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Chapter 1 

The Definition, Purpose, and the Regulatory Framework of Accounting

Accounting is a way of recording, analyzing, and summarizing transactions of a business. 

Transactions are recorded in books of prime entry, and then analyzed and posted to the ledgers and finally they are summarized in the financial statements. 
Yet, the term ‘Accounting’ not only refers to Financial Accounting, but moreover, 
a) Management Accounting 
b) Financial Management 
c) Auditing 

The Purpose, of going through the process of preparing financial statements, may not  be required or needed by most companies, yet some must comply to do so by law. Nonetheless, they are prepared so that owners, managers, lenders and other interested parties can see how the business is doing. In other words, to provide information about the financial position, performance and financial adaptability of an 
enterprise that is useful to a wide range of users. 

Depending on the users of financial statements, many may require access to different  information, but all share some basic needs. Some of the basic users of financial and accounting information are: 

a) Managers 
b) Shareholders 
c) Trade contacts 
d) Providers of Finance 
e) Governments and their Agencies, e.g. Inland Revenue and    Registrar of 
Companies 
f) Employees 
g) Financial Analysts and Advisors 
h) Investors/ Public 

As one may imagine, it may be very hard to satisfy all of the different users, yet, the basic financial statements at the end of the day, are: 
a) The Profit and Loss Account 
b) The Balance Sheet 



Furthermore, some companies may be required to produce annual reports, which contain : 

Non-Financial Statements, such as: 
a) Director’s Report 
b) Auditors’ Report 
c) Chairman’s Report 

Limited companies are required by law to prepare and publish accounts annually. The form and content of the accounts are regulated primarily by the Companies Act 1985, but must also comply with accounting standards. 

The Regulatory System 

Basically the Company Law requires that all companies must comply with the Companies Act. Of the many requirements and regulations, it must be brought to one’s attention, that the Financial Statements are required to represent a True and Fair view of the state of affairs and Profit and Loss. 

The Accounting Standard’s Board, previously known as the Accounting Standard’s Committee, has issued the Accounting Standards, such as FRS’s and SSAP’s. The accounting standards were developed with the aim of narrowing the areas of difference and variety in accounting practice. 

The Urgent Issues task force is an important part of the ASB in that it is required to tackle urgent matters not covered by existing standards. The review panel, is concerned with the examination and questioning of departures from accounting standards by large companies. 

Furthermore, the companies are required to follow the Accounting Policies, set out in FRS 18 and the Companies’ Act. Those policies, are summarized in the diagram above, but it must be noted that there is a distinction between the accounting policies and accounting estimates. 

The accounting policy is concerned with: 

a) the recognition 
b) Selection of measurement base and 
c) Presentation 

Of assets, liabilities, gains and losses of an entity. E.g. ‘Prudence or Accruals’? The choice must be based on which may provide the most true and fair view. 

The accounting estimate is the method used to establish the monetary value of assets, liabilities, gains and losses using the measurement base selected by the accounting policy, e.g. depreciation (straight line or reducing balance?) 

The ASB also developed a Statement of Principles, which is concerned by: 

a) the objective of financial statements 
b) the reporting entity 
c) The qualitative characteristics of financial information. 

Basically the statement of principles provided a Conceptual Framework, which forms the theoretical basis for determining which events should be accounted for, how they should be measured and how they should be communicated to the user. A conceptual framework is a statement of generally accepted theoretical principles, which form the frame of reference for financial reporting. These theoretical principles provide the basis for the development of new reporting standards and the evaluation of those 
already in existence. In other words, they are there to provide consistency, clarity and information. 

Furthermore, companies are required to comply with the regulations of the European union, and various international bodies, and any stock exchange requirements depending on their circumstances. 

In addition to the Financial Statements, limited companies are required to provide certain notes and disclosures to the accounts, such as: 

1. Statement of movements in reserves 
2. Details of Fixed Assets 
3. Details of post balance sheet events 
4. Details of contingent liabilities and contingent assets 
5. Details of research and development expenditure. 
6. Statement of total recognized gains and losses. 
7. Note on historical cost profits and losses. 

The following are the important features of Financial Statements 

1- Relevance                   3-Reliability                 5-Objectivity         7-Comparability 
2-Comprehensibility         4-Completeness         6-Timeliness 

The Qualitative Characteristics of Financial Statements 

Content 
a) Relevance – Info that has the ability to influence decisions, Predictive Value, Confirmatory Value. 
b) Reliability – Info that is complete and faithful representation. Free from material 
error, faithful representation, neutral, complete, and prudence. 



