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INTRODUCTION 
 
The course outlines the main issues of the theory and tech-

nique of accounting in business entities in all forms of ownership, 
namely the basic rules and principles of reflecting individual business 
transactions in various accounting models. The issues of documenta-
tion and reflection on the accounts of non-current assets, current as-
sets, liabilities, capital, income and expenses are highlighted. In some 
subjects paid attention to the issues of taxation. Each models special 
emphasis is placed on background information specific to the indi-
vidual models, the whole process of recording transactions in the ac-
counting system within one model, and on the formation of indicators 
of a specific accounting model (the formation of initial cost of objects 
of accounting, a cost is produced and released finished products 
(works, services), the valuation of work in progress, the formation of 
the actual cost price of sold production (works, services), formation 
of the financial result for the reporting period).The content of the 
course reveals the components of not only financial statements, but 
also other types of reporting (statistical, tax), as well as the timing of 
its submission to users of information. 

Organizational aspects of accounting are highlighted. 
The course traces the relationship between the theory of ac-

counting, accounting (financial) accounting and financial reporting, 
determines the place of accounting in the management system of the 
organization. 

Theoretical and practical issues that are the subject of consid-
eration are presented at the current level, taking into account recent 
changes in the regulatory framework of accounting in the Russian 
Federation and international practice. 

The course contains a set of materials that allow you to master 
the competencies of applying the basic principles and standards of 
accounting. formation of the accounting policy of the organization, as 
well as the development of appropriate management decisions. 

The textbook contains the thematic plan of the course «Ac-
countancy», the content of topics, control questions for preparing for 
the exam and a list of references. 

The content of the discipline is aimed at studying the essence 
of economic accounting and its component part – accounting, the re-
quirements for the organization of accounting; understanding the 
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relationship of existing methods of processing economic information, 
the meaning and place of each of them in the system; getting an idea 
of the documentary justification of records as the basis for reflecting 
them in accounting, the need for control by accounting for the legality 
of operations performed. 

The goal of the course is to reveal the essence and significance 
of accounting as a management function; the tasks of accounting at 
the present stage; its subject, the methodology to obtain and use key 
performance indicators to manage and control; a system of methods 
for the preparation and transformation of economic information, as 
well as principles and forms of organization. Disclose the relationship 
of all indicators generated within each accounting model, as well as 
their relationship with other types of reporting 

The objectives of the course are to make students understand: 
- the essence of economic accounting, its types and its compo-

nent part-accounting; 
- requirements for the organization of accounting, based on 

historical traditions and current trends in the development of ac-
counting science; 

- understanding the relationship between existing methods of 
processing economic information, the meaning and place of each of 
them in the system; 

- getting an idea of the documentary justification of the records 
as the basis for their reflection in the accounting, the need for control 
by the accounting department over the legality of the operations per-
formed. 

- familiarization with the organizational and methodological 
foundations of accounting in economic entities; 

- obtaining knowledge about the main methods and methods of 
obtaining the necessary information for the preparation of account-
ing statements for individual business transactions in different ac-
counting models; 

- acquisition of practical accounting skills 
 
Requirements for the level of mastering the discipline 
According to the results of studying the discipline, the student 

should know: 
- main tasks and principles of accounting; 
- accounting objects that arise in each accounting model; 
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- documentation of accounting procedures; 
- accounting accounts and double entry; 
- methods of valuation of assets, liabilities, capital, income and 

expenses; 
- models of current accounting of the main economic processes; 
- accounting procedures; 
- accounting forms; 
- fundamentals of accounting reporting. 
He is able to use regulatory legal documents in his activities; 
- able to find organizational and managerial decisions and is 

ready to take responsibility for them. 
Owns the main methods, methods and means of obtaining, 

storing, processing information, has the skills of working with a com-
puter as a means of information management, is able to work with 
information in global computer networks. 

Students should acquire practical skills in grouping economic 
objects, selecting accounts necessary to reflect an economic opera-
tion, determining their correspondence, and drawing up a counting 
formula 
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1. CLASSIFICATION OF OPERATION INDIVIDUAL ECONOMIC 
PROCESSES’ MODELS 
 

Areas of economic activity of organizations: production, trade, procure-
ment, commercial, etc. Economic process as a combination of interrelated, alter-
nately or simultaneously occurring economic processes. 

The sequence of reflection of the facts of economic life in accounting: 
1) establishing the time of the economic transaction and its registration 

(identification problem); 
2) establishing the value expression of an economic operation (the problem 

of valuation); 
3) determination of the method of accounting (classification problem), i.e. 

the choice of accounting accounts, the order of recording operations on accounts, 
which ensures the storage of complete information, its accumulation and generali-
zation within the reporting period. 

The main economic processes forming models of reflection of economic op-
erations in the accounting system: 

1. the process of capital investment; 
2. procurement process; 
3. production process; 
4. the sales process; 
5. the process of calculating and profit sharing. 

 
 
An economic process is an action that reflects economic facts, trans-
actions, calculations, financial results, etc., the composition and 
placement of property, as well as sources of funds. 
 

! 
Accounting of economic processes is a continuous 

documented reflection of changes in the com-
position of the company's property and the 
sources as a result of the consistent execution 
of the processes of capital formation, procure-
ment, production, sales and profit sharing 

 

The figure below schematically shows the relationship of reporting 

elements, business processes and their participants. 
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The main economic processes are: 

 
Fig. Economic processes’ cycle 

 
1) the process of capital formation includes the payment of 

initial capital by the owners of the organization and the attraction of 
borrowed funds, such as loans and borrowings. The initial contribu-
tions of the owners amount to the nominal amount of capital, which 
is specified in the company's constituent documents. As a rule, the 
owners contribute it when creating an organization in cash. For lim-
ited liability companies, it is possible for owners to deposit funds 
with other property (fixed assets, materials). In this case, the assess-
ment of the contributed property must be agreed upon and indicated 
by the participants in the decision on the establishment of the organ-
ization. Borrowed capital is an additional source of financing for ac-
tivities and is attracted on terms of urgency, payment and repay-
ment; 

2) the process of procurement – the acquisition and procure-
ment of means and objects of labor (equipment, raw materials, mate-
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rials, fuel, etc.) necessary for the implementation of the production 
process. The enterprise, along with paying the cost of the acquired 
material assets, bears transportation and procurement costs - the 
costs of their delivery, loading, transportation, unloading, etc. The 
cost of the purchased means of production (not including the amount 
of value added tax), together with transportation and procurement 
costs, make up their actual cost of acquisition. 

3) the production process is the process of manufacturing 
products, the cost of which consists of the cost of spent means of 
production (means of labor in the form of depreciation and labor 
items) and the new value created by the living labor of workers. Here 
the labor force is combined with the means of production, the objects 
of labor are transformed into finished products with the help of 
workers who influence them with the means of labor and give them a 
new look or properties, that is, they create finished products. All the 
costs of creating finished products make up its actual cost of produc-
tion. 

4) the process of sales is the transfer to consumers of finished 
products by purchase and sale, as a result of which the organization 
receives from the consumer of products the funds necessary for a 
new circulation of funds. In the process of implementation, the com-
pany incurs the costs of selling products (packaging, loading, trans-
portation costs, etc.), which are called commercial expenses. The 
production cost plus the cost of sales is the total cost of the products 
sold. During the sale process, the financial result is revealed by com-
paring the proceeds from the sale of products (works, services) and 
its full cost; 

5) the process of profit sharing involves the decision of the 
owners to use the earned profit based on the results of the reporting 
period. Owners can make decisions on the distribution of all or part 
of the profit among themselves, the transfer of part of the profit for 
certain purposes (additional payments to employees, charity, busi-
ness development, acquisition of fixed assets, etc.). 

Through the processes of supply, production and sale, property 
and the sources of its formation are subject to change. 

Let's consider in general all these processes on a small example 
about Grandma, Wolf and Little Red Riding Hood. 
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Case 
Grandma, Wolf and Little Red Riding Hood decided to organize their own 

cafe. The size of the authorized capital amounted to 30,000 monetary units (10,000 
from each). 

Grandma contributed her part with flour in the amount of 10 kg, the Wolf 
transferred the house to the cafe, and Little Red Riding Hood deposited cash at the 
cash desk. 

Our heroes decided to arrange a grand opening of the cafe. Forest dwellers 
were invited. We bought dishes with 3,000 cash. Another 2,000 cash was used to 
buy a decoration for the holiday. For 1,000 cash, we bought 1 kg of products for 
making pies. 

Grandma and Little Red Riding Hood baked 100 pies out of 5 kg of flour and 
all the products. 50 pies were distributed for the opening for free, and 50 pies were 
sold at a price of 150 monetary units each. 

For the celebration, everyone was awarded a salary of 1,000 monetary 
units. 

 
Economic processes and related transactions will be reflected 

in the accounts as follows (in accordance with changes in property 
and its sources):  

Table 1 
Reflection of economic processes on accounts 

 
Transaction Amount, 

mon.units 
Left Side 

(LS) 
Right Side 

(RS) 

1. Grandma, Wolf and 
Little Red Riding Hood 
gather nominal capital: 

30 000,00   

- Grandma 10 000,00 Stakeholders 
receivable 

Nominal 
capital 

- Wolf 10 000,00 Stakeholders 
receivable 

Nominal 
capital 

- Little Red Riding Hood 10 000,00 Stakeholders 
receivable 

Nominal 
capital 

2. Grandma contributed 
her part with flour in the 
amount of 10 kg 

10 000,00 Raw 
materials 

Stakeholders 
receivable 

3. Wolf contributed the 
house (building) 

10 000,00 Property Stakeholders 
receivable 

4. Little Red Riding Hood 
contributed cash 

10 000,00 Cash Stakeholders 
receivable 
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5. They bought dishes 3 000,00 Raw 
materials 

Cash 

6. They bouhgt decora-
tions for event 

2 000,00 Raw 
materials 

Cash 

7. They bought 1 kg food 
products to prepare pies 

1 000,00 Raw 
materials 

Cash 

8. Production of 100 pies: 9 000,00   

- use flour (5 rg = 10 000 
/ 10 rg * 5 kg = 5 000,00) 

5 000,00 Finished 
goods 

Raw 
materials 

- use all food products 1 000,00 Finished 
goods 

Raw 
materials 

- salary (1 000 for each of 
Grandma, Wolf, Little Red 
Riding Hood) 

3 000,00 Finished 
goods 

Employee 
benefits 
payable 

9. Saling of pies:    

-costs of goods (50 pies = 
9 000 / 100 pies * 50 pies 
= 4 500,00) 

4 500,00 Expenses Finished 
Goods 

-revenue (50 pies * 150 = 
7 500,00) 

7 500,00 Cash Income 

10. 50 pies were distrib-
uted for the opening for 
free - costs only 

4 500,00 Expenses Finished 
Goods 

 
Appendix 1 reflects the successive changes in the accounts and 

financial statements.  
The tasks of accounting for business processes are, first of all, 

monitoring the correctness of their documentation, measurement 
and disclosure in the financial statements. 

Next, we will consider in more detail the rules and features of 
the reflection of each process in accounting and financial statements. 

 
Control questions and tasks 
1. What economic processes are reflected in the accounting 

system? 
2. Are there any differences in the economic processes of an 

automobile industry enterprise, a trade organization and a scientific 
institution? If so, what are they? 
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2. CAPITAL INVESTMENT’s ACCOUNTING  
 
The concept of capital investments and non-current assets. Ways to create 

them and sources of funding. 
Calculation of the cost of capital investments and the order of reflection in 

the accounting accounts of the formation of capital investments. 
Actual costs associated with the acquisition of property, plant and equip-

ment and intangible assets: 
- the contractual value of property, plant and equipment and intangible as-

sets; 
- delivery costs, loading and unloading operations; 
- costs of construction of fixed assets or creation of intangible assets; 
- expenses for installation of fixed assets; 
- design costs; 
- other expenses of the organization related to the acquisition of fixed assets 

and intangible assets. 
Documentation of transactions with capital investments and the procedure 

for writing off their value. 
 

 
The first stage of the economic process of almost any organization is 
the formation of capital investments.  
 

! 
Capital investments are the sum of the costs of non-

current assets (fixed assets, intangible assets, 
other long-term non-financial investments), 
which will be used as the basis of the produc-
tion process and will form the material part of 
the asset balance 

 

 

The following main types are allocated in capital investments: 
– fixed assets; 
– intangible assets; 
– investments in rental items. 

 
Fixed assets are represented, as a rule, by property, plants and 

equipment. A class of property, plant and equipment is a grouping of 
assets of a similar nature and use in an entity’s operations. The fol-
lowing are examples of separate classes: 

– land and buildings; 
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– machinery; 
– ships; 
– aircraft; 
– motor vehicles; 
– furniture and fixtures; 
– office equipment; 
– bearer plants. 
 
 

! 
Property, plant and equipment are tangible items 

that are held for use in the production or supply 
of goods or services, for rental to others, or for 
administrative purposes, and are expected to 
be used during more than one period 

 
 
The cost of an item of property, plant and equipment shall be 

recognized as an asset if, and only if: 
– it is probable that future economic benefits associated with 

the item will flow to the entity;  
– the cost of the item can be measured reliably. 
Judgement is required in applying the recognition criteria to an 

entity’s specific circumstances. It may be appropriate to aggregate 
individually insignificant items, such as moulds, tools and dies, and to 
apply the criteria to the aggregate value. 

