PAGE  


[image: image1.png]&

CARANA Corporation




ABC Company

Illustrative Example
On Transforming Financial Statements

From RSA to IAS

CARANA Corporation

USAID Russian Accounting Reform Project

INTRODUCTION

The purpose of this manual is to provide you with a step by step example of a transformation of financial statements from those prepared in accordance with the Russian Statutory Methodology (RSA) to ones expressed in International Accounting Standards (IAS).  The process described in the CARANA Transformation Manual, is utilized with example materials to assist in your understanding of the methodologies employed.  This example uses paper tracking techniques to retain an audit record of correction adjustment and reclassifications. The electronic Transformation Spreadsheet Model (presented in the next section) contains the same information, however, it contains the appropriate linkages to streamline the process of  creating and maintaining working papers.  

It is necessary to stress that this example provides a methodology only for the numeric transformation of information.  It does not provide the appropriate disclosure information as required by IAS.  Please reference the disclosure collection manual to familiarize yourself with this supplemental information collection process that must parallel the transformation process..  This combination of numeric and transparency information is a specialized and somewhat subjective area, containing several concepts that are not included in RSA methodology.  As such, only professionals proficient in Russian Statutory Methodology and International Accounting Standards can truly ensure that the final financial statements are presented in a manor that complies with IAS. 

The following example provides general concepts, guidelines and points of consideration that are necessary to explore and qualify in preparing statements that are IAS compliant.
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I. Overview of the Transformation Process 

Several steps need to be taken when moving to the new accounting system. The following sequence provides a logical process to review, analyze and transform the information. 
Step 1. Analyze the accounting policy and the condition of accounting records. Determined if it is necessary to adjust the accounts to change the accounting records in accordance with accruals method. 

Step 2. Prepare an opening trial balance from the existing balances appearing on the General Ledger. Identify the material figures for subsequent phases. 

Step  3.  Analyze all accounts of the trial balance. 

Step 4. Include accrual transactions and adjustment transactions. It is necessary to bring the accounts in compliance with IAS concepts.  To this end a new chart of accounts may have to be developed. 

Step 5. After analyzing each section, discuss the adjustment and correcting transactions with management and obtain their agreement. Incorporate these transactions into the company's accounting records as well as into a working paper file.

Step 6. Make reclassification transactions. Analyze the individual accounts and bring these accounts in compliance with IAS and suggested chart of accounts.

Step 7.  Prepare the financial statements.  

II. DETAILED TRANSFORMATION PROCESS 

STEP 1. Analysis of the COMPANY AND ITS accounting policy 

Attachment #1 are the characteristics of our example company JSC”ABC” and its accounting policy.  This policy needs to be reviewed to ensure it address issues associate with IAS.  Additionally, divergences need to be analyzed and a methodology developed to bring them into line with IAS.  

Note:  When analyzing the accounting policy All IAS standards need to be considered.  For the purposes of this illustration, discussion concerning the following major standards are included:

1. IAS 1. Presentation of the accounting statements. 

2. IAS 2. Inventories 

3. IAS 4. Depreciation 

4. IAS 8. Net profit or loss for the period, fundamental errors and changes in accounting policies

5. IAS 16. Fixed assets 

6. IAS 17. Lease 

7. IAS 18. Income 

8. IAS  23. Costs of borrowing

9. IAS  25. Investment accounting

10. IAS  38. Intangible assets

The balance of the IAS standards are either not normally encountered unless dealing with extremely large or specialized companies. This does not mean that they do not have to be considered in performing this step.  It only reinforces the fact that the quality of the transformation and its compliance with IAS are dependent upon the skill levels of the persons performing the transformations.

Income

Income from sales of products and services recognized at shipment time and customers billing, excluding VAT (value added tax)
Accounts receivable

Accounts receivable are valued at contract value, reserves for bad debt are not established.

Compliance with IAS
Trade receivables are carried at net realizable value. When necessary a bad debt reserve needs to be established. 

Earnings of the Future Periods and Prepaid Expenses

The earnings of the future periods are accounted on a separate account. These earnings are included in the income of the company during the related reporting period in the future.  Prepaid expenses are charged to the cost of goods sold during the related period.

Property, Plant and Equipment 

· Property, plant and equipment include only items with useful life of more than one year with the cost of more than 100 minimum monthly wages.

Compliance with IAS:  

IAS does not provide a cost criteria for inclusion of an item into the category of property, plant and equipment. 

· Property, plant and equipment are recorded at their acquisition cost, including purchase, transportation, assembly and other costs, related to bringing the items to operating condition. 

· Property, plant and equipment are categorized based on their type and functional purpose 

· The increase of the book value of a PP&E item, as a result of revaluation, is reflected on the "Property value increase resulting from revaluation" account in the "Equity Capital" section. The decrease in book value, as a result of revaluation, is reflected as decrease in the account " Property value increase resulting from revaluation". 

Compliance with IAS:  

According to IAS decrease of the carrying value of property plant and equipment charged as company expenses in the part where revalued value of a PP&E item becomes lower than its residual value (historical cost minus accumulated depreciation). Increase of carrying value, which compensates previous decrease below historical value is recorded as income. 

· Disposal of PP&E is recorded at their carrying value. When a revalued asset is disposed, the account "Property value increase resulting from revaluation" is adjusted by writing charging its part, related to the disposed item to retained earnings. 

· Interest on loans borrowed for PP&E construction financing are capitalized during the period, which is necessary for their preparation, as part of asset cost. 

Depreciation of PP&E

· When determining the fixed asset useful life period the company uses the norms determined by the decree of the # 1072 of the Council of Ministers of 22.10.90. 

· Depreciation is applied using straight line methods assuming that the residual value after the end of the useful life period would equal to zero. 

· The accrual of depreciation begins on the first day of the month following the introduction of a fixed asset into operation. For disposed fixed assets, the accrual of depreciation stops on the first of the month following the disposal. 

· The following depreciation rates have been used during the reporting period

	PP&E Group
	Average Useful Life
	Average Annual Depreciation Rate

	1. Buildings
	50 years
	2 %

	2. Equipment
	10 years
	10 %

	3. Transportation means
	8 years
	12 %


The useful lives are realistic and reflect an accurate production expectancy from the assets.    

Property, Plant and Equipment, rented out without transferring the ownership (Operating Lease)

· All PP&E, rented out by the company without transferring the ownership are classified as an operating lease. They are recorded as PP&E of the company. 

· The amount of lease payments is recorded as income during the lease period.

· All service and maintenance costs of rented PP&E include the depreciation amount.

· Costs incurred by the company during the reporting period, correspond with the lease income, received during the same reporting period.

· In the income statement the amount of expenses of servicing the asset and accrued depreciation is recorded as non-operating expenses, and rent income is recorded as non-operating income. 

Intangible Assets

· Intangible assets of the Company include patents, licenses, technological and project research. 

· Minimal useful life of intangible assets is one year with maximum life of 10 years.

· Straight line method of amortization is used for intangible assets.  Amortization is based on the useful life of an asset. When calculating amortization of intangible assets, residual value is not determined.

· Cost of intangible assets is recorded according with actual costs of their acquisition. 
Inventories

· Inventories are accounted for at their actual cost. 

Compliance with IAS
According to IAS inventories are measured at the lower of cost and the net realizable cost. 

Transportation and acquisition costs incurred related to purchase of raw materials are included into the cost of inventories. 

Raw materials are charged to the cost of production using weighted average method. 

Low value items and items with short useful life

· Low value items and items with short useful life include property objects with the value of 100 minimum monthly wages regardless of their useful life period. 

· Low value items are recorded as current assets of the company. 

· Charging low value items to expenses is done by accruing their depreciation in amount of 50% of their historical value at the moment when they are put into operation and 50% at the moment when they are disposed.

Compliance with IAS

According to IAS, low value items do not exist. Property objects which cannot be accounted as PP&E should be recorded as either as inventories, or as expenses of the period when they were purchased. 

Long term investments

Long term investments include investments in the authorized capital of other companies, regardless of the amount. The share of capital, paid in when establishing subsidiaries and dependent companies is recorded in the same way. 

Subsidiaries with 51% to 100% of authorized capital belonging to the main company maintain their own balance sheet and submit financial statements separately from the stock company. 

Dividends received from long term investments are recorded as other non-operating income. 

Compliance with IAS
Reflection of long term investments may vary depending on the share of the investing company in the capital of the other company:

1.If the company's share does not exceed 20% of share capital, investments are accounted at the lower of acquisition cost and market value.

2. If the company owns 20% to 50% of the shares, which allows it to exert substantial influence, method of proportional distribution of profit earned by the associated company is used. Income recognition when declaring profit of the investment recipient company, which the investing company records in the "Long term investments into the associated companies" account and in the "Profit and losses" account is recorded as well as dividend income. When receiving dividends the account "Long term financial investments into associated companies" is adjusted for the declared dividend amount. 

3. If the company owns more than 50% of the shares, it is considered main company and financial statements of the subsidiary are included into the consolidated statements of the main company. 
Cost of Goods Calculation

· The accounting of production costs is done by dividing those costs into two categories: direct and indirect costs. Direct costs are those charged to the accounts "Main Production" and "Auxiliary Production", whereas indirect costs are charged to accounts "General Production Expenses" and "General Expenses"

· At the end of the reporting period the indirect production costs, including general and administrative costs are included into the cost of production proportionally to the direct production costs, including the following cost items:

1.  Raw materials costs;


2. Wages for main employees;
 


3. Energy and fuel expenses;

· Work in progress is valued at planned cost of production.

· Finished products are valued at actual cost of production. 

· All direct costs related to the production process, production overhead, general and administrative costs are included in the cost of work in progress. 

· Commercial expenses are included into the periodical costs and are written down in the period when they are incurred.

· Commercial expenses include:

1. Product advertising;

2. Wages and commission for salesmen;

3. Depreciation of trade premises, warehouses and trading equipment;

4. Travel and business development;

5. Transportation costs;

6. Utility expenses of the commercial department.

Compliance with IAS 

According to IAS, all general and administrative costs are not included into the cost of production and work in progress and are written down as periodical expenses in the period when they are incurred. 

Administrative expenses include: 

1.  Management wages with social security payments;

2. Depreciation of administrative buildings and office equipment;

3. Utility payments;

4. 
Payments for lawyers, management consultant and auditor services;

5. Office supplies 

Capital Accounting and Dividend Policy

· The Capital section of the report includes:

Stock capital;

Unpaid capital;

Reserve capital;

Retained earnings of the previous years;

Retained earnings of the current year

· The company By-laws provide for increase of the authorized capital through the increase of the nominal value of the issued shares or through issuing additional shares.

· Repurchased shares are recorded at actual cost of purchase. Cost of repurchased shares is credited to the account "Repurchased shares". 

Compliance with IAS
According to IAS cost of repurchase shares is recorded as equity decrease. 

· Regularity and procedure of dividends distribution is determined according to the company by-laws and shareholders' decisions:

· Preferred shares dividends are accrued annually in amount of 70 % of their nominal value (according to the company by-laws) 

· Ordinary share dividends are accrued according to the decision of the shareholders meeting.

Bank Loans

· Bank loans for the period of less than 1 year are recorded as current liabilities. 

· Loans for the period over one year are recorded as non-current liabilities.

Compliance with IAS
According to IAS the part of long term loan repaid in the current period is recorded in the current liability section in a separate account "Current part of non-current liabilities".

· Amount of accrued interest is recorded in the account "Loans" using an additional sub-account for accrued interest.

Compliance with IAS:

According to IAS the amount of accrued interest is recorded in a separate account "Interest accrued for loan use".

· Loan costs are recognized as expenses of the period when they are incurred. When obtaining a loan for a specific type of qualifying asset, interest on this loan are charged to the cost of the that asset before it is put into operation. 

· Loan interest payment expenses are recorded in the account "Profit and losses" In the Income Statement the interest amount is recorded on a separate line.

Cash and Cash Equivalents

Cash and cash equivalents include petty cash, cash in bank accounts, notes. 

Compliance with IAS:

In accordance with IAS cash includes highly liquid assets, whose realization is not connected with any sale risks: petty cash, cash in bank accounts, deposits and investment in marketable securities (excluding debts to the bank).

Correction of errors of previous accounting periods

· In the case of discovering income or expenses related to the previous reporting periods they are recorded among other income or expenses as profit or losses of the previous years, discovered in the reporting period.