Presentation 
a) Comparability – similarities and differences can be discerned and evaluated. Consistency and Disclosure. 
b) Understandability – the significance of the information can be perceived. Users’ abilities, Aggregation and classification 

Chapter 2

The Accounting Concepts – Part 1 (The Summary) 

Just a basic summary of those little things that we always tend to forget. The Going Concern Concept implies that a business is a going concern, i.e. that there is no reason to expect the liquidation of assets. Thus, the business may be valued at its historical, or current cost, rather than its break-up or replacement value. A further example to illustrate the application of the Going Concern concept, may be clearly seen, when stock is valued. It is a practice to value stock at the lower of its net realizable value or cost of purchase, this is because the going concern concept implies that the stock is held to be sold at a future date. 

The Accruals Concept is based on several ‘ideas’ or practices, which may be clearly illustrated, if summarized in the following form: 

1. Revenue and Costs must be recognized as they are earned or incurred. 
2. Revenues must be matched with costs, and vice versa, and dealt with in the profit and loss account of the period to which they relate. 

It is for this reason, that we actually disclose the value of the creditors in the Balance Sheet, and the value of debtors. Furthermore, although we may have paid rent of BD 1000, for the next two years for example, we may only note the amount relevant to this year’s profit and loss account, and the remaining balance, as a prepayment in the Balance Sheet. 

Furthermore, this is the reason why it is required to account for sales and purchases when made, even though on credit, rather than when they are paid for. 

As well as this, the figure for closing stock is also deducted from the figure of purchases because the figure of closing stock relates to the opening stock figure of 
next year’s accounts. 



The Prudence Concept 

1.  a) Where there are alternative procedures 
     b) Or alternative valuations 
     c) The one selected should be the one which gives the most cautious presentation of the   business’s financial position or results. 

2.     a) Revenues and profits are not anticipated but are related to the period in 
which they occur. E.g. when a sale is made. 
     b) Provision is made for all known expenses or losses whether these are known 
for certain or just estimates. 

What definition means in layman’s terms is simply, if the company is in doubt about an expense or a liability that it may have, it should create a provision for it immediately, and if the company anticipates any future gains or profits, from a future sale for example, it should ignore it, unless realized. 

Examples: 

1. Provisions for Bad & Doubtful Debts 
2. Stock should be valued at the lower of net realizable value or cost 

Sales Revenue could be realized, if the following circumstances apply: 

1. The transaction is for a specific quantity of goods at a known price. 
2. The sales transaction is completed or it is known for certain that it will be completed. 
3. Cash is received for a purchase, or it is virtually certain that cash will eventually be received. 

Consistency Concept states that similar items within a single set of accounts, should be similarly accounted for, and that they are treated the same from one period to another. 

The Entity concept states that a business must be regarded as a separate entity distinct from its owners or managers. 

Money Measurement, states that accounts will only deal with those items to which a monetary value can be attributed, which means that subject matter such as staff is ignored. 

Separate Valuation Principle refers to the amount/cost attributable to an asset / liability, since the valuation should deal with each component separately. E.g. an independent valuation should be obtained for each item of stock, and their net realizable values should then be aggregated to obtain the total value of stock. 



The Materiality Concept refers to the following: 

Only items material in amount or in their nature affect the true & fair view given by a set of accounts. In other words, immaterial items are not paid that much attention. But this is obviously based on a subjective judgment in deciding whether an item is immaterial or not. Either way, the amount of the item and its context must be considered. 

Historical Cost Convention states that transactions should be recorded at their cost. 

Stable Monetary Unit states that the Financial Statements must be expressed in terms of a monetary unit, e.g. $. 

Objectivity Concept states that accounts must be free from bias or subjectivity as much as possible. 

Time Interval, states that the activities of an entity must be split up into blocks of time, e.g. daily, monthly or annually. 

Substance Over Form, refers to a transaction in two distinct ways, ‘subject’ and ‘form’. Thus, the transaction should be accounted for and presented in accordance with their economic ‘substance’ not their legal ‘form’. E.g. assets required on a hire purchase are not legally owned by the buyer even though the substance of the transaction refers to the buyer as the owner. 

The Realization Concept states that revenues and profits are recognized when they are realized. Basically the Realization Concept refers the question of when does an entity realize a profit or a gain? 
Simply, revenue may be recognized at the point of sale, when the following conditions are satisfied: 

1. The product or service has been provided to the buyer 
2. The buyer recognized his liability to pay for the goods 
3. The ownership of the goods has passed from the seller to the buyer. 
4. The buyer has indicated his willingness to pay. 
5. The monetary value of the goods has been established. 