An entity evaluates under this recognition principle all its 
property, plant and equipment costs at the time they are incurred. 
These costs include costs incurred initially to acquire or construct an 
item of property, plant and equipment and costs incurred subse-
quently to add to, replace part of, or service it. The cost of an item of 
property, plant and equipment may include costs incurred relating to 
leases of assets that are used to construct, add to, replace part of or 
service an item of property, plant and equipment, such as deprecia-
tion of right-of-use assets. 
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Initial costs 
Items of property, plant and equipment may be acquired for 

safety or environmental reasons. The acquisition of such property, 
plant and equipment, although not directly increasing the future eco-
nomic benefits of any particular existing item of property, plant and 
equipment, may be necessary for an entity to obtain the future eco-
nomic benefits from its other assets. Such items of property, plant 
and equipment qualify for recognition as assets because they enable 
an entity to derive future economic benefits from related assets in 
excess of what could be derived had those items not been acquired. 
For example, a chemical manufacturer may install new chemical han-
dling processes to comply with environmental requirements for the 
production and storage of dangerous chemicals; related plant en-
hancements are recognised as an asset because without them the en-
tity is unable to manufacture and sell chemicals. However, the result-
ing carrying amount of such an asset and related assets is reviewed 
for impairment in accordance with rules of impairment of assets. 

The cost of an item of property, plant and equipment comprises: 
– its purchase price, including import duties and non-

refundable purchase taxes, after deducting trade discounts and re-
bates; 

– any costs directly attributable to bringing the asset to the lo-
cation and condition necessary for it to be capable of operating in the 
manner intended by management; 

– the initial estimate of the costs of dismantling and removing 
the item and restoring the site on which it is located, the obligation 
for which an entity incurs either when the item is acquired or as a 
consequence of having used the item during a particular period for 
purposes other than to produce inventories during that period. 

Recognition of costs in the carrying amount of an item of prop-
erty, plant and equipment ceases when the item is in the location and 
condition necessary for it to be capable of operating in the manner 
intended by management. Therefore, costs incurred in using or rede-
ploying an item are not included in the carrying amount of that item. 
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Table 2 
Examples of costs 

 
Examples of directly  

attributable costs 
Examples of costs that are not 

costs of an item of property, 
plant and equipment 

costs of employee benefits arising 
directly from the construction or 
acquisition of the item of proper-

ty, plant and equipment 

costs of opening a new facility 

costs of site preparation 

costs of introducing a new prod-
uct or service (including costs of 
advertising and promotional ac-

tivities) 

initial delivery and handling costs 

costs of conducting business in a 
new location or with a new class 
of customer (including costs of 

staff training) 

installation and assembly costs 
administration and other general 

overhead costs 
costs of testing whether the asset 
is functioning properly, after de-

ducting the net proceeds from 
selling any items produced while 
bringing the asset to that location 

and condition (such as samples 
produced when testing equip-

ment) 

costs incurred while an item ca-
pable of operating in the manner 
intended by management has yet 
to be brought into use or is oper-

ated at less than full capacity 

professional fees 
initial operating losses, such as 

those incurred while demand for 
the item’s output builds up 

 
costs of relocating or reorganising 
part or all of an entity’s operations 

 
 
Subsequent costs 
An entity does not recognise in the carrying amount of an item 

of property, plant and equipment the costs of the day-to-day servic-
ing of the item. Rather, these costs are recognised in profit or loss as 
incurred. Costs of day-to-day servicing are primarily the costs of la-
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bour and consumables, and may include the cost of small parts. The 
purpose of these expenditures is often described as for the ‘repairs 
and maintenance’ of the item of property, plant and equipment. 

Parts of some items of property, plant and equipment may re-
quire replacement at regular intervals. For example, a furnace may 
require relining after a specified number of hours of use, or aircraft 
interiors such as seats and galleys may require replacement several 
times during the life of the airframe. Items of property, plant and 
equipment may also be acquired to make a less frequently recurring 
replacement, such as replacing the interior walls of a building, or to 
make a nonrecurring replacement. An entity recognises in the carry-
ing amount of an item of property, plant and equipment the cost of 
replacing part of such an item when that cost is incurred if the recog-
nition criteria are met. The carrying amount of those parts that are 
replaced is derecognised in accordance with the derecognition provi-
sions. 

A condition of continuing to operate an item of property, plant 
and equipment (for example, an aircraft) may be performing regular 
major inspections for faults regardless of whether parts of the item 
are replaced. When each major inspection is performed, its cost is 
recognised in the carrying amount of the item of property, plant and 
equipment as a replacement if the recognition criteria are satisfied. 
Any remaining carrying amount of the cost of the previous inspection 
(as distinct from physical parts) is derecognised. This occurs regard-
less of whether the cost of the previous inspection was identified in 
the transaction in which the item was acquired or constructed. If 
necessary, the estimated cost of a future similar inspection may be 
used as an indication of what the cost of the existing inspection com-
ponent was when the item was acquired or constructed. 

 
An entity shall choose either the cost model or the revaluation 

model as its accounting policy and shall apply that policy to an entire 
class of property, plant and equipment. 
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Table 3 
Measurement after recognition 

 
Cost model Revaluation model 

After recognition as an 
asset, an item of property, 
plant and equipment shall 
be carried at its cost less 

any accumulated deprecia-
tion and any accumulated 

impairment losses 

After recognition as an asset, an item of 
property, plant and equipment whose fair 

value can be measured reliably shall be 
carried at a revalued amount, being its 
fair value at the date of the revaluation 

less any subsequent accumulated depre-
ciation and subsequent accumulated im-

pairment losses. Revaluations shall be 
made with sufficient regularityto ensure 
that the carrying amount does not differ 
materially from that which would be de-

termined using fair value at the end of the 
reporting period 

 
 
Intangible assets 
Entities frequently expend resources, or incur liabilities, on the 

acquisition, development, maintenance or enhancement of intangible 
resources such as scientific or technical knowledge, design and im-
plementation of new processes or systems, licences, intellectual 
property, market knowledge and trademarks (including brand names 
and publishing titles). Common examples of items encompassed by 
these broad headings are computer software, patents, copyrights, 
motion picture films, customer lists, mortgage servicing rights, fish-
ing licences, import quotas, franchises, customer or supplier relation-
ships, customer loyalty, market share and marketing rights. Not all 
the described items meet the definition of an intangible asset, ie iden-
tifiability, control over a resource and existence of future economic 
benefits. If an item within the scope of this Standard does not meet 
the definition of an intangible asset, expenditure to acquire it or gen-
erate it internally is recognised as an expense when it is incurred. 
However, if the item is acquired in a business combination, it forms 
part of the goodwill recognized at the acquisition date. 
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! Intangible asset is an identifiable non-monetary  
asset without physical substance 

The definition of an intangible asset requires an intangible as-
set to be identifiable to distinguish it from goodwill. Goodwill recog-
nised in a business combination is an asset representing the future 
economic benefits arising from other assets acquired in a business 
combination that are not individually identified and separately rec-
ognised. The future economic benefits may result from synergy be-
tween the identifiable assets acquired or from assets that, individual-
ly, do not qualify for recognition in the financial statements. 

An asset is identifiable if it either: 
– is separable, ie is capable of being separated or divided from 

the entity and sold, transferred, licensed, rented or exchanged, either 
individually or together with a related contract, identifiable asset or 
liability, regardless of whether the entity intends to do so; 

– or arises from contractual or other legal rights, regardless of 
whether those rights are transferable or separable from the entity or 
from other rights and obligations. 

An entity controls an asset if the entity has the power to obtain 
the future economic benefits flowing from the underlying resource 
and to restrict the access of others to those benefits. The capacity of 
an entity to control the future economic benefits from an intangible 
asset would normally stem from legal rights that are enforceable in a 
court of law. In the absence of legal rights, it is more difficult to 
demonstrate control. However, legal enforceability of a right is not a 
necessary condition for control because an entity may be able to con-
trol the future economic benefits in some other way. 

Market and technical knowledge may give rise to future eco-
nomic benefits. An entity controls those benefits if, for example, the 
knowledge is protected by legal rights such as copyrights, a restraint 
of trade agreement (where permitted) or by a legal duty on employ-
ees to maintain confidentiality. 

An entity may have a team of skilled staff and may be able to 
identify incremental staff skills leading to future economic benefits 
from training. The entity may also expect that the staff will continue 
to make their skills available to the entity. However, an entity usually 
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has insufficient control over the expected future economic benefits 
arising from a team of skilled staff and from training for these items 
to meet the definition of an intangible asset. For a similar reason, 
specific management or technical talent is unlikely to meet the defini-
tion of an intangible asset, unless it is protected by legal rights to use 
it and to obtain the future economic benefits expected from it, and it 
also meets the other parts of the definition. 

An entity may have a portfolio of customers or a market share 
and expect that, because of its efforts in building customer relation-
ships and loyalty, the customers will continue to trade with the enti-
ty. However, in the absence of legal rights to protect, or other ways to 
control, the relationships with customers or the loyalty of the cus-
tomers to the entity, the entity usually has insufficient control over 
the expected economic benefits from customer relationships and loy-
alty for such items (eg portfolio of customers, market shares, cus-
tomer relationships and customer loyalty) to meet the definition of 
intangible assets. In the absence of legal rights to protect customer 
relationships, exchange transactions for the same or similar non-
contractual customer relationships (other than as part of a business 
combination) provide evidence that the entity is nonetheless able to 
control the expected future economic benefits flowing from the cus-
tomer relationships. Because such exchange transactions also pro-
vide evidence that the customer relationships are separable, those 
customer relationships meet the definition of an intangible asset. 

The future economic benefits flowing from an intangible asset 
may include revenue from the sale of products or services, cost sav-
ings, or other benefits resulting from the use of the asset by the enti-
ty. For example, the use of intellectual property in a production pro-
cess may reduce future production costs rather than increase future 
revenues. 

An intangible asset shall be recognised if, and only if: 
– it is probable that the expected future economic benefits that 

are attributable to the asset will flow to the entity;  
– the cost of the asset can be measured reliably. 
An entity shall assess the probability of expected future eco-

nomic benefits using reasonable and supportable assumptions that 
represent management’s best estimate of the set of economic condi-
tions that will exist over the useful life of the asset. 
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An entity uses judgement to assess the degree of certainty at-
tached to the flow of future economic benefits that are attributable to 
the use of the asset on the basis of the evidence available at the time 
of initial recognition, giving greater weight to external evidence. 

An intangible asset shall be measured initially at cost. 
 
Depreciation 
Each part of an item of property, plant and equipment or in-

tangible asset with a cost that is significant in relation to the total cost 
of the item shall be depreciated separately. 

! Depreciation is the systematic allocation of the de-
preciable amount of an asset over its useful life 

An entity allocates the amount initially recognised in respect of 
an item of property, plant and equipment to its significant parts and 
depreciates separately each such part. For example, it may be appro-
priate to depreciate separately the airframe and engines of an air-
craft. Similarly, if an entity acquires property, plant and equipment 
subject to an operating lease in which it is the lessor, it may be ap-
propriate to depreciate separately amounts reflected in the cost of 
that item that are attributable to favourable or unfavourable lease 
terms relative to market terms. 

A significant part of an item of property, plant and equipment 
may have a useful life and a depreciation method that are the same as 
the useful life and the depreciation method of another significant part 
of that same item. Such parts may be grouped in determining the de-
preciation charge. To the extent that an entity depreciates separately 
some parts of an item of property, plant and equipment, it also de-
preciates separately the remainder of the item. The remainder con-
sists of the parts of the item that are individually not significant. If an 
entity has varying expectations for these parts, approximation tech-
niques may be necessary to depreciate the remainder in a manner 
that faithfully represents the consumption pattern and/or useful life 
of its parts. 

The depreciation charge for each period shall be recognised in 
profit or loss unless it is included in the carrying amount of another 
asset. The depreciation charge for a period is usually recognised in 
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profit or loss. However, sometimes, the future economic benefits em-
bodied in an asset are absorbed in producing other assets. In this 
case, the depreciation charge constitutes part of the cost of the other 
asset and is included in its carrying amount. For example, the depre-
ciation of manufacturing plant and equipment is included in the costs 
of conversion of inventories. 

The depreciable amount of an asset shall be allocated on a sys-
tematic basis over its useful life. 

The residual value and the useful life of an asset shall be re-
viewed at least at each financial year-end and, if expectations differ 
from previous estimates, the change(s) shall be accounted for as a 
change in an accounting estimate. 

Depreciation of an asset begins when it is available for use, ie 
when it is in the location and condition necessary for it to be capable 
of operating in the manner intended by management. Depreciation of 
an asset ceases at the earlier of the date that the asset is classified as 
held for sale (or included in a disposal group that is classified as held 
for sale) and the date that the asset is derecognised. Therefore, de-
preciation does not cease when the asset becomes idle or is retired 
from active use unless the asset is fully depreciated. 

