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IO2. CASE STUDIES developed

Open educational on-line resources

Short description:

CASE STUDIES developed - Open educational on-line resources
comprises practical case studies explained, monographs that are useful
for practical life in private companies. They are related to the the
curriculum of higher education courses in the field of the partner
universities, being a toot to improve the curricula in different financial-
accounting themes. Within the Transnational Project Meeting there was
define the content of the education courses, learning interests and needs
of private employers in finance-accounting field. The case-studies
combine issues of Financial Reporting, Financial Statements,
Management accounting, Financial management, CSR and Financial
Statement Analysis. The output assures sustainability while it will be used
for teaching purposes, due to that fact the cases should be evaluated and
improved in local teaching activities at the partner universities. The output
addresses to students from the 3 partner countries in the project and
therefore includes various cultural points of view.
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1. LEARNING OBJECTIVES

The aim of this learning material is to promote the successful practices of key competence learning

in adult education.

This study case will be used for teaching purposes and should evaluate and improve the local (West

University of Timișoara)and the partner Universities teaching activities. The study case enables us to

address students from various countries and therefore include various cultural points of view.

The subject of the study case – accounting treatments related to inventories – is a fitted subject for

learning materials with European or international connotation. Adoption of IFRS is very important

for financial reporting and for decisions on international stock market. In Romania, IFRS have been

adopted for listed companies starting with 2012.

The study case must help students to understand the accounting treatments which are applicable to

recognition, measurement and reporting of inventories into financial statements according to IFRS.

From a perspective point of view the study case solutions according to IFRS will be compared with

the solutions according to the local regulations (Romania, Lithuania and Italy).
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2. INTRODUCTION

United Europe LTD is a company which has been listed on Bucharest Stock Exchange since 2007

and its main activity is the production of chocolate. The company is located in Timisoara (western

Romania).

The role which the students must take is for junior accountant in Finance & Accounting

department. The Chief-accountant – Mr. Popescu Vlad – presented a situation regarding the

company’s inventories and requested you to book the transactions for November 2015.

The accounting system of United Europe LTD is conducted according to IFRS (as adopted by EU)

adopted in Romania by Order of the Minister of Finance no. 1286/2012 approving the Accounting

Regulations in accordance with International Financial Reporting Standards applicable to companies

whose securities are admitted to trading on a regulated market, including subsequent amendments

and additions.

The purpose of applying IFRS is to offer quality assurance to business partners, facilitate access to

funding and even minimize financing costs by mitigating the risk to which potential investors may

be exposed. Taking into consideration the need to open the local market to foreign markets and to

attract funding, a new framework of financial accounting regulations is required on the basis of

which the information published by companies listed on the domestic stock exchange may be

compared with the data referring to similar entities that are not listed on a stock exchange.
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3. BACKGROUNG INFORMATION

The important elements of the accounting policy for United Europe LTD are presented here

(briefly):

- The functional currency of the company is the Romanian leu (RON).

- The end of the reporting period is 31st December.

- Regarding inventories costs, this include all [IAS 2.10]:

 cost of purchase (including taxes, transport, and handling) net of trade discounts

received,

 costs of conversion (including fixed and variable manufacturing overheads) and

 other costs incurred in bringing the inventories to their present location and

condition.

- Write-down to net realizable value (NRV): NRV is the estimated selling price in the

ordinary course of business, less the estimated cost of completion and the estimated costs

necessary to make the sale. [IAS 2.6] Any write-down to NRV should be recognized as an

expense in the period in which the write-down occurs. Any reversal should be recognized in

the income statement in the period in which the reversal occurs. [IAS 2.34]

- When inventories are sold and revenue is recognized, the carrying amount of those

inventories is recognized as an expense (often called cost-of-goods-sold). Any write-down to

NRV and any inventory losses are also recognized as an expense when they occur. [IAS 2.34]

- For items that are interchangeable, United Europe LTD use the FIFO method.

- The case study ignores income taxes. (Assume it is 0%).

- Assume that there is no value added tax (VAT) applied in the country.

For chocolate production, United Europe LTD uses sugar provided by suppliers from Romania,

Hungary, Austria and Republic of Moldova.
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On 1th November 2015, the chief-accounting has sent you a breakdown with sugar in the

company’s warehouse:

Explanations Quantity and unit price Value
Lot 1 of sugar (from 28/8/15) 2.000 kg * 2,20 lei/kg 4.400 lei

Lot 2 of sugar (from 14/9/15) 13.500 kg * 2,45 lei/kg 33.075 lei

Lot 3 of sugar (from 12/10/15) 15.000 kg * 2,40 lei/kg 36.000 lei

Total 30.500 kg 73.475 lei

During November 2015, took place the following transactions for which the chief-accounting asks

you to indicate the proper accounting treatment:

1. On 2 November 2015, production department requires 10,000 kilograms of sugar necessary

for the order coming from Italian partner “La Dolce Vita” which asked 40,000 chocolate

bars, half - milk chocolate, and the other half - chocolate with hazelnut cream. The Finance

& Accounting department has received the document reflecting the consumption quantity of

sugar – Consumption Bill.

2. On 4 November 2015, the Acquisitions department provides the invoice issued by

Margaritar SA Romania by which the company acquires 12,000 kg of sugar at the price of

2.25 lei / kg. Due to the amount purchased, on the invoice is granted a trade discount of

4%. Transport Provider – Carpatian Transport Ltd. charged a fee of 3.360 lei.

3. On 5 November 2015, the Production department requires a new quantity of 15,000 kg of

sugar for a new order placed by a chain of hypermarkets from Romania.
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4. On 6 November 2015 the Acquisitions department provides the invoice issued by a supplier

from Lithuania– Trakai Sugar AB through which the company acquires 20,000 kg of sugar at

a price of 0.55 euro / kg, the cost of transport being borne by Lithuanian entity. Delivery

Incoterm is CPT (Carriage Paid To - The property, risk and insurance costs pass to the buyer upon

delivery to the carrier by the seller. Seller pays transportation to destination). Sugar reception takes place

on November 9, 2015 when it finds a quantity of 19,800 kg of sugar. As a result of the

difference found, it shall be communicated to the supplier the difference which issues a

Credit note for the 200 kg of sugar, in the same day.

5. On 25 November 2015, a supplier - Trakai Sugar AB issues an invoice for the advance

payment of 5,000 euros perceiving for the company’s purchase order of 27,000 kg sugar. On

26 November, the company makes the payment.

6. On 26 november 2015, the supplier Trakai Sugar AB issues a new invoice for 27.000 kg of

sugar at a price of 0,50 euro/kg which reverses the advance of 5,000 euro, delivery

conditions INCOTERMS is EXW (Ex Works - The property and risk pass to buyer, including

transport payment and insurance costs, even by the seller door). The reception is done at the United

Europe Ltd the next day. No differences have been found. Transport invoice issued by

Alpentransport AG on 27 November 2015 is amounted to 1.500 euros.

7. On 30 November 25.000 kg of sugar are consumed for a new order of an Italian customer.

8. Also on November 30, 2015, the Lithuanian supplier and Alpentransport AG issues a 3%

discount invoice for the volumes purchased in November 2015 according to the contract.
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The National Bank of Romania exchange rate, applicable for November 2015 is as follows:

Date Exchange rate
RON/EUR

6/11/2015 4,50

7/11/2015 4,45

25/11/2015 4,42

26/11/2015 4,40

27/11/2015 4,50

30/11/2015 4,55
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4. REQUIREMENTS

1. For each acquisition, explain how the cost of sugar is formed. Explain which is the effect

of trade discounts on the cost of sugar. Arguments should make reference to IAS 2 and

Company’s accounting policy manual.

2. Establish the nature of the stock of sugar and give examples of other materials contained

in the chocolate composition and establish the category in which they must be

recognized.

