | 1500000 + 200000 +
Capitalist Loan + Minority 100000 )=5,3%
rights + reserves)

i gall yla8a ludal) Kiuh &) ‘gl
x2500000 + 1000000 | 100 x lagal) + gl Jana (%o) (Al g ) Jara 1
% 40 =100
100% 2500000 + 550000 | -+ Aty clajdall J& gl <adall I8 gl Al 2
%22= 100 x Classall (Yo) Axliiiy)
2500000 + 520000 Slagaal) -+ il judall g 230 081 S g ) | i gil) 0 gl Apesi 3
%21=100x 100 x (%) il pall g

+(120000 — 550000)
100 x (2440 — 8640000)
(6200000 + 430000)=

— Al cila jial) S8 g )
— 4500 3aal) £ gana) + () i)
(21 641 ¢y 93 il glinall

Jlalt u-ub U‘b dilall Jaxa 4
(%) a¥iiesal)

%7 = 100x
+200000 + 5000000) | A8 358 + Luslal) 3 68a) o) Aslal) G g8s Jaa 5
+ (100000 — A1 jaal) £ gana) + (cilalaliiay i+ (%) <lasasall £ sana

(190000 — 8640000)
% (8450000 +~5300000) =
%63 =100

(Ladia dalivas il )

+(132000 - 550000)
+ 1500000 — 5000000)
(100000 — 200000
% (3600000 +418000) =
6=100,% 11

— ALY Cilapiall 3 g )
oAl — Lslall (g gha) + (il pal)
_ A gha + anid Y
(Clbiay)

Asha o ailal) Jua 6
(%) sl

—5000000) ~120000
+200000 + 1500000
(1000000
%5.3 =

+ (s plel Bla - il gill)
+ ol G2 — sl 3 i)
(labaliay) + 488Y) 5 gha

Gigaral) Maal i 7
(%)

+ Analysts' Earnings Adjustments
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There is a need to recognize and widely used standards in the
calculation of profits in the work of multinational companies. Therefore, there
are several adjustments have been made to determine the net profit.

(1) - Extraordinary items

Extraordinary items represents earned income and expenditure outside
normal international trade operations, in addition to the costs of activities that
occurred in previous financial periods and entered as well as within the
financial statements, and therefore these items are excluded when calculating
adjusted earnings.

(2)- Tax reduction

Tax reduction is defined as tax allowances subtracted from
the calculation of the net profits, and these allowances reflected a
deep impact on the calculation of profits.

It is natural to be taken into account differences in
accounting methods taking into account the recent trend in the
nesting process or social system interacts with the financial system
in the country in which it operates multinational companies.

LY Gluial (84wl jules aladinY sl el o) ) dala elllia
2] LA 28 il gl (e el lilia o SN luiall saaeie SIS AN Jlac
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Laladl yee 2l o]
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i Al Adle <y 8 il ) clalial) CallSs ) ALyl ¢ dgalae V)
Alarall #L Y Clia) ie <l jall a3 sleiasl 4y A5 ¢ Alall 230 g8l Cpana @IS
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¢ the standards used to evaluate the financial performance of
multinational corporations

These standards are placed on the basis of quantitative
measures or qualitative (descriptive). The importance of quantitative
standards objectively is required here to focus on in particular.
These standards are based on either the amount (grandeur) or one
final element, such as profit and cash flow, and either to numerous
amounts of clear then through the relationship or ratio between two
of the accounting items.

ladal) Sasatia il il ) g )oY andl B daadical) julaall o

Taaa) ) (Rhim sll) Do 5il) 51 Al Gl Gl e ulaall o3 o s
238 iy Gald (< Lo 58 5 Ui i e guim sall Lalil (po 4aSl) yuiladl)
Dedie ) L) g eqpail) gaxill 5 sl Jie aal g Jlgd eaie 5l ik I L) ulaal
Al 5l e cpaty C Al 5 A8 DA (e didie il saae
(1) The standards for evaluating the financial performance

Multiple standards are used to evaluate the financial
performance in the majority of countries in the world. The following
table includes standards adopted in accordance with the sequence of
importance for multinational companies as ranked in field studies.