However, under usage methods of depreciation the deprecia-
tion charge can be zero while there is no production. 

The future economic benefits embodied in an asset are con-
sumed by an entity principally through its use. However, other fac-
tors, such as technical or commercial obsolescence and wear and tear 
while an asset remains idle, often result in the diminution of the eco-
nomic benefits that might have been obtained from the asset. Conse-
quently, all the following factors are considered in determining the 
useful life of an asset: 

– expected usage of the asset. Usage is assessed by reference to 
the asset’s expected capacity or physical output; 

– expected physical wear and tear, which depends on opera-
tional factors such as the number of shifts for which the asset is to be 
used and the repair and maintenance programme, and the care and 
maintenance of the asset while idle; 

– technical or commercial obsolescence arising from changes 
or improvements in production, or from a change in the market de-
mand for the product or service output of the asset. Expected future 
reductions in the selling price of an item that was produced using an 
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asset could indicate the expectation of technical or commercial obso-
lescence of the asset, which, in turn, might reflect a reduction of the 
future economic benefits embodied in the asset; 

– legal or similar limits on the use of the asset, such as the expi-
ry dates of related leases. 

The useful life of an asset is defined in terms of the asset’s ex-
pected utility to the entity. The asset management policy of the entity 
may involve the disposal of assets after a specified time or after con-
sumption of a specified proportion of the future economic benefits 
embodied in the asset. Therefore, the useful life of an asset may be 
shorter than its economic life. The estimation of the useful life of the 
asset is a matter of judgement based on the experience of the entity 
with similar assets. 

The depreciation method used shall reflect the pattern in 
which the asset’s future economic benefits are expected to be con-
sumed by the entity. The depreciation method applied to an asset 
shall be reviewed at least at each financial year-end and, if there has 
been a significant change in the expected pattern of consumption of 
the future economic benefits embodied in the asset, the method shall 
be changed to reflect the changed pattern. Such a change shall be ac-
counted for as a change in an accounting estimate. 

A variety of depreciation methods can be used to allocate the 
depreciable amount of an asset on a systematic basis over its useful 
life. These methods include the straight-line method, the diminishing 
balance method and the units of production method. Straight-line 
depreciation results in a constant charge over the useful life if the 
asset’s residual value does not change. The diminishing balance 
method results in a decreasing charge over the useful life. 

The units of production method results in a charge based on 
the expected use or output. The entity selects the method that most 
closely reflects the expected pattern of consumption of the future 
economic benefits embodied in the asset. 

That method is applied consistently from period to period un-
less there is a change in the expected pattern of consumption of those 
future economic benefits. 

A depreciation method that is based on revenue that is gener-
ated by an activity that includes the use of an asset is not appropriate. 
The revenue generated by an activity that includes the use of an asset 
generally reflects factors other than the consumption of the economic 
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benefits of the asset. For example, revenue is affected by other inputs 
and processes, selling activities and changes in sales volumes and 
prices. The price component of revenue may be affected by inflation, 
which has no bearing upon the way in which an asset is consumed. 

 
Compensation for impairment 
Compensation from third parties for items of property, plant 

and equipment that were impaired, lost or given up shall be included 
in profit or loss when the compensation becomes receivable. 

Impairments or losses of items of property, plant and equip-
ment, related claims for or payments of compensation from third par-
ties and any subsequent purchase or construction of replacement 
assets are separate economic events and are accounted for separately 
as follows: 

– impairments of items of property, plant and equipment are 
recognized in accordance with rules of impairment of assets; 

– derecognition of items of property, plant and equipment re-
tired or disposed of is determined; 

– compensation from third parties for items of property, plant 
and equipment that were impaired, lost or given up is included in 
determining profit or loss when it becomes receivable; 

– the cost of items of property, plant and equipment restored, 
purchased or constructed as replacements is determined. 

An entity shall assess at the end of each reporting period 
whether there is any indication that an asset may be impaired. If any 
such indication exists, the entity shall estimate the recoverable 
amount of the asset. 

 
 
Case 
Participants create a Sewing Company and purchase equipment. 

 
Economic processes and related transactions will be reflected 

in the accounts as follows (in accordance with changes in property 
and its sources):  
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Table 4 
Reflection of capital investmet processes on accounts 

 
Transaction Amount, 

mon.units 
Left Side 

(LS) 
Right Side 

(RS) 

1. Creating the company - 
show the Share capital 10 000,00  

Accounts 
receivable 

(shareholders) Share capital 
2. Shareholders transfer 
their debts to company's 
Bank account 10 000,00  Bank account 

Accounts 
receivable 

(shareholders) 
3. Company takes a Bank 
loan for 10 years 10% 100 000,00  Bank account Bank loan 
4. Company receives the 
sewing mashine 

50 000,00  Investments 

Accounts 
payable 

(contractors) 
5. Transport costs to 
transfer Sewing mashine 
to the Company 

10 000,00  Investments 

Accounts 
payable 

(transport 
company) 

6. Fee to setup new Sew-
ing mashine 3 000,00  Investments 

Emploee's 
benefits 

7. First month (February) 
bank interests are includ-
ed in Sewing mashine in-
vestments costs (first 
price) - 100 000,00 * 10% 
/ 365 * 28 767,12  Investments 

Account 
payable (bank 

interests) 
8. Sewing mashine is 
ready for using 63 767,12  

Fixed Assets 
(Equipment) Investments 

9. Company paied its Ac-
counts payable:       
- to contractors 

50 000,00  

Accounts 
payable 

(contractors) Bank account 
- to transport company 

10 000,00  

Accounts 
payable 

(transport 
company) Bank account 

- intrests to bank 

767,12  

Account 
payable (bank 

interests) Bank account 
10. Company paied a 
month part of Bank loan - 
100 000,00 / 120 833,33  Bank loan Bank account 
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Transaction Amount, 
mon.units 

Left Side 
(LS) 

Right Side 
(RS) 

Next month (March)       
11. Bank interests are 
showed as current ex-
penses of the month - 99 
166,67 * 10% / 365 * 31 842,24  

Profit and Loss 
(Expenses) 

Account 
payable (bank 

interests) 
12. Company paid bank 
interests 

842,24  

Account 
payable (bank 

interests) Bank account 
13. Company paied a 
month part of Bank loan - 
100 000,00 / 120 833,33  Bank loan Bank account 

Next months (April-
December)       

14. Bank interests are 
showed as current ex-
penses of the month - 
Bank Loan * 10% / 365 * 
Days 7 157,08  

Profit and Loss 
(Expenses) 

Account 
payable (bank 

interests) 
15. Company paid bank 
interests 

7 157,08  

Account 
payable (bank 

interests) Bank account 
16. Company paied a 
month part of Bank loan - 
100 000,00 / 120 7 499,97  Bank loan Bank account 

31.12.2022       
17. Fair value of Sewing 
mashine (from expert 
assessment repot or mar-
ket prices) is 75 000,00 
m.u. => current accounting 
value will inrease on 11 
232,88     (63 767,12 - 75 
000,00) 

11 232,88  
Fixed Assets 
(Equipment) 

Reassessment 
(additional 

capital) 

Next year       

18. Bank interests are 
showed as current ex-
penses of the month - 
Bank Loan * 10% / 365 * 
Days 8 622,84  

Profit and Loss 
(Expenses) 

Account 
payable (bank 

interests) 
19. Company paid bank 
interests 

8 622,84  

Account 
payable (bank 

interests) Bank account 
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Transaction Amount, 
mon.units 

Left Side 
(LS) 

Right Side 
(RS) 

20. Company paied a 
month part of Bank loan - 
100 000,00 / 120 9 999,96  Bank loan Bank account 

31.12.2023       

21. Fair value of Sewing 
mashine (from expert 
assessment repot or mar-
ket prices) is 70 000,00 
m.u. => current accounting 
value will decrease on 5 
000,00     (75 000,00 - 70 
000,00) 

5 000,00 
Reassessment 

(additional 
capital) 

Fixed Assets 
(Equipment) 

22. Company bought spare 
parts to repair Sewing 
mashine 7 500,00 

Spare parts 
(Inventories) 

Accounts 
payable 

(contractors) 
23. Company used Spare 
parts to repair Sewing 
mashine 7 500,00 

Investments 
Spare parts 

(Inventories) 

24. Company showed the 
debt befor emploees fo 
repairing of Sewing 
mashine 2 000,00 

Investments 
Emploee's 

benefits 

25. Company finished the 
repairing of Sewing 
mashine 9 500,00 

Fixed Assets 
(Equipment) 

Investments 

 
Appendix 2 reflects the successive changes in the accounts and 

financial statements.  
 
Control questions and tasks 
1. How is the initial cost of fixed assets formed? 
2. Can the initial cost of fixed assets and intangible assets 

change? 
3. What costs associated with the operation of fixed assets and 

intangible assets will increase production costs? 
 

  



28 

3. ACCOUNTING FOR PROCUREMENT PROCESS  
 
Documentation of procurement process operations (contract documenta-

tion, approval of delivery terms, including for international deliveries, shipping 
documentation, transport and accompanying documents). 

The composition of the cost of procurement of materials. 
Reflection in the accounting of the stages of the procurement process: 
- receipt of raw materials and supplies; 
- formation of transport and procurement costs (TKR) and other costs asso-

ciated with the purchase of goods and materials; 
- payments to suppliers for materials and technical specifications. 

Options reflection of the procurement process on accounting accounts. 
 
 
The process of procurement raw materials includes the follow-

ing components: 
1) acceptance of raw materials and their initial measurement; 
2) payments with suppliers for the delivered raw materials;  
3) organization of analytical accounting of raw materials;  
4) measurement of raw materials when transfer to production. 

 

! 
Inventory refers to a company’s goods and raw materi-

als used for making the goods it sells. It appears 
on a balance sheet as an asset. Inventory includes 
finished goods, raw materials, and works-in-
progress 

 

The cost of inventories shall comprise all costs of purchase, 
costs of conversion and other costs incurred in bringing the invento-
ries to their present location and condition. 

The costs of purchase of inventories comprise the purchase 
price, import duties and other taxes (other than those subsequently 
recoverable by the entity from the taxing authorities), and transport, 
handling and other costs directly attributable to the acquisition of 
finished goods, materials and services. Trade discounts, rebates and 
other similar items are deducted in determining the costs of pur-
chase. 

Other costs are included in the cost of inventories only to the 
extent that they are incurred in bringing the inventories to their pre-
sent location and condition. 
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For example, it may be appropriate to include non-production 
overheads or the costs of designing products for specific customers in 
the cost of inventories. Examples of costs excluded from the cost of 
inventories and recognised as expenses in the period in which they 
are incurred are: 

– abnormal amounts of wasted materials, labour or other pro-
duction costs; 

– storage costs, unless those costs are necessary in the produc-
tion process before a further production stage; 

–  administrative overheads that do not contribute to bringing 
inventories to their present location and condition;  

– selling costs. 
Payments with suppliers and contractors include information 

about settlements for: 
– received inventory items, accepted work performed and ser-

vices consumed, including the provision of electricity, gas, steam, wa-
ter, etc., as well as for the delivery or processing of tangible assets, 
settlement documents for which are accepted and are subject to 
payment through the bank; 

– inventory items, works and services for which settlement 
documents from suppliers or contractors have not been received (so-
called unfactured deliveries); 

– excess inventory items identified during their acceptance; 
– the received transportation services, including payments for 

shortfalls and busting of the tariff (freight), as well as for all types of 
communication services, etc. 

All transactions related to payments for purchased tangible as-
sets, accepted works or consumed services are reflected in account-
ing system regardless of the time of payment. 
 

! 
Accounts Payable refers to the money a business owes 

to its suppliers, vendors, or creditors for goods or 
services bought on credit 

 

Accounts payable with suppliers and contractors is credited for 
the cost of inventory items, works, services accepted for accounting 
in correspondence with accounts for accounting for these values or 
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accounts for related costs. For services in the delivery of material 
values (goods), as well as for the processing of materials on the right 
side are made in correspondence with the accounts of inventory, 
goods, production costs, etc. 

Regardless of the valuation of inventory values in analytical ac-
counting, Accounts payable with suppliers and contractors in syn-
thetic accounting is credited according to the supplier's settlement 
documents. When the supplier's invoice was accepted and paid be-
fore the receipt of the cargo, and when receiving the received inven-
tory items to the warehouse, their shortage was found in excess of 
the amounts stipulated in the contract against the invoiced quantity, 
and also if, when checking the supplier's or contractor's invoice (after 
the invoice was accepted), a discrepancy in the prices stipulated by 
the contract was found, and also arithmetic errors, Accounts payable 
with suppliers and contractors is credited for the corresponding 
amount in correspondence with account account "Settlements on 
claims". 

Accounts payable with suppliers and contractors is debited for 
the amounts of fulfillment of obligations (payment of bills), including 
advances and prepayment, in correspondence with cash accounting 
accounts, etc. At the same time, the amounts of advances and advance 
payments are taken into account separately. The amounts owed to 
suppliers and contractors secured by promissory notes issued by the 
organization are not debited from Accounts payable with suppliers 
and contractors, but are accounted for separately in analytical ac-
counting. 