3. Establish the value of each stock consumed according to the accounting policies used by

the Company and show the value of stock of sugar as at 30/11/2015.

4. Book the transactions in the General Ledger.

5. If the sugar net book value at 30/11/2015 is 2,40 lei/kg, it is required to establish the

write-down amount at the end of the month considering 1.800 lei – the opening balance

of sugar write-down account at 1.11.2015.
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GENERAL LEDGER

No. Date
Document
(type, no,

date) Explanations

Accounts Amounts

Debit Credit Debit Credit
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CASE STUDY 1 - SOLUTIONS

ACCOUNTING TREATMENTS
RELATED TO INVENTORIES
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5. LEARNING OBJECTIVES

The aim of this learning material is to promote the successful practices of key competence learning

in adult education.

This study case will be used for teaching purposes, due the case should be evaluated and improved

local teaching activities (West University of Timișoara) at the partner universities. The study case

enable us to address atudents from various countries and therefore include various cultural points of

view.

The subject of the study case – accounting treatments related to inventories – is an fitted subject for

learning materials with european or international connotation. Adoption of IFRS is very important

for financial reporting and for decisions on international stock market. In Romania, IFRS have been

adopted for listed companies starting with 2012.

The study case must help students to understand the accounting treatements wich are aplicable to

recognition, measurment and reporting of inventories into financial statement according to IFRS.

From perspective point of view will be analise the solutions comparative with the national regulation

(Romania, Lithuania and Italy).
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6. KEY FACTS

United Europe LTD is a company which are listed to Bucharest Stock Exchange starting 2007 and

their main activity is chocolate production. The company is located in western Romania at

Timisoara.

The role which the students must take is for junior accountant in accounting department. The chief-

accountant – Mr. Popescu Vlad – present a situation regarding company inventories and he demand

the solution for booking and the impact for financial reporting at December 2015.

The accounting system of United Europe LTD is conducted according to IFRS (the form adopted

in EU) adopted in Romania by Order no. 1286/2012 of the Minister Public Finance and according

to accounting policy manual adopted by the Board of Directors in 2013.

The purpose of applying IFRS is to offer quality assurance to business partners, facilitate access to

funding and even minimize financing costs by mitigating the risk to which potential investors may

be exposed. Having in view the need to open the national market to foreign markets and to attract

funding, a new framework of financial accounting regulations is required on the basis of which the

information published by companies the shares of which are traded on the domestic market may be

compared with the data referring to similar entities the shares of which are traded on other markets.

The important elements of the accounting policy for United Europe LTD are presented here (in

brief):

- The functional currency of the company is the Romanian leu (RON).

- The end of the reporting period is 31st December.
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- Regarding inventories costs, this include all [IAS 2.10]:

 cost of purchase (including taxes, transport, and handling) net of trade discounts

received,

 costs of conversion (including fixed and variable manufacturing overheads) and

 other costs incurred in bringing the inventories to their present location and

condition.

- Write-down to net realizable value (NRV): NRV is the estimated selling price in the

ordinary course of business, less the estimated cost of completion and the estimated costs

necessary to make the sale. [IAS 2.6] Any write-down to NRV should be recognized as an

expense in the period in which the write-down occurs. Any reversal should be recognized in

the income statement in the period in which the reversal occurs. [IAS 2.34]

- When inventories are sold and revenue is recognized, the carrying amount of those

inventories is recognized as an expense (often called cost-of-goods-sold). Any write-down to

NRV and any inventory losses are also recognized as an expense when they occur. [IAS 2.34]

- For items that are interchangeable, United Europe LTD use the FIFO method.

- The case study ignores income taxes. (Assume it is 0%).

- Assume that there is no value added tax (VAT) applied in the country.

For chocolate production, United Europe LTD use sugar provided by suppliers from Romania,

Hungary, Austria, Lithuania and Republic of Moldova. The main clients are companies from

Romania, Italy, Czech Republic and Hungary.

The students receive a situation at 1th November 2015 from the chief-accounting with sugar

company warehouse – 30.500 kg evaluate a 73.475 lei. For next steps, it is present the movements of

this stock:
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9. On 2 November 2015, production department requires 10,000 kilograms of sugar necessary

for the order coming from Italian partner “La Dolce Vita” which asked 40,000 chocolate

bars, half - milk chocolate, and the other half - chocolate with hazelnut cream. The Finance

& Accounting department has received the document reflecting the consumption quantity of

sugar – Consumption Bill.

10. On 4 November 2015, the Acquisitions department provides the invoice issued by

Margaritar SA Romania by which the company acquires 12,000 kg of sugar at the price of

2.25 lei / kg. Due to the amount purchased, on the invoice is granted a trade discount of

4%. Transport Provider – Carpatian Transport Ltd. charged a fee of 3.360 lei.

11. On 5 November 2015, the Production department requires a new quantity of 15,000 kg of

sugar for a new order placed by a chain of hypermarkets from Romania.

12. On 6 November 2015 the Acquisitions department provides the invoice issued by a supplier

from Lithuania– Trakai Sugar AB through which the company acquires 20,000 kg of sugar at

a price of 0.55 euro / kg, the cost of transport being borne by Lithuanian entity. Delivery

Incoterm is CPT (Carriage Paid To - The property, risk and insurance costs pass to the buyer upon

delivery to the carrier by the seller. Seller pays transportation to destination). Sugar reception takes place

on November 9, 2015 when it finds a quantity of 19,800 kg of sugar. As a result of the

difference found, it shall be communicated to the supplier the difference which issues a

Credit note for the 200 kg of sugar, in the same day.

13. On 25 November 2015, a supplier - Trakai Sugar AB issues an invoice for the advance

payment of 5,000 euros perceiving for the company’s purchase order of 27,000 kg sugar. On

26 November, the company makes the payment.
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14. On 26 November 2015, the supplier Trakai Sugar AB issues a new invoice for 27.000 kg of

sugar at a price of 0,50 euro/kg which reverses the advance of 5,000 euro, delivery

conditions INCOTERMS is EXW (Ex Works - The property and risk pass to buyer, including

transport payment and insurance costs, even by the seller door). The reception is done at the United

Europe Ltd the next day. No differences have been found. Transport invoice issued by

Alpentransport AG on 27 November 2015 is amounted to 1.500 euros.

15. On 30 November 25.000 kg of sugar are consumed for a new order of an Italian customer.

16. Also on November 30, 2015, the Lithuanian supplier and Alpentransport AG issues a 3%

discount invoice for the volumes purchased in November 2015 according to the contract.

In order to establish the amounts in LEI, in the question are stated the exchange rates,

published by the National Bank of Romania, from november 2015.
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7. USE OF THE CASE

This case is formalized for the students to the practice the inventories accounting treatments

applicable to. The case is prepared to be used as an in-class learning exercise.

It is preferable a cooperative learning technique, whereby students are separated in small

groups to work in team paper ideas for each question. Once students arrived at a group

consensus, the teacher can randomly call on individual students to share their group’s

answers with the class.

Students will need approximately 20 minutes to read the first part of the case study, its

appendix and the instructions. The exercises contain especially tasks regarding:

- recognition of inventories,

- understanding the inventory valuation at acquisition

- understanding the way in which the inventory cost is affected by trade discounts

- understanding the moment in which inventory should be recognized in the accounts

- inventory valuation methods at disposal

- Accounting treatment of advance payments ; recognition as non-monetary assets

When students have solved the exercises, the teacher may find it helpful to present a

comparative disclosure between IFRS solutions and national accounting standards.
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8. RELEVANT STANDARDS

- International Financial Reporting Standards (IFRS) – IFRS Framework

- IAS 1 – Presentation of Financial Statements

- IAS 2 – Inventories

- Order no. 1286/2012 of the Minister of Public Finance

- Order no. 1802/2014 of the Minister of Public Finance
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9. QUESTIONS AND SUGGESTED SOLUTIONS

6. For each acquisition, explain how the cost of sugar is formed. Explain which is the
effect of trade discounts on the cost of sugar. Arguments should make reference to
IAS 2 and Company’s accounting policy manual.