Compliance with IAS::

In the case of corrections made to previous periods, correcting transactions include data for the reporting period and this data is reflected in the account "Retained earnings", which eliminates the influence of errors of previous periods on the net profit of the current period.

Compliance of the accounting policy with IAS
As a result of using the above described accounting policy a number of IAS assumptions are not observed:

Prudence – in the part of forming bad debt reserves;

Reliability of the information -  in the part of inventory and other assets valuation (for example, determining the price of possible realization of non-liquid materials, revaluation of securities, etc).

Correspondence of income and expenses:- in the part of charging general and administrative expenses to cost of work in progress and finished products, which have to be recognized when they are incurred, and not when the product is sold. 

Thus, a more broad use of the fundamental assumptions in accounting practice will simplify the process of transformation of the accounting records and will make the financial statements more authentic. 

STEP 2. PREPARATION OF TRIAL BALANCE 

Attachment #2 are various RSA financial statements for ABC Company. This information,  supplemented with additional data from a company's accounting system, is used to draw up a trial balance.

The following is a trial balance prepared from the financial information.

	# 
	Account Name 
	Ending Trial Balance 

 

	 
	 
	Debit 
	Credit 

	01.
	Property, Plant and Equipment 
	      21,778,500.00 
	 

	02.
	Accumulated Depreciation
	 
	       5,325,450.00 

	04.
	Intangible Assets
	       5,000,000.00 
	 

	05.
	Amortization of Intangible Assets
	 
	       4,000,000.00 

	06.1
	Stocks and shares
	          850,000.00 
	 

	06.3
	Investment in loans
	       3,000,000.00 
	 

	07.
	Equipment to be installed
	       5,000,000.00 
	 

	10.1
	Raw Materials
	       1,608,390.00 
	 

	10.6
	Other Materials
	       1,747,776.00 
	 

	12.1
	Low Value Items in Stock
	 
	 

	12.2
	Low Value Items in Use
	            65,000.00 
	 

	13.
	Depreciation of LVI
	 
	            32,500.00 

	19.
	VAT recoverable
	          800,000.00 
	 

	20.
	Work-in-Process
	       1,416,025.00 
	 

	31.
	Deferred expenses
	          750,000.00 
	 

	40.
	Finished Goods 
	       6,492,682.00 
	 

	50.
	Cash
	              5,000.00 
	 

	51.
	Bank Account
	       2,956,019.00 
	 

	52.
	Foreign Currency Account
	       2,360,000.00 
	 

	58.1
	Bonds and other short term financial investments 
	       5,285,700.00 
	 

	58.3
	Investment in loans 
	          500,000.00 
	 

	60.
	Settlements with Suppliers and Contractors
	 
	       1,540,000.00 

	61.
	Advance payments given 
	          700,000.00 
	 

	62.1
	Settlements with Customers and Consumers
	      14,300,000.00 
	 

	62.3
	Promissory Notes received
	       4,100,000.00 
	 

	64.
	Advance payments received 
	 
	       1,900,000.00 

	67.1
	Settlements with Road Fund
	 
	            45,000.00 

	67.2
	Settlements with Other Funds 
	 
	            30,000.00 

	68.1
	Current Income Tax Payable
	 
	       6,000,000.00 

	68.2
	VAT Payable to the Budget
	 
	       3,430,000.00 

	69.
	Settlements on Social Insurance and Pension Benefits
	 
	          645,000.00 

	69.1
	Settlements on Social Insurance
	 
	          100,000.00 

	69.2
	Settlements on Pension Benefits
	 
	          350,000.00 

	69.3
	Settlements on Medical Insurance
	 
	          150,000.00 

	69.4
	Settlements with Employment Fund
	 
	            45,000.00 

	75.
	Settlements with Founders
	          950,000.00 
	 

	76.
	Settlements with Different Debtors and Creditors
	 
	            60,000.00 

	76.1
	Interest receivable 
	 
	 

	76.2
	Interest payable
	 
	 

	78.2
	Settlements with subsidiaries
	          250,000.00 
	 

	82.
	Allowance for doubtful accounts 
	 
	          782,000.00 

	85.
	Charter Fund 
	 
	       9,500,000.00 

	87.1
	Revaluation of PPE
	 
	       4,500,000.00 

	88.1
	Retained Earnings (Uncovered Loss) for Reporting Year
	 
	      16,691,832.00 

	88.2
	Retained Earnings (Uncovered Loss) of Past Years
	 
	 

	88.3
	Special Purpose Funds
	 
	       1,652,160.00 

	89.
	Reserve of future expenses and payments
	 
	          781,150.00 

	90.
	Short-Term Bank Loans
	 
	       8,000,000.00 

	92.
	Long-Term Bank Loans
	 
	      15,000,000.00 

	 
	Total
	      79,915,092.00 
	      79,915,092.00 


STEP 3. ANALYSIS OF ALL ACCOUNTS OF THE TRIAL BALANCE 

Once you are familiar with the trail balance and you can review the ending balances of accounts for their content and appropriateness. 

Below are several conclusions which you could arrive at when carrying out your analysis.

Conclusions

	Acct. No.
	
	Account Description
	
	Findings



	06.01
	
	Shares and Stocks
	
	Noted, based on review of bank statements, that the balance is properly stated.  Also, since no dividends were declared during 1998, there will be no year-end accrual.



	06.03
	
	Loans Provided
	
	Verified amount based on a review of wire transfers and supporting documentation.  Also, no accrual is needed since interest was earned and received as of December 31, 1998.



	07.02
	
	Imported Equipment 

To be Installed
	Verified amount based on the review of purchase contracts.  Additionally noted that the equipment has been paid for and received, but it is sitting in the warehouse until installation begins in March 1999.  Therefore, no depreciation should be recorded.



	12.02
	
	Low Value & Short-Life 

(LV & SL) Items
	Discovered that this account contains assets with a useful life exceeding one year in the amount of 25 000.



	13.00
	
	Depreciation of 

LV & SL Items
	Verified based on review of analysis worksheet. Depreciation of LV&SL of a useful life exceeding one year amounts to 12 500. 



	20.00
	
	Main Production
	
	Verified the ending balance of main production based upon a physical count (inventory-taking) performed at December 31, 1998. 



	31.00
	
	Prepaid Expenses
	
	Noted based on the “Turnover Sheet” for a/c 31 that 750 000 rubles represents prepaid rent for the warehouse in Saratov.   It has been rented for storage of beverages. 



	40.01
	
	Finished Goods in Warehouse
	
	Verified the ending balance of finished goods in warehouse based upon a physical count performed at December 31, 1998. It is necessary to adjust the ending balance. 



	58.01
	
	Bonds and Other Securities
	
	Verified based on review of supporting documentation that a 1 000 000 ruble certificate of deposit and National bank Treasury Bond are properly recorded in this account. Also, it was noted that unaccrued interest amounted to 180 357 rubles as of year-end; therefore an adjusting entry is needed to accrue interest income as of December 31, 1998.



	58.03
	58.03       
	Loans Provided
	
	Verified based on a review of wire transfers and supporting documentation that a six-month, 50% per annum, loan for 500 000 rubles was made to Russian Food Company.  Also, it was noted that unaccrued interest amounted to 41 666 rubles as of year-end; therefore an adjusting entry is needed to accrue interest income as of December 31, 1998.



	61.00
	61.00       
	Settlements with Suppliers for Advances Paid
	Noted that as of year-end, "ABC" JSC made an advance payment of 700000 rub. to its suppliers. This was verified by reviewing the " December 31,1998 Turnover Sheet " for account 61.



	62.03
	
	Notes Receivable
	
	Noted based on review of “December 31, 1998 Turnover Sheet” for account 62.03 that 4 100 000 rubles remained outstanding from its debtors.  The notes receivable were offered as part of a special program.  Also, it was noted that unaccrued interest amounted to 164 000 rubles as of year-end; therefore an adjusting entry is needed to accrue interest income as of December 31.



	64.00
	
	Settlements with Customers for Advances Paid
	Noted, based on review of incoming wire transfers and “Turnover Sheet” for account 64, that «ABC» JSC received advance payments of 1 900 000 rubles from its customers.



	75.00
	
	Settlements on Contributions 

into Charter Fund
	Noted that founders need to contribute 475 000 rubles more into the Charter Fund.



	78.00
	
	Settlements with Associated Partnerships
	Noted based on a review of detailed invoices that 250 000 rubles had not been paid to its suppliers.  Furthermore, it was noted that this amount represents associated partnership transactions and the amount should be reclassified to accounts receivable.



	85.00
	
	Charter Fund
	
	Verified against the notarized charter that the face value of equity stock is equal to 9 500 000 rubles. 



	89.01
	
	Reserves of future expenses and payments


	
	Recalculated amount.



	90.00
	
	Short Term Bank Credits
	
	Noted, based on review of loan agreements, that short-term loans from Bank Russian Credit and Amro-Bank ABN were provided to «ABC» JSC.  Also, it was noted that unaccrued interest amounted to 79 688 rubles as of year-end; therefore an adjusting entry is needed to accrue interest expense as of December 31, 1998.



	92.00
	
	Long Term Bank Credits
	
	Noted, based on review of credit agreement, that «ABC» JSC was given long-term credits by Solidarnost Bank and Alpha Bank in the amount of 7 500 000 rubles (two year term at 25% per annum) and 

7 500 000 rubles (three year term at 32% per annum), respectively.  Also, there is no accrued interest at year-end, as is considered appropriate.




STEP 4.   PREPARATION OF ACCRUAL ENTRIES AND ADJUSTMENT ENTRIES 

This step is fulfilled with the purpose to bring the balance sheet accounts in compliance with the suggested chart of accounts and International Accounting Standards.

In the course of the transformation process it is necessary to make two types of accounting transactions. 

The reason for adjustment transactions of the first type is the differences between IAS and the accounting system established in Russia. The purpose of the adjustment transactions is to prepare the accounting data for the transformation process. 

Adjustment transactions of the second type are used to make corrections in the exiting accounting system of the company and are necessary because of incorrect accounting transactions within the existing accounting system. Their purpose is to provide the most reliable accounting information as of the transformation date. 

Adjustment transaction A1: Account 88 "Special purpose funds" – accumulation fund, consumption fund, social fund – does not exist in the suggested chart of accounts. In accordance with RSA account 88 in the part of funds is allocation of retained earnings. Any expenses charged to this fund were not reflected in the income statement as profit decrease. Therefore it is necessary to record the balance in the funds accounts in the retained earnings account. 

	Account Heading
	Code
	Debit
	Credit

	Accumulation fund
	88.3
	1,652,160.00
	

	Retained earnings/losses of previous years
	88.2
	
	1,652,160.00


Adjustment transaction A2: According to IAS periodical costs have to be separated from cost of goods produced and work in progress. 

As of December 31, 1998, the General Ledger had the following balances:

	Raw Materials
	3 356 166.00 
	(Accounts 10.01 + 10.06)

	Work in Process

	1 416 025.00
	(Account 20)

	Finished Goods
	6 492 682.00 
	(Account 40)

	Cost of Goods Sold (COGS)
	238 199 667.00
	(Cost of Goods Sold (COGS) was obtained from Income Statement.)

	G&A Expenses
	56 444 955.00
	(Circulation in account 26)


Below is an example of separation of periodical costs from original distribution:

	Cost of Goods Sold (COGS)
	238 199 667.00
	

	Work in progress (50%)
	708 013.00
	

	Finished products
	6 492 682.00
	

	Total charged to production, including periodical costs
	245 400 362.00
	


The percentage of general and administrative costs in the cost of production may be calculated as ratio of general and administrative costs for the period to all expenses allocated to production for the same period:

% GAC = 56 444 955.00/245 400 362.00 = 23%

	
	Balance Subject 

To Allocation
	Period Costs

(23%)

	Work-in-Process Balance (assume that WIP includes 50% of raw materials and 50% of direct labor and overhead expenses)
	708 013.00
	 163 125.00 

	Finished Goods
	6 492 682.00
	1 495 907.00 

	Cost of Goods Sold
	238 199 667.00
	54 785 923.00  

	Total subject to SG&A allocation
	
	56 444 955.00


Total decrease in inventory accounts (163 125.00 + 1 495 907.00) is recorded as decrease of profit for the year 1998 as shown in the transaction below:

	Retained profit/loss
	1 659 032.00

	Work in progress
	163 125.00

	Finished products
	1 495 907.00


	
	Original

Balance
	Less:  SG&A Allocation

	Adjusted Balance

	Raw Materials
	3 356 166.00 
	- 0 -
	3 356 166.00 

	Work in Process
	1 416 025.00 
	( 163 125.00)
	1 252 900.00 

	Finished Goods
	6 492 682.00 
	(1 495 907.00)
	4 996 775.00 

	Cost of Goods Sold
	238 199 667.00 
	(54 785 923.00)
	183 413 744.00

	Operating Expenses (SG&A)
	- 0 - 
	56 444 955.00
	56 444 955.00

	Total
	249 464 540.00
	- 0 - 
	249 464 540.00


The following adjustment is made: 

	Account Heading
	code
	Debit
	Credit

	Retained  earnings/losses of the current year
	88.1
	1,659,032.00
	

	Finished products
	40.
	