Analytical accounting for Accounts payable with with suppliers 
and contractors is carried out for each submitted invoice, and settle-
ments in the order of scheduled payments – for each supplier and 
contractor. At the same time, the construction of analytical account-
ing should make it possible to obtain the necessary data on: suppliers 
for accepted and other settlement documents, the payment term of 
which has not come; suppliers for settlement documents not paid on 
time; suppliers for unfactured deliveries; advances issued; suppliers 
for issued bills, the payment term of which has not come; suppliers 
on overdue bills of exchange; suppliers on commercial loans re-
ceived, etc. 
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Accounts payable with suppliers and contractors within a 
group of interrelated organizations, about the activities of which con-
solidated accounting statements are compiled, is kept separately. 

Raw materials is intended to summarize information about the 
availability and movement of raw materials, materials, fuel, spare 
parts, inventory and household supplies, containers, etc. of the organ-
ization's valuables (including those in transit and processing). Raw 
materials are accounted at the actual cost of their acquisition (pro-
curement) or accounting prices. 
 

! 
Raw material, also known as a feedstock, unpro-

cessed material, or primary commodity, is a 
basic material that is used to produce goods, 
finished goods, energy, or intermediate materi-
als that are feedstock for future finished prod-
ucts 

 

Sub-accounts can be opened to Raw materials: 
– main production raw materials; 
– purchased semi-finished products and components, struc-

tures and parts; 
– fuel; 
– containers and packaging materials; 
– spare parts; 
– materials transferred for processing to the side; 
– building materials; 
– inventory and household supplies; 
– special equipment and special clothing in stock; 
etc. 
The sub-account “Main production raw materials” takes into 

account the presence and movement of: raw materials and basic ma-
terials (including construction – from contractors) that are part of the 
products being produced, forming its basis, or are necessary compo-
nents in its manufacture; auxiliary materials that are involved in the 
production of products or consumed for economic needs, technical 
purposes, assistance to the production process; agricultural products 
harvested for processing, etc. 
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The sub-account "Purchased semi-finished products and com-
ponents, structures and parts" takes into account the availability and 
movement of purchased semi-finished products, finished compo-
nents (including building structures and parts - from contractors) 
purchased for the completion of manufactured products (construc-
tion), which require costs for their processing or assembly. Organiza-
tions engaged in carrying out research, design and technological 
work, acquiring on the side the special equipment, tools, fixtures and 
other devices they need as components for carrying out these works 
on a certain research or design topic, take into account these values 
on the sub-account "Purchased semi-finished products and compo-
nents, structures and parts". 

The "Fuel" sub-account takes into account the presence and 
movement of petroleum products (oil, diesel fuel, kerosene, gasoline, 
etc.) and lubricants intended for the operation of vehicles, technolog-
ical needs of production, energy generation and heating, solid (coal, 
peat, firewood, etc.) and gaseous fuels. 

The sub-account "Containers and packaging materials" takes 
into account the presence and movement of all types of containers 
(except those used as household inventory), as well as materials and 
parts intended for the manufacture of containers and its repair (parts 
for the assembly of boxes, barrel riveting, hoop iron, etc.).  

The "Spare parts" sub-account takes into account the availabil-
ity and movement of spare parts purchased or manufactured for the 
needs of the main activity, intended for repairs, replacement of worn 
parts of machinery, equipment, vehicles, etc., as well as car tires in 
stock and turnover. It also takes into account the movement of the 
exchange fund of complete machines, equipment, engines, compo-
nents, aggregates created in the repair departments of organizations, 
at technical exchange offices and repair plants. Automobile tires (tire, 
camera and rim tape) that are on wheels and in stock with the vehi-
cle, included in its initial cost, are accounted for as part of fixed as-
sets. 

On the sub-account "Materials transferred for processing to the 
side", the movement of materials transferred for processing to the 
side is taken into account, the cost of which is subsequently included 
in the production costs of the products obtained from them. The costs 
of processing materials paid to third-party organizations and indi-
viduals are charged directly to the debit of accounts that account for 
products received from processing. 
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The subaccount "Building materials" is used by real estate de-
velopers. It takes into account the presence and movement of materi-
als used directly in the process of construction and installation work, 
for the manufacture of construction parts, for the construction and 
finishing of structures and parts of buildings and structures, building 
structures and parts, as well as other material values necessary for 
the needs of construction (explosives, etc.). 

The sub-account "Inventory and household supplies" takes into 
account the presence and movement of inventory, tools, household 
supplies and other means of labor, which are included in the funds in 
circulation. 

Sub-account "Special equipment and special clothing in stock" 
is designed to account for the receipt, availability and movement of 
special tools, special devices, special equipment and special clothing 
located in the warehouses of the organization or in other storage lo-
cations. 

The other sub-accounts take into account the presence and 
movement of production waste (stumps, trimmings, shavings, etc.); 
incorrigible marriage; material assets received from the disposal of 
fixed assets that cannot be used as materials, fuel or spare parts in 
this organization (scrap metal, scrap materials); worn tires and scrap 
rubber, etc.  

The actual consumption of materials in production or for other 
economic purposes is reflected on the right side of Raw materials in 
correspondence with the accounts of production costs (sales expens-
es) or other relevant accounts. 

Analytical accounting Raw materials is conducted by the places 
of storage of materials and their individual names (types, grades, siz-
es, etc.). 

Measurement of release into production 
Techniques for the measurement of the cost of inventories, 

such as the standard cost method or the retail method, may be used 
for convenience if the results approximate cost. Standard costs take 
into account normal levels of materials and supplies, labour, efficien-
cy and capacity utilisation. They are regularly reviewed and, if neces-
sary, revised in the light of current conditions. 

The cost of inventories of items that are not ordinarily inter-
changeable and goods or services produced and segregated for spe-
cific projects shall be assigned by using specific identification of their 
individual costs. 
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Specific identification of cost means that specific costs are at-
tributed to identified items of inventory. This is the appropriate 
treatment for items that are segregated for a specific project, regard-
less of whether they have been bought or produced. However, specif-
ic identification of costs is inappropriate when there are large num-
bers of items of inventory that are ordinarily interchangeable. In such 
circumstances, the method of selecting those items that remain in 
inventories could be used to obtain predetermined effects on profit 
or loss.  

The cost of inventories shall be assigned by using the first-in, 
first-out (FIFO) or weighted average cost formula. An entity shall use 
the same cost formula for all inventories having a similar nature and 
use to the entity. For inventories with a different nature or use, dif-
ferent cost formulas may be justified. For example, inventories used 
in one operating segment may have a use to the entity different from 
the same type of inventories used in another operating segment. 
However, a difference in geographical location of inventories (or in 
the respective tax rules), by itself, is not sufficient to justify the use of 
different cost formulas. 

The FIFO formula assumes that the items of inventory that 
were purchased or produced first are sold first, and consequently the 
items remaining in inventory at the end of the period are those most 
recently purchased or produced.  

Under the weighted average cost formula, the cost of each item 
is determined from the weighted average of the cost of similar items 
at the beginning of a period and the cost of similar items purchased 
or produced during the period. The average may be calculated on a 
periodic basis, or as each additional shipment is received, depending 
upon the circumstances of the entity. 

 
Case 
The Sewing Company purchases raw materials. 

 
Economic processes and related transactions will be reflected 

in the accounts as follows (in accordance with changes in property 
and its sources):  
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Table 5 
Reflection of procurment processes on accounts 

 

Transactions Quantity Price Amounnt, 
m.u. 

Left side Right side 

1. The Company 
received faric 
from Conractor 
1: 

          

- wool (1 000 
meters for 10 
m.u. per meter) 

1 000,00  10,00 10 000,00  Inventories 
(Raw mate-
rial, Fabric, 

Wool) 

Accounts 
payable 

(Contactors) 

- cotton (2 000 
meters for 8,5 
m.u. per meter) 

2 000,00  8,50 17 000,00  Inventories 
(Raw mate-
rial, Fabric, 

Cotton) 

Accounts 
payable 

(Contactors) 

- silk (750 me-
ters for 17 m.u. 
per meter) 

750,00  17,00 12 750,00  Inventories 
(Raw mate-
rial, Fabric, 

Silk) 

Accounts 
payable 

(Contactors) 

2. The Company 
received faric 
from Conractor 
2: 

          

- wool (5 000 
meters for 9,1 
m.u. per meter) 

5 000,00  9,10 45 500,00  Inventories 
(Raw mate-
rial, Fabric, 

Wool) 

Accounts 
payable 

(Contactors) 

- cotton (12 000 
meters for 8,0 
m.u. per meter) 

12 000,00  8,00 96 000,00  Inventories 
(Raw mate-
rial, Fabric, 

Cotton) 

Accounts 
payable 

(Contactors) 

- silk (7 000 
meters for 15,5 
m.u. per meter) 

7 000,00  15,50 108 500,00  Inventories 
(Raw mate-
rial, Fabric, 

Silk) 

Accounts 
payable 

(Contactors) 

3. The Company 
received sewing 
tools and acces-
soirs from Con-
ractor 3: 

          

- scissors (10 for 
78 m.u. per 
each) 

10,00  78,00 780,00  Inventories 
(Raw mate-
rial, Sewing 
Tools, Scis-

sors) 

Accounts 
payable 

(Contactors) 
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Transactions Quantity Price Amounnt, 
m.u. 

Left side Right side 

- needles (25 for 
5,0 m.u. per 
each) 

24,00  5,00 120,00  Inventories 
(Raw mate-
rial, Sewing 
Accessoirs, 

Needles) 

Accounts 
payable 

(Contactors) 

- threads (500 
for 3,5 m.u. per 
each) 

500,00  3,50 1 750,00  Inventories 
(Raw mate-
rial, Sewing 
Accessoirs, 
Threads) 

Accounts 
payable 

(Contactors) 

4. The Company 
moved materials 
from storage to 
production: 

          

- wool (4 500 
meters) - 
method FIFO 

4 500,00    41 850,00  Inventories 
(Production 

Costs) 

Inventories 
(Raw mate-
rial, Fabric, 

Wool) 
- cotton (9 000 
meters) - 
method FIFO 

9 000,00    73 000,00  Inventories 
(Production 

Costs) 

Inventories 
(Raw mate-
rial, Fabric, 

Cotton) 
- scissors (10) 10,00    780,00  Inventories 

(Production 
Costs) 

Inventories 
(Raw mate-
rial, Sewing 
Tools, Scis-

sors) 
- needles (12) 12,00    60,00  Inventories 

(Production 
Costs) 

Inventories 
(Raw mate-
rial, Sewing 
Accessoirs, 

Needles) 
- threads (200) 200,00    700,00  Inventories 

(Production 
Costs) 

Inventories 
(Raw mate-
rial, Sewing 
Accessoirs, 
Threads) 

Appendix 3 reflects the successive changes in the accounts and 
financial statements.  

Control questions and tasks 
1. How is the initial cost of raw materials formed? 
2. Can the initial cost of raw materials change during storage? 
3. How can raw materials be evaluated when included in pro-

duction costs? 
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4. ACCOUNTING FOR PRODUCTION PROCESS 
 
The essence of the production process in organizations of different types. 
Cost composition and calculation of production costs. Methods of cost ac-

counting. 
The concept of finished products and the process of their release. Procedure 

for calculating the cost of finished products. 
The concept of work in progress. Features formation of WIP residues in dif-

ferent industries and types of production. 
Documentation of the production process. 
Reflection on the accounts of accounting operations of the production pro-

cess. 
 
 
The organization of accounting for production costs and calcu-

lating the cost of production (works, services) assume : 
- economic justification of the classification of costs and their 

grouping for calculating the cost of production (works, services); 
- determination of the range of costs included in the cost of 

production (works, services), and a clear distinction between their 
production and full (commercial) cost; 

- development and justification of methods of cost estimation 
of each cost element, their distribution between finished products 
and work-in-progress, distribution of indirect costs, determination of 
the volume of calculated products (works, services), their volumes 
and calculation units, establishment of the frequency (timing) of cal-
culation; 

- - distribution of costs between related types of products and 
justification of evaluation of by-products; 

- construction of calculation sheets and calculation of the cost 
of products (works, services). 

There are next types of costs in the production process: 
– production costs; 
– management costs; 
– commercial costs. 
Production costs are the costs associated with the manufacture 

and sale of products, the purchase and sale of goods, depreciation, 
which are taken into account in the amount of payment in cash or the 
amount of accounts payable. Their composition depends on the in-
dustry specifics and technological features of production. They are 
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included, as a rule, in expenses as the cost of products sold (when 
they are sold). 
 

! 
Work In Progress (WIP), work in process (WIP), 

goods in process,  or in-process inventory are a 
company's partially finished goods waiting for 
completion and eventual sale or the value of 
these item 

 

Production costs include direct costs directly related to the 
production of products, the performance of works and the provision 
of services, as well as the costs of auxiliary production, indirect costs 
associated with the management and maintenance of the main pro-
duction, and losses from defects.  

Production costs is also intended to summarize information 
about the costs of servicing the main and auxiliary productions of the 
organization. In particular, the following expenses may be reflected 
on this account: maintenance and operation of machinery and 
equipment; depreciation and repair costs of fixed assets and other 
property used in production; insurance costs of the specified proper-
ty; heating, lighting and maintenance of premises; rent for premises, 
machinery, equipment and others used in production; remuneration 
of employees engaged in the maintenance of production; other ex-
penses similar to their intended purpose. 