sdlall £ 1aY) Al yuilaa(1)
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Table (7-2)
Financial performance standards by order of
importance (Percentage of multinational companies)

standards Importance classified Uncategorized
1 2 More 3
1 - result (profit) Operating 24 18 57 | e
2 - Cash Flow 15 12 63 9
3 - Average net profit 15 3 51 31
4 - Sales 9 21 70 | e
5 - market share 6 6 67 21
6 - the ratio of actual 3 6 82 9
performance to expected
(planned)
7 - the rate of return on 3 9 48 40
equity
8 - the rate of return on 3 9 48 40
investments
(2-7) dsaall
(lbpsind) Badeia S A (e 4 e dpsd) ApaaY) a5 G Chiian ) 6 1oY) julaa
: Y Al o g &
2o s3] 2 | >
----- 57 18 | 24 | Jaddl (gl Aagii- 1
9 63 12 | 15 | il ghaill - 2
31 51 3 15 | g Hha Jira- 3
----- 70 21 9 | claya- 4
21 67 6 6 | Gosd) das- 5
9 82 6 3 | (hhiall) adgial ) il o)) A - 6
40 48 9 3 | Al s o dilall Jaa - 7
40 48 9 3 | @il e ailad) Jara - 8

There are other less important standards often are as follows: -
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(1) comparison with the profits or the results of other foreign
branches.

(2) Residual income before and after taxes. Residual income equal
net income minus cost of capital.

(3)Net profit before taxes and financial expenses and contribute to
the expenses of a multinational group of companies.

(4) Purchases of factories multinational group of companies.

- b Lad Llle Jiati dpanl J8) AT julae 2a i
AN Al e g il i gl 2L i e )l (1)
g dalay (2 Jaall il Jaall Jhay s i)zl amy g J8 Aniadl Jaall (2)
el (ol ) 48lS3 a8 ey Ll
e gana il 5 pae 8 daaluall s ALl Cld g paall 5 il il J 2 ) Sila (3)
lial) sadeia IS
Slaiad) 3aaate GUS il de gana aibas (e G il (4)
Example (2)
The Net profit of a Iragi company is of (3000) IQD and the
cost of capital rate (8%) and the amount of capital invested (10,000)
thousand
IQD. What is the residual income?
Residual income = [3000 - (10000 x 8%) ] = 1200 1QD

2)Jlia

@ Jamas Jlua ll (3000) @ae 481 al) IS AN (gaa) & ) Ha &by
aSé ¢ Gl (10000 ) 5 el O s¥) s 55 daas (%8) Juall Ll 4dlSs
€ i) Jaall aly

= Al J2all] (%8 x 10000) — 3000 [

Sl Gl 1200 =
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As well as other measures used to evaluate the financial
performance:-
Total shareholder return (%) = Closing share price - beginning
share price +  dividend per share +beginning share price

This would be a useful measure of shareholder but it depends
a lot on the financial market situation and cannot be used alone to
judge the performance of the administrators.

-t Al eV a6 Hal ulie axdis Glli
B s Al A agaall e pai Hliie W) jlaiy 2l (oAl aalall KU il (1)
A )l paas
Baall Jsl agmdl s — 32l AT agdl jru)= (%) pabluall LSH Silal)
8aall Ul gl yrw + () 5l agud) das +
V5 AL G5 sl o g e 1S aing 45T aaboaall e ol 138 (0
CmolaY) el e aSall on jiay daladiinl o Sa

Example (3)

On 1/1/2012 issued by Zain Mobile Company (1000000)
ordinary shares with a nominal value of 1IQD 500 per share, at the
end of 2012, profits of this company is (50000000) 1QD. After the
end of the fiscal year, the company decided to increase its capital by
issuing new shares at a price (600) Dinar per share, what is the total
return to the shareholder?

Earnings per share = 50000000 + 1000000 shares = 50 IQD
Total return to the shareholder=[ (600 — 500 +50) -+ 500 ] x 100 =
30%

(3) Jha

ey gile agas (1000000) Jilsa 3 A8 s &yaal 22012/1/1 gt
S -5l oda Lol sl 22012 ale Al (5 ¢ aalsll agadl Jlins (500) Axad
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e Ll 3l 5 AS 8l <y 8 Al Al Jee el aa . Lus (50000000)
fanbusall ISI xilall g 2S8 s sl pendl Hlins (600) as 323a ageal lanal G2k
D2 50 = agx 1000000 + 50000000 = 2 5l agad) =

% 30 =100 x [500 + (50 + 500 — 600) ] = (%) adluwell S Xilall

(2) The economic value added

The economic value added, or the residual value of the most
Important standards that occupied the great importance in the past
few years. This standard is intended to estimate the value consisting
of Shareholders and to notify managers at a cost of capital invested
in the activity. The index uses value-added know the value added
(or vice reduction) management of the company to its addition to the
company requested a capital campaign.