	1,495,907.00

	Main production
	20. 
	
	163,125.00


Adjustment transactions A3, A4, A5: IAS do not view Low Value items and Items With Short 

Useful Life as a separate category. Therefore it is necessary to classify LVI based on to their functional purpose and useful life. 

Inventories in amount of 25 000 with useful life period of more than one year.  It is suggested that they are included into Property Plant and Equipment. 

	Account Heading
	code
	Debit
	Credit

	
	
	
	

	Property Plant and Equipment
	01.
	25,000.00
	

	LVI in use
	12.2
	
	25,000.00


Depreciation accrued on LVI has to be transferred to Property Plant and Equipment depreciation. 

	Account Heading
	code
	Debit
	Credit

	
	
	
	

	LVI depreciation
	13.
	12,500.00
	

	Accumulated depreciation on PPE
	02.
	
	12,500.00


The remaining LVI with the useful life of less than 1 year are recognized as periodical costs and charged to retained earnings at residual value. 

	Account Heading
	code
	Debit
	Credit

	Retained earnings/losses of the current period 
	88.1
	20,000.00
	

	LVI depreciation
	13.
	20,000.00
	

	LVI in use
	12.2
	
	40,000.00


Adjustment transactions A6, A7: In accordance with accruals method it is necessary to accrue interest at the end of the period. As a result receivables/payables and profit/losses appear. 

Additional accrual of income from interest on securities (58.01), loans received (58.03) and notes received (62.02).

	Account Heading
	code
	Debit
	Credit

	Retained earnings/losses of the current period 
	88.1
	
	386,023.00

	Settlements with debtors and creditors
	76.1
	386,023.00
	


Additional accrual of expenses from interest payments on long-term and short-term loans received (90 and 92). 

	Account Heading
	code
	Debit
	Credit

	Retained earnings/losses of the current period 
	88.1
	435,938.00
	

	Settlements with debtors and creditors
	76.1
	
	435,938.00


STEP 5. ENTERING ADJUSTMENT TRANSACTIONS INTO WORKSHEET

When accrual and adjustment transaction have been drawn, it is recommended to discuss them with the management of the company and its accounting professionals.  The purpose of this step is to point out any anomalies, and corrections and to ensure your understanding concerning the companies accounting methodology and the need and or accuracy of your adjusting entries. While this may seem like a minor step it is actually one of the most important quality control aspects of the transformation process.  With continually changing RSA standards and IAS interpretations, the different interpretations and record keeping practices of each accountant, and the unique features and operating practices of each company, this step will reinforce your understanding of the companies accounting system and financial reports.

It is recommended that a worksheets be prepared so that all current account numbers, descriptions, and ending balances can be recorded, as well as the proposed reclassification journal entries, adjusting journal entries, and the new account numbers, descriptions, and beginning balances.  (Note:  examples of worksheets are contained later in this example).

STEP 6. FORMATION OF NEW CHART OF ACCOUNTS AND PROVISION OF RECLASSIFICATION ENTRIES

Prior to making reclassification entries, one needs to develop a new chart of accounts, that reflects the nature of the company, its activities and the goals of the management accounting system that can detail existing financial information in a fashion harmonious to IAS. Attachment #3 is a general outline of a new chart of accounts.  The following are some of the important differences between the existing chart of accounts and the new model.

	CURRENT
	
	
	NEW
	

	Account

Number
	Current Account Description
	Classification
	Account

Number
	New Account Description

	
	
	
	
	

	01.01
	Land
	Asset
	2110
	Land

	01.02
	Buildings
	Asset
	2150
	Buildings and constructions

	01.03
	Machinery and Equipment
	Asset
	2200
	Machinery and Equipment, equipment for data transferring

	01.04
	Motor Vehicles
	Asset
	2400
	Vehicles

	01.05
	Furniture and Fixtures
	Asset
	2300
	Furniture, Fixtures & Office Equipment

	02.02
	Accumulated Depreciation, Buildings
	Asset
	2190
	Depreciation - Buildings and Constructions

	02.03


	Accumulated Depreciation, Machinery and Equipment
	Asset
	2290
	Depreciation - Machines, equipment and equipment for data transferring

	02.04
	Accumulated Depreciation, Motor Vehicles
	Asset
	2490
	Depreciation - Vehicles

	02.05
	Accumulated Depreciation, Furniture and Fixtures
	Asset
	2390
	Depreciation - Furniture, Fixtures & Office Equipment

	04
	Intangible Assets - patent
	Asset
	2920
	Intangible assets - license 

	05
	Accumulated Amortization - Intangible Assets
	Asset
	2929
	Amortization of Intangible Assets - License agreements

	06.01
	Shares and Stock
	Asset
	2801
	Investments  in Shares and Stock

	06.03
	Loans Provided
	Asset
	2802
	Investments in long-term loans 

	07.02
	Imported Equipment to be Installed
	Asset
	2201
	Imported Equipment to be Installed

	08.01
	Construction and Acquisition of PPE
	Asset
	2140
	Construction and Acquisition of PPE

	10.01
	Raw Materials
	Asset
	1710
	Main inventories

	10.06
	Other Materials
	Asset
	1790
	Other materials

	12
	Low Value & Short-Life Items
	Asset
	
	Analysis

	13
	Depreciation of LV & SL Items
	 Not used
	n/a
	 IAS do not describe the notion of  LVI, therefore depreciation of LVI is not applicable

	19
	VAT on acquired/received services 
	Asset
	1651
	VAT refundable

	20
	Main Production
	Asset
	1720
	Work in progress

	23
	Auxiliary Production
	Expense
	8000
	Production servicing expenses

	26
	Overhead costs
	Expense
	8000
	General and administrative costs

	CURRENT
	
	
	NEW
	

	Account

Number
	Current Account Description
	Classification
	Account

Number
	New Account Description

	29
	Servicing production and business
	Expense
	8000
	Production servicing expenses

	31
	Prepaid Expenses
	Asset
	1800
	Prepaid expenses

	40.01
	Finished products in storage
	Asset
	1730
	Finished products

	43
	Commercial Expenses
	Expense
	7500
	Realization costs

	44
	Selling Expenses
	Expense
	7300
	Realization costs – retail sales

	46
	Realization of products (work, services)
	Income
	6110
	Income from sales

	47
	Sale/Disposal of PPE
	Income

Expense
	9160

9561
	Income/expense from realization/disposal of PPE



	48
	Sale/Disposal of Other Assets
	Income

Expense
	9161

9561
	Income/expense from realization/disposal of other assets. 

	50
	Petty Cash
	Asset
	1110
	Cash in the cash box

	51
	Settlement Account
	Asset
	1210
	Domestic bank – account in national currency

	52
	Foreign Currency Account
	Asset
	1220
	Domestic bank – account in foreign currency

	58.01

58.03
	Bonds and Other Securities

Loans provided
	Asset

Asset
	1330

1390
	State bonds Certificate of deposit

 Other short term investments

	60
	Settlements with Suppliers and Contractors
	Liability
	3110
	Accounts payable

	61
	Settlements with Suppliers for Advances Paid 
	Asset
	1800
	Prepaid expenses

	62.01
	Settlements with Buyers and Customers
	Asset
	1401
	Accounts receivable


	CURRENT
	
	
	NEW
	

	Account

Number
	Current Account Description
	Classification
	Account

Number
	New Account Description

	62.03
	Notes Receivable
	Asset
	2701
	Notes Receivable

	64
	Settlements with Customers for Advances Received
	Liability
	3200
	Advances received from buyers and customers

	67.01
	Road Fund
	Liability
	3591
	Payables to Road fund

	67.02
	Other Funds 
	Liability
	3590
	Payables to other funds

	68.01
	Income Tax Settlements
	Liability
	3410
	Profit tax payable

	68.02
	VAT Settlements
	Liability
	3420
	VAT payable

	69.01
	Settlements with Social Insurance
	Liability
	3524
	Accrued social security payments

	69.02
	Settlements on Pension Plans
	Liability
	3522
	Accrued payments to pension fund

	75.01


	Settlements on Contributions into Charter Fund
	Asset
	1595
	Receivables to authorized capital 

	76.01
	Settlements with Other Debtors and Creditors
	Liability
	3190
	Other accounts payable

	76.02
	Settlements with Other Debtors and Creditors – accrued interest
	Asset
	1550
	Interest receivable

	78.02
	Settlements with Related Parties
	Not Used.
	n/a
	Accounts receivable – related parties

	80
	Profit and Losses
	Equity
	5700
	Composite account of profit and losses

	82
	Provision for Bad Debts
	Asset
	1495
	Bad debt reserve

	85
	Authorized capital
	Equity
	5100
	Authorized capital fund

	88.1(2)
	Retained earnings/uncovered loss
	Not used
	5600
	Retained earnings

	87.1
	Additional capital – revaluation surplus
	Equity
	5401
	Additional unpaid capital from revaluation of PPE

	89


	Provision for Future Expenditures and Payments
	Liability 
	3530
	Accrued bonus and vacation payments

	90
	short-term Bank Credits
	Liability
	3310
	Bank loan amounts

	92
	long-term Bank Credits
	Liability
	4130
	Long term bank loans


Reclassification entries

The purpose of reclassification entries is to close the active accounts of financial statements and open the new accounts. Reclassification entries have been divided into five groups:

1. Current assets

2. Long-term assets

3. Current liabilities

4. Long-term liabilities

5. Equity 

The following are the reclassifications for OAO “ABC”..

	CURRENT ASSETS

	# of entry
	Account
	code acc.
	Debit
	Credit

	 
	 
	 
	 
	 

	1
	Raw materials inventory
	1710
	1 608 390.00
	 

	 
	Raw Materials
	10,1
	 
	1 608 390.00

	 
	 
	 
	 
	 

	2
	Other inventory 
	1790,
	1 747 776.00
	 

	 
	Other Materials
	10,6
	 
	1 747 776.00

	 
	 
	 
	 
	 

	3
	VAT recoverable
	1651,
	800 000.00
	 

	 
	VAT on acquired assets
	19,
	 
	800 000.00

	 
	 
	 
	 
	 

	4
	Work in progress
	1720
	1 252 900.00
	 

	 
	Main production
	20,
	 
	1 252 900.00

	 
	 
	 
	 
	 

	5
	Cash 
	1110,
	5 000.00
	 

	 
	Cash
	50,
	 
	5 000.00

	 
	 
	 
	 
	 

	6
	Rent prepayments
	1830,
	750 000.00
	 

	 
	Deferred expenses
	31,
	 
	750 000.00

	 
	 
	 
	 
	 

	7
	Finished products
	1730
	4 996 775.00
	 

	 
	Finished products
	40,
	 
	4 996 775.00

	 
	 
	 
	 
	 

	8
	Local Bank - national currency account
	1210,
	2 956 019.00
	 

	 
	Bank Account
	51,
	 
	2 956 019.00

	 
	 
	 
	 
	 

	9
	Local Bank - foreign currency
	1220,
	2 360 000.00
	 

	 
	Foreign Currency Account
	52,
	 
	2 360 000.00

	 
	 
	 
	 
	 

	10
	Bonds, mutual funds and annuities
	1330,
	5 785 700.00
	 

	 
	Bonds and other securities
	58,1
	 
	5 785 700.00

	 
	 
	 
	 
	 