Regarding inventories costs, this include all [IAS 2.10]:

 cost of purchase (including taxes, transport, and handling) net of trade discounts

received,

 costs of conversion (including fixed and variable manufacturing overheads) and

 other costs incurred in bringing the inventories to their present location and

condition.

According to IAS 2.11, the purchase costs of inventories include the purchase price, import

duties and other taxes (except that the entity subsequently recoverable from tax authorities),

transport costs, handling and other costs directly attributable to the acquisition of goods

finished, materials and services. Trade discounts, rebates and other similar items are

deducted in determining the costs of purchase.

In this case of study are presented three acquisitions:

Date Quantity Purchase cost

4.11.2015 12.000 kg 2,25 lei/kg - 4% * 2,25 lei/kg + 3.360 lei/12.000 lei =

2,25 lei/kg – 0,09 lei/kg + 0,28 lei/kg = 2,44 lei/kg
Total purchase cost = 2,44 * 12.000 = 29.280 lei

6.11.2015 20.000 kg 0,55 euro/kg * 4,50 lei/euro = 2,475 lei/kg
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Date Quantity Purchase cost

(according to

invoice)

Total purchase cost = 2,475 * 19.800 = 49.005 lei
On consider appropriate the received quantity!

26.11.2015 27.000 kg 0,50 euro/kg * 4,40 lei/euro + 1.500 euro * 4,50

lei/euro / 27.000 kg = 2,20 lei/kg + 0,25 lei/kg =

2,45 lei/kg
Total purchase cost = 2,45 lei/kg * 27.000 kg =
66.150 lei

Related to the last two acquisitions - 6 and 26 November 2015, United Europe Ltd. received

one more trade discount – 3% at the end of November.

According to IAS 2, it must decrease the purchase cost with this. In fact, the final purchase

costs for the last two acquisitions are:

Date Quantity Final purchase cost

6.11.2015 20.000 kg

(according to

invoice)

2,475 lei/kg * (1-3%) = 2,40 lei/kg

Total purchase cost = 2,40 * 19.800 = 47.520 lei

26.11.2015 27.000 kg 2,45 lei/kg  * (1-3%) = 2,3765 lei/kg

Total purchase cost = 2,3765 lei/kg * 27.000 kg =
64.165,50 lei
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7. Establish the nature of the stock of sugar and give examples of other materials
contained in the chocolate composition and establish the category in which they
must be recognized.

According to main activity of United Europe LTD, the sugar is included in raw materials.

Sugar is included in raw materials, due to the fact that it is a basic component which can be

found in a modified form in the product (chocolate)

Milk and cocoa are also, considere raw materials. The other ingredients are vanilla, cream

made of fruits, nuts, raisins and different flavours added up to the raw materials.

Basically, we can get chocolate without these products, but by their nature, they supplement

the ingredients structure. Therefore, they can be included in auxiliary materials.

In making the finished goods, packaging plays an important role - tinfoil and plastic foil or

paper - they are packaging materials.

An important clarification is to not confuse packing materials with packaging materials

which have the property to be returned.

The discussion can be extended to other asset classes exemplify the meaning of the sugar

may fall to other companies with different activity profile. E.g:

- To a company that manufactures sugar beet or cane, it is classified in the category of

finished products there.

- On acquiring a hypermarket is sugar for resale goods etc.
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8. Establish the value of each stock consumed according to the accounting policies used by the Company and
show the value of stock of sugar as at 30/11/2015.

The accounting policy for stock consumption value is FIFO (first in – first out).
Movement Stock

Acquisition/
(Consumption)

Explanations Q & UP Value Explanations Q & UP Value

Lot 1 2.000 kg * 2,20 lei/kg 4.400 lei

Stock at
1/11/2015

N/A N/A N/A Lot 2 13.500 kg * 2,45 lei/kg 33.075 lei

Lot 3 15.000 kg * 2,40 lei/kg 36.000 lei

Total 30.500 kg 73.475 lei

Consumption
on 2/11/2015

Lot 1
Lot 2

(2.000) kg * 2,20 lei/kg

(8.000) kg *2,45 lei/kg

(4.400) lei

(19.600) lei

Lot 2
Lot 3

5.500 kg * 2,45 lei/kg

15.000 kg * 2,40 lei/kg

13.475 lei

36.000 lei

Total (10.000) kg (24.000) lei Total 20.500 kg 49.475 lei

Acquisition on
4/11/2015

Lot 4 12.000 kg * 2,44 lei/kg

(see Q1)
29.280 lei Lot 2

Lot 3
Lot 4

5.500 kg * 2,45 lei/kg

15.000 kg * 2,40 lei/kg

12.000 kg * 2,44 lei/kg

13.475 lei

36.000 lei

29.280 lei
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Movement Stock
Acquisition/

(Consumption)
Explanations Q & UP Value Explanations Q & UP Value

Total 32.500 kg 78.755 lei

Consumption
on 5/11/2015

Lot 2
Lot 3

(5.500) kg * 2,45 lei/kg

(9.500) kg * 2,40 lei/kg

(13.475) lei

(22.800) lei

Lot 3
Lot 4

5.500 kg * 2,40 lei/kg

12.000 kg * 2,44 lei/kg

13.200 lei

29.280 lei

Total (15.000) kg (36.275) lei Total 17.500 kg 42.480 lei

Acquisition on
9/11/2015**

Lot 5 19.800 kg * 2,475 lei/kg

(see Q1)
49.005 lei Lot 3

Lot 4
Lot 5

5.500 kg * 2,40 lei/kg

12.000 kg * 2,44 lei/kg

19.800 kg * 2,475 lei/kg

13.200 lei

29.280 lei

49.005 lei

Total 37.300 kg 91.485 lei

Acquisition on
27/11/2015**

Lot 6 27.000 kg *2,45 lei/kg

(see Q1)
66.150 lei Lot 3

Lot 4
Lot 5
Lot 6

5.500 kg * 2,40 lei/kg

12.000 kg * 2,44 lei/kg

19.800 kg * 2,475 lei/kg

27.000 kg *2,45 lei/kg

13.200 lei

29.280 lei

49.005 lei

66.150 lei

Total 64.300 kg 157.635 lei



Erasmus+ Programme – Strategic Partnership
Project Nr: 2014-1-RO01-KA203-002961

CONNECTION BETWEEN ACCOUNTING RESEARCH, EDUCATION AND
THE EMPLOYER’S NEEDS WITHIN THE EUROPEAN FRAMEWORK

Movement Stock
Acquisition/

(Consumption)
Explanations Q & UP Value Explanations Q & UP Value

Consumption
on 5/11/2015

Lot 3
Lot 4
Lot 5

5.500 kg * 2,40 lei/kg

12.000 kg * 2,44 lei/kg

7.500 kg * 2,475

lei/kg

(13.200,00) lei

(29.280,00) lei

(18.562,50) lei

Lot 5
Lot 6

12.300 kg * 2,475 lei/kg

27.000 kg *2,45 lei/kg

30.442,50 lei

66.150,00 lei

Total (25.000) kg (61.042,50) lei Total 39.300 kg 96.592,50
lei

** The acquisition date considered is – 9/11/2015 and 27/11/2015 when is the reception in warehouse is done. On 6/11/2015 and
26/11/2015 the stock is recognize din raw materials. The unit price does not include the discount which is available starting with
30/11/2015.

Sugar consumption in Nov 2015 = 24.000 lei + 36.275 lei + 61.042,50 lei = 121.317,50 lei

The value of sugar stock as at 30/11/2015 is 96.592,50 lei.