When selecting investments, the group of multinational
companies can use the standard NPV current NPV (Net Present
Value) or rate of return internal IRR (Internal Return Rate) for the
purpose of implementing investment and one or more of the projects
that create added value. However, the problem is more complicated
when it comes to assessing the existing investments. In this case, are
resorting to the use of financial indicators of revenue (or sales), and
net profit, and the rate of return on assets...

The method of the economic value added (EVA) consist on
the basis of the exclusion of the cost of funds used in the project
(such as loans and equity) of the net profit after tax.
Economic Value Added (EVA) = net profit after tax -
(weighted average cost of capital of the company x capital
used)
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The calculation of the weighted average cost of funding
sources require resorting to long-term financial asset pricing model
(FAMP). Certainly weighted average cost must be calculated each
time gets a change in the financial structure. The Economic value
added (EVA) is used in payments to officials in high managements.
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Exercise (2)

Funding structure appeared in the final balance sheet for a
multinational company for the financial year 2012 (amounts in
thousands)

Source of funding Amount Cost of element
Debt 3000000 5%
Preferred Shares 2000000 10%
Ordinary shares 4000000 8%
Retained Earnings 1000000 12%
Total 10000000

If you know the following: -

1 - The net profit for 2012 amounted to (2000000) dinars half was
distributed to shareholders and the rest were detained for the
purpose of self-financing.

2 - The nominal value of the ordinary shares (500) dinars per share.
3 - The company decided to increase its capital at the end of the year
through the issuance of ordinary shares number (1000) shares with a
nominal value (600) dinar per share.

Required: calculated the following: -

(1) Earnings per share.

(2) The economic value added.

(3) Total shareholder return.

(2) Grs
Claiall 3a3ae IS 5l gaay dplial) Al jaall 8 dosalll Sy
(SYYL Aball) 22012 Al daull

aial) 4 Al Jisadl jina
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% 5 3000000 Ol

%10 2000000 5 ad) agdy)
%38 4000000 Aaalal) peusY!
%12 1000000 ainall 21V

10000000 g saxall

- b e cade 138
£ 35 222 (2000000) 028 Lidia 2012 plall 48 ) Ly f il sl -]
A o gaill gzl 2 Y Gaial B 5 Graalall e ddias
a5l agall 5l (500) dsabal) aend dpanl) dadll cialy 2
3m Aale pead Jlaal sk (e alall Aled 8 Lelland 5 3305 4S50 @) 5 -3
Al agudl s (600) Al 4ty ags (1000)
-1 b e a1 o tladl)
Al e 5 (1)
Adlad) LalaiY) dadll (2)
aaluall I ailall (3)
Solution
(1) Earnings per share
Shares = 4000000 + 500 = 8000 shares
Earnings per share = 1000000 + 8000 shares = 125 dinars
(2) EVA = net profit after tax - (weighted average cost of capital of
the company x capital employed)
e weighted average cost sources of financing for the company

Source (1) Amount (2) Percentage 3) (4) the
the cost of | weighted cost
the item (5) 3x4)

Debt 3000000 30% 5% 1.5%
preferred 2000000 20% 10% 2%
Share

Ordinary 4000000 40% 7% 2.8%
shares
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Retained 1000000 10% 12% 1.2%
earnings
Total 10,000,000 100% 7.5%
the weighted average cost sources of financing for the company will
be (7.5%)

e User capital consists of funds permanent (fixed) in the company, which
consists of the following elements: - equity + long-term debt (equity + retained
earnings + preferred stock + debt)
EVA = 2000000 - (10000000 x 7.5%)
= 2000000 — 750000 = 1250000 I1QD.
(4000000 + 1000000 + 2000000 + 3000000) = 10000000 = 2000000 - 750000
= 1250000 1QD
(3) Total shareholder return = closing stock price - opening share price + profit
per share + beginning share price x 100
=600 - 500 + 125 x 100
=100 + 125 + 500 x 100 = 45%
Jal)
;&QSQJMQEJJ\)]\ <l 88l Cuiag
sl el ) (1)
ag= 8000 = 500 + 4000000 = agY! 220
Ol 125 = g 8000 =+ 1000000 = 2 1) agal) o
O sl Al Jama) — Ay yiall day g H) Alia = ddliadl) Lala@Y) 4adll (2)
(padiuall JWall ol x A8 EN Jlad
A< HEN o g jabiaad (55 ) sall 48N Jaes @