Revenue or profits may also be recognized at other situations even if a sale hasn’t been established, such as: 

1. Longterm Contracts, where profits/revenues are recognized when the production on a section of the total contract is complete, rather than when the entire project is complete. 
2. Retail & Hire Purchase, where an actual sale isn’t made unless the buyer finishes all of his installments. In this case, profit would be the interest added to the cost of the asset sold. 



Chapter 3

The Accounting Concepts - Part 2 (The Statement of Principles) 

The accounting concepts and conventions are based on years of practice and judgment. But that doesn’t necessarily mean that they are fool-proof. FRS 18 recognizes this fact, and it provided us with a conceptual framework to base our accounting standards on. In the previous paper I have explained some of the accounting concepts which we may have to deal with day in day out, but there are only 
two accounting standards that have been emphasized by FRS 18, which are Going Concern, and the Accruals Concept. 

The conceptual framework mentioned above is the theoretical basis for determining which events should be accounted for, how they should be measured and how they should be communicated to the user. 

Yet, prior to the ASB’s release of the Statements of Principles, the lack of a conceptual framework created some of the following problems, 

1. Fundamental principles were tackled more than once in different standards, which have caused contradictions, ambiguity and as a result, affected the true & fair view of Financial Reporting. 
2. In the USA for example, the highly detailed number of standards created a set of rules rather than general principles. 

As a result, a basis now exists for reducing the no. of alternative accounting treatments permitted by accounting standards and company law. Furthermore, the problems tackled or associated due to the lack of a conceptual framework are now avoided. Although, many argue that the release of the statement of principles doesn’t necessarily make things easier or clearer for its users, but I believe that a future framework for the development of accounting standards now exist, and auditors may now confirm whether financial statements are based on accountancy standards or not. 

The BPP, suggests, that the end-result of the Statement of Principles is that Objectivity now exists, which decreases the scope of manipulation. Uniformity means that there’s less scope for disagreement between current conventions and new ones, and finally Familiarity means that the more people use the accounts, the more they’ll get used to them. 



Chapter 4
The Accounting Concepts - Part 3 (Why does the ASB hate Prudence?) 

Through time and age, men always seemed to be in contradiction with women, and that’s how it is with Accruals and Prudence. The puzzled look on every man’s mind when the lady asks “Do I look fat?” is very similar to that of an accountant, when asked “Should we report the worst possible situation, prudence? Or the most likely position, matching?!” 

On a more serious note, 

1. Prudence is in a conflict with the going concern concept because it may not be prudent to assume that the business is a going concern. 
2. Furthermore, prudence makes it difficult to treat items consistently because at one period, an item may require different treatment than it did in a previous period. E.g. prior year adjustments. 
3. The prudence concept also contradicts the objectivity concept in that it requires subjective judgment in prudent situations. 
4. It is also difficult to value assets at anything but the historical cost convention because it wouldn’t be prudent to recognize a gain in revaluation for example. Seems short, and incomplete doesn’t it? Well any suggestions are welcomed! 


Chapter 5
The Accounting Concepts - Part 4 (Historical Cost Accounting vs. CPP vs. CCA) 

Traditionally, accounts were prepared to fulfill the needs of the owners of the business and to assist the managers’ for the business to make decisions about the future. Yet, it was later made clear that the accounts prepared under the historical cost convention provided misleading information because of the inability to reflect the hanging price levels. 

Examples 
1. When property appreciates in value, the historical cost convention which values it at its purchase cost, wouldn’t reflect its true and fair value. This means that unrealized holding gains are not recognized until the period in which the asset is realized, rather than spread over the period during which it was owned. 
2. Depreciation based on a Fixed Assets Historical Cost may be inadequate to 
finance the replacement of the Fixed Asset if the appreciation in value is larger than the depreciation charged! 
3. Furthermore, the depreciation charge wouldn’t fully reflect the value of the asset consumed during the accounting period. 
4. The following example applies to stock appreciation during a period of inflation. 
                                                      During Inflation         No Inflation 
Sales                   (100 Units)                  $ 500                  $ 500 
Less: Cost of Sales 
Opening Stock           (100 Units)      $ 200                 $ 200 
Purchases                 (100 Units)       $ 200                 $ 200 
Closing Stock            (100 Units)       ($300) ($100)    ($200) ($200) 

Gross Profit                                                    $ 400                 $ 300 

Basically, the trading account above compares the gross profit of a certain company at two different accounting periods, one being inflationary whilst the other excludes inflation. At the beginning of the year the trader had 100 units of stock at a cost of $200, during the year the trader purchased 100 units at a cost of $200, and at the year end, the Historical Cost of the 100 units remaining after the sale of $100 units is $300 due to the appreciation in stock, and thus, inflating profit by $100. 