But, according to IAS 2, trade-discounts decrease the cost of the inventory. In 30/11/2015, the United Europe LTD
received 3% - trade discount for Lot 5 and Lot 6. Consequently, the final value of consumption for sugar stock is:

Sugar consumption in Nov 2015 = 24.000 lei + 36.275 lei + (13.200 lei + 29.280 lei + 18.562,50 lei*97%) =
120.760,62 lei
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The sugar stock final value at 30/11/2015 is: 96.592,50 lei * 97% = 93.694,73 lei.

9. Book the transactions in the General Ledger.

GENERAL LEDGER

No. Date
Document
(type, no,

date) Explanations

Accounts Amounts (lei)

Debit Credit Debit Credit
1 2.11.15 Consumption

Bill 1
Consumption of 10,000 kg of sugar Expenses related to raw

materials
Raw materials 24,000 24,000

2 4.11.15 Invoice 1
(for sugar)
Invoice 2
(for transport)

Acquisition of 12,000 kg of sugar at
price of 2.25 lei/kg. On the invoice
is granted a trade discount of 4%.
Transport Provider charged a fee of
3.360 lei.

Raw materials

Raw materials

Suppliers - Margaritar SA

Suppliers – Carpatian
Transp. Ltd

25,920

3,360

25,920

3,360

3 5.11.15 Consumption
Bill 2

Consumption of 15,000 kg of sugar Expenses related to raw
materials

Raw materials 36,275 36,275

4 a 6.11.15 Invoice 2
(for sugar)

Acquisition of 20,000 kg of sugar at
price of 0.55 euro/kg (CPT). 1 euro
= 4.50 lei/kg

Raw materials in transit Suppliers – Trakai AB 49,500 49,500

4 b 9.11.15 Credit note Book the difference found at sugar
reception of 200 kg of sugar.

Suppliers - Trakai Raw materials in transit 495 495

4 c 9.11.15 Goods
received note
1

Reception of sugar supplied by
Trakai Sugar AB

Raw materials Raw materials in transit 49,005 49,005
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No. Date
Document
(type, no,

date) Explanations

Accounts Amounts (lei)

Debit Credit Debit Credit
5 a 25.11.15 Invoice 3 Book the invoice for the advance

payment of 5,000 euro (1 euro =
4.42 lei).

Advance payments to
suppliers for the

purchase of inventories

Suppliers – Trakai AB 22,100 22,100

5 b 26.11.15 Payment
Order

Book the advance payment of
5,000 euro (1 euro = 4.40 lei).

Suppliers – Trakai AB %
Cash at bank in foreign

currencies
Foreign exchange gains

22,100
22,000

100
6 a 26.11.15 Invoice 4 Book the acquisition of 27,000 kg of

sugar at price of 0.55 euro/kg
(EXW). 1 euro = 4.50 lei/kg

Raw materials in transit Suppliers – Trakai AB 59,400 59,400

6 b 26.11.15 Invoice 4 Book the reverse of the advance %

Suppliers – Trakai AB
Foreign exchange losses

Advance payments to
suppliers for the purchase

of inventories
22,000

100

22,100

6 c 26.11.15 Goods
received
note 2

Reception of sugar supplied by
Trakai Sugar AB

Raw materials Raw materials in transit 59,400 59,400

6 d 27.11.15 Invoice 5 Transport Provider charged a fee of
1.500 euro (1 euro = 4.50 lei).

Raw materials Suppliers –
Alpentransport AG

6,750 6,750

7 30.11.15 Consumption
Bill 3

The consumption of 25,000 kg of
sugar

Expenses related to raw
materials

Raw materials 61,043.50 61,042.50

8 30.11.15 Invoice 6 The Lithuanian supplier and
Alpentransport AG issues a 3%
discount invoice for the volumes
purchased in November 2015
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No. Date
Document
(type, no,

date) Explanations

Accounts Amounts (lei)

Debit Credit Debit Credit
according to the contract.

a. Impact for the cost of raw
materials in stock at
30.11.2015
(96.592,50 lei * 3% =
2,897.77 lei)

b. Impact for P&L related to
expenses account
(18.562,50 lei * 3% =
556.88 lei)

Suppliers

Expenses related to raw
materials

Raw materials

Raw materials

Raw materials

Suppliers

2,897.77

(556.88)

(556.88)

2,897.77

(556.88)

(556.88)
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10. If the sugar net book value as at 30/11/2015 is 2,40 lei/kg, it is required to
establish the write-down amount at the end of the month considering 1.800 lei –
the opening balance of sugar write-down account at 1.11.2015.

Net realizable value at 30/11/2015 = 2,40 lei/kg * 39.300 kg = 94.320 lei

Book value at 30/11/2015 = 93.694,73 lei

- According to IAS 2:

o Any write-down to NRV should be recognized as an expense in the period in which the write-down

occurs. Any reversal should be recognized in the income statement in the period in which the reversal

occurs. [IAS 2.34]

o When inventories are sold and revenue is recognized, the carrying amount of those inventories is

recognized as an expense (often called cost-of-goods-sold). Any write-down to NRV and any

inventory losses are also recognized as an expense when they occur. [IAS 2.34]

In this case, if the Book value (BV) < Net realizable value (NRV) then there is no need to book a

write-down. Inventories must be recognized at the lower value of BV and NRV – therefore at

93.694,73 lei.

The opening balance of sugar write-down account at 1.11.2015 is amounted to 1.800 lei and must be

reversed.

D Write down for raw material = C Revenue from current assets 1.800

write-down reverse

At 30/11/2015, there is no closing balance for raw material (sugar) write down.
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10. LEARNING OBJECTIVES

The aim of this learning material is to promote the successful practices of key competence learning

in adult education.

This study case will be used for teaching purposes and should evaluate and improve the local (West

University of Timisoara) and the partner Universities teaching activities. The study case enables us to

address students from various countries and therefore include various cultural points of view.

The subject of the study case – accounting treatments related to inventories – is a fitted subject for

learning materials with European or international connotation. Adoption of IFRS is very important

for financial reporting and for decisions on international stock market. In Romania, IFRS have been

adopted for listed companies starting with 2012.

The study case must help students to understand the accounting treatments which are applicable to

recognition, measurement and reporting of fixed assets into financial statements according to IFRS.

From a perspective point of view the study case solutions according to IFRS will be compared with

the solutions according to the local regulations (Romania, Lithuania and Italy).
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11. INTRODUCTION

United Europe is a company which has been listed on Bucharest Stock Exchange since 2007 and its

main activity is the production of chocolate. The company is located in Timisoara (western

Romania).

The role which the students must take is for junior accountant in Finance & Accounting

department.

The accounting system of United Europe  is conducted according to IFRS (as adopted by EU)

adopted in Romania by Order of the Minister of Finance no. 1286/2012 approving the Accounting

Regulations in accordance with International Financial Reporting Standards applicable to companies

whose securities are admitted to trading on a regulated market, including subsequent amendments

and additions.

The purpose of applying IFRS is to offer quality assurance to business partners, facilitate access to

funding and even minimize financing costs by mitigating the risk to which potential investors may

be exposed. Taking into consideration the need to open the local market to foreign markets and to

attract funding, a new framework of financial accounting regulations is required on the basis of

which the information published by companies listed on the domestic stock exchange may be

compared with the data referring to similar entities that are not listed on a stock exchange.
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12. BACKGROUNG INFORMATION

The important elements of the accounting policy for United Europe  are presented here (briefly):

- The functional currency of the company is the Romanian leu (RON).

- The end of the reporting period is 31st December.