WS | a6 [ Gl Al [ ol Dl
Aaz ol (4) A3) 2) (1)
(4x3)(5)
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100 x 125 + 500 — 600 =

% 45=100x 500 + 125+ 100 =

Exercise (3)
A multinational company decided develops a financial plan

for the coming year according to the following: -
1 - The company decided to do run (240,000) thousand dinars of
assets.
2 - Is converted 50% of assets to loans an interest rate of 8% per
annum.
3 - Direct expenses are estimated (144,000) thousand dinars, and
other operating expenses of (24,000) thousand dinars.
4 - The company will sell its products, an increase of 50% direct
operating expenses.
5 - The company pays taxes on profits by 50%.
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Required:
(1) calculating sales for next year

(2) Net profit margin

(3) The rate of return on assets
(4) Asset turnover

(5) The rate of return on equity

(3) &

-t ol L g Aol Aanl) A e Adad o g Clpuiadl Badeile S LA gaa) ) 8

Jea¥) ge i Gl (240000) 4ied Lo Qs o) 48 530 & 3
s 968 25Uy s A N Jsaa¥) (40 %50 Ao Jaat o
bl Cay jliaall 5 ¢l <l (144000) e 3 8ball Cay jliaall & )8
Dk all (24000) faer 53Y)
Bl Q) (o jlas (e %50 La a8 3ol 3 Leilaiie aan 4S 53 o gt
Y650 Amss LY (e il A8 Al pbs
1o sllaall
eqﬁl\ ebﬂ Gilaal) Giludal (1)
il gl s 2 (2)
Jsa¥) e ailall Jaxs (3)
Jsa¥) O )53 Jara (4)
AL G sia e ailall Jaxe (5)
Solution
1 - calculating the value of sales
Sales next year = direct expenses + ratio increased 50%
Increase = 144000 x 50%
= 72000 thousand dinars
Sales = 144000 + 72000 = 216000 thousand dinars.
Calculation of net profit (net profit margin) (amounts in thousands)
Particular | 1IoD | 1QD |
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Sales 216,000
(-) Direct expenses (144000)
= Gross Profit 72,000
(-) Operating expenses and financial: - 24,000

Operating expenses 9600

interests (120000 x 8%) (33600)
= Operating Profit 38,400
Tax (50%) (19200)
Net profit after tax 19,200

2 - Net profit margin = Net profit after tax divided by sales x 100 = 19200 +
216000 x 100 = 9%
3 - the rate of return on assets = Net profit after taxes + interest =+ total assets =
19200 + 9600 + 240000 x 100 = 12%
4 - asset turnover = sales + assets
= 216000 + 240000 = 0,9 times
5 - the rate of return on equity = net profit after tax <+ owner equity x 100
19200/ 120000 = 16%
dall
Glaall dad Cludial -]
2650 334 3 At + 3 pilaall oy juaall = daaldl) Ll Cilagie
% 50 x 144000 = 3L ) A
Sl 72000 =
ks all 216000 = 72000 + 144000 = el
(<YL Al (Alall g ) iala) go )l Sila Cludal

S EBEN ol
216000 Slagall
(144000) 8 bl Cay jladll (<)
\ =
72000 @l dana

S AL Al Gy ladll (-)
24000 | Jei Cay las
9600 | (% 8 x 120000) ! s

33600 .
(33600) (ol N =
38400 % 50 4n 0 (-)
(19200)
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Questions
1. What are the factors relied upon by the international financial analysis?
2. What is the variation that needs to be the focus when studying
comparative financial ratios for multinational companies?
3. Remember the reasons for the different accounting methods?
4. Explain the method used by the Company (DAFSA) in financial
analysis.
5. What are the reasons that make companies recorded in the financial
markets be Disclosure extend extra?
6. Indicate the financial ratios used in International Financial Reporting.
7. What are the adjustments that must be made for the purpose of
calculating the net profits?
8. Explain the criteria used in assessing the financial performance of
multinational companies.
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CH. 8
Consolidated
financial statements

% Concept of financial statements

The financial statements in International Accounting
Standards are defined as statements that display assets, liabilities
and shareholders’ accounts, revenues and expenses of the holding
company and its subsidiaries as if they were all one company."