	# of entry
	Account


	code acc.
	Debit


	Credit

	11
	Other short-term investments
	1390,
	500 000.00
	 

	 
	Loans provided, etc
	58,3
	 
	500 000.00

	 
	 
	 
	 
	 

	12
	Prepaid materials
	1810,
	700 000.00
	 

	 
	Advance payments given 
	61,
	 
	700 000.00

	 
	 
	 
	 
	 

	13
	Accounts receivable
	1401,
	14 300 000.00
	 

	 
	Settlements with Customers and Consumers
	62,1
	 
	14 300 000.00

	 
	 
	 
	 
	 

	14
	Payments Receivable from Members (Founders) to Capital Stock
	1595,
	950 000.00
	 

	 
	Settlements with Founders
	75,
	 
	950 000.00

	 
	 
	 
	 
	 

	15
	Bad debt reserve 
	1495,
	 
	782 000.00

	 
	Bad debt reserve
	82,
	782 000.00
	0.00

	 
	 
	 
	 
	 

	16
	Accounts receivable (other)
	1402,
	250 000.00
	 

	 
	Settlements with subsidiaries
	78,2
	 
	250 000.00

	 
	 
	 
	 
	 

	17
	Interest receivable
	1550,
	386 023.00
	 

	 
	Settlements with Different Debtors and Creditors
	76,
	 
	386 023.00

	
	
	
	
	

	
	Total
	
	39 630 583.00
	39 630 583.00


	LONG-TERM ASSETS

	# of entry
	Account
	code acc.
	Debit
	Credit

	
	
	
	
	

	18
	Land 
	2110,
	1 500 000.00
	 

	 
	Buildings, constructions
	2150,
	7 600 000.00
	 

	 
	Machinery
	2200,
	8 624 000.00
	 

	 
	Office equipment
	2300,
	2 554 500.00
	 

	 
	Vehicles
	2400,
	1 500 000.00
	 

	 
	Leasehold improvements
	2500,
	 
	 

	 
	Other
	2600,
	25 000.00
	 

	 
	Property, Plant and Equipment 
	01,
	 
	21 803 500.00

	 
	 
	 
	 
	 

	19
	Accumulated depreciation - buildings and constructions
	2190,
	 
	458 000.00

	 
	Accumulated depreciation - machinery
	2290,
	 
	3 000 157.00

	 
	Accumulated depreciation - office equipment
	2390,
	 
	1 098 669.00

	 
	Accumulated depreciation – vehicles
	2490,
	 
	768 624.00

	 
	Accumulated depreciation – other
	2690,
	 
	12 500.00

	 
	Accumulated Depreciation
	02,
	5 337 950.00
	 

	 
	 
	 
	 
	 

	# of entry
	Account
	code acc.
	Debit
	Credit

	20
	License
	2920,
	5 000 000.00
	 

	 
	Intangible Assets
	04,
	 
	5 000 000.00

	 
	 
	 
	 
	 

	21
	Long-term investments in shares 
	2801,
	850 000.00
	 

	 
	Stocks and shares
	06,1
	 
	850 000.00

	 
	 
	 
	 
	 

	22
	Long-term investments in loans
	2802,
	3 000 000.00
	 

	 
	Loans provided
	06,3
	 
	3 000 000.00

	 
	 
	 
	 
	 

	23
	Imported equipment to be installed
	2201,
	5 000 000.00
	 

	 
	Imported equipment to be installed
	07,
	 
	5 000 000.00

	 
	 
	 
	 
	 

	24
	Notes receivable
	2710,
	4 100 000.00
	 

	
	
	
	
	

	 
	Promissory Notes received
	62,3
	 
	4 100 000.00

	 
	 
	 
	 
	 

	25
	Accumulated amortization expense of intangible assets - License
	2929,
	 
	4 000 000.00

	 
	Amortization of Intangible Assets
	05,
	4 000 000.00
	 

	 
	 
	 
	 
	 

	
	Total
	
	49 091 450.00
	49 091 450.00


CURRENT LIABILITIES
	# of entry
	Account
	code acc.
	Debit
	Credit

	26
	Accounts payable 
	3110,
	 
	1 540 000.00

	 
	Settlements with Suppliers and Contractors
	60,
	1 540 000.00
	 

	 
	 
	 
	 
	 

	27
	Advances received for inventories delivery
	3210
	 
	1 900 000.00

	 
	Advance payments received 
	64,
	1 900 000.00
	 

	 
	 
	 
	 
	 

	28
	Payments to Road Fund
	3591,
	 
	45 000.00

	 
	Road Fund
	67,1
	45 000.00
	 

	 
	 
	 
	 
	 

	29
	Other accrued expenses
	3590,
	 
	30 000.00

	 
	Other
	67,2
	30 000.00
	 

	 
	 
	 
	 
	 

	30
	Income taxes payable
	3410,
	 
	6 000 000.00

	 
	Income Tax Payable
	68,1
	6 000 000.00
	 

	 
	 
	 
	 
	 

	31
	Value Added Tax (VAT) payable
	3420,
	 
	3 430 000.00

	 
	VAT Payable 
	68,2
	3 430 000.00
	 

	 
	 
	 
	 
	 

	32
	Accrued contributions to funds 
	3524,
	 
	100 000.00

	 
	Settlements on Social Insurance
	69,1
	100 000.00
	 

	 
	 
	 
	 
	 

	33
	Accrued on Pension Benefits
	3522,
	 
	350 000.00

	 
	Settlements on Pension Benefits
	69,2
	350 000.00
	 

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	# of entry
	Account
	code acc.
	Debit
	Credit

	 
	 
	 
	 
	 

	34
	Accrued on Medical Insurance
	3523,
	 
	150 000.00

	 
	Settlements on Medical Insurance
	69,3
	150 000.00
	 

	 
	 
	 
	 
	 

	35
	Other payables
	3190,
	 
	60 000.00

	 
	Settlements with Different Debtors and Creditors
	76,
	60 000.00
	 

	 
	 
	 
	 
	 

	36
	Amounts owed to banks
	3310,
	 
	8 000 000.00

	 
	Short-Term Bank Loans
	90,
	8 000 000.00
	 

	 
	 
	 
	 
	 

	37
	Accrued contributions to Employment Fund
	3521,
	 
	45 000.00

	 
	Settlements with Employment Fund
	69,4
	45 000.00
	 

	 
	 
	 
	 
	 

	38
	Accrued vacation advances and rewards
	3530
	
	781 150.00

	
	Reserve for future expenses and payments
	89
	781 150.00
	

	 
	 
	 
	 
	 

	 39
	Accrued interest 
	3550,
	 
	435 938.00

	 
	Settlements with debtors and creditors
	76,1
	435 938.00
	 

	 
	 
	 
	 
	 

	 
	 Total
	 
	22 867 088.00
	22 867 088.00


	LONG-TERM LIABILITIES

	# of entry
	Account
	code acc.
	Debit
	Credit

	 
	 
	 
	 
	 

	40
	Other long-term debt
	4130,
	 
	15 000 000.00

	 
	Long-Term Bank Loans
	92,
	15 000 000.00
	 

	 
	 
	 
	 
	 

	 
	 Total
	 
	15 000 000.00
	15 000 000.00

	CAPITAL

	# of entry
	Account
	code acc.
	Debit
	Credit

	 
	 
	 
	 
	 

	41
	Charter Fund
	5100,
	 
	9 500 000.00

	 
	Charter Fund 
	85,
	9 500 000.00
	 

	 
	 
	 
	 
	 

	42
	Additional Unpaid Capital  from revaluation of PPE
	5401,
	 
	4 500 000.00

	 
	Revaluation of PPE

	87,1
	4 500 000.00
	 

	 
	 
	 
	 
	 

	43
	Retained Earnings(Uncovered loss) for the report. year
	5601,
	 
	14 962 885.00

	 
	Retained Earnings (Uncovered Loss) for the current period
	88,1
	14 962 885.00
	 

	 
	 
	 
	 
	 

	44
	Retained Earnings(Uncovered loss) for previous years
	5602,
	 
	1 652 160.00

	 
	Retained Earnings (Uncovered Loss) for previous years
	88,2
	1 652 160.00
	 

	 
	 Total
	 
	 30 615 045.00
	 30 615 045.00


STEP 7.       PREPARATION OF  FINANCIAL STATEMENTS 

From the new trip balance the following statements can be prepared:

· BALANCE SHEET AS OF dECEMBER 31, 1998

· INCOME STATEMENT FOR THE PERIOD JANUARY 1, 1998 TO dECEMBER 31, 1998

· STATEMENT OF CASH FLOW for the period January 1, 1998 to december 31, 1998

(Please note that IAS #7 is very detailed and provides a good dialog concerning the preparation of Statements of Cash Flow).  

· STATEMENT of Changes in Equity for the period January 1, 1998 to December 31, 1998

	Balance Sheet as of December 31, 1998

	Company: OAO "ABC" 
	
	

	Field of activity: Food industry 
	

	Place of registration: Samara 
	
	

	Monetary unit: ruble
	
	

	
	
	

	ASSETS
	 
	

	Current Assets
	 
	

	Cash and cash equivalents
	  5 321 019.00
	

	Accounts receivable
	12 818 000.00
	

	Other accounts receivable
	                   1 336 023.00 
	

	Short term investments
	                   5 785 700.00 
	

	Receivables to authorized capital from founders
	                      950 000.00 
	

	Inventories
	                   9 605 841.00 
	

	Prepaid expenses
	                   1 450 000.00 
	

	Receivables from taxes
	                      800 000.00 
	

	Total Current assets
	 
	         38 066 583.00 

	Long-term assets
	 
	

	Property plant and equipment at historical cost
	               26 803 500.00 
	

	Accrued depreciation
	                (5 337 950.00)
	

	Net value of PPE
	                21 465 550.00 
	

	Long term investments
	                  7 950 000.00 
	

	Intangible assets
	                  5 000 000.00 
	

	Accrued depreciation
	                (4 000 000.00)
	                        -   

	Net value of intangible assets
	                  1 000 000.00 
	

	Total long-term assets
	 
	         30 415 550.00 

	TOTAL ASSETS
	                              -   
	         68 482 133.00 

	LIABILITIES
	 
	

	CURRENT LIABILITIES
	 
	

	Accounts payable
	                 1 600 000.00 
	

	Advances received
	                 1 900 000.00 
	

	Taxes payable
	                 9 430 000.00 
	

	Accrued liabilities
	                 1 937 088.00 
	

	Other current liabilities
	                 8 000 000.00 
	

	Total current liabilities
	 
	         22 867 088.00 

	LONG TERM LIABILITIES
	 
	

	Long term loans
	               15 000 000.00 
	

	Total long term liabilities
	 
	         15 000 000.00 

	TOTAL LIABILITIES
	 
	         37 867 088.00 

	Equity
	 
	

	Authorized capital
	                 9 500 000.00 
	

	Additional unpaid capital
	                 4 500 000.00 
	

	Retained earnings of the previous years
	                 1 652 160.00 
	

	Retained earnings of the current year
	               14 962 885.00 
	

	Total equity
	 
	         30 615 045.00 

	Total Liabilities and Equity
	                              -   
	         68 482 133.00 


	Preparation of Income Statement 


for the period from January 1, 1998 to December 31, 1998


In order to prepare Income Statement incomes and expenses incurred in the reported period have been reclassified and regrouped to comply with IAS. After that adjustment entries have been incorporated into the income and expense accounts. 

Finally, income statement for the reported period has been drawn. 

The aforementioned steps are illustrated by the table presented below.