5. HCA ignores any holding gains or losses of net monetary items during a period of a change in prices/ 
6. The effect of inflation on capital maintenance is not known. Capital maintenance is the amount of sufficient retained profit to ensure that the net assets at the end of a period are at least equal to those at the beginning of the period. I.e. to keep the capital intact. 

As a result of all the previous examples, one can see that over time, the inability of the HCA to account for changes in price level means that one cannot obtain realistic, true and a fair view of the company’s accounts from one period to another. 

Reasons for Continued Use 

1. Easier and cheaper to record transactions, and analyze them based on their HC. 
2. The figures are easy to obtain and they are objective and readily verifiable, being 
tied to actual transactions, whereas other methods seem to be subjective. 
3. HC is easier to understand and users are aware of its limitations. 
4. Since revaluations of fixed assets are permitted, the problems associated with understating the value of property are avoided. 

The Current Purchasing Power 
The use of the CPP means that the profit for the year is calculated after an adjustment designed to reflect the effect of general price inflation on the purchasing power of equity shares. In other words, if you refer back to the example concerning the appreciation in the price level of the closing stock, you’d find, that previously, $200 would be adequate to purchase 100 units of stock, whereas, now, the 100 units cost $300 to purchase, thus the purchasing power has dropped by $100, or by 1/3rd. 



The Current Cost Accounting 

This method of accounting doesn’t attempt to cater for general prince inflation, instead, profit for the year is to be calculated after allowing for the effects of price increases, specifically on the operating capability of the particular business. 

a) In other words, assets are stated at current value, which is what we do when we revalue property. 
b) Holding gains are excluded from profit in the P&L. how? Well its very simple, lets just look at the example below. 


Chapter 6

The Accounting Concepts - Part 5 (Should we depreciate buildings?) 

Those Who Say Yes 
1. The value of the assets at the start of the period is the same at the year end, thus no depreciation is necessary. 
2. The buildings are well maintained. 
3. The value exceeds its cost at the year end, since it appreciates in price, and when the asset is sold, the sales proceeds would be greater than cost. 

Those Who Say No 
1. Freehold buildings do not last forever! 
2. The depreciation charge is a means of matching the cost of the asset with the revenue earned over its useful life. This is called the Accruals Concept. 

Chapter 7

FRS 3 
The Structure of the Profit & Loss Account 

I have always found this topic to be hard to understand and quite tedious on my brain, until I began writing about it. So probably, that maybe the best option for those finding difficulty regarding FRS 3 or any of the other theoretical materials. This article will cover most of the areas required by Paper 1.1 (as far as I know!). 

Well, lets begin. 

If we go back through our mind and reorganize the information we have regarding the concepts behind accounting and the ASB’s brief history, we’d find that FRS 3 is the natural step forward after the statement of principles, even if they didn’t necessarily come in that order. 

To put it simply, one of the aims of FRS’s and accounting conventions is to provide a true and fair view of the company’s financial reports, but to the question is, to whom? The obvious answer is simply the users of the financial information. As such, FRS 3 was developed to enable the users of financial reports to obtain information of higher quality by concentrating on the following matters: 

- Continuing, Discontinuing Operations and New Acquisitions 
- Exceptional and Extraordinary Items 
- Disclosures by way of notes e.g. STRGL and Historical Cost Profit/Losses 

Continued, Discontinued Activities and New Acquisitions 

FRS 3 requires an analysis of the P&L A/C as far as the figure of profit on ordinary activities before interest, into 3 elements. 

1. Continuing Operations, which are activities that will continue to next year. 
2. Discontinuing operations, which are activities that have ceased during the year. 
3. New Acquisitions, which are new activities that did not exist last year. 

What do those things mean again? 

Well, if we consider any kind of business during one accounting period, we might find that the business may acquire new assets, dispose of old ones, and obviously keep the ones it already uses for the next accounting period. 

So basically, the ones it disposes of are referred to as ‘discontinuing operations’, the ones it keeps are ‘continuing operations’ and the new acquired assets are under the heading ‘new acquisitions’. 