From this definition that all financial statements of
subsidiaries to be consolidated in the financial statements
consolidated, and the exclusion of lists of companies that have
nothing to do Holding Company. Thus be displayed consolidated
financial statements of the group companies that fall under the
control of a single company, called the holding company in order to
provide the latter information users of information consolidated
financial statements for the center, and as a result of the Holding
Company and subsidiaries (group of companies) are all under the
control of one company.

(1) This method calculates what owned investor in certain types of
long-term investments in an associate or a subsidiary, as are
adjusted investment account invested in the consolidated financial
statements.

(2) This method presents the consolidated income statement and the
consolidated statement of financial position of any of the companies
in the currency national and foreign cash.

(3) called label stock mutual process is when owns (a), for example
shares in (b) and owns (b) shares in the company (a), and each one
of the two companies (a, b) contribution in the other company.
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+» Reasons of the need for consolidated financial

statements for companies

There are some reasons for the need to provide consolidated
financial statements for the companies: -
1 - users and beneficiaries of the financial statements, and they are
both shareholders and employees, customers and borrowers, lenders
and those interested in the future of international and corporate
affairs in terms of utilization of the company's financial position and
results of operations.
2 - preparing the company's financial statements as if they were a
single company, regardless of the legal limits of the independent
legal personality, and so are consolidated regardless of other
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differences such as nationality and independent legal personality of
the company owners.

LS il 3an g0 Ailla ol g8 Aalad) S ga o
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+*  The conditions to be provided in the preparation of

the consolidated financial statements
There are a number of conditions that must be met for the

purpose of preparing the consolidated financial statements, namely:
(1) The holding company must have majority of the shares that have
the right to participate in the distribution (ordinary shares), even if
the proportion of property less than percentages owned by third
parties in stocks that have the right to vote.

(2) The holding company should be having the ability by virtue of
legislation or under the terms of a management contract to control
the situation the financial and operating policies.

(3) Consolidated subsidiaries excludes from that are controlled by
the holding company temporary, due to a court order or the presence
of economic or political problems.
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(4) Some countries excludes registration laws profit subsidiary of
the process of consolidating the financial statements of the
subsidiary with the group accounts.

(5 Non-consolidated of the financial statements due to lack
conviction of the Holding Company management in unification
process and mind shaded and unhelpful.

(6) leads to delay the process of consolidating the financial
statements of the subsidiary to the lack of uniformity in those lists.

Ban gall Adlall il gBl) Jac) AW Bgi caalgll g ddl
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Al L) Sl g s e 5kl e
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il 58l s g dlae (e Al AS 8l e ) i Gl () 68 ey 22y (4)
Ao senall il e Zaglill 4S50 4L
2a il Alany diaylal) AS 0l 5 ) Aell are Cavun Al A3 58l A ¢ ane (5)
CBade ye pAllhala i)
sl el s g8 ane ) Al A8l el 230 58l a5 dlee Al (525:(6)
s Method of processing consolidated companies
There is a set of actions to be taken for the purpose of

consolidating the financial statements of the holding companies and
subsidiaries, and the most important are:
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(1) Collect accounts of the holding company and its subsidiaries in
the consolidated financial statements and accounting collects items
similar in terms of assets, liabilities, revenues and expenses.

(2) Delete dissimilar items such as:

e Balances and nested transactions between group companies,
including sales, expenses and dividends, due to the reason that is
look at group companies on consolidation as a single company, so
as not to lead the standardization process to amplify the
consolidated financial statements.

e Delete the cost of the holding company's investments in each of
the subsidiaries, as well as in the company's capital reserves and its
share in the profits and losses by buying the holding company for
investment in the subsidiary.

e Delete unrealized profits resulting from overlapping transactions
between group companies.

(3) Preferred to follow the holding company and its subsidiaries
accounting period and one end of the accounting period for each of
the subsidiaries and holding companies in the history of one.

(4) Include the results of operations of the subsidiary in the
consolidated financial statements in the accounting period from the
date of acquisition by the holding company.

(5) The inclusion of the results of the sale of the subsidiary in the
consolidated financial statements for the financial period on sale of
the company.