- The Company has a Manual of accounting policies where are set the following issues:

o The evaluation model of purchased fixed assets is based on historical cost.

o The cost of a tangible asset consists of:

a) Its purchase price, including import duties and non-refundable purchase taxes, after

deducting trade discounts and rebates.

b) Any costs directly attributable to bringing the asset to the location and condition

necessary for it to be capable of operating in the manner intended by management;

c) The initial estimate of the costs of dismantling and removing the item and restoring

the site on which it is located, obligation that an entity supports when acquired the

item or as a consequence of having used the item during a particular period for

purposes other than to produce inventories during that period.

o Examples of directly attributable costs are:

a) Costs of employee benefits (as defined in IAS 19 Employee Benefits) arising directly

from the construction or acquisition of the item of property, plant and equipment;

b) Costs of site preparation;

c) Initial delivery and handling costs;

d) Installation and assembly costs;
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e) Costs of testing whether the asset is functioning properly, after deducting the net

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

and condition (such as samples produced when testing equipment); and

f) Professional fees. [IAS 16.16 & IAS 16.17]

o The depreciation method used is linear.

o At the balance sheet date, The Company uses the fair value model for fixed assets

involved in the production of chocolate, in accordance with IAS 16. The company

applies the method based on depreciation cancellation when reflecting differences in

fair value and not the model based on indices.

o According to the Manual of accounting policies, recognition of revaluation surplus is

performed monthly, with the depreciation.

- The case study ignores income taxes. (Assume it is 0%).

- Assume that there is no value added tax (VAT) applied in the country.

The chief accountant asked you to review the operations below and indicate the IFRS accounting

treatments:

1. To meet the growing chocolate demand, the company is implementing a project to increase

production capacity by 20%. In this respect, the company buys equipment used to make

chocolate from Italy Equipments SpA, priced at 50.000 euro according to the invoice issued

on September 15 N. In accordance with the contract terms, risks associated to the

equipment ownership pass from the buyer to the supplier. The exchange rate provided by

the National Bank of Romania (NBR), valid on the date of the invoice is 4.40 lei/ euro.
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2. To transport the equipment on the route Italia-Romania, Auto Romania SRL charged at

September 20, N transportation services in the amounting 4.420 lei. The purchased

equipment generates some additional installation costs 2,000 euros – the amount was

charged by an Italian service provider – Monza SpA (NBR exchange rate valid on the date of

the installation invoice – September 30, N is 4,45 lei/euro). In September N, United Europe

incur, also, promoting expenditure in the local press for the expansion of the project’s

production capacity in  amount of 5000 lei and it bear the costs of temporary storage of the

equipment until the moment it is put it into service, estimated at 7,000 lei.

3. At September 30, N, the equipment is received and it is put into service. The equipment

useful life is of 12 years according to the Company's accounting policies manual, but it has a

residual value of 5%.

4. At December 31 N, the company has revalued the equipment policy is to, because the

company’s accounting policy is to use fair value. The fair value computed by the external

evaluator is amounted to 220,000 lei. This time, management estimates that the residual

value is negligible and is considered null.

5. At January 1th, N+1, a technical problem is revealed at one of the equipment filters, leading

to its replacement. The total cost of repairs is 450 lei according to the invoice issued by the

entity that provides the technical repairs.

6. At January 31, N+1, an engine of the equipment failed due to variations voltage electricity

and require its replacement. The technical department estimated that the engine is a

significant component of the equipment and owns a share of 5% of the total value of

equipment. The value of the new engine is 12,000 lei.
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7. At December 31, N+1, United Europe achieved a further revaluation of the machine based

on the report of an assessor, fair value is estimated at 215,000 lei.

8. At December 30, N+2, The Company's management United Europe decide to purchase new

equipment instead of the one purchased from Monza SpA to reduce energy consumption

and shortening the production cycle by 25%. So, they sell the equipment at a price of

180,000 lei according to the invoice.
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13. REQUIREMENTS

11. For the equipment acquisition, please explain how the cost of the equipment is formed.

Arguments should make reference to IAS 16 and Company’s accounting policy manual.

12. Calculate the depreciation that the Company has to reflect in year N and show the effect

of equipment revaluation at December 31 N on the financial statements. Explain which

are the two methods of reflecting revaluations allowed by IAS 16.

13. Show which is the treatment of subsequent expenditures generated by the particle filter

replacement and engine equipment replacement. Arguments should make reference to

the requirements of IAS 16.

14. Specify which are the accounting treatments of the revaluation of December 31, N + 1

and shows the effect on the financial statements.

15. Show the effects of asset derecognition following the sale of equipment at December 30,

N + 2.

16. Book the transactions in the General Ledger.
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GENERAL LEDGER

No. Date
Document
(type, no,

date) Explanations

Accounts Amounts

Debit Credit Debit Credit
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14. LEARNING OBJECTIVES

The aim of this learning material is to promote the successful practices of key competence learning

in adult education.

This study case will be used for teaching purposes, due the case should be evaluated and improved

local teaching activities (West University of Timișoara) at the partner universities. The study case

enable us to address students from various countries and therefore include various cultural points of

view.

The subject of the study case – accounting treatments related to inventories – is an fitted subject for

learning materials with european or international connotation. Adoption of IFRS is very important

for financial reporting and for decisions on international stock market. In Romania, IFRS have been

adopted for listed companies starting with 2012.

The study case must help students to understand the accounting treatments which are applicable to

recognition, measurement and reporting of inventories into financial statement according to IFRS.

From perspective point of view will be analysed the solutions comparative with the national

regulation (Romania, Lithuania and Italy).
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15. KEY FACTS

United Europe is a company which is listed to Bucharest Stock Exchange starting 2007 and their

main activity is chocolate production. The company is located in western Romania at Timisoara.

The role which the students must take is for junior accountant in accounting department. The chief-

accountant – Mr. Popescu Vlad – presents a situation regarding fixed assets and he demand the

solution for booking and the impact for financial reporting.

The accounting system of United Europe  is conducted according to IFRS (the form adopted in

EU) adopted in Romania by Order no. 1286/2012 of the Minister Public Finance and according to

accounting policy manual adopted by the Board of Directors in 2013.

The purpose of applying IFRS is to offer quality assurance to business partners, facilitate access to

funding and even minimize financing costs by mitigating the risk to which potential investors may

be exposed. Having in view the need to open the national market to foreign markets and to attract

funding, a new framework of financial accounting regulations is required on the basis of which the

information published by companies the shares of which are traded on the domestic market may be

compared with the data referring to similar entities the shares of which are traded on other markets.

The important elements of the accounting policy for United Europe are presented here (in brief):

- The functional currency of the company is the Romanian leu (RON).

- The end of the reporting period is 31st December.

- The Company has a Manual of accounting policies where are set the following issues:

o The evaluation model of purchased fixed assets is based on historical cost.
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o The cost of a tangible assets consists of:

d) Its purchase price, including import duties and non-refundable purchase taxes, after

deducting trade discounts and rebates.

e) any costs directly attributable to bringing the asset to the location and condition

necessary for it to be capable of operating in the manner intended by management;

f) the initial estimate of the costs of dismantling and removing the item and restoring

the site on which it is located, obligation that an entity supports when acquired the

item or as a consequence of having used the item during a particular period for

purposes other than to produce inventories during that period.

Examples of directly attributable costs are:

g) costs of employee benefits (as defined in IAS 19 Employee Benefits) arising directly

from the construction or acquisition of the item of property, plant and equipment;

h) costs of site preparation;

i) initial delivery and handling costs;

j) installation and assembly costs;

k) costs of testing whether the asset is functioning properly, after deducting the net

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

and condition (such as samples produced when testing equipment); and

l) professional fees. [IAS 16.16 & IAS 16.17]

o The depreciation regime used is linear.

o At the balance sheet date, The Company applies the category of fixed assets by type

of equipment associated with the production of chocolate the fair value model in

accordance with IAS 16. The company applies the method based on amortization
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cancellation when reflecting differences in fair value and not the model based on

indices.

o According to the Manual of accounting policies, recognition of revaluation reserve

surplus is performed monthly, with the amortization.