Management costs are the costs associated with the manage-
ment of an enterprise and the organization of its activities as a whole, 
the maintenance of its common property. They are intended to sum-
marize information about expenses for management needs that are 
not directly related to the production process. In particular, the fol-
lowing expenses may be reflected on this account: administrative and 
managerial expenses; maintenance of general economic personnel 
not related to the production process; depreciation and repair costs 
of fixed assets for managerial and general economic purposes; rent 
for general economic premises; expenses for information, audit, con-
sulting, etc. services; other management expenses similar in purpose. 

They are included in the cost of production or relate to man-
agement expenses and in full for the expenses of the period, if this is 
provided for by the accounting policy. Such expenses include: 
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1) labor costs of administrative, managerial and general eco-
nomic personnel (with deductions for social needs); 

2) rent, depreciation, expenses for the current repair of build-
ings, structures and inventory for general and managerial purposes; 

3) security costs; 
4) personnel training and recruitment costs; 
5) representation expenses; 
6) expenses for communication services; 
7) utility costs; 
8) stationery and postal and telegraph expenses; 
9) labor protection expenses, etc. 
For the purpose of calculating the cost, they are grouped by 

calculation items, which represent a homogeneous targeted use of 
resources. 

An approximate grouping of them for industrial enterprises 
can be presented in the following form:  

1) raw materials and supplies;  
2) returnable waste (deducted);  
3) purchased products, semi-finished products and production 

services of third-party organizations;  
4) fuel and energy for technological purposes;  
5) wages of production workers;  
6) deductions for social needs;  
7) costs of preparation and development of production;  
8) non-direct production costs. 
The specific list of articles is established by the organization it-

self based on production characteristics, taking into account method-
ological recommendations of an industry nature. The main principle 
of allocation of calculation items is their materiality in the total 
amount of costs. At the same time, the materiality is determined by 
the economic entity independently on the basis of qualitative and 
quantitative criteria. 

Production costs incurred during the period are distributed be-
tween the products produced and the remnants of work in progress, 
between the products sold and the remnants of finished products. 

The result of production is finished products – part of the 
stocks intended for sale, which is the final result of the production 
cycle, or assets with finished processing (complete set), the technical 
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and qualitative characteristics of which comply with the terms of the 
contract or the requirements of regulatory documents. 

Accounting of finished products is carried out in storage loca-
tions and in accounting in quantitative and cost indicators. Quantita-
tive accounting is conducted in natural units of measurement of 
products (pcs., kg, m), but conditionally natural units can also be 
used. 

Accounting of finished products is carried out by the names of 
individual types of products, taking into account their varieties, in 
addition, accounting can be carried out by enlarged groups of prod-
ucts (main production products, consumer goods, products made 
from waste, spare parts, etc.). 

Manufactured products – finished products transferred from 
production to the warehouse, either directly by the buyer, or to other 
divisions of the organization itself. 

 

! 
Finished goods are goods that have completed the 

manufacturing process but have not yet been 
sold or distributed to the end user 

 

Finished products can be used as materials in the organization 
itself, then its transfer to the finished product warehouse is not made, 
but its transfer is carried out either directly to the workshops of the 
main production (other types of production), or to the materials 
warehouse. 

Sold products are finished products that, in accordance with 
the contract or other similar document, are transferred to the buyer 
or are subject to transfer. 

Shipped products are finished products that were actually 
transferred to the buyer by right of ownership, to which, perhaps, the 
buyer has not yet transferred the right. In fact, it is in the warehouse, 
but it is not yet the property of the buyer. 
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Case 
The Sewing Company produces suits. 

 
Economic processes and related transactions will be reflected 

in the accounts as follows (in accordance with changes in property 
and its sources):  

Table 6 
Reflection of production processes on accounts 

 

Transactions 
Amounnt, 

m.u. 
Left side Right side 

1. The Company moved 
materials from storage 
to production:       
- wool (4 500 meters) - 
method FIFO 

41 850,00  
Inventories 

(Production Costs) 

Inventories (Raw 
material, Fabric, 

Wool) 
- cotton (9 000 meters) - 
method FIFO 

73 000,00  
Inventories 

(Production Costs) 

Inventories (Raw 
material, Fabric, 

Cotton) 
- scissors (10) 

780,00  
Inventories 

(Production Costs) 

Inventories (Raw 
material, Sewing 
Tools, Scissors) 

- needles (12) 

60,00  
Inventories 

(Production Costs) 

Inventories (Raw 
material, Sewing 
Accessoirs, Nee-

dles) 
- threads (200) 

700,00  
Inventories 

(Production Costs) 

Inventories (Raw 
material, Sewing 

Accessoirs, 
Threads) 

2. The Company 
calculated salary:       
- for production 

100 000,00  
Inventories 

(Production Costs) 
Employee benefits 

payable 
- for workshop 
managment 

50 000,00  
Inventories 

(Production Costs) 
Employee benefits 

payable 
3. The Company calcu-
lated depreciation of 
Sewing machine (Using 
period - 10 years) 662,50  

Inventories 
(Production Costs) 

Depreciation of 
fixed assets 

4. The Company calcu-
lated social fee (30%):       
- connected with salary 
for production 

30 000,00 
Inventories 

(Production Costs) 
Taxes & Social Fee 
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Transactions 
Amounnt, 

m.u. 
Left side Right side 

- connected with salary 
for workshop manag-
ment 

15 000,00 
Inventories 

(Production Costs) 
Taxes & Social Fee 

5. The Company calcu-
lated desiners' salary 75 000,00 

Inventories 
(Production Costs) 

Employee benefits 
payable 

6. The Company calcu-
lated social fee conncted 
with desiners' salary 22 500,00 

Inventories 
(Production Costs) 

Taxes & Social Fee 

7. Desiners used 5 m of 
silk for new models 
(method FIFO, costs – 
17.00 per 1 m) 85,00 

Inventories 
(Production Costs) 

Inventories (Raw 
material, Fabric, 

Silk) 

8. The Company calcu-
lated salary of: 375 000,00 

    

- ecxecutive director's 
office 150 000,00 

Inventories 
(Managment Costs) 

Employee benefits 
payable 

- financial director's 
office 125 000,00 

Inventories 
(Managment Costs) 

Employee benefits 
payable 

- IT department 
employees 100 000,00 

Inventories 
(Managment Costs) 

Employee benefits 
payable 

9. The Company calcu-
lated social fee conncted 
with salary of: 112 500,00 

    

- ecxecutive director's 
office 45 000,00 

Inventories 
(Managment Costs) 

Taxes & Social Fee 

- financial director's 
office 37 500,00 

Inventories 
(Managment Costs) 

Taxes & Social Fee 

- IT department 
employees 30 000,00 

Inventories 
(Managment Costs) 

Taxes & Social Fee 

10. The Company ac-
cepteed Security Service 
amount 45 000,00 

Inventories 
(Managment Costs) 

Accounts payable 
(Contactors) 

11. The Company ac-
cepted Audit Service 
amount 25 000,00 

Inventories 
(Managment Costs) 

Accounts payable 
(Contactors) 

12. The Company pro-
duced (finished) its 
goods (we started to 
produce 30 suits dur-
ing the month, but 
finished just 25 => 409 
637,50 / 30 *25) 341 364,58 

Inventories 
(Finished Goods) 

Inventories 
(Production 

Costs) 
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Appendix 4 reflects the successive changes in the accounts and 
financial statements.  

 
Control questions and tasks 
1. What types of costs can you name? 
2. How is the cost of finished products calculated? 
3. What is the difference between manufactured and shipped 

products? Justify the answer. 
4. Name the typical production costs for automotive produc-

tion. 
5. List typical management costs. 
6. Will the costs of correcting defective products be included in 

the production, management or commercial costs? Justify the answer. 
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5. ACCOUNTING FOR SALES PROCESS 
 
Content of the sales process for different types of products. 
The procedure for forming the cost of sales. 
Sales costs (commercial expenses). 
Documentation and reflection on the accounting accounts of the sales pro-

cess. 
The concept of income and expenses of the organization. Operating and 

other income and expenses: concept and composition. 
The procedure for forming the financial results of the organization for the 

period and the accumulated total. Distribution of profit at the end of the year. 
Documentation and reflection on the accounting accounts of the formation 

of the financial result and profit distribution. 
 
 
The process of sales and calculation of the financial result in-

cludes: 
– the reflection of sales revenue; 
– payments with customers; 
– write-off of business expenses; 
– determination of other income and expenses; 
– calculation of the financial result for the period. 
Revenue is income from the sale of products, which is taken in 

the amount of cash or other property received to pay for the trans-
ferred products, or the amount of accounts receivable, or the amount 
of payment and accounts receivable in the part not covered by pay-
ment. 
 

! 
In accounting, revenue is the total amount of income 

generated by the sale of goods and services re-
lated to the primary operations of the business. 
Commercial revenue may also be referred to as 
sales or as turnover. Some companies receive 
revenue from interest, royalties, or other fees. 

Revenue may refer to income in general, or it 
may refer to the amount, in a monetary unit, 
earned during a period of time 

 

When (or as) a performance obligation is satisfied, an entity 
shall recognise as revenue the amount of the transaction price (which 
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excludes estimates of variable consideration that are constrained) 
that is allocated to that performance obligation. 

Determining the transaction price 
An entity shall consider the terms of the contract and its cus-

tomary business practices to determine the transaction price. The 
transaction price is the amount of consideration to which an entity 
expects to be entitled in exchange for transferring promised goods or 
services to a customer, excluding amounts collected on behalf of third 
parties (for example, some sales taxes). The consideration promised 
in a contract with a customer may include fixed amounts, variable 
amounts, or both. 

The nature, timing and amount of consideration promised by a 
customer affect the estimate of the transaction price. When determin-
ing the transaction price, an entity shall consider the effects of all of 
the following: 

– variable consideration; 
– constraining estimates of variable consideration; 
– the existence of a significant financing component in the con-

tract; 
– non-cash consideration;  
– consideration payable to a customer. 
For the purpose of determining the transaction price, an entity 

shall assume that the goods or services will be transferred to the cus-
tomer as promised in accordance with the existing contract and that 
the contract will not be cancelled, renewed or modified. An entity 
shall recognise as an asset the incremental costs of obtaining a con-
tract with a customer if the entity expects to recover those costs. 

The incremental costs of obtaining a contract are those costs 
that an entity incurs to obtain a contract with a customer that it 
would not have incurred if the contract had not been obtained (for 
example, a sales commission). 

Costs to obtain a contract that would have been incurred re-
gardless of whether the contract was obtained shall be recognised as 
an expense when incurred, unless those costs are explicitly chargea-
ble to the customer regardless of whether the contract is obtained. 

As a practical expedient, an entity may recognise the incremen-
tal costs of obtaining a contract as an expense when incurred if the 
amortization period of the asset that the entity otherwise would have 
recognized is one year or less. 
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If the costs incurred in fulfilling a contract with a customer are 
not within the scope of another rule, an entity shall recognise an as-
set from the costs incurred to fulfil a contract only if those costs meet 
all of the following criteria: 

– the costs relate directly to a contract or to an anticipated con-
tract that the entity can specifically identify (for example, costs relat-
ing to services to be provided under renewal of an existing contract 
or costs of designing an asset to be transferred under a specific con-
tract that has not yet been approved); 

– the costs generate or enhance resources of the entity that will 
be used in satisfying (or in continuing to satisfy) performance obliga-
tions in the future;  

– the costs are expected to be recovered. 
For costs incurred in fulfilling a contract with a customer that 

are within the scope of another rule, an entity shall account for those 
costs in accordance with those other rules. 

Costs that relate directly to a contract (or a specific anticipated 
contract) include any of the following: 

– direct labour (for example, salaries and wages of employees 
who provide the promised services directly to the customer); 

– direct materials (for example, supplies used in providing the 
promised services to a customer); 

– allocations of costs that relate directly to the contract or to 
contract activities (for example, costs of contract management and 
supervision, insurance and depreciation of tools, equipment and 
right-of-use assets used in fulfilling the contract); 

– costs that are explicitly chargeable to the customer under the 
contract; 

– other costs that are incurred only because an entity entered 
into the contract (for example, payments to subcontractors). 

An entity shall recognise the following costs as expenses when 
incurred: 

– general and administrative costs (unless those costs are ex-
plicitly chargeable to the customer under the contract, in which case 
an entity shall evaluate those costs); 

– costs of wasted materials, labour or other resources to fulfil 
the contract that were not reflected in the price of the contract; 
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– costs that relate to satisfied performance obligations (or par-
tially satisfied performance obligations) in the contract (ie costs that 
relate to past performance);  

– costs for which an entity cannot distinguish whether the 
costs relate to unsatisfied performance obligations or to satisfied per-
formance obligations (or partially satisfied performance obligations). 

Commercial costs are costs aimed at ensuring the process of 
selling products, or, to call them differently, these are sales costs (in 
all its manifestations, depending on the type of products sold – goods, 
works or services). They are always written off from the balance 
sheet as expenses of the period and do not form the cost of produc-
tion in accounting. 