	OAO ABC

	7. Distribution of income and expenses

	Date: 31.12.98

	Distribution of income

	Account
	Name
	Income from sales (6110)
	Income from sales of other investments
	Other income
	Income from interest
	Total

	46
	Sales
	146 423 888.00
	 
	 
	 
	146 423 888.00

	80
	Income from exchange rate differences
	 
	 
	72 000.00
	 
	72 000.00

	 
	Income from investments
	 
	231 464.00
	
	 
	231 464.00

	 
	 
	 
	 
	 
	 
	0.00

	 
	 
	 
	 
	
	 
	0.00

	 
	Total before adjustments 
	146 423 888.00
	231 464.00
	72 000.00
	0.00
	146 727 352.00

	 
	Adjustments:
	 
	
	 
	 
	 

	 
	Income from interest
	 
	 
	 
	386 023.00
	386 023.00

	 
	 
	 
	 
	 
	 
	0.00

	 
	Total adjustments
	0.00
	0.00
	0.00
	386 023.00
	386 023.00

	 
	TOTAL
	146 423 888.00
	231 464.00
	72 000.00
	386 023.00
	147 113 375.00


	Distribution of expenses ОАО "АВС"

	Account
	Name
	Cost of goods sold (7100)
	Sales expenses (8100)
	General and administrative costs. (8200)
	Non-operating expenses (9500)
	Profit tax

 (9910)
	Total

	20
	Main production
	95 245 462.00
	25 000.00
	28 489 058.00
	 
	 
	123 759 520.00

	80
	Interest expenses
	 
	 
	 
	180 000.00
	 
	180 000.00

	 
	Other
	 
	 
	 
	96 000.00
	6 000 000.00
	6 096 000.00

	 
	 
	 
	 
	 
	 
	 
	0.00

	 
	Total before adjustments
	95 245 462.00
	25 000.00
	28 489 058.00
	276 000.00
	6 000 000.00
	130 035 520.00

	 
	Adjustments:
	 
	 
	
	 
	 
	0.00

	 
	Separation of periodical expenses
	 
	 
	1 659 032.00
	
	 
	1 659 032.00

	 
	Writing down of LVI
	 
	 
	 
	20,000.00
	 
	20 000.00

	 
	Interest expenses
	 
	 
	 
	435,938.00
	 
	435 938.00

	 
	Total adjustments
	0.00
	0.00
	1 659 032.00
	455 938.00
	0.00
	2 114 970.00

	 
	TOTAL
	95 245,462.00
	25 000.00
	30 148 090.00
	731 938.00
	6 000 000.00
	132 150 490.00


	INCOME STATEMENT

	

	for the period January 1 to December 31, 1998 

	Company: ОАО "АВС"
	

	Industry: Food industry 
	

	Place of registration: Veliky Novgorod
	

	Address: 
	

	Monetary Unit: ruble


	Income
	146 423 888.00

	Cost of sales
	(95 245 462.00)

	Gross profit
	51 178 426.00

	
	

	Sales expenses
	(25 000.00)

	General and administrative costs 
	(30 148 090.00)

	Profit from operating activity 
	21 005 336.00

	
	

	Income from investments
	231 464.00

	Interest expenses 
	(615 938.00)

	Interest income 
	386 023.00

	Income (losses) from exchange rate differences
	72 000.00

	Other income and expenses 
	(116 000.00)

	Income before tax and extraordinary items 
	20 962 885.00

	Profit tax
	(6 000 000.00)

	Profit excluding extraordinary items 
	14 962 885.00

	Extraordinary items excluding profit tax 
	 -

	Net profit
	14 962 885.00


* Depreciation of PP&E accrued for the reporting period amounts to 1,151,363 rubles, amortization of intangible assets – 1,000,000 rubles 

Preparation of the Statement of Cash Flow for the reported period 

In the process of preparing Statement of Cash Flow by indirect method the following steps have to be undertaken. 

1. Comparative balances at the beginning and at the end of the reporting period should be prepared. This implies that in addition to the transforming ending balance, opening balance sheet should be adjusted and reclassified to comply with IAS. 

2. The changes of the balance sheet accounts should be regrouped so that cash flow from operating, investing and financing activities are disclosed separately. 

3. Preparation of statement of cash flow for the reported period. 

Comparative balances for two reported dates already adjusted to comply with IAS are presented herewith. 

Comparative balance at the beginning and end of the reporting period 

	Account
	Item
	Opening balance
	Closing balance
	Change

	№
	 
	Debit 
	Credit
	Debit 
	Credit
	 

	 
	 
	
	
	 
	 
	 

	1000
	CURRENT ASSETS
	21 222 176.00
	
	38 066 583.00 
	
	16 844 407.00

	1100
	Cash and cash equivalents
	2 324 785.00 
	
	5 321 019.00 
	
	2 996 234.00 

	1300
	Short term investments
	288 416.00 
	
	5 785 700.00 
	
	5 497 284.00 

	1400
	Accounts receivable
	5 450 698.00
	
	13 768 000.00 
	
	8 317 302.00

	1500
	Short term receivables
	4 532 043.00 
	
	1 336 023.00 
	
	 (3 196 020.00)

	1600
	Tax receivables
	345 000.00 
	
	800 000.00 
	
	455 000.00 

	1700
	Inventories
	7 459 734.00 
	
	9 605 841.00 
	
	2 146 107.00 

	1800
	Prepaid expenses
	820 300.00 
	
	1 450 000.00 
	
	629 700.00 

	1900
	Deferred expenses
	1 200.00 
	
	-   
	
	 (1 200.00)

	2000
	LONG TERM ASSETS
	22 084 674.00 
	
	30 415 550.00 
	
	8 330 876.00

	2100
	Property, plant and equipment
	16 234 674.00 
	
	21 465 550.00 
	
	5 230 876.00 

	2700
	Long term receivables
	-   
	
	4 100 000.00 
	
	4 100 000.00 

	2800
	Long term investments
	3 850 000.00 
	
	3 850 000.00 
	
	-   

	2900
	Intangible assets
	2 000 000.00 
	
	1 000 000.00 
	
	 (1 000 000.00)

	3000
	CURRENT LIABILITIES
	
	27 654 690.00
	   
	22 867 088.00 
	 (4 787 602.00)

	3100
	Accounts payable
	
	5 195 000.00 
	   
	1 600 000.00 
	 (3 595 000.00)

	3200
	Advances received from customers
	
	3 426 990.00 
	   
	1 900 000.00 
	 (1 526 990.00)

	3300
	Short term debts
	
	6 800 000.00 
	   
	8 000 000.00 
	1 200 000.00 

	3400
	Taxes payable
	
	5 655 798.00 
	   
	3 430 000.00 
	 (2 225 798.00)

	3410
	Profit tax
	
	4 231 232.00 
	   
	6 000 000.00 
	1 768 768.00 

	3500
	Accrued liabilities
	
	2 345 670.00 
	   
	1 937 088.00 
	 (408 582.00)

	4000
	LONG TERM LIABILITIES
	
	-   
	   
	15 000 000.00 
	15 000 000.00

	4400
	Long term loans
	
	
	   
	15 000 000.00 
	15 000 000.00 

	5000
	EQUITY
	
	15 652 160.00
	   
	30 615 045.00 
	14 962 885.00

	5100
	Authorized capital
	
	9 500 000.00 
	   
	9 500 000.00 
	-   

	5400
	Additional unpaid capital
	
	4 500 000.00 
	   
	4 500 000.00 
	-   

	5600
	Retained earnings
	
	1 652 160.00
	   
	16 615 045.00 
	14 962 885.00

	 
	Total
	43 306 850.00
	43 306 850.00
	68 482 133.00
	68 482 133.00 
	-   


	CASH FLOW STATEMENT
	

	ОАО "ABC"
	

	for the year 1998
	

	
	Rubles

	NET INCOME BEFORE PROFIT TAX
	20 962 885.00

	Net profit adjustments
	

	Depreciation of PP&E
	1 151 363.00 

	Amortization of intangible assets
	1 000 000.00 

	Profit (loss) from PP&E disposal
	(450 464.00)

	Income from interest
	(386 023.00)

	Interest expenses
	435 938.00 

	Operating income before changes in wording capital 
	22 713 699.00 

	
	

	Operating activity
	

	Changes in operating assets
	       

	Short term investments
	(5 497 284.00)

	Accounts receivable
	(8 317 302.00)

	Short term receivables
	3 582 043.00 

	Tax receivables
	(455 000.00)

	Inventories
	(2 146 107.00)

	Prepaid expenses
	(629 700.00)

	Deferred expenses
	1 200.00 

	Long term receivables
	(4 100 000.00)

	
	

	Changes in operating liabilities
	         

	Accounts receivable
	(3 595 000.00)

	Advances received from customers 
	(1 526 990.00)

	Taxes payable
	(2 225 798.00)

	Accrued liabilities
	(844 520.00)

	
	

	Total cash flow from operating activity
	(3 040 759.00) 

	Profit tax paid
	(4 231 232.00)

	Total net cash flow from operating activity
	(7 271 991.00)

	
	

	Investment activity
	

	Sales of PP&E
	3 278 425.00 

	Acquisition of PP&E
	(9 210 200.00)

	Total net cash flow from investment activity
	(5 931 775.00)

	
	

	Financial activity
	

	Short term loans received
	8 000 000.00 

	Repayment of short term loans
	(6 800 000.00)

	Receiving of long term loans
	15 000 000.00 

	Total net cash flow from financial activity
	16 200 000.00 

	
	

	Total net changes in cash 
	2 996 234.00 

	
	

	Opening cash balance
	2 324 785.00

	Closing cash balance
	5 321 019.00

	
	

	Net cash flow
	2 996 234.00  


CHANGES IN EQUITY STATEMENT

For the period January 1 to December 31, 1998

	Company: ОАО "АВС"
	
	
	

	Industry: Food industry
	
	
	
	

	Place of Registration: Veliky Novgorod
	
	
	
	

	Monetary Unit: Ruble
	
	
	
	

	
	
	
	
	

	Items
	Shareholder's Equity
	Revaluation Surplus
	Retained Earnings
	Total

	
	
	
	
	

	Balance as of January 1, 1998
	9 500 000.00
	4 500 000.00
	1 652 160.00 
	15 652 160.00

	
	
	
	
	

	Profit of the Reporting Period
	
	
	13 233 938.00
	13 233 938.00

	
	
	
	
	

	Transformation effect 
	
	
	1 728 947.00
	1 728 947.00

	
	
	
	
	

	Balance as of December 31, 1998 
	9 500 000.00
	4 500 000.00
	16 615 045.00
	30 615 045.00


III. Conclusion

This example can be adjusted and mirrored to enable you to perform a transformation for any company.  Remember that each company has its own characteristics, employs varying accounting policies and keeps its records in different formats.     As such, the chart of accounts, and resulting adjustment and reclassifications will differ from enterprise to enterprise. 

During the course of a transformation you may generate a significant number of working papers and schedules that must be controlled and maintained for audit purposes as well as to prepare the final financial statements themselves.  To assist you with this, the next section of this website contains ELECTRONIC TRANSFORMATION MODEL where we have used the data from this example.  Like any computer tool, however, it is first necessary for the user to understand the principals involved before automating them 

IV. ATTACHEMENTS

A. ATTACHEMENT 1. Background information and a copy of accounting policy of the company 
1. Short characteristics of OAO ABC

Company location

OAO  ABC was founded on March 5, 1993 and is located at: Rabochaya, 25, Samara, 443010, Russia.

Legal status of the company

JSC  "ABC" is a legal entity, maintaining its own balance sheet and trademark Founders of OAO  "ABC" include individuals and legal entities. The lifetime of the company is unlimited.

The business activities of the company are regulated by the current legislation of the Russian Federation as well as the By-laws of the company. 

Authorized capital of the company

Authorized capital of the company is 9,500,000.00  rubles as of December 31, 1998, which is represented by the nominal cost of shares, distributed among the founders of the company. Paid shares amount to 8,550,000.00 rubles. The remaining 950,000.00 represent founders' payables of dues to the authorized capital. 

Core business activities of the company

Core business activity of the company is production and sale of carbonated aromatized fruit drinks. 

Other current business activities of the company

The company carries out other types of activities:

· Renting out property

· Other types of activities not prohibited by law 

Management structure of the company

The primary controlling body of OAO "ABC" is the shareholders meeting, convened at least once a year.  Management of the Company is conducted by a General Director. 

Dividends

Dividends accrual is done by the decision of the shareholders' meeting, which determines the dividends amount. 

Number of employees

Number of employees of JSC “ABC” as of December 31, 1998 is 700 people:

· production staff – 500 people;

· non production staff – 150 people;

· management – 50 people.

Company development 

Main area of development of the company is development of new assortment items and improvement of the distribution system. 

Financial reporting 

The reporting currency is ruble. The accuracy of numerical data in the financial statements is one ruble.

2. A copy of the accounting policy of JSC "ABC"

The aforementioned articles are the main points of accounting policy of the OAO "ABC" 

Income

Income from sales of products and services recognized at shipment time and customers billing, excluding VAT (value added tax)
Accounts receivable

Accounts receivable are valued at contract value, reserves for bad debt are not established.