Yet, these three elements do not only relate to the purchase, sale of fixed assets, they relate to the entire activities of the business. Further examples may be provided at the end of this article. At the moment let us focus on the reasons why FRS 3 requires that companies go through this kind of trouble. 

Well, to make realistic comparisons between one year and another, FRS 3 emphasizes the need to differentiate between the turnover, cost of sales and the profit of the three different elements, because in comparing like with like, someone needing to forecast next year’s turnover and profit can now see how much of this year’ s operations will continue into the future. 

The following format of the Profit & Loss Account is a simplified version of that found in FRS 3, which relate to discontinuing, continuing and new acquisitions: 
                                                                      19x1         19x1         19x0 
                                                                        $m          $m             $m 


Turnover 
Continuing Operations                                       600                         400 
Acquisitions                                                          50 
                                                                           650 
Discontinued Operations                                      50                          25 
                                                                                        700           425 
Cost of Sales                                                                  (400)         (300) 
Gross Profit                                                                      300           125 
Net Operating Expenses                                                 (140)          (85) 
Operating Profit 
Continuing Operations                                        110                          30 
Acquisitions                                                           60                          30 
                                                                            170                          60 
Discontinued Operations                                     (10)                        (20) 
                                                                                        160              40 
Profit on sale of properties in continuing operations          10               5 
Loss on disposal of discontinued operations                    (15)           (10) 
Profit on ordinary activities before interest                       155             35 

The profit and loss account seems very had to grasp at first, but that should be 
remedied through practice questions. 


Chapter 8

FRS 3 
Exceptional & Extraordinary Items 

When we previously discussed the structure of the profit and loss account as regards to the continuing, discontinued operations and new acquisitions, the format we drew up ended with ‘Profit on ordinary Activities Before Interest.’ We will now continue from there. 

Profit on ordinary activities before interest          X 
Interest Payable                                                 (X) 
Profit on ordinary activities before taxation         X 
Tax on profit on ordinary Activities                     (X) 
Profit on ordinary activities after taxation            X 

Well, what should strike you whilst taking a look at the previous profit and loss account statements is the use of ‘ordinary activities’. The reason simply being is that if there exists a profit on ordinary activities, there may be profits or losses on ‘not so ordinary activities’. But are there? 

Well FRS 3 states that there are two types of ‘out of the ordinary items’, which are: 

A) Exceptional Items 
B) Extraordinary Items 

Basically Exceptional items are those items that occur during the ordinary course of the business but need to be disclosed due to their size or incidence. E.g. a main customer goes bankrupt, which may increase our bad debts by 50%. This event is ordinary in that, many of our debtors’ accounts return unpaid, which is why we create a bad debts provision. Yet, this event is classified as an exceptional item because of its shier size. 

Furthermore, exceptional items, maybe divided into the following categories: 

A) Profit or loss on sale or termination of an operation 
B) Cost of fundamental reorganization 
C) Profit or loss on the disposal of fixed assets. 
D) Other items, if they are sufficiently material. 

Extraordinary items are those that posses a high degree of abnormality which arise from events or transactions that fall outside the ordinary activities of the business. They are so abnormal, that the ASB doesn’t even provide us with an example! 

Finally, much has been left unsaid, but the basic information has been motioned, and it is up to most of us to enquire further and to obtain more information. Yet, at the end of the day, FRS 3 has put an end to the manipulation of the Profit and Loss account by limiting the usage of extraordinary items, and providing us with a strict definition of exceptional items. 


Chapter 9

FRS 3 
Note of the Historical Cost Profits and Losses 

I have found this note difficult to understand and follow, perhaps due to the difficulty of the terms used to describe this note. But who needs this kind of formality? Simply this note says, okay you’ve revalued your assets in the past, you’ve made some profits, some losses, you may have disposed some of them too, if that is so, suppose that the revaluations did not take place, what would the profit or loss be if 
they were based on the historical cost figure? 


We may answer that question by taking the following steps: 

Step 1 
Find out the profit on ordinary activities before taxation. 

Step 2 
a) Calculate the depreciation charges of all assets based on their revaluation figures. 
b) Then calculate the depreciation charges but based on their original historical cost figure. 
c) Find the difference between a) and b), and note it down. 