- The case study ignores income taxes. (Assume it is 0%).

- Assume that there is no value added tax (VAT) applied in the country.

For chocolate production, United Europe use sugar provided by suppliers from Romania, Hungary,

Austria, Lithuania and Republic of Moldova. The main clients are companies from Romania, Italy,

Czech Republic and Hungary.

The chief accountant asked you to review the operations below and indicate the IFRS accounting

treatments:

9. To meet the growing chocolate demand, the company is implementing a project to increase

production capacity by 20%. In this respect, the company buys equipment used to make

chocolate from Italy Equipments SpA, priced at 50.000 euro according to the invoice issued

on September 15 N. In accordance with the contract terms, risks associated to the

equipment ownership pass from the buyer to the supplier. The  exchange rate provided by

the National Bank of Romania (NBR), valid on the date of the invoice is 4.40 lei/ euro.

10. To transport the equipment on the route Italia-Romania, Auto Romania SRL charged at

September 20, N transportation services in the amounting 4.420 lei. The purchased

equipment generates some additional installation costs 2,000 euros – the amount was

charged by an Italian service provider – Monza SpA (NBR exchange rate valid on the date of
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the installation invoice – September 30, N is 4,45 lei/euro). In September N, United Europe

incur, also, promoting expenditure in the local press for the expansion of the project’s

production capacity in  amount of 5000 lei and it bear the costs of temporary storage of the

equipment until the moment it is put it into service, estimated at 7,000 lei.

11. At September 30, N, the equipment is received and it is put into service. The equipment

useful life is of 12 years according to the Company's accounting policies manual, but it has a

residual value of 5%.

12. At December 31 N, the company has revalued the equipment policy is to, because the

company’s accounting policy is to use fair value. The fair value computed by the external

evaluator is amounted to 220,000 lei. This time, management estimates that the residual

value is negligible and is considered null.

13. At January 1th, N+1, a technical problem is revealed at one of the equipment filters, leading to

its replacement. The total cost of repairs is 450 lei according to the invoice issued by the entity

that provides the technical repairs..

14. At January 31, N+1, an engine of the equipment failed due to variations voltage electricity and

require its replacement. The technical department estimated that the engine is a significant

component of the equipment and owns a share of 5% of the total value of equipment. The

value of the new engine is 12,000 lei..

15. At December 31, N+1, United Europe achieved a further revaluation of the machine based

on the report of an assessor, fair value is estimated at 215,000 lei

16. At December 30, N+2, The Company's management United Europe decide to purchase new

equipment instead of the one purchased from Monza SpA to reduce energy consumption and
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shortening the production cycle by 25%. So, they sell the equipment at a price of 180,000 lei

according to the invoice.

16. USE OF THE CASE

This case is formalized for the students to the practice the fixed assets accounting treatments

applicable to. The case is prepared to be used as an in-class learning exercise.

It is preferable a cooperative learning technique, whereby students are separated in small groups to

work in team paper ideas for each question. Once students arrived at a group consensus, the teacher

can randomly call on individual students to share their group’s answers with the class.

Students will need approximately 30 minutes to read the first part of the case study, its appendix and

the instructions. The exercises contain especially tasks regarding:

- recognition of fixed assets,

- understanding the fixed assets measurement at acquisition,

- understanding the way in which the cost of fixed assets is affected by subsequent expenses,

- understanding the moment in which fixed assets should be recognized in the accounts,

- understanding the depreciation,

- fixed assets valuation methods according to IAS 16 (historical cost method and fair value

evaluation method) and the treatments regarding the registration of reevaluation reserves –

net value approach or gross value approach.

When students have solved the exercises, the teacher may find it helpful to present a comparative

disclosure between IFRS solutions and national accounting standards.
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17. RELEVANT STANDARDS

- International Financial Reporting Standards (IFRS) – IFRS Framework

- IAS 1 – Presentation of Financial Statements

- IAS 16 – Property, Plant and Equipment

- Order no. 1286/2012 of the Minister of Public Finance

- Order no. 1802/2014 of the Minister of Public Finance
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18. QUESTIONS AND SUGGESTED SOLUTIONS

17. For equipment acquisition, please explain how the cost of the equipment is formed.
Arguments should make reference to IAS 16 and Company’s accounting policy
manual.

According to IAS 16, „ Items of property, plant, and equipment should be recognized as assets

when it is probable that: [IAS 16.7] it is probable that the future economic benefits associated with

the asset will flow to the entity, and the cost of the asset can be measured reliably.

An item of property, plant and equipment should initially be recorded at cost. [IAS 16.15] Cost

includes all costs necessary to bring the asset to working condition for its intended use. This would

include not only its original purchase price but also costs of site preparation, delivery and handling,

installation, related professional fees for architects and engineers, and the estimated cost of

dismantling and removing the asset and restoring the site. [IAS 16.16-17]”

Another question is the minimum value for recognition of a fixed assets - this must be specified in

the Accounting Policies and Procedures Manual. As a general rule, entities consider the minimum

value of recognition at the level provided by the tax legislation (for example, at present, in Romania,

this is 2,500 lei). In this case, the equipment’s value is significant and it is no question that it should

not be recognized in the property, plant and equipment category in accordance with conditions for

recognition as shown in the previous paragraphs: it is probable that the future economic benefits

associated with the asset will flow to the entity and the cost of the asset can be measured reliably.

In view of the above, the cost of recognition for equipment is determined as shown below:
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Date Explanations Cost

15.09.N Acquisition cost according supplier

invoice – 50.000 euro

50.000 euro * 4,40 lei/euro =

220.000 lei

20.09.N Transport cost 4.420 lei

30.09.N Installing cost - 2.000 euro 2.000 euro * 4,45 lei/euro =

8.900 lei

xx.09.N Promotion cost It is not included according to

IAS 16

26.11.2015 Deposit cost It is not included according to

IAS 16

TOTAL EQUIPMENT COST 233.320 lei

18. Calculate depreciation the company must reflect in year N and show the effect of
revaluation equipment at 31 December N on the financial statements. Explain the two
methods of reflecting revaluations allowed by IAS 16.

To be able to calculate depreciation, you should determine first the depreciation value. According to

IAS 16, the depreciable amount of an asset is cost less residual value at the end of its useful life. In

this case study, residual value (RV) is estimated at 5% of cost:
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RV = 5% * 233.320 lei

RV = 11.666 lei

So, the depreciable amount (AV) = 233.320 lei – 11.666 lei = 221.654 lei.

Having regard that the depreciation method used (as shown in the United Europe company's

accounting policies) is the straight line depreciation, the monthly depreciation charge is calculated as

follows:

Monthly depreciation = 221.654 lei / (12 * 12) = 1.539,26 lei

Depreciation in year N = 3 months * 1.539,26 lei = 4.617,78 lei

Explanations Value at Dec 31, N
before revaluation (lei)

Value at Dec 31, N
after revaluation (lei)

Cost 233.320,00 220.000,00

Depreciation 4.617,78 0

Book value 228.702,22 220.000,00

Applying the net value approach assumes that the new cost of the asset becomes equal to fair value

determined by the evaluator, and accumulated depreciation becomes 0. The effect on the financial

statements is the recognition of depreciation expense due to revaluation in amount of 8.702,22 lei,

because the fair value is 220,000 lei as compared to the net value before revaluation of 228,702.22

lei. These issues are provided by IAS 16 which indicate this accounting treatment in a situation there

is no revaluation reserve previously recognized as applied in the case study: A decrease arising as a result

of a revaluation should be recognized as an expense to the extent that it exceeds any amount previously credited to the

revaluation surplus relating to the same asset. [IAS 16.40]
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The two methods allowed by IAS 16 on coverage reassessment under paragraph 35, which states:

When an item of property, plant and equipment is revalued, any accumulated depreciation at the date of the

revaluation is treated in one of the following ways:

- Restated proportionately with the change in the gross carrying amount of the asset so that the carrying amount

of the asset after revaluation equals its revalued amount. This method is often used when an asset is revalued

by means of applying an index to determine its depreciated replacement cost.