Depending on the economic sphere, commercial expenses may 
include for industrial and other production activities: 

1) the costs of packaging and packaging of products in ware-
houses of finished products; 

2) the costs of delivering products to the departure station; 
loading into wagons, ships, cars; 

3) commission fees paid by intermediaries; 
4) expenses for the maintenance of premises for the storage of 

products at points of sale and for the remuneration of sellers; 
5) advertising expenses, representation expenses and other 

expenses related to the sale of products. 
Accounts receivable of buyers and customers is intended to 

summarize information about settlements with buyers and custom-
ers. Accounts receivable of buyers and customers are debited in cor-
respondence with accounts of Sales for the amounts for which set-
tlement documents are presented. Accounts receivable of buyers and 
customers are credited in correspondence with accounts for cash 
accounting, settlements for the amounts of payments received (in-
cluding the amounts of advances received), etc. At the same time, the 
amounts of advances received and prepayment are accounted for 
separately. 
 

! 
Accounts Receivable are essentially the opposite of ac-

counts payable, accounts receivable refers to the 
money owed to a business, typically by its cus-
tomers, for goods or services delivered 
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Analytical accounting for Accounts receivable of buyers and 
customers is conducted for each account presented to buyers (cus-
tomers), and for settlements by scheduled payments - for each buyer 
and customer. At the same time, the construction of analytical ac-
counting should ensure the possibility of obtaining the necessary da-
ta for: buyers and customers on settlement documents whose pay-
ment deadline has not come; buyers and customers on settlement 
documents not paid on time; advances received; promissory notes, 
the deadline for receipt of funds for which has not come; promissory 
notes discounted (accounted for) in banks; promissory notes for 
which funds were not received on time. 

Accounts receivable of buyers and customers within a group of 
interrelated organizations, about the activities of which consolidated 
accounting statements are compiled, is kept separately. 

Other (non-operational) income includes: 
– income related to the provision for a fee for temporary use 

(temporary possession and use) assets of the organization - in corre-
spondence with accounts of settlements or cash; 

– receipts related to the granting of rights arising from patents 
for inventions, industrial designs and other types of intellectual 
property for a fee – in correspondence with accounts of settlements 
or cash; 

– receipts related to participation in the authorized capitals of 
other organizations, as well as interest and other income on securi-
ties - in correspondence with settlement accounts; 

– the profit received by the organization under a simple part-
nership agreement; 

– receipts related to the sale and other write-off of fixed assets 
and other assets other than cash in currency, products, goods – in 
correspondence with accounts for settlements or cash; 

– receipts from transactions with containers – in correspond-
ence with accounts for containers and settlements; 

– interest received (to be received) for the provision of funds 
for the use of the organization, as well as interest for the use by the 
credit institution of funds held in the account of the organization in 
this credit institution – in correspondence with the accounting ac-
counts of financial investments or funds; 



49 

– fines, penalties, penalties for violation of the terms of con-
tracts received or recognized for receipt – in correspondence with 
accounts for settlements or cash; 

– receipts related to the gratuitous receipt of assets – in corre-
spondence with the deferred income account; 

– receipts for compensation of losses caused to the organiza-
tion – in correspondence with the accounts of accounting calcula-
tions; 

– the profit of previous years, revealed in the reporting year, is 
in correspondence with the settlement accounts; 

– amounts of accounts payable for which the limitation period 
has expired – in correspondence with accounts payable accounts; 

– exchange rate differences – in correspondence with accounts 
of cash accounting, financial investments, settlements, etc.; 

– other income. 
Other (non-operational) expenses include: 
– expenses related to the provision for a fee for temporary use 

(temporary possession and use) assets of the organization, rights 
arising from patents for inventions, industrial designs and other 
types of intellectual property, as well as expenses related to partici-
pation in the authorized capitals of other organizations – in corre-
spondence with cost accounting accounts; 

– the residual value of assets for which depreciation is accrued 
and the actual cost of other assets written off by the organization – in 
correspondence with the accounting accounts of the corresponding 
assets; 

– expenses related to the sale, disposal and other write-off of 
fixed assets and other assets other than cash in Russian currency, 
goods, products - in correspondence with cost accounting accounts; 

– expenses on transactions with containers – in correspond-
ence with cost accounting accounts; 

– interest paid by an organization for providing it with funds 
(loans, loans) for use – in correspondence with settlement accounts 
or cash; 

– expenses related to the payment of services provided by 
credit institutions - in correspondence with the accounts of account-
ing settlements; 



50 

– fines, penalties, penalties for violation of the terms of con-
tracts, paid or recognized for payment – in correspondence with the 
accounts of settlements or cash; 

– expenses for the maintenance of production facilities and ob-
jects under conservation – in correspondence with the cost account-
ing accounts; 

– compensation of losses caused by the organization – in corre-
spondence with the accounts of accounting calculations; 

– losses of previous years recognized in the reporting year – in 
correspondence with accounts for accounting calculations, deprecia-
tion charges, etc.; 

– deductions to reserves for impairment of investments in se-
curities, for reduction in the value of tangible assets, for doubtful 
debts – in correspondence with the accounting accounts of these re-
serves; 

– the amounts of accounts receivable for which the statute of 
limitations has expired, other debts that are unrealistic for collection 
– in correspondence with accounts receivable accounts; 

– exchange rate differences – in correspondence with accounts 
for cash accounting, financial investments, settlements, etc.; 

– expenses related to the consideration of cases in courts – in 
correspondence with accounts for settlements, etc.; 

– other expenses. 
The final financial result (net profit or net loss) consists of the 

financial result from revenue, costs, as well as non-operational in-
come and expenses. 
 

! 
! 

Net sales = gross sales – (customer discounts, returns, 
and allowances) 

Gross profit = net sales – cost of goods sold 
Operating profit = gross profit – total operating expens-

es 
Net profit = operating profit – taxes – interest 
Net profit = net sales – cost of goods sold – operating ex-

pense – taxes – interest 
EBIT = net profit + taxes + interest 
EBITDA = net profit + taxes + interest + depreciation + 

amortization 
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Case 
The Sewing Company sells suits. 

 
Economic processes and related transactions will be reflected 

in the accounts as follows (in accordance with changes in property 
and its sources):  

 
Table 7 

Reflection of sales processes on accounts 
 

Transactions Price Quantity Amount, 
m.u. 

Left side Right side 

1. The Com-
pany accpeted 
commercial 
(sales) com-
missions 

    17 500,00  Inventories 
(Commercial 

Costs) 

Accounts 
payable 

(Commissione
rs) 

2. The Com-
pany calculat-
ed salary to 
manager for 
sales 

    25 000,00  Inventories 
(Commercial 

Costs) 

Employee 
benefits 
payable 

3. The Com-
pany calculat-
ed social fee 
with salary to 
manager for 
sales (30%) 

    7 500,00  Inventories 
(Commercial 

Costs) 

Taxes & Social 
Fee  

4. The Com-
pany accpeted 
transport 
services con-
nected with 
finished goods 

    8 300,00  Inventories 
(Commercial 

Costs) 

Accounts 
payable 

(Transport 
company) 

5. The Com-
pany calculat-
ed costs for 
trade mark 
(brandmark) 
for month 

    2 500,00  Inventories 
(Commercial 

Costs) 

Accounts 
payable 

(Lincence fee) 

6. The Com-
pany received 
packing mate-
rials 

10,70 30,00  321,00  Inventories 
(Raw materi-
als, Packing 
Materials) 

Accounts 
payable 

(Contractors) 

7. The Com-
pany used the 
part of pack-
ing materials 
for FG of this 
month 

10,70 25,00  267,50  Inventories 
(Commercial 

Costs) 

Inventories 
(Raw materi-
als, Packing 
Materials) 
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Transactions Price Quantity Amount, 
m.u. 

Left side Right side 

8. The 
Company sold 
20 suits: 

          

- revenue 75 000,00 20,00  1 500 000,00  Accounts 
receivable 

(Customers) 

Profit & Loss 
(Revenue) 

- costs of 
finished goods 
(341 364,58 / 
25 *20) 

  20,00  273 091,66  Profit & Loss 
(Costs 

(Production)) 

Inventories 
(Finished 

Goods) 

9. The Com-
pany showed 
commercial 
costs of the 
month 

    61 067,50  Profit & Loss 
(Costs 

(Commercial)
) 

Inventories 
(Commercial 

Costs) 

10. The Com-
pany showed 
management 
costs of the 
month 

    557 500,00  Profit & Loss 
(Costs 

(Management
)) 

Inventories 
(Management 

Costs) 

11. The Com-
pany calculat-
ed Profit Tax 
(20 %) 

    118 343,74  Profit & Loss 
(Taxes) 

Taxes & Social 
Fee 

12. The Com-
pany received 
fee from Cus-
tomers 

    1 500 000,00  Bank account Accounts 
receivable 

(Customers) 

13. The 
Company 
payed: 

          

- to 
contractors 

    398 521,00  Accounts 
payable 

Bank account 

- to employees     630 000,00  Employee 
benefits 
payable 

Bank account 

- taxes and 
social fee 

    305 843,74  Taxes & Social 
Fee 

Bank account 

Appendix 5 reflects the successive changes in the accounts and 
financial statements.  

Control questions and tasks 
1. What is the difference between revenue and non-operating 

income? 
2. How to calculate net revenue? 
3. What is the difference between net revenue and net profit? 
4. What is the financial result? 
5. What components of the financial result can you name? 
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6. FINANCIAL REPORTING  
 
Types of reporting of organizations, its composition and purpose. 
The accounts of the organization: concept and purpose. 
Types of reporting of the organization: accounting (financial) reporting, tax 

reporting, statistical reporting, management (internal reporting). 
The composition of reporting, the procedure for developing and approving 

different types of reporting forms. 
Regulatory regulation, deadlines, and procedures for compiling and submit-

ting various types of reports. 
 
 

Financial statements are reports issued by companies in order to 
convey information about their financial health and recent results. 
These statements are intended to convey the financial state of a busi-
ness as clearly and accurately as possible for investors, prospective 
investors, analysts, and any other interested parties. 

The objective of financial statements is to provide financial in-
formation about the reporting entity’s assets, liabilities, equity, in-
come and expenses that is useful to users of financial statements in 
assessing the prospects for future net cash inflows to the reporting 
entity and in assessing management’s stewardship of the entity’s 
economic resources 

That information is provided: 
1) in the statement of financial position, by recognising as-

sets, liabilities and equity; 
2) in the statement(s) of financial performance, by recog-

nising income and expenses;  
3) in other statements and notes, by presenting and disclos-

ing information about: 
– recognised assets, liabilities, equity, income and expenses, in-

cluding information about their nature and about the risks arising 
from those recognised assets and liabilities; 

– assets and liabilities that have not been recognized,, including 
information about their nature and about the risks arising from them; 

– cash flows; 
– contributions from holders of equity claims and distributions 

to them;  
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– the methods, assumptions and judgements used in estimating 
the amounts presented or disclosed, and changes in those methods, 
assumptions and judgements. 

 

! 
Financial reporting is a unified system of data on the 

property and financial position of an organiza-
tion and on the results of its economic activi-
ties, compiled on the basis of accounting data 
according to established forms 

 
Financial statements are prepared for a specified period of 

time (reporting period) and provide information about: 
1) assets and liabilities, including unrecognised assets and lia-

bilities, and equity that existed at the end of the reporting period, or 
during the reporting period;  

2) income and expenses for the reporting period. 
To help users of financial statements to identify and assess 

changes and trends, financial statements also provide comparative 
information for at least one preceding reporting period. 

Information about possible future transactions and other pos-
sible future events (forward-looking information) is included in fi-
nancial statements if it: 

– relates to the entity’s assets or liabilities, including unrecog-
nised assets or liabilities, or equity that existed at the end of the re-
porting period, or during the reporting period, or to income or ex-
penses for the reporting period;  

– is useful to users of financial statements. 
For example, if an asset or liability is measured by estimating 

future cash flows, information about those estimated future cash 
flows may help users of financial statements to understand the re-
ported measures. Financial statements do not typically provide other 
types of forward-looking information, for example, explanatory ma-
terial about management’s expectations and strategies for the report-
ing entity. 

Financial statements include information about transactions 
and other events that have occurred after the end of the reporting 
period if providing that information is necessary to meet the objec-
tive of financial statements. 
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For each numerical indicator of the accounting statements, ex-
cept for the report compiled for the first reporting period, data for at 
least two years - the reporting and the preceding reporting period 
should be provided. If the data for the period preceding the reporting 
period are not comparable with the data for the reporting period, 
then the first of these data are subject to adjustment based on the 
rules established by accounting regulations. Each material adjust-
ment should be disclosed in the notes to the balance sheet and profit 
and loss statement, together with an indication of the reasons that 
caused this adjustment. 

Articles of the balance sheet, profit and loss statement and oth-
er separate forms of accounting statements, which, in accordance 
with the accounting regulations, are subject to disclosure and for 
which there are no numerical values of assets, liabilities, income, ex-
penses and other indicators, are crossed out (in standard forms) or 
are not given (in forms developed independently, and in the explana-
tory note). 