Earnings of the Future Periods and Prepaid Expenses

The earnings of the future periods are accounted on a separate account. These earnings are included in the income of the company during the related reporting period in the future. 

Prepaid expenses are charged to the cost of goods sold during the related period.

Property, plant and equipment 

· Property, plant and equipment include only items with useful life of more than one year with the cost of more than 100 minimum monthly wages.

· Property, plant and equipment are recorded at their acquisition cost, including purchase, transportation, assembly and other costs, related to bringing the items to operating condition. 

· Property, plant and equipment are categorized based on their type and functional purpose 

· The increase of the book value of a PP&E item, as a result of revaluation, is reflected on the "Property value increase resulting from revaluation" account in the "Equity Capital" section. The decrease in book value, as a result of revaluation, is reflected as decrease in the account " Property value increase resulting from revaluation". 

· Disposal of fixed assets is recorded at their carrying value. When a revalued asset is disposed, the account "Property value increase resulting from revaluation" is adjusted by writing charging its part, related to the disposed item to retained earnings. 

· Interest on loans borrowed for PP&E construction financing is capitalized during the period, which is necessary for their preparation, as part of asset cost. 

Depreciation of PPE

· When determining the fixed asset useful life period the company uses the norms determined by the decree of the # 1072 of the Council of Ministers of 22.10.90. 

· Depreciation is applied using straight line methods assuming that the residual value after the end of the useful life period would equal to zero. 

· The accrual of depreciation begins on the first day of the month following the introduction of a fixed asset into operation. For disposed PPE, the accrual of depreciation stops on the first of the month following the disposal. 

· The following depreciation rates have been used during the reporting period

	PP&E Group
	Average Useful Life
	Average Annual Depreciation Rate

	1. Buildings
	50 years
	2 %

	2. Equipment
	10 years
	10 %

	3. Transportation means
	8 years
	12 %


PPE, rented out without transferring the ownership (operating lease)

· All PPE, rented out by the company without transferring the ownership are classified as operating lease. They are recorded as PPE of the company. 

· The amount of lease payments is recorded as income during the lease period.

· All service and maintenance costs of rented PPE include the depreciation amount.

· Costs incurred by the company during the reporting period, correspond with the lease income, received during the same reporting period.

· In the income statement the amount of expenses of servicing the asset and accrued depreciation is recorded as non-operating expenses, and rent income is recorded as non-operating income. 

Intangible assets

· Intangible assets of the Company include patents, licenses, technological and project research. 

· Minimal useful life of intangible assets is one year with maximum life of 10 years.

· Straight-line method of amortization is used for intangible assets.  Amortization is based on the useful life of an asset. When calculating amortization of intangible assets, residual value is not determined.

· Cost of intangible assets is recorded according with actual costs of their acquisition. 
Inventories

· Inventories are accounted for at their actual cost. 

Low value items and items with short useful life

· Low value items and items with short useful life include property objects with the value of 100 minimum monthly wages regardless of their useful life period. 

· Low value items are recorded as current assets of the company. 

· Charging low value items to expenses is done by accruing their depreciation in amount of 50% of their historical value at the moment when they are put into operation and 50% at the moment when they are disposed.

Long-term investments

· Long-term investments include investments in the authorized capital of other companies, regardless of the amount. The share of capital, paid in when establishing subsidiaries and dependent companies is recorded in the same way. 

· Subsidiaries with 51% to 100% of authorized capital belonging to the main company maintain their own balance sheet and submit financial statements separately from the stock company. 

· Dividends received from long term investments are recorded as other non-operating income. 

Cost of goods calculation

· The accounting of production costs is done by dividing those costs into two categories: direct and indirect costs. Direct costs are charged to the accounts "Main Production" and "Auxiliary Production", whereas indirect costs are charged to accounts "General Production Expenses" and "General Expenses"

· At the end of the reporting period the indirect production costs, including general and administrative costs are included into the cost of production proportionally to the direct production costs, including the following cost items:

1. Raw materials costs;


2.
Wages for main employees;

3.
Energy and fuel expenses;

· Work in progress is valued at planned cost of production.

· Finished products are valued at actual cost of production. 

· All direct costs related to the production process, production overhead, general and administrative costs are included in the cost of work in progress. 

· Commercial expenses are included into the periodical costs and are written down in the period when they are incurred.

· Commercial expenses include:

1.
Product advertising;


2.
Wages and commission for salesmen;

3.
Depreciation of buildings, premises and trading equipment;

4.
Travel and business development;

5.
Transportation costs;

6.
Utility expenses of the commercial department.

Administrative expenses include: 

1. Management wages with social security payments;

2. Depreciation of administrative buildings and office equipment;

3. Utilities;

4. Payments for lawyer, consultant and auditor services;

5. Office supplies purchase

Capital accounting and dividend policy

· The Capital section of the report includes:

Stock capital;

Unpaid capital;

Reserve capital;

Retained earnings of the previous years;

Retained earnings of the current year

· The company By-laws provide for increase of the authorized capital through the increase of the nominal value of the issued shares or through issuing additional shares.

· Repurchased shares are recorded at actual cost of purchase. Cost of repurchased shares is credited to the account "Repurchased shares". 

· Regularity and procedure of dividends distribution is determined according to the company by-laws and shareholders' decisions:

· Preferred shares dividends are accrued annually in amount of 70 % of their nominal value (according to the company by-laws) 

· Ordinary share dividends are accrued according to the decision of the shareholders meeting.

Bank loans

· Bank loans for the period of less than 1 year are recorded as current liabilities. 

· Loans for the period over one year are recorded as non-current liabilities.

· Amount of accrued interest is recorded in the account "Loans" using an additional sub-account for accrued interest.

· Loan costs are recognized as expenses of the period when they are incurred. When obtaining a loan for a specific type of qualifying asset, interest on this loan is charged to the cost of that asset before it is put into operation. 

· Loan interest payment expenses are recorded in the account "Profit and losses" In the Income Statement the interest amount is recorded on a separate line.

Cash and cash equivalents

Cash and cash equivalents include petty cash, cash in bank accounts, notes. 

Correction of errors of previous accounting periods

In the case of discovering income or expenses related to the previous reporting periods they are recorded among other income or expenses as profit or losses of the previous years, discovered in the reporting period.

B. ATTACHEMENT 2.  Financial information concerning JSC "ABC" 

1.  A copy of the balance sheet as of December 31, 1998 
(These financial statements of the company are used for informative purposes only) 

	ASSETS
	
	Code
	

	1
	
	2
	3
	4

	1. Non-current assets
	
	
	
	

	Intangible assets (04,05):
	
	110
	
	1 000 000.00

	Including:

    Organizational costs*(04)
	
	111
	
	

	   Patents, licenses, brands, other rights and assets similar to those mentioned  ((05)
	
	112
	
	

	Property Plant and Equipment (01, 02, 03):
	
	120
	
	16 453 050.00

	    Land and mineral resources
	
	121
	
	

	Buildings, plants and equipment
	
	122
	
	

	Construction in process (07, 08, 61)
	
	130
	
	5 000 000.00

	Gain on investments in material values (03)
	
	135
	
	

	Long-term financial investments (06, 82)
	
	140
	
	3 850 000.00

	Other non-current assets 
	
	150
	
	

	Total of section 1
	
	080
	
	26 303 050.00

	II.  Current assets
	
	
	
	

	Inventories

Including:

Raw materials, materials and other similar values (10, 15, 16)
	
	211
	
	3 356 166.00

	Animals for breeding and feeding (11)
	
	212
	
	

	Low value & Short life items (12, 13, 16)
	
	213
	
	32 500.00

	Work in process (20,21,23, 29, 30, 36, 44)
	214
	
	1 416 025.00

	Prepaid expenses (31)
	
	217
	
	750 000.00

	Finished goods and goods for resale (40, 41)
	
	215
	
	6 492 682.00

	Goods in transit (45):
	
	216
	
	

	Other inventory and expenditures
	
	218
	
	

	Value added tax on purchased values (19)
	
	220
	
	800 000.00

	Accounts receivable (due in more than 12 months after the reporting date) 
	
	230
	
	

	Accounts receivable (due within 12 months after the reporting date):

Including:

Customers and clients (62, 76, 82) 
	
	240

241
	
	13 518 000.00

	Notes receivable (62)
	
	242
	
	4 100 000.00

	Accounts receivable from subsidiary and associated partnerships (78)
	
	243
	
	250 000.00

	Contributions receivable from founders (participants) due to:

Charter fund (75) 
	
	244
	
	950 000.00

	Advances paid (61)
	
	245
	
	700 000.00

	Other debtors
	
	246
	
	

	Short-term financial investments (56, 58, 82)
	
	250
	
	5 785 700.00

	Cash:
	
	260
	
	

	Cash on hand (50)
	
	261
	
	5 000.00

	Settlement account (51)
	
	262
	
	2 956 019.00

	Foreign currency account (52)
	
	263
	
	2 360 000.00

	Other cash (55, 56, 57)
	
	264
	
	

	Other inventory
	
	270
	
	

	Total of section II
	
	290
	
	43 472 092.00

	III. Losses 
	330
	
	

	Uncovered losses for prior years (88)
	
	310
	
	

	Uncovered loss for current

 Year
	320
	
	

	Total of section III 
	
	390
	
	

	BALANCE (total of lines 190+290+390)
	399
	
	69 775 142.00

	
	
	
	
	

	IV. Capital and Reserves 
	
	
	
	

	Charter Fund (85)
	
	410
	
	9 500 000.00

	Additional capital (87)
	420
	
	4 500 000.00

	Reserve Fund (86)
	
	430
	
	

	Accumulation Fund (88)
	
	440
	
	1 652 160.00

	Social sphere fund (88)
	450
	
	

	Special financing and revenue (96)
	
	460
	
	

	Retained earnings for prior years (88)
	
	470
	
	

	Retained earnings of current year (88)
	
	480
	
	16 691 832.00

	Total of section IV
	
	480
	
	32 343 992.00

	V. Long-term liabilities
	
	
	
	

	Loans (92, 95)
	
	510
	
	15 000 000.00

	Other long-term liabilities
	
	520
	
	

	Total of section V
	
	
	
	15 000 000.00

	VI. Short-term liabilities
	
	
	
	

	Loans (92, 95)
	
	600
	
	8 000 000.00

	Bank credits for employees (93)
	
	610
	
	

	Sort-term loans (94)
	
	620
	
	

	Accounts payable:

Including
	
	621
	
	1 600 000.00

	For goods, works and services (60, 76)( 
	
	
	
	

	Notes payable (60)
	622
	
	

	Due to subsidiary and associated partnerships (78)
	
	623
	
	

	Settlements with personnel for labor payment (70)
	
	624
	
	

	Settlements with social security (69)
	
	625
	
	645 000.00

	Settlements with budget (68)
	626
	
	9 430 000.00

	Advances received from customers and clients (64)
	
	627
	
	1 900 000.00

	Settlements with other creditors
	
	628
	
	75 000.00

	Payments of dividends (75) 
	
	630
	
	

	Deferred revenue (83)
	
	640
	
	

	Special designation funds (88)
	
	650
	
	

	Reserve of future expenses 

And payments (89)
	660
	
	781 150.00

	Other short-term liabilities
	
	670
	
	

	Total of section VI
	
	690
	
	22 431 150.00

	BALANCE (total of lines 490+590+690)
	
	699
	
	69 775 142.00

	*Data is not included in the balance

	**When calculating line 480, data is subject to deduction


2. Income Statement for 1998
Income Statement 

for the period from January 1, 1998 to December 31, 1998
	Item


	Code
	For reporting period

	1
	2
	3

	Income (net) from sales of goods, products, work, services (excluding VAT, excises and similar mandatory payments.
	010
	273 735 819.00

	Cost of sales of goods, work, services
	020
	(238 199 667.00)

	Commercial costs
	030
	(16 083 457.00)

	Administrative costs
	040
	-

	Profit (loss) from realization (lines 010 – 020 – 030 – 040)
	050
	19 452 695.00 

	Interest receivable
	060
	-

	Interest payable 
	070
	-

	Income from participation in other organizations 
	080
	-

	Other operating income 
	090
	-

	Other operating expenses 
	100
	-

	Profit (loss) from business activity (lines 050 + 060 - 070 + 080 + 090 - 100) 
	110
	19 452 695.00 