- Eliminated against the gross carrying amount of the asset and the net amount restated to the revalued amount

of the asset. This method is often used for buildings.

19. Please, state the accounting treatment for subsequent expenditure generated by both
the particulate filter replacement and the replacement of the engine. Justify relying to
the requirements of IAS 16.

In the case study are presented two cases relating to the subsequent expenditure:

a) Replacement of a filter, total cost of repairing being 450 lei,

b) An engine replacement of equipment which has been damaged. The engine is considered a

significant component, and the Technical Department estimates that has a 5% share of the

total represented by machine.

At the paragraph 8 of IAS 16 it is mentioned: Generally, spare parts and servicing equipment are accounted for

as inventory and recognised in profit or loss when they are consumed. However, spare parts and safety equipment are

considered tangible assets when an entity has plans that will use more than one year. Similarly, f spare parts and

servicing equipment can be used only in conjunction with an item of tangible assets, they shall be deemed as tangible

asset.
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IAS 16 is specifies that is necessary to apply a professional judgment when talking about the method

of recognition of expenses occurring after the recognition of revenue.

In the first case, the expense of 450 lei represented by replacing a filter and it should be charged

directly to profit and loss statement. The conditions for recognizing an asset required by IAS 16 are

not met– no future economic benefits are generated, and paragraph 12 of IAS, specifies this aspect:

Daily maintenance costs are primarily labour costs and consumables and can include small parts cost. The purpose of

these expenditures is often described as being for "repairs and maintenance" of tangible assets.

In the case of the engine, it is considered as a significant component, and IAS 16 contains provisions

allowing to include the cost of a significant component in the asset’s value, parallel to the

derecognition of the old component. Paragraph 13, IAS 16 requires: „[...]an entity recognises in the

carrying amount of an item of property, plant and equipment the cost of replacing part of such an item when that cost is

incurred if the recognition criteria are met. The carrying amount of those parts that are replaced is derecognised in

accordance with the derecognition provisions of this Standard [...]”

Practically, 5% of the cost of the asset is derecognised – 11.000 lei (5% * 220.000 lei).

The depreciated part is only for January N+1:

January N+1 = 220.000 lei / 141 remaining months = 1.560,28 lei

In conclusion, accumulated depreciation at the commissioning date of the new components –

January 31, N+1, it is derecognised 5% of the depreciation: 5%*1560,28 lei = 78,01 lei.

The difference between 11.000 lei (derecognised cost) and the 78,01 lei, depreciation derecognised,

respectively the amount of 10.921,99 lei will affect the current year's expenses - N+1 as it is required

by IAS 16 paragraph 68: The gain or loss arising from the derecognition of an item of property, plant and

equipment shall be included in profit or loss when the item is derecognised. These aspects correlate with aspects

of paragraph 70 in order to substantiate professional judgment described above: an entity recognises in
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the carrying amount of an item of property, plant and equipment the cost of a replacement for part of the item, then it

derecognises the carrying amount of the replaced part regardless of whether the replaced part had been depreciated

separately. If it is not practicable for an entity to determine the carrying amount of the replaced part, it may use the cost

of the replacement as an indication of what the cost of the replaced part was at the time it was acquired or

constructed.

20. Specify the accounting treatment of the revaluation as at December 31, N+1 and show
the effect on the financial statements.

In order to determine the accounting treatments applicable to the revaluation on December 31, N+1

you should determine first, the net book value of the equipment.

Depreciation as at January N+1 = 220.000 lei / 141 remaining months = 1.560,28 lei (the residual

value is re-estimated as immaterial).

The cost reflected in the accounts was affected by the recognition of the new component:

Cost = 220.000 lei – 11.000 lei + 12.000 lei = 221.000 lei

Monthly depreciation charge for the period from February to December N+1 will be calculated

according to the net carrying amount and remaining term on January 31, 2015.

The carrying value at January 31, 2015 = 221.000 lei – (1.560,28 lei – 78,01 lei) = 219.517,73 lei

Monthly depreciation charge for the period from February to December 2015 = 219.517,73 lei /

140 remaining months = 1.567,98 lei

Accumulated depreciation as at 31 December N+1 = (1.560,28 lei – 78,01 lei) + 11 months *
1.567,98 lei = 18.730,05 lei
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Explanations Value at Dec 31, N+1
before revaluation (lei)

Value at Dec 31, N+1
after revaluation (lei)

Cost 221.000,00 215.000,00

Depreciation 18.730,05 0

Book value 202.269,95 215.000,00

United Europe uses the net value approach in revaluation so that accumulated depreciation becomes

0 at 31 December 2015. The fair value determined by the evaluator is 215.000 lei.

The Company shall recognize an increase in fair value of 12.730,05 lei. This growth will be reflected

according to IAS 16, as follows:

- 8.702,22 lei will be recognized as a revenue as an impairment reversal of the one calculated at

December 31 N;

- 4.028,83 lei will be recognized as a revaluation surplus in equity.

The treatments related to revaluations are presented in IAS 16 par.39: If a revaluation results in an

increase in value, it should be credited to other comprehensive income and accumulated in equity under the heading

"revaluation surplus" unless it represents the reversal of a revaluation decrease of the same asset previously recognised

as an expense, in which case it should be recognised in profit or loss.

If an item is revalued, the entire class of assets to which that asset belongs should be revalued. [IAS 16.36]
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21. Show the effects of asset derecognition following the sale of equipment at December 30,
N + 2

Monthly depreciation for the year N+2 = 215.000 lei / 129 remaining months = 1.666,66 lei

Accumulated depreciation at December N+2= 1.666,66 lei * 12 months = 19.999,92 lei

Explanations Value at Dec 30, N+2
before sale

Cost 215.000,00

Depreciation 19.999,92

Book value 195.000,08

After selling is done, the asset must be derecognised.

According to IAS 16, when an asset is derecognized, its net value is recognized on current year

expenses account – 195.000,08 lei. Therefore, the impact on financial results N+2 It is mitigated by

income from sale of 180.000 lei, the net loss being of 15.000,08 lei.

An asset should be removed from the statement of financial position on disposal or when it is withdrawn from use and

no future economic benefits are expected from its disposal. The gain or loss on disposal is the difference between the

proceeds and the carrying amount and should be recognised in profit and loss. [IAS 16.67-71]
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Also, regarding the revaluation surplus, it is considered realized, when that certain asset is sold as

shown in IAS 16:

When a revalued asset is disposed of, any revaluation surplus may be transferred directly to retained earnings, or it

may be left in equity under the heading revaluation surplus. The transfer to retained earnings should not be made

through profit or loss. [IAS 16.41]

22. Book the transactions in the General Ledger.
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GENERAL LEDGER

No. Date
Document
(type, no,

date) Explanations

Accounts Amounts (lei)

Debit Credit Debit Credit
1 15.09.N Invoice Acquisition of equipment at price of

50.000 euro. Exchange rate
available at invoice date – 4,40
lei/euro

Tangible assets in
progress

Suppliers of non-current
assets

220.000,00 220.000,00

2 20.09.N Invoice Transport services related to
equipment acquisition – 4.420 lei
and installing cost which are
capitalized in equipment cost –
2.000 euro. Exchange rate
available at invoice date – 4,45
lei/euro

Tangible assets in
progress

Tangible assets in
progress

Suppliers

Suppliers

4.420,00

8.900,00

4.420,00

8.900,00

3 30.09.N

31.10,
30.11,31.12.N

Non-current
assets
received note

Fixed assets
register (FAR)

