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Task 
A)
Explain how an asset or liabilities may arise under the Framework for the Preparation and Presentation of financial Statements published by the IASB.

The Framework identifies five  elements of financial statements: assets, liabilities, equity interest, income and expense.

An asset may arise that when resourses controlled by the entity as a result of past event and from which future economic benefits are expected to flow to the entity. An liabilities may arise that when present obligations of an entity arising from past events, the settlement of which is expected to result in an outflow from the entity of economic benefits.


Equity interest, income and expense are relevant to asset and liabilities. For equity, it equal to assets less liabilities. For income, it increase in economic benefits in the form of inflows or enhancements of assets, or decrease of libilities that result in an increase in equity, so it embraces revenue and gains. For expenses, it decrease in economic benefits in the form of outflows or depletion of assers, or incurrences of liabilities that result in decrease in equity.
B)

Assess the usefulness of traditional accounting ratios, calculated by reference to published financial statements, in providing adequate information for analysts and investors.


The usefulness of traditional accounting ratios are that : they provide insights into the microeconomic relationships within a firm that help analysts project earnings and free cash flow; they provide insights into a firm’s financial flexibility, which is its ability to obtain the cash required to meet financial obligations or to make asset acquisitions, even if unexpected circumstances should develop. Financial flexibility requires a firm to possess financial strength, lines of credit, or assets that can be easily used as a means of obtaining cash, either by their outright sale or by using them as collateral; they provide a means of evaluating management’s ability, key performance ratios, such as the return on equity, can serve as quantitative measures for ranking management’s ability relative to a peer group.

But there are some limitations to the ratio analysis, they are the followings :
· The use of alternative accounting methods, accounting methods play an improtant role in the interpretation of financial ratios, it should be remembered that ratios are usually based on data taken from financial statement, such data are generated via accounting procedures that might not be comparable among firms, because firms have latitude in the choice of accounting methods, this lack of consistency across firms makes comparability difficult to analyze and limits the usefulness of ratio analysis, the various accounting alternatives currently found include the following: First-in-first-out or last-in-first-out inventory valuation methods; cost or equity methods of accounting for unconsolidated associates; straight line or accelerated consumption pattern methods of depreciation; capitalized or operating lease treatment.
· The homogeneity of a firm’s operating activities. Many firms are diversified with divisions operation in different industries. This makes it difficult to find comparable industry ratios to use for comparison purposes. It is better to examine industry specific ratios by lines of business.
· The need to determine whether the results of the ratio analysis are consistent. One set of ratios might show a problem and another set might prove that this problem is short term in nature, with strong long term prospects.

· The need to use judgment. The analyst must use judgment when performaning ratio analysis. A key issue is whether a ratio for a firm is within a reasonable range for an industry, with this range being determined by the analyst. Although financial ratios are used to help assess the growth potential and risk of a business they cannot be used alone to directly value a company or dtermine its creditworthiness. The entire operation of the business must be examined, and the external economic and industry setting in which it is operating must be considered when interpreting financial ratios.
The consistency concept in IAS1 provides some uniformity within the same organization over time but does not, in itself, narrow the differences between organizations

C)

For the pronciples of revenue recognition as described in HKAS-18 Revenue are that income is defined in the Framework for the Preparation and Presentation of Financial Statements as increases in economic benefits during the accounting period in the form of inflows or enhancements of assets or decreases of liabilities that result in increases in equity, other than those relating to contributions from equity participants. Income encompasses both revenue and gains. Revenue is income that arises in the course of ordinary activities of an entity and is referred to by a variety of different names including sales, fees, interest, dividends and royalties. The objective of this Standard is to prescribe the accounting treatment of revenue arising from certain types of transactions and events. The primary issue in accounting for revenue is determining when to recognise revenue. Revenue is recognised when it is probable that future economic benefits will flow to the entity and these benefits can be measured reliably. This Standard identifies the circumstances in which these criteria will be met and, therefore, revenue will be recognised. It also provides practical guidance on the application of these criteria
For the amount of revenue recognized during the period is that the sales value of carpets fitted in the 14 days to 14 April 2004 are not included in the annual sales figure of $23 million, but those for the 14 days to 14 April 2005 are included. So for the sales value of carpets fitted in the 14 days to 14 April 2005,$1600000 is recognized to included in the sales made in retail outlets for the year to 31 March 2005 of $23000000.


HKAS-8 only allows a change in accounting policies if the change : is required by a standard or an interpretation; or results in the financial statements providing reliable and more relevant information about the effects of transactions, other events or conditions on the entity’s financial position, financial performance or cash flow.

HKAS-8 makes it clear that the following are not changes in accounting policies: the application of an accounting policy for transaction, other events or conditions that differ in substance from those previously occurring; and the application of new accounting of new accounting policy for transactions, other events or conditions that did not occur previously or were immaterial.