	Other income unrelated to sales
	120
	596 198.00 

	Other expenses unrelated to sales 
	130
	(32 000.00)

	Profit (loss) of the reporting period (lines 110 + 120 - 130)
	140
	20 016 893.00 

	Profit tax
	150
	(6 005 068.00)

	Expenses after tax
	160
	-

	Retained earnings (losses) of the reporting period (lines 140 - 150 - 160)
	170
	14 011 825.00 


3. Financial Information Related to Fixed Assets
The following financial information will prove useful when reviewing the December 31, 1998 balance sheet of JSC «ABC».  The next few pages display the composition of the fixed assets accounts of JSC «ABC» as of December 31, 1998 (all amounts are stated in rubles):

	
	Land
	Buildings
	Machinery,

Equipment
	Motor Vehicles
	Others
	Furniture, Fixtures
	Total

	Historical cost as of Dec 31, 1998
	1 500 000.00
	7 600 000.00
	8 624 000.00
	1 500 000.00
	25 000.00
	2 554 500.00
	21 778 500.00

	Accrued depreciation for the period 
	
	98 788.00
	647 115.00
	165 788.00
	12 500.00
	227 172.00
	1 151 363.00 

	Accumulated depreciation as of Dec 31, 1998
	
	458 000.00
	3 000 157.00
	768 624.00
	12 500.00
	1 098 669.00
	5 3 25 450.00

	Balance cost as of Dec 31, 1998
	1 500 000.00
	7 142 000.00
	5 623 843.00
	731 376.00
	12 500.00
	1 455 831.00
	16 453 050.00

	
	
	

	04 – Intangible Assets
Description
	Purchase

Date
	Purchase

Price

	License Agreement
	Jan-94
	5 000 000.00

	05 - Amortization of Intangible Assets
	
	

	Description
	Cr.
	Total Cr.

	Amortization of License Agreement
	Jan-94
	4 000 000.00

	
	
	

	06.01 - Shares and Stocks
	
	

	Description
	Dr.
	Total Dr.

	Selchozagrofirm
	850 000.00
	850 000.00


Additional information related to account 06.01:
	Purchase

Date
	Number

Of Shares

Purchased
	Acquisition

Price

Per Share
	Unaccrued

Dividends

At Year-End

	31-Dec-98
	1 000
	850
	- 0 -


Note:  This investment represents 15% ownership in Selchozagrofirm.  No dividends were declared during 1998.
	
	
	

	06.03 - Loans Provided (Investment in Local Company) - (Long-Term)

	Description
	Dr.
	Total Dr.

	Russian Food Company
	3 000 000.00
	3 000 000.00


Additional information related to account 06.03:

	Annual Rate
	Term

(In Years)
	Monthly

Interest

Income
	Purchase

Date
	Date 

Due
	Unaccrued

Interest

At Year-End

	35.00%
	2
	87 500
	30-Jun-98
	30-Jun-2000
	- 0 -


Note: Interest is paid every six months.
	07.02 - Imported Equipment to be Installed
	
	

	Description
	Dr.
	Total Dr.

	State-of-the-art Bottling Line - Mini 2000
	5 000 000.00
	5 000 000.00


4. Financial information concerning inventories

	10.01 - Raw Materials
	
	

	
	Dr.
	Total Dr.

	
	
	1 608 390.00

	
	
	

	10.06 - Other Materials
	
	

	
	Dr.
	Total Dr.

	Other
	
	1 747 776.00

	
	
	

	12.00 - Low Value and Short-Life Inventory Items
	

	
	Dr.
	Total Dr.

	Low Value with the life cycle of less than 1 year 
	65 000.00
	65 000.00

	
	
	

	13.00 - Depreciation of Low Value & Short-Life Inventory Items

	
	Cr.
	Total Cr.

	
	32 500.00
	32 500.00

	

	5. Description of the items included into account "Expenses of Future Periods"



	31 – Prepaid Expenses
	
	

	Description
	Dr.
	Total Dr.

	For January - June 1997 storage space rental in Saratov
	750 000.00
	750 000.00

	

	6. Details on short term investments

	
	
	

	58.01 - Bonds and Other Securities
	
	

	Description
	Dr.
	Total Dr.

	Certificate of Deposit
	1 000 000.00
	

	National Bank Treasury Bond
	4 285 700.00
	5 285 700.00


Additional information related to account 58.01:
	
	Annual Rate
	Term

(In Years)
	Monthly

Interest

Income
	Purchase

Date
	Date 

Due
	Unaccrued

Interest

At Year-End

	Treasury Bond
	45.00%
	0.50
	37 500.00
	1-Dec-98
	1-Jun-99
	 37 500.00

	Certificate of deposit
	40.00%
	1
	142 857.00
	1-Dec-98
	1-Dec-99
	142 857.00


Note:  Interest will be paid at maturity.

	58.03 - Loans Provided (Investment in Local Company) - (Short-Term)

	Name of Organization
	Dr.
	Total Dr.

	Russian Food Company
	500 000.00
	500 000.00


Additional information related to account 58.03:
	Annual Rate
	Term

(In Years)
	Monthly

Interest

Income
	Purchase

Date
	Date 

Due
	Unaccrued

Interest

At Year-End

	50.00%
	0.50
	20 833.00
	1-Aug-98
	1-Feb-99
	 41 666.00


Note:  Interest is paid every three months.
	7.  Details on settlements with suppliers and contractors  


	60 - Settlements with Suppliers and Contractors
	

	Name of Organization
	Cr.
	Total Cr.

	Dahar Sugar Company
	320 000.00
	

	ALTEK
	360 000.00
	

	Greek Trading House
	860 000.00
	1 540 000.00

	
	
	

	61 – Settlements with Suppliers for Advances Paid
	

	Name of Organization
	Dr.
	Total Dr.

	Pam’s Plastic Palace
	200 000.00
	

	Fruit Distributor Samarskiye Sady
	250 000.00
	
	

	Uzbek Fruit Supplier
	250 000.00
	700 000.00

	
	
	

	8. Details on settlements with buyers and customers  

	
	

	62.01 – Settlements with Buyers and Customers
	

	Name of Organization
	Dr.
	Total Dr.

	Irbis
	3 680 000.00
	

	Mozhaiski Sanitarium
	1 810 000.00
	

	Chevron
	4 428 000.00
	

	Yurich  Company
	650 000.00
	

	Shopping center Aquarium 
	132 000.00
	

	Philip Morris
	3 600 000.00
	14 300 000.00

	
	
	

	62.03 - Notes Receivable
	
	

	Name of Organization
	Dr.
	Total Dr.

	a) Irbis
	1 540 000.00
	

	b) Mozhaiski Sanitarium
	2 000 000.00
	

	c) Philip Morris
	560 000.00
	4 100 000.00


Additional information related to account 62.03:
	
	Annual Rate
	Term

(In Years)
	Monthly

Interest

Income
	Purchase

Date
	Date 

Due
	Unaccrued

Interest

At Year-End

	a)
	24.00%
	1.50
	30 800.00
	1-Nov-98
	1-May-2000
	61 600.00

	b)
	24.00%
	1.50
	40 000.00
	1-Nov-98
	1-May-2000
	80 000.00

	c)
	24.00%
	1.50
	11 200.00
	1-Nov-98
	1-May-2000
	22 400.00


Note:  Interest is paid every three months.
	64 – Settlements with Customers for Advances Received
	

	Name of Organizations
	Cr.
	Total Cr.

	State University
	700 000.00
	

	Shopping center Parus 
	1 200 000.00
	1 900 000.00


	9. Details on settlements on contributions into charter fund   

	
	
	

	75.01 - Settlements on Contributions into Charter Fund
	

	Name of Founder
	Dr.
	Total Dr.

	Gladkov Vladislav
	475 000.00
	

	Dennis Mur
	475 000.00
	950 000.00

	
	
	

	10. Details on settlements with other debtors and creditors   

	
	

	76 – Settlements with Other Debtors and Creditors
	

	Name of Organization
	Cr.
	Total Cr.

	Ed’s Electric Company
	20 000.00
	

	Ulla Utilities Company
	40 000.00
	60 000.00

	
	
	

	11. Details on settlements with related parties    

	
	
	

	78.02 – Settlements with Related Parties
	
	

	Name of Organization
	Dr.
	Total Dr.

	Astrofirm
	130 000.00
	

	Company Nur
	120 000.00
	250 000.00

	
	
	

	
	
	

	12. Details on provisions for doubtful debts    

	
	
	

	82 - Provision for Doubtful Debts
	
	

	Description
	Cr.
	Total Cr.

	Company Yurich
	650 000.00
	

	Shopping center Aquarium
	132 000.00
	782 000.00

	
	
	


	13. details on equity accounts    

	
	
	

	85.00 - Charter Fund
	
	

	Description
	Cr.
	Total Cr.

	
	9 500 000.00
	9 500 000.00

	87.01 – Additional capital
	
	

	Description 
	Cr.
	Total Cr.

	Revaluation surplus 
	4 500 000.00
	4 500 000.00

	
	
	

	
	
	

	88.01 - Retained Earnings/Uncovered Loss 
	
	

	Description
	Cr.
	Total Cr.

	
	16 691 832.00
	16 691 832.00

	
	
	

	88.03 – Accumulation Fund 
	
	

	Description
	Cr.
	Total Cr.

	
	1 652 160.00
	1 652 160.00

	
	
	

	89.02 – Reserve of future expenses and payments
	
	

	Description
	Cr.
	Total Cr.

	
	781 150.00
	781 150.00

	
	
	

	14. details on short term and long term bank credits     

	
	
	

	90 - Short-Term Bank Credits
	
	

	Name of Creditor
	Cr.
	Total Cr.

	Bank  Russkiy credit (3 month term at 11,25%)
	3 500 000.00
	

	Amro-Bank ABN, (3 month term at 12,50%)
	4 500 000.00
	8 000 000.00


Additional information related to account 90:
	Principal Amount
	Date

of Loan
	Due

Date
	Monthly

Interest Expense
	Unaccrued

Interest

at Year-End

	3 500 000.00
	1-Dec-98
	1-Mar-99
	131 250.00
	131 250.00

	4 500 000.00
	1-Dec-98
	1-Mar-99
	187 500.00
	187 500.00


Note:  Interest expense is to be paid on due date using a simple interest computation.
	92 - Long-Term Bank Credits
	
	

	Name of Organization
	Cr.
	Total Cr.