Received of equipment

Depreciation for Oct – Dec N

Plant and machinery

Depreciation expenses
of non-current assets

Tangible assets in
progress

Depreciation of plant and
machinery

233.320,00

4.617,78

233.320,00

4.617,78

4 31.12.N Valuation Book de revaluation at 31 Dec N: Depreciation of plant and Plant and machinery 4.617,78 4.617,78
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No. Date
Document
(type, no,

date) Explanations

Accounts Amounts (lei)

Debit Credit Debit Credit
Report a) Cancel of depreciation

b) Revaluation expenses
machinery

Revaluation expenses Plant and machinery 8.702,22 8.702,22

5 10.01.N+1 Invoice Maintenance expenses related to
filter change

Maintenance and repair
expenses

Suppliers 450,00 450,00

6 31.01.N+1 FAR

Non-current
assets
derecognition
note

Invoice

FAR

Depreciation of equipment for Jan
N+1

Derecognition of equipment engine

Capitalization of new engine value

Depreciation for the rest of the year
N+1 – Feb – Dec (11
months*1.567,98)

Depreciation expenses
of non-current assets

%
Depreciation of plant and

machinery
Other expenses

Plant and machinery

Depreciation expenses
of non-current assets

Depreciation of plant and
machinery

Plant and machinery

Suppliers

Depreciation of plant and
machinery

1.560,28

11.000,00
78,01

10.921,99

12.000,00

17.247,78

1.560,28

11.000,00

12.000,00

17.247,78

7 31.12.N+1 Valuation
Report

Book de revaluation at 31 Dec N:
a) Cancel of depreciation
b) Revaluation expenses

Depreciation of plant and
machinery

Plant and machinery

Plant and machinery

%
Revaluation revenues
Revaluation reserve

18.730,05

12.730,05

18.730,05

12.730,05
8.702,22
4.028,83

8 30/31 for
each month

FAR Depreciation of equipment for the
year N+2

Depreciation expenses
of non-current assets

Depreciation of plant and
machinery

19.999,92 19.999,92
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No. Date
Document
(type, no,

date) Explanations

Accounts Amounts (lei)

Debit Credit Debit Credit

The sale of equipment

Book the transfer of revaluation
reserve directly to retained earnings

Debtors

%
Net value of assets

disposed of and other
capital transactions

Depreciation of plant and
machinery

Revaluation reserve

Proceeds from disposal of
assets and other capital

transactions

Plant and machinery

Retained earnings

180.000,00

215.000,00
195.000,08

19.999,92

4.028,83

180.000,00

215.000,00

4.028,83
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CASE STUDY 1 -
ACCOUNTING FOR THE BENEFITS AND COSTS
OF THE BUSINESS EXPANSION

This teaching case is based on a real company’s story, however the company’s name and all the

personal names and other data were changed.

Case I. ACCOUNTING FOR THE BENEFITS AND COSTS OF THE BUSINESS EXPANSION, according to

the teaching needs, could be used together or separately with the Case II. CAPITAL BUDGETING

AND RISK ANALYSIS, USING MANAGERIAL ACCOUNTING INFORMATION
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1. LEARNING OBJECTIVES

The aim of this learning material is to promote the successful practices of key competence

learning in adult education, particularly the competence in managerial accounting, i.e.

transferring operational and market data intothe form of company’s management accounting

reports, suited for the particular business planning, budgeting and decision making needs.

This study case will be used for teaching purposes and should evaluate and improvethe

teaching activities in the universities of the project partners.

The study case must help students to understand the concepts of incremental revenue and

costs and to learn how to apply them into the profit budget internal report for a particular

business decision making situation.

The role playing will help students to get acquainted with the cross-functional nature of a

management accounting function in a business organization with close relations to all other

business functions. Therefore, the students should be prepared to participate in the discussions

between cross-functional management team. They need to understand their terminology and

to be able to structure the non-financial information and to apply the tools of management

accountingand internal reporting for a particular business needs.

The Case I particularly focuses on the developing themanagement accounting skills for support

the business expansion decision regarding a choice between alternative course of strategic and

operational actions.
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2. KEY FACTS

“B WATER” COMPANY’S BUSINESS ENVIRONMENT

Lithuania was always famous for its high quality water resources. Drinking water in the country

comes from underground artesian wells. “B Water“is aLithuanian private company, holding

some water extraction sites in the forests, which are the most natural and protected

environment in Lithuania, where the water is naturally filtered by the sand of continental

dunes. Extracted and bottled under European Union regulations, the water is extremely pure

and features low mineralization.

Looking into the past, the first business of the “B Water“Company was a direct supply of natural

drinking water for the business customers. After the successful start, the company had been

expanding its operations, by stepping into the Lithuanian grocery retail market withthe natural,

sparkled and naturally flavored mineral water for the individual customers, packagedinto the

plastic bottles of 0,33, 0,5, 1,5 and 3 liters capacity and some specially shapedglass bottles of

0,3 and 0,7 liters.

Since that time “B Water“had been successfully growing in terms of revenues, market share

and brand recognition in Lithuania.

The global market for the bottled water had been increasingsteadily year by year, along with

the population growth of the developingcountries (India, China, Mexico). The demand for

mineral water in the developed countries had grownalso,reflecting the ongoing shift of the

customers’ choice from the carbonated soft drinks towards a healthier mineral water. Global

leaders of the soft drinks market, such as Coca-Cola, had been adjusting to these changes, by

introducing the new brands of the bottled mineral waterand constantly reducing the sugar

content in their carbonated drinks.
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According the „Euromonitor Research“, Western Europe had the highest per capitabottled

water consumptionof any region, whichis estimated to grow from 90 liters per year (in 2010) to

100 liters (see the ex. 1). The statistical consumer in the Eastern Europe, however, used

approximately a half of this volume inthe same year.)

THE BUSINESS MEETING ON FUTURE GROWTH POSSIBILITIES AND CONSTRAINTS

In December 2010, the “B Water“, still a quite new player, was rankedfourth in the Lithuanian

bottled water market. Mr.Tadas, CEO of the “B Water“and Mrs. Lina, the marketing manager of

the company, both were happy to see the impressing yearly sales numberof 6988 thousand

bottles and a volume growth, which stood as high as 62% and 25% for two recent years,

whereas the Lithuanian bottled water market had grown approximately 15% per year.

According to Tadas, it proves an outstandingproduct quality and its’ value perception by the

customers. They both believed, with these products “B Water“had got a key to the market

leadership in the Lithuanian bottled water market in the nearest future. Mrs.Lina estimated the

yearly sales growth rate of 25% in 2011-2013period. According to her, the growth rate would

diminish by 5% in each year from 2014 to 2016 and further it should stand at 10% steadily.

Mr.Algirdas, company’s CFO was also confident of the financial strength of the company, as the

recent margins have grown up to 54% for gross profit and 20% EBIT ratio to sales, and

company’s financial debt to capital ratio sustained at 1/5 level. He had the latest reports on a

product unit costs, prepared by his assistant management accountant (see table1, table 2).

Tadas was sure, that the time has come to prepare for further intensive growth of demand for

their products in Lithuania and nearest countries.
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Jonas, operations manager shared his opinion. However, he pointed out that the current

manufacturing capacity is limited by two shifts per working day and by plant throughput of

2020 bottles per hour (see table 3). He also reminded about the recent summer, when the load

factor of a plant had reached a 100%and they hardly managed to fulfil the orders.Lina

illustrated this high seasonal pick with the fact that sales volume in the third quarter usually

exceeds the average level by 34% (see the ex.2).

Jonas even suggested a possible solution – in the beginning of 2011 they could replace the old

production facility with a new one, enabling an average7 500 PET bottles nominal yield per

hour (see table 3).The new facility also allowsproducing 15% lighter PET bottles and cuts

10 000 LTL maintenance cost per year. The new equipment may cost 4 million LTL and it needs

approximately half