Syl Lllal) adl 8 i of Aallas 48 jka o3
AL 231 58l d a5 iyl LA Cong ClelyaY) (e de gane lllia
Dt Leanl ey Al 5 Aadl) s il
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Exercise (1)

On 31/12/2012 a holding company bought 20% of the shares of an
associate for the purpose of investment, has been paid amount
(400,000) JD, has been available the following additional
information:

Balance Sheet associate at the time of purchase On 31/12/2012

Amount Assets Amount liabilities
4000000 Current assets and fixed 2000000 | capital

2000000 | Other liabilities
4000000 Total 4000000 | Total

Associate Balance Sheet in the second year As at 31/12/2013

Amount Assets Amount liabilities
5600000 Fixed and current assets 2000000 | Capital

1000000 | Earnings
2600000 | Other liabilities
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| 5600000

| Total

| 5600000

| Total

Required: -

1 - measuring the value of the investment.
2 - Preparation of the statement of financial position of the

company.

3 —record the entry for increase of the profit or loss.

4 - Prepare a statement of account profit and loss of the invested.

1) &

A8 55 pend (0 %20 mdll IS AN (gas) @S 22012/12/31 Gl
st Ay ¢ Gyl s (400000) @i @da o5 g clgd L) (m sl Al

0 ALY e shadl)

2012/12/31 (3 o LS o)l i Aaa 31 AS ) il e

pyad &l o &l
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2013/12/31 (b o WS Al il Alia 31 AS 80 4 e

pyad e dsal e
Jal) il 2000000 A gaia g A3l J gual 5600000
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Solution

(1) the calculation of the value of investment
2000000 + 1000000 = 3000000

3000000 x 20% = 600,000 dinars

(2) The statement of financial position of the company

Year (1) year (2)
400,000 600,000

Particular
Long-term investments

(3) Journal entry for increase of the profit or loss

Debit Credit
200,000

Particular
long-term investments A/c Dr.
To profits Alc
(The value of the holding company's share of
profit of associates)

200,000

(4) The statement of account profits and losses of the company

invested as follows:
Amount
XXX Net revenues
(xxx) Minus expenses
XXX = Net profit
200,000 Profits of the associate
XXX =Total

Particular

DY) dad cludal (Y 50)
3000000 = 1000000 + 2000000

242600000 = %20 * 3000000
AS il Al 38 el cals (L)

o
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Ja¥ Ay gha e et

600000

400000
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Exercise (2)

A holding companyy bought (30%) of the shares of an
associate company, against which were paid amount (2000000)
dinars and the Balance Sheet were the associate at the time of
purchase as follows:

Balance Sheet associate on Buying
Amount Assets Amount liabilities
20000000 | fixed and current 10000000 Capital
assets 10000000 Other liabilities
20000000 | Total 20000000 | Total

The company's Balance Sheet developed for the next year as

follows:
Amount Assets Amount liabilities

28000000 | Fixed and current assets 10000000 | Capital
5000000 | Earnings
13000000 | Other liabilities
28000000 | Total 28000000 | Total

If you know that the company realized a net profit from
operations of (6000000) dinars.
Required:
1. Determination the value of the investment.
2. The preparation of the statement of financial position of the
company.
3. Preparation of a statement of account profit and loss of the
company invested.
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Solution

(1) Calculation of the value of investment
10000000 + 5000000 = 15000000 JOD
15000000 x 30% = 4500000 JOD
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(2) Statement of financial position of the holding company

Year (1)

year (2)

particular

2000000

4500000

Long-term investments

(3) Statement of profits and losses of the associate Company

Stockholders' Equity actual cost particular
6000000 6000000 Net operating profit
1500000 | --meeeee- profits from associates
7500000 6000000 Net Profit

Dl dad sl (Y )
2l & 15000000 = 5000000 + 10000000
2l 234500000 = %30 x 15000000

dcaylal) A8 il ALl S jall CalS (Lalh)

ol (2) A (1) 4
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Ol A ladl) 441 Crad bl (§ gia
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—4500000) A—teah S il G g} | ceeeeen 2500000
(2000000
= Ala 6000000 8500000
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9.

Questions

What is the economic impact of inflation in the host country of the
foreign branch on the consolidated accounts of a group of
multinational companies?

What is the effect of changing currency exchange rates to the host
country of the foreign branch on the consolidated accounts?

What is the benefit of the consolidated accounts?

What are the financial statements in the international accounting
standards?

What is the benefit of addressing the rights of shareholders?

What is the equity mutual?

What are the reasons and the reasons for the need for consolidated
financial statements?

Remind the parties benefiting from the consolidated financial
statements of the companies?

What are the conditions to be provided for the preparation of
consolidated financial statements?

10.What are the actions that must be taken in the treatment of

consolidation?
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