Step 3 
Were there any disposals of F.A that have been previously revalued? (There must be or else, this note wouldn’t be needed in the first place). 

a) Well, if the answer is yes, we should calculate the profits/losses made on the revalued figure. E.g. the revalued cost of the F.A is 200,000, and the sales proceeds are 300,000. Then the profit would be 100,000. Simple Right?! 
b) Now we should calculate the profits/losses that would have made if we used the asset’s historical cost figure rather than the revaluation cost. E.g. if the Historical cost of the fixed asset was 100,000 rather than 200,000 (revalued amount), then the profit would be 200,000. Get it?! 
c) We will now simply calculate their difference, in this case the difference between the two profits is 200 less 100, which is 100,000. 

Step 4 
We now simply add up the figures obtained in step 2c) and 3c) and the profit before tax to obtain the historical cost profit on ordinary activities before taxation. 
FRS 3, requires that we note down the steps taken from 1 to 4 in a way of note to be disclosed in the financial statements, and this should be done as per the following 
format: 
Reconciliation of Profit to Historical Cost Profit 
For the year ending 31 December 20x3                               
                                                                                            $’000 
Reported profit on ordinary activities before taxation            Step 1 
Realisation of property revaluation gains                              Step 3 
Differences between historical cost depreciation charge 
and the actual depreciation charge of the period calculated 
on revalued amounts.                                                            Step 2 
Historical cost profit on ordinary activities before taxation       xxx 

Now, we know why we do it, how to do it, but the next question is why did we do it 
this way? 

Step 1 
Profits before tax were used because taxation levels may vary from year to year. 

Step 2 
It is known that the larger the depreciation charges, the lower the profit before tax would be, since depreciation is an ‘operating expense that is deducted before arriving at the profit before tax. 

As such, revaluing an asset means that, the depreciation charge based on the revalued amount would change, and thus, affecting the value of the net profit before tax. 

Therefore, to arrive at the Historical cost profit, one must reconcile the current profit before tax, with any changes of depreciation charged due to revaluations. 

This is done, by finding the differences between the historical based depreciation charges and the revaluation based depreciation charges. Their difference is added back to the net profit before tax, (if the revaluation depreciation charges are larger than the historical ones), or subtracted from the net profit, (if the revaluation depreciation charges are lower than the historical ones.) 

Step 3 
Once an asset is revalued, the difference between the historical cost and the revalued figure is transferred to the Revaluation Reserve. If at a later period, the asset is disposed of, any profits or losses would be calculating the difference between the book value of the asset (Revaluation figure less accumulated depreciation), and the Sales proceeds. 
Thus, the amounts transferred to revaluation reserve remain untouched. 

If however, the asset remained at its historical cost figure, rather than revalued, the profit or loss on its disposal would be the book value (historical cost less accumulated depreciation), and the sales proceeds. 

If an asset was revalued upwards, the profit or loss on the asset would be much lower, and the opposite is correct if the asset was revalued downwards. This profit or loss, is transferred to the P&L A/C, which in turn increases or decreases the net profit before tax. 

Therefore, to arrive at the historical cost profit, one must follow the steps in Step 3. 



Chapter 10

FRS 3 
Statement of Total Recognised Gains and Losses 

Up until this section, FRS 3 has restructured the P&L, defined the difference between ordinary, exceptional and extraordinary activities. Now, FRS 3 takes us a step further. Let us suppose that we have made a holding gain of $50,000, which means that we have purchased an asset, and through time, it appreciated in terms of value, and now it is worth $50,000 more than it used to at the time of purchase. 

Well, anyone who studied how to revalue assets, which they should before reaching this topic in their studies, knows that revaluation gains are only recognized if a professional external valuer valued the asset. The holding gain would then be transferred to the revaluation reserve (subject to the deduction of any related accumulated depreciations). 

So now, we have $50,000 in a revaluation reserve. How do we know that this 50,000 relates to this year? Furthermore, what about other reserves, and other holding gains or holding losses? Would an average user understand these terminologies and how they affect the financial position of the company as a whole? 

Well, to answer these questions, as well as other reasons, FRS 3 introduced the idea of a Statement of Total Recognized Gains and Losses, which brings together the information from the profit and loss account, the balance sheet and other supporting notes for asset revaluations. The following format demonstrates how this is done: 

Statement of Total Recognised Gains and Losses 

Profit for the financial year                                                                         $M 

(I.e. profit after tax and extraordinary items if any)                                     29 
Unrealised surplus on revolution of properties                                             4 
Unrealised loss on trade investment                                                          (3) 
                                                                                                                  30 
Foreign currency translation differences                                                   (2) 
Total gains and losses recognised since last annual report                      28