Indicators on individual assets, liabilities, income, expenses 
and business transactions should be presented separately in the ac-
counting statements in case of their materiality and if it is impossible 
to assess the financial position of the organization or the financial 
results of its activities without the knowledge of interested users 
about them. Indicators on certain types of assets, liabilities, income, 
expenses and business transactions may be presented in the balance 
sheet or profit and loss statement in the total amount with disclosure 
in the notes to the balance sheet and profit and loss statement, if each 
of these indicators is individually insignificant for the assessment of 
the financial position of the organization or the financial results of its 
interested users. activities. 

Balance sheet contains information about the company's lia-
bilities, assets, and shareholders' equity, and is based on this account-
ing equation: 

Shareholders’ Equity = Assets - Liabilities 
Unlike the other two financial statements, a balance sheet 

shows these figures for a particular moment in time, typically the end 
of a quarter or fiscal year. 

The balance sheet is the place to look if you want information 
about a company's cash and equivalents, long-term investments, ac-
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counts receivable, debts, number of shares outstanding, and retained 
earnings. 

In the balance sheet, assets and liabilities should be presented 
with a division depending on the maturity (maturity) for short-term 
and long-term. Assets and liabilities are presented as short-term if 
their maturity is no more than 12 months after the reporting date or 
the duration of the operating cycle, if it exceeds 12 months. All other 
assets and liabilities are presented as long-term. 

Income statement shows the company's revenue, business 
expenses, and profitability for a particular reporting period, either 
annually or quarterly. An income statement is also known as a profit 
and loss statement. 

From the income statement, you can find information such as 
the total sales, cost of goods sold, gross profit, operating profit, inter-
est income, taxes paid, and net income/profit. 

In the income statement, income and expenses should be 
shown with a division into ordinary and other. The income statement 
must contain the following numerical indicators: 

 Revenue from the sale of goods, products, works, services, 
net of value added tax, excise taxes, etc. taxes and mandatory pay-
ments (net revenue); 

 Cost of goods, products, works, services sold (except com-
mercial and management expenses); 

 Gross profit; 
 Commercial expenses; 
 Management expenses; 
 Profit/loss from sales; 
 Interest receivable; 
 Interest payable; 
 Income from participation in other organizations; 
 Other income; 
 Other expenses; 
 Profit / loss before taxation; 
 Income tax and other similar mandatory payments; 
 Profit / loss from ordinary activities; 
 Net profit (retained earnings (uncovered loss)). 
The statement of retained earnings is designed to display 

any changes made in earnings during a specified period of time. The 
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statement of retained earnings begins with the prior period balance, 
adds in any net income as well as any dividends paid out to share-
holders in order to arrive at the ending retained earnings balance. 
The statement of retained earnings is usually provided to outside en-
tities such as financial institutions and investors, and is not always 
part of the standard financial statement packet that is prepared. 

The calculation for retained earnings is: 
Beginning retained earnings + Net income - Dividends = 

Ending retained earnings 
Cash flow statement shows how a company's liquid assets are 

increasing or decreasing over time. Positive cash flow indicates that 
more money is flowing in than out, and can be an indicator of improv-
ing financial strength and flexibility. 

On the other hand, negative cash flow can potentially be an in-
dicator of financial difficulty. The cash flow statement can tell you 
how much money a company is paying in dividends or share repur-
chases, spending on investments, and how much of a company's net 
income is actually flowing into the company. 

The statement of cash flows shall report cash flows during the 
period classified by operating, investing and financing activities. 
An entity presents its cash flows from operating, investing and fi-
nancing activities in a manner which is most appropriate to its busi-
ness. Classification by activity provides information that allows users 
to assess the impact of those activities on the financial position of the 
entity and the amount of its cash and cash equivalents. This infor-
mation may also be used to evaluate the relationships among those 
activities. A single transaction may include cash flows that are classi-
fied differently. For example, when the cash repayment of a loan in-
cludes both interest and capital, the interest element may be classi-
fied as an operating activity and the capital element is classified as a 
financing activity.  

The amount of cash flows arising from operating activities is 
a key indicator of the extent to which the operations of the entity 
have generated sufficient cash flows to repay loans, maintain the op-
erating capability of the entity, pay dividends and make new invest-
ments without recourse to external sources of financing. Information 
about the specific components of historical operating cash flows is 
useful, in conjunction with other information, in forecasting future 
operating cash flows. Cash flows from operating activities are primar-
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ily derived from the principal revenue-producing activities of the en-
tity. Therefore, they generally result from the transactions and other 
events that enter into the determination of profit or loss. Examples of 
cash flows from operating activities are:  

– cash receipts from the sale of goods and the rendering of ser-
vices;  

– cash receipts from royalties, fees, commissions and other 
revenue;  

– cash payments to suppliers for goods and services;  
– cash payments to and on behalf of employees;  
– cash payments or refunds of income taxes unless they can be 

specifically identified with financing and investing activities;  
– cash receipts and payments from contracts held for dealing 

or trading purposes. 
The separate disclosure of cash flows arising from investing 

activities is important because the cash flows represent the extent to 
which expenditures have been made for resources intended to gen-
erate future income and cash flows. Only expenditures that result in a 
recognised asset in the statement of financial position are eligible for 
classification as investing activities. Examples of cash flows arising 
from investing activities are:  

– cash payments to acquire property, plant and equipment, in-
tangibles and other long-term assets. These payments include those 
relating to capitalised development costs and self-constructed prop-
erty, plant and equipment;  

– cash receipts from sales of property, plant and equipment, in-
tangibles and other long-term assets;  

– cash payments to acquire equity or debt instruments of other 
entities and interests in joint ventures (other than payments for 
those instruments considered to be cash equivalents or those held for 
dealing or trading purposes);  

– cash receipts from sales of equity or debt instruments of oth-
er entities and interests in joint ventures (other than receipts for 
those instruments considered to be cash equivalents and those held 
for dealing or trading purposes);  

– cash advances and loans made to other parties (other than 
advances and loans made by a financial institution);  
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– cash receipts from the repayment of advances and loans 
made to other parties (other than advances and loans of a financial 
institution);  

– cash payments for futures contracts, forward contracts, op-
tion contracts and swap contracts except when the contracts are held 
for dealing or trading purposes, or the payments are classified as fi-
nancing activities;  

– cash receipts from futures contracts, forward contracts, op-
tion contracts and swap contracts except when the contracts are held 
for dealing or trading purposes, or the receipts are classified as fi-
nancing activities. 

The separate disclosure of cash flows arising from financing 
activities is important because it is useful in predicting claims on 
future cash flows by providers of capital to the entity. Examples of 
cash flows arising from financing activities are:  

– cash proceeds from issuing shares or other equity instru-
ments;  

– cash payments to owners to acquire or redeem the entity’s 
shares;  

– cash proceeds from issuing debentures, loans, notes, bonds, 
mortgages and other short-term or long-term borrowings;  

– cash repayments of amounts borrowed;  
– cash payments by a lessee for the reduction of the outstand-

ing liability relating to a lease. 
An entity shall report cash flows from operating activities us-

ing either:  
1) the direct method, whereby major classes of gross cash re-

ceipts and gross cash payments are disclosed;  
2) the indirect method, whereby profit or loss is adjusted for 

the effects of transactions of a non-cash nature, any deferrals or ac-
cruals of past or future operating cash receipts or payments, and 
items of income or expense associated with investing or financing 
cash flows.  

Entities are encouraged to report cash flows from operating ac-
tivities using the direct method.  

The direct method provides information which may be useful 
in estimating future cash flows and which is not available under the 
indirect method. Under the direct method, information about major 
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classes of gross cash receipts and gross cash payments may be ob-
tained either:  

– from the accounting records of the entity;  
– by adjusting sales, cost of sales (interest and similar income 

and interest expense and similar charges for a financial institution) 
and other items in the statement of comprehensive income for:  

 changes during the period in inventories and operating re-
ceivables and payables;  

 other non-cash items;  
 other items for which the cash effects are investing or fi-

nancing cash flows. 
Under the indirect method, the net cash flow from operating 

activities is determined by adjusting profit or loss for the effects of: 
– changes during the period in inventories and operating re-

ceivables and payables;  
– non-cash items such as depreciation, provisions, deferred 

taxes, unrealised foreign currency gains and losses, and undistribut-
ed profits of associates;  

– all other items for which the cash effects are investing or fi-
nancing cash flows.  

Alternatively, the net cash flow from operating activities may 
be presented under the indirect method by showing the revenues 
and expenses disclosed in the statement of comprehensive income 
and the changes during the period in inventories and operating re-
ceivables and payables. 

Notes (explanations) to the balance sheet and profit and loss 
statement should disclose information related to the accounting poli-
cy of the organization and provide users with additional data that is 
inappropriate to include in the balance sheet and profit and loss 
statement, but which are necessary for users of accounting state-
ments for a real assessment of the financial position of the organiza-
tion, the financial results of its activities and changes in its financial 
situation. In the notes to the balance sheet and profit and loss state-
ment, it should be indicated that the accounting statements were 
formed by the organization based on the accounting and reporting 
rules. 

Material deviations should be disclosed in the accounting 
statements, indicating the reasons that caused these deviations, as 
well as the result that these deviations had on understanding the fi-



61 

nancial situation of the organization, reflecting the financial results of 
its activities and changes in its financial position. The Organization 
must provide confirmation of the assessment in monetary terms of 
the consequences of deviations from the accounting and reporting 
rules.  

Notes (explanations) to the balance sheet and profit and loss 
statement should disclose the following additional data: 

 on the availability at the beginning and end of the reporting 
period and the movement during the reporting period of certain 
types of intangible assets; 

 on the availability at the beginning and end of the reporting 
period and the movement during the reporting period of certain 
types of fixed assets; 

 on the availability at the beginning and end of the reporting 
period and the movement during the reporting period of leased fixed 
assets; 

 on the availability at the beginning and end of the reporting 
period and the movement during the reporting period of certain 
types of financial investments; 

 on the availability of certain types of accounts receivable at 
the beginning and end of the reporting period; 

 about changes in the capital (authorized, reserve, addition-
al, etc.) of the organization; 

 on the number of shares issued by the joint-stock company 
and fully paid for; the number of shares issued but not paid for or 
partially paid for; the nominal value of shares owned by the joint-
stock company, its subsidiaries and affiliates; 

 on the composition of reserves for upcoming expenses and 
payments, estimated reserves, their availability at the beginning and 
end of the reporting period, the movement of funds of each reserve 
during the reporting period; 

 on the availability of certain types of accounts payable at 
the beginning and end of the reporting period; 

 about sales volumes of products, goods, works, services by 
type (branch) of activity and geographical sales markets (activity); 

 on the composition of production costs (circulation costs); 
 about the composition of other income and expenses; 
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 about extraordinary facts of economic activity and their 
consequences; 

 about any issued and received guarantees of obligations 
and payments of the organization; 

 about events after the reporting date and conditional facts 
of economic activity; 

 about discontinued operations; 
 about affiliated persons; 
 about state aid; 
 about earnings per share. 
Notes (explanations) to the balance sheet and profit and loss 

statement disclose information in the form of separate reporting 
forms (cash flow statement, statement of changes in equity, etc.) and 
in the form of an explanatory note. 

The item of the balance sheet and profit and loss statement to 
which explanations are given should have an indication of such dis-
closure. 

 
 

Control questions and tasks 
1. Name the main forms of financial statements and their con-

tents. 
2. According to the reporting data from Appendix 6, determine 

the main indicators: 
– balance sheet value of fixed assets; 
– balance sheet value of intangible assets; 
– balance sheet value of raw materials; 
– balance sheet value of WIP; 
– balance sheet value of accounts payable and accounts receiv-

able; 
– balance sheet value of net profit; 
– value of revenue; 
– value of production, management and commercial costs; 
– value of non-operation incomes and expenses; 
– value of financial result of the each accounting period. 
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CONCLUSION 
 
So, in this course, the basics of accounting and the impact on 

the reporting of basic business processes were given. They are the 
basis not only for the formation of a unified financial and economic 
information system of the company, but also allow you to understand 
the order of work of an economist, financial analyst, auditor, forensic 
accountant. 

The course covers the issues of evaluation, reflection in the ac-
counting system and in the reporting forms of key operations of any 
company. Individual topics show the systemic and complex, interre-
lated impact of various factors on the company's activities, financial 
condition and results. 
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GLOSSARY  
 
Accounts Payable refers to the money a business owes to its suppliers, 

vendors, or creditors for goods or services bought on 
credit. A short-term debt that must be paid back quickly to 
avoid default, accounts payable shows up as a liability on 
an organization’s balance sheet. An example of accounts 
payable includes when a restaurant receives a beverage 
order on credit from an outside supplier. Accounts paya-
ble acts as an IOU to another company 

Accounts Receivable – Essentially the opposite of accounts payable, ac-
counts receivable refers to the money owed to a business, 
typically by its customers, for goods or services delivered. 
An example of accounts receivable includes when a bever-
age supplier delivers a beverage order on credit to a res-
taurant. While the restaurant records that transaction to 
accounts payable, the beverage supplier records it to ac-
counts receivable and a current asset in its balance sheet. 