	Bank Solidarnost (3 year term at 32%)
	7 500 000.00
	

	Alpha-Bank, (2 year term at 25%)
	7 500 000.00
	15 000 000.00


Additional information related to account 92:
	Principal Amount
	Date

Of Loan
	Due

Date
	Monthly

Interest Expense
	Unaccrued

Interest

At Year-End

	7 500 000.00
	5-Jan-98
	5-Jan-2000
	 200 000.00
	- 0 -

	7 500 000.00
	1-Apr-98
	1-Apr-2000
	 156 250.00
	- 0 -


Note:  Interest expense on bank loans are paid on a calendar quarter using a simple interest computation
15. chart of accounts of the company
Code 
Account Name

01.
Property, Plant and Equipment 

01.1
Land

01.2
Buildings

01.3
Construction

01.4
Equipment for Data Transmission

01.5
Power Machines and Equipment

01.6
Working Machines and Equipment (Refrigerators)

01.7
Computers and Office Equipment

02.
Accumulated Depreciation

02.21
Accumulated Depreciation/ Buildings 

02.22
Accumulated Depreciation/ Constructions

02.31
Accumulated Depreciation/ Equipment for Data Transmission

02.32
Accumulated Depreciation/ Power Machines and Equipment

02.4
Accumulated Depreciation/ Working Machines and Equipment (Refrigerators)

02.5
Accumulated Depreciation/ Computers and Office Equipment

02.6
Accumulated Depreciation/ Other PPE

04.
Intangible Assets

04.6
Other Intangible Assets

05.
Amortization of Intangible Assets

05.6
Amortization of Other Intangible Assets

06.
Long-term financial assets

06.1
Stocks and shares

06.3
Investment in loans

07.
Equipment to be installed

08.
Capital Expenditures in Process

10.
Materials 

10.1
Raw Materials

10.3
Fuel

10.4
Tare and Tare Materials

10.5
Spare Parts

10.6
Other Materials

10.8
Construction Materials and Others

12.
Low Value & Short Life Items

12.1
Low Value Items in Stock

12.2
Low Value Items in Use

13.
Depreciation of LVI

16.
Variance in cost of materials

19.
VAT recoverable

20.
Work-in-Process

21.
Semi-products of own production

31.
Deferred expenses

40.
Finished Goods 

50.
Cash

50.1
Petty Cash Account

51.
Bank Account

52.
Foreign Currency Account

58.
Short term financial investments

58.1
Bonds and other short-term financial investments 

58.3
Investment in loans 

60.
Settlements with Suppliers and Contractors

61.
Advance payments given 

62.
Settlements with Customers and Consumers

62.1
Settlements with Customers and Consumers

62.3
Promissory Notes received

64.
Advance payments received 

67.
Settlements on Non-Budgetary Payments

67.1
Settlements with Road Fund

67.2
Settlements with Employment Fund

68.
State Budget Settlements

68.1
Current Income Tax Payable

68.2
VAT Payable to the Budget

68.3
Settlements with Budget for Operations with Securities

68.4
Property Tax Settlements

68.5
Settlements with Budget for Excise

68.6
Settlements with Budget for Tax on Transportation

68.7
Settlements with Budget on Personal Income Tax

69.
Settlements on Social Insurance and Pension Benefits

69.1
Settlements on Social Insurance

69.2
Settlements on Pension Benefits

69.3
Settlements on Medical Insurance

69.4
Settlements with Employment Fund

69.5
Settlements with Trade Union 

70.
Settlements with Personnel on Wages & Salaries

71.
Settlements with Accountable Persons

73.
Settlements with Personnel on Other Operations

75.
Settlements with Founders

76.
Settlements with Different Debtors and Creditors

76.1
Interest receivable 

76.2
Interest payable

78.
Settlements with subsidiaries

78.2
Settlements with subsidiaries

82.
Allowance for doubtful accounts 

85.
Charter Fund 

86.
Reserve Capital

88.1
Retained Earnings (Uncovered Loss) for Reporting Year

88.2
Retained Earnings (Uncovered Loss) of Past Years

88.3
Special Purpose Funds

89.
Reserve of future expenses and payments

87.1
Revaluation of PPE

90.
Short-Term Bank Loans

92.
Long-Term Bank Loans

92.1
Accrued interest 

94.
Short-Term Loans from Non-Bank Institutions

c. Attachement 3  General Chart of Accounts for Financial - Business Activities of entities
	1000
	CURRENT ASSETS

	1100
	Cash

	1110
	Cash

	
	

	1200
	Bank

	1210
	Local Bank – national currency accounts

	1220
	Local Bank – foreign currency accounts

	1230
	International Bank 

	
	

	1300
	Short-term Investments

	1310
	Marketable securities

	1320
	Federal and state  securities

	1330
	Bonds, mutual funds and annuities

	1390
	Other short-term investments

	
	

	1400
	Accounts Receivable

	1401
	Accounts receivable

	1402
	Accounts receivable (related parties) 

	1495
	Allowance for doubtful accounts

	
	

	1500
	Short-term accounts receivable

	1510
	Notes receivable (less than one year)

	1520
	Accounts receivable from associated partnerships

	1530
	Accounts receivable from employees and directors

	1540
	Current portion of long-term accounts receivable and investments

	1550
	Interests receivable

	1560
	Dividends receivable

	1580
	Other receivables

	
	

	1595
	Payments receivable from members (founders) to Charter fund

	
	

	1600
	Prepaid taxes 

	1610
	Prepaid Profit Tax 

	1620
	Prepaid VAT

	1630
	Prepaid Personal Income Tax

	1640
	Non-budget funds 

	1650
	Taxes recoverable 

	1660
	Other taxes 

	
	

	1700
	Inventory

	1710.
	Main inventory

	1711.
	Materials

	1712.
	Purchased semi-finished products and parts

	1713.
	Fuel

	1714.
	Packaging and packaging materials 

	1715.
	Spare parts

	1716.
	Construction materials

	1720.
	Work in progress

	1730.
	Finished products 

	1740.
	Goods

	1790.
	Other materials

	
	

	1800
	Prepaid Expenses

	1810
	Prepaid materials 

	1820
	Prepaid services

	1830
	Rent prepayments

	1840
	Other prepayments

	
	

	1900
	Deferred Charges

	1910
	Short-term deferred expenses – costs

	1920
	Short-term deferred expenses – taxes

	1930
	Short-term deferred expenses – other 

	1990 
	Other current assets


	2000
	LONG-TERM ASSETS

	2100
	Property, Plant Equipment 

	2110
	Land

	2120
	Construction-in-process

	2150
	Buildings, plants

	2190
	Accumulated depreciation – buildings and plants

	2200
	Machinery

	2201
	Equipment to be installed

	2290
	Accumulated depreciation – machinery

	2300
	Office equipment

	2390
	Accumulated depreciation – office equipment

	2400
	Vehicles

	2490
	Accumulated depreciation – vehicles

	2500
	Leasehold improvements

	2590
	Accumulated depreciation – leasehold improvements

	2600
	Other

	2690
	Accumulated depreciation – other

	
	

	2700
	Long-term receivables

	2710
	Notes receivable

	2720
	Loans to customers

	2730
	Long-term deferred expenses

	2790
	Other long-term receivables

	
	

	2800
	Long-term Investments

	2801
	Long term investments – in stocks  

	2802
	Long term investments – in loans  

	2810
	Bonds

	2820
	Investments in subsidiary companies

	2830
	Investments in joint-ventures 

	2840
	Investments into associated companies 

	2890
	Other long-term investments

	
	

	2900
	Intangible Assets

	2910
	Goodwill

	2919
	Accumulated amortization of intangible assets – goodwill

	2920
	Patents, licenses

	2929
	Accumulated amortization of intangible assets – patents, licenses 

	2930
	Trademarks 

	2939
	Accumulated amortization of intangible assets – trademarks

	2940
	Organization costs

	2949
	Accumulated amortization of intangible assets – organization costs

	2950
	Other intangible assets

	2959
	Accumulated amortization of intangible assets – other assets


	3000
	CURRENT LIABILITIES

	3100
	Accounts payable

	3110
	Accounts payable

	3190
	Other payables



	3200 

3210

3220
	Advances received

Advances on Inventory

Advances on works & services

	3300
	Short-term Liabilities

	3310
	Amounts owed to banks

	3320
	Amounts owed to non-banking institutions

	3330
	Current portion of long-term debts

	3390
	Other short term liabilities 

	
	

	3400
	Taxes payable

	3410
	Profit taxes payable

	3420 
	VAT payable

	3430
	Payroll taxes payable

	3440 
	Excises payable

	3490
	Other taxes payable

	3491.
	Other taxes payable – property tax 

	3492.
	Other taxes payable – road tax 

	3493.
	Other taxes payable – land tax

	3494.
	Other taxes payable – 2 % from retail turnover 

	
	

	3500
	Accrued Liabilities

	3510
	Wages and salaries payable

	3520.
	Accrued payments to funds

	3521.
	Accrued payments to employment fund

	3522.
	Accrued payments to pension fund

	3523.
	Accrued payments to mandatory medical insurance fund

	3524.
	Accrued payments to social security fund

	3530.
	Accrued vacation advances and compensations

	3540
	Payable to employees, officers and directors 

	3550
	Accrued interests

	3560
	Dividends payable

	3570
	Accrued expenses for services

	3590
	Other accrued expenses

	3591
	Accruals to the Road Fund 

	
	

	3600
	Other Current Liabilities

	3610
	Discounts and premiums on bonds

	3620
	Liabilities for fees, royalties, commissions

	3630
	Warranties payable

	3640
	Payables to shareholders 

	3690
	Other short-term liabilities payable



	
	

	4000
	LONG-TERM LIABILITIES

	
	

	4100
	Long-term liabilities

	4110
	Bonds payable

	4120.
	Notes payable

	4121.
	Notes payable to non-banking institutions 

	4122.
	Notes payable to associated companies

	4123.
	Notes payable – other

	4130.
	Long term loans

	4140.
	Financial lease liabilities

	4190.
	Other long term liabilities

	
	

	4200
	Long-term deferred payables and other long-term liabilities

	4210
	Deferred profit tax liability

	4220
	Deferred VAT liabilities

	4230
	Deferred  bonds discounts

	4240
	Deferred bonds premium

	
	

	4300
	Other long-term liabilities

	
	

	5000
	OWNER’S EQUITY

	5100
	Charter Fund

	5101
	Common stock

	5102
	Preferred stock

	5103
	Shares, stocks

	
	

	5200
	Unpaid capital

	
	

	5300
	Additional paid-in capital

	
	

	5400
	Additional unpaid capital

	5401
	Additional unpaid capital from revaluation of PPE

	5402
	Additional unpaid capital from revaluation of investments

	
	

	5500
	Reserve capital

	
	

	5600
	Retained earnings

	5601
	Retained earnings/losses for the reporting year

	5602
	Retained earnings/losses for prior years 

	
	

	5700
	Total revenues and expenses

	
	


	6000
	OPERATING INCOME

	
	

	6100
	Income from sales

	
	

	6200
	Income from acquired goods 

	
	

	6300
	Lease  income

	
	

	6400
	Other operating income

	
	

	6500
	Sold goods return 

	
	

	6600
	Barter income

	
	

	7000
	OPERATING EXPENSES



	
	

	7100
	Cost of goods/services sold

	
	

	7101
	Cost of Goods Sold (to be used only by manufacturing companies)

	7110
	Materials purchased

	7120
	Labor

	7130
	Tax and benefits expenses

	7140
	Utilities

	7150
	Indirect materials

	7160
	Indirect labor

	7170
	Accumulated depreciation – PPE, intangible assets

	7180
	Repair and maintenance of PPE

	7190
	Other manufacturing costs

	
	

	7200
	Cost of goods sold, acquired to be sold



	7201
	Cost of Goods Sold (to be used only by merchandising firms)

	
	

	7210
	Acquisition/purchase

	7220
	Returns and discounts

	7230
	Freight expenses

	7240
	Other acquisition expenses

	7250
	Inventory adjustments

	
	

	7300 
	Cost of services related to lease

	
	

	7400
	Other

	
	

	8000
	Expenses of the period 

	
	

	8100
	Selling  (services) expenses

	8101
	Advertisement and sales promotion expenses

	8120
	Salaries and wages expenses

	8130
	Salary taxes and benefits expenses

	8140
	Transportation and storage expenses

	8150
	Bad debt expenses related to sales

	8190
	Other selling expenses

	
	

	8200
	GENERAL AND ADMINISTRATIVE EXPENSES

	8201
	Salary and wages expenses

	8202
	Payroll taxes and benefits expenses

	8203
	Services expenses

	8204
	Taxes and other deductions expenses

	8205
	Office supplies

	8206
	Communications (telephone, fax, etc.)

	8207
	Insurance

	8208
	Licenses and permits

	8209
	VAT – nonrecoverable

	8210
	Repair and maintenance of PPE

	8211
	Computer expenses

	
	

	8212
	Public relations

	8213
	Travel 

	8214
	PPE depreciation expenses

	8215
	Intangible assets amortization expenses

	8216
	Operating lease expenses 

	8217
	Penalties

	8218
	Other general and administrative expenses

	
	

	9000
	Non-operating Income and Expense

	
	

	9100
	Non-operating Income

	9110
	Income from PPE disposal

	9120
	Income from intangible assets disposal

	9130
	Income from securities disposal

	9140
	Interest income

	9150
	Income from foreign currency transactions arising from the difference in the exchange rate

	9160
	Income from dividends

	9170
	Other income

	
	

	9500
	Non-operating expenses

	9510
	Expenses related to the PPE disposal

	9520
	Expenses related to intangible assets disposal 

	9530
	Expenses related to securities disposal 

	9540
	Interest expenses 

	9550
	Losses from foreign exchange differences from transactions with foreign exchange

	9560
	Other non-operating expenses

	
	

	9800
	Extraordinary gains (losses) 

	9810
	Extraordinary gains

	9820
	Extraordinary losses

	
	

	9900
	Income tax
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