Accounting Period – An accounting period refers to the span of time in 
which a set of financial statements are released. Business-
es and investors analyze financial performance over time 
by comparing different accounting periods. Accounting 
cycles track accounting events from when the transactions 
first occur to when they end, all within given accounting 
periods. Publicly held companies must report to the Secu-
rity and Exchanges Commission every three months, so 
they go through four accounting periods per year. Other 
organizations use different accounting periods, but no 
matter the length, accounting periods should remain con-
sistent over time. 

Accruals – A type of record-keeping adjustment, accruals recognize busi-
nesses’ expenses and revenues before exchanges of mon-
ey take place. Accruals include expenses and revenues not 
yet recorded in companies’ accounts. Accruals affect busi-
nesses’ net income and must be documented before finan-
cial statements are issued. Types of accrual accounts in-
clude accrued interest, accounts receivable, and accounts 
payable. Companies note accrued expenses before receiv-
ing invoices for goods or services. Businesses indicate ac-
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crued revenue for goods or services for which they expect 
to receive payment later on. 

Amortisation is the systematic allocation of the depreciable amount 
of an intangible asset over its useful life. 

Assets are resources with economic value which companies expect to 
provide future benefits. These can reduce expenses, gen-
erate cash flow, or improve sales for businesses. Compa-
nies report assets on their balance sheets. Asset types in-
clude fixed, current, liquid, and prepaid expenses. Assets 
may include long-term resources like buildings and 
equipment. Current assets include all assets a company 
expects to use or sell within one year. Liquid assets can 
easily convert to cash in a short timeframe. Prepaid ex-
penses include advance payments for goods or services a 
company will use in the future. 

Balance sheets are financial statements providing snapshots of organi-
zations’ liabilities, assets, and shareholders’ equity at spe-
cific moments in time. Balance sheets represent one type 
of financial statement used to evaluate companies’ finan-
cial health and worth. Accountants use the accounting 
equation, also known as the balance sheet equation, to 
create balance sheets: «Assets = Liabilities + Equity». 

Capital refers to a person’s or organization’s financial assets. Capital may 
include funds in deposit accounts or money from financ-
ing sources. Working capital refers to a business’s liquid 
capital, which the owner can use to pay for day-to-day or 
ongoing expenses. A company’s working capital indicates 
its overall health and ability to meet financial obligations 
due within a year. 

Cash flow is the total amount of money that comes into and goes out of a 
business. Net cash flow refers to the sum of all money a 
business makes. Cash flow statements are financial state-
ments, and they include all cash a business receives from 
its operations, investments, and financing. 

Carrying amount is the amount at which an asset is recognised after 
deducting any accumulated depreciation and accumu-
lated impairment losses. 

Chart of Accounts – An index of the financial accounts in a company’s 
general ledger, a chart of accounts (COA) provides a snap-
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shot of all the financial transactions a company has con-
ducted in a specific accounting period. COAs help compa-
nies organize their finances and provide insight into or-
ganizations’ financial health for investors and stakehold-
ers. COAs can include assets, liabilities, and shareholders’ 
equity. 

Closing the Books – Referring to when accountants used physical ledger 
books to track transactions, closing the books means ac-
counting for all financial transactions within a certain pe-
riod. This helps ensure the accuracy of companies’ reports 
for given time periods, including their income statements 
and balance sheets. Closing the books is simple for organi-
zations using cash basis accounting, but it’s more compli-
cated for those employing accrual basis accounting. Ac-
countants refer to closing the books at the end of the year 
as year-end closing. 

Cost is the amount of cash or cash equivalents paid or the fair value 
of the other consideration given to acquire an asset at 
the time of its acquisition or construction or, where 
applicable, the amount attributed to that asset when 
initially recognised in accordance with the specific re-
quirements of other standards. 

Cost of Goods Sold – The total cost of producing the goods sold by a busi-
ness is called cost of goods sold (COGS). COGS includes the 
direct costs of creating goods, including materials and la-
bor, and it excludes indirect costs, such as distribution ex-
penses. 

Credit – Accountants using double-entry bookkeeping systems record 
numbers for each business transaction in two accounts: 
credit and debit. Credits are accounting entries that either 
increase an equity or liability account or decrease an ex-
pense or asset account. Credits are made on the right side 
of an account. Debits must equal credits for an account to 
be in balance. 

Debit – The opposite of a credit, a debit is an accounting entry made on 
the left side of an account. Used in double-entry bookkeep-
ing systems, debits either increase expense or asset ac-
counts or decrease equity or liability accounts. 
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Depreciable amount is the cost of an asset, or other amount substi-
tuted for cost, less its residual value. 

Depreciation is the systematic allocation of the depreciable amount 
of an asset over its useful life. 

Development is the application of research findings or other 
knowledge to a plan or design for the production of 
new or substantially improved materials, devices, 
products, processes, systems or services before the 
start of commercial production or use. 

Entity-specific value is the present value of the cash flows an entity 
expects to arise from the continuing use of an asset and 
from its disposal at the end of its useful life or expects 
to incur when settling a liability. 

Expenses refer to costs of conducting business. Companies can deduct 
some eligible expenses from their taxes. Types of expenses 
include fixed, variable, accrued, and operation expenses. 
Fixed expenses do not change from month to month, in-
cluding rent, salaries, and insurance payments. Variable 
expenses do change monthly, and they may include dis-
cretionary or unpredictable but necessary costs. Account-
ants recognize accrued expenses when companies incur 
them, not when companies pay for them. Primarily neces-
sary and unavoidable, businesses incur operating expens-
es (often abbreviated as OPEX), like rent, marketing, and 
payroll, through their normal operations. The IRS allows 
companies to deduct operating expenses. 

Equity, often called stockholders’ equity or owners’ equity, is the 
amount of money left over and returned to shareholders 
after a business sells all assets and pays off all debt, repre-
sented by the equation «Equity = Assets – Liabilities». An 
indicator of a company’s financial health, equity can con-
sist of both tangible (buildings, cash, land) and intangible 
(copyrights, patents, brand recognition) assets. It exists as 
a record on a company’s balance sheet. Sole proprietor-
ships only use the term owners’ equity, because there are 
no shareholders. 

Fair value is the price that would be received to sell an asset or paid 
to transfer a liability in an orderly transaction between 
market participants at the measurement date.  
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Finished goods are goods that have completed the manufacturing 
process but have not yet been sold or distributed to the 
end user. 

Fixed Cost – A type of expense, fixed costs do not change from month to 
month. Fixed costs include things like payroll, rent, and in-
surance payments. Variable costs, on the other hand, 
change each month and may include discretionary spend-
ing or unpredictable expenses. 

Gross profit, also called gross income or sales profit, is the profit busi-
nesses make after subtracting the costs related to supply-
ing their services or making and selling their products. Ac-
countants calculate gross profit by subtracting the cost of 
goods sold from revenue. Gross profit considers variable 
costs, not fixed costs. Analysts can look at gross profit as 
indicative of a company’s efficiency at delivering services 
or producing goods. 

Gross Margin  refers to businesses’ net sales revenue after subtracting 
the costs of goods sold. It represents the revenue compa-
nies keep as gross profit. An indicator of financial health, 
higher gross margins typically mean that a company can 
make more profit on its sales. Lower gross margins may 
mean a business needs to reduce production costs. The 
formula for gross margin is “Gross Margin = Net Sales – 
Cost of Goods Sold.” 

Gross sales are the sum of all sales during a time period. Net sales 
are gross sales minus sales returns, sales allowances, 
and sales discounts. Gross sales do not normally ap-
pear on an income statement. The sales figures report-
ed on an income statement are net sales. 

Income Statement, also known as statements of revenue and expense 
or profit and loss statements, income statements pro-
vide information about businesses’ expenses and revenue 
in specific periods of time. Along with balance sheets and 
statements of cash flows, income statements offer insight 
into companies’ financial health. 

Inventory refers to a company’s goods and raw materials used for mak-
ing the goods it sells. It appears on a balance sheet as an 
asset. Inventory includes finished goods, raw materials, 
and works-in-progress. Generally, companies should 
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avoid holding large amounts of inventory for long periods 
of time, due to the risk of obsolescence and storage costs. 

Intangible asset is an identifiable non-monetary asset without phys-
ical substance. 

Impairment loss is the amount by which the carrying amount of an 
asset exceeds its recoverable amount. 

Liabilities are when someone owes someone else money. Someone can 
fulfill the obligation of settling a liability through the trans-
fer of money, services, or goods. Types of liabilities can in-
clude loans, mortgages, accounts payable, and accrued ex-
penses. Short-term liabilities conclude in less than a year, 
while businesses may expect long-term liabilities to take 
longer than a year to resolve. 

Monetary assets are money held and assets to be received in fixed 
or determinable amounts of money. 

Net Income, also called net earnings or net profit, net income is the 
amount an individual or business earns after subtracting 
deductions and taxes from gross income. To calculate the 
net income of a business, subtract all expenses and costs 
from revenue. Sometimes called the bottom line in busi-
ness, net income appears as the last item in an income 
statement. Investors and shareholders look at net income 
to assess companies’ financial health and determine busi-
nesses’ loan eligibility. 

Overhead refers to the ongoing costs of doing business, other than those 
related to directly creating a good or service. Companies 
must understand the cost of overhead to figure out how 
much they need to charge for their goods or services and 
make a profit. Income statements include information 
about overhead expenses. 

Raw material, also known as a feedstock, unprocessed material, 
or primary commodity, is a basic material that is 
used to produce goods, finished goods, energy, or in-
termediate materials that are feedstock for future 
finished products. 

Present Value – Money today is typically assumed to be worth more than 
the same amount of money received in the future. This is 
due to the assumed rate of return and inflation. Present 
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value is the current value of money in the future, with a 
specific assumed interest rate that could accrue over that 
period of time. 

Profit and Loss Statement, also called an income statement, shows the 
expenses, costs and revenues for a company during a 
specific time period. This financial statement, along with 
the cash flow statement and the balance sheet, provides 
information about a business’s financial health and ability 
to generate profit. 

Property, plant and equipment are tangible items that are held for 
use in the production or supply of goods or services, 
for rental to others, or for administrative purposes, and 
are expected to be used during more than one period. 

Receipts are written notices acknowledging that one party received 
something of value from another. An acknowledgement of 
ownership, receipts are proof of a financial transaction. 
The IRS requires small businesses to hold onto some re-
ceipts to document tax deductible expenses. 

Recoverable amount is the higher of an asset’s fair value less costs 
to sell and its value in use. 

Research is original and planned investigation undertaken with the 
prospect of gaining new scientific or technical 
knowledge and understanding. 

Residual value of an asset is the estimated amount that an entity 
would currently obtain from disposal of the asset, after 
deducting the estimated costs of disposal, if the asset 
were already of the age and in the condition expected 
at the end of its useful life. 

Retained earnings, also called an earnings surplus, refers to the 
amount of net income left for a business to use after pay-
ing dividends to its shareholders. A company’s manage-
ment typically decides whether to keep the earnings or 
give them to shareholders. 

Revenue, also called sales, is the gross income a business makes through 
normal business operations. To calculate sales revenue, 
multiply sales price by number of units sold. Accrual ac-
counting and cash accounting methods calculate revenue 
differently. When using the accrual accounting method to 
calculate revenue, accountants include sales made on 
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credit. Those who use the cash accounting method only 
count sales as revenue once the business receives pay-
ment. 

Useful life is the period over which an asset is expected to be availa-
ble for use by an entity or the number of production or 
similar units expected to be obtained from the asset by 
an entity. 

Variable cost refers to expenses that change depending on the level of a 
business’s production. Variable costs go up when produc-
tion increases and down when production decreases. In 
contrast to variable cost, fixed cost refers to expenses for a 
company that stay the same, regardless of production. 
Fixed costs may include insurance, rent, and interest pay-
ments. 

Work In Progress (WIP), work in process (WIP), goods in process,  
or in-process inventory are a company's partially fin-
ished goods waiting for completion and eventual sale 
or the value of these items. These items are either just 
being fabricated or waiting for further processing in a 
queue or a buffer storage. 
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Appendix  1 
The successive changes in the accounts  

and financial statements as a result of economic processes  
 
Initial data 
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Transaction 1 
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Transaction 3 
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Transaction 4 
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Transaction 5 
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Transaction 6 
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Transaction 7 
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Transaction 8 
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Transaction 9 
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Transaction 10 
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Appendix  2 
The successive changes in the accounts  

and financial statements as a result of capital investments 
 processes  

 
Initial data 
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Final data 
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Appendix  3 
The successive changes in the accounts  

and financial statements as a result of procurement  processes  
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Appendix  4 
The successive changes in the accounts  

and financial statements as a result of production  processes  
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Appendix  5 
The successive changes in the accounts  

and financial statements as a result of sales processes  
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Appendix 6 

Financial Reporting of Sinopec Group 
(http://www.sinopecgroup.com/group/en/companyprofile/Co

mpanyreportsandpublications/ ) 
 

 

http://www.sinopecgroup.com/group/en/companyprofile/Companyreportsandpublications/
http://www.sinopecgroup.com/group/en/companyprofile/Companyreportsandpublications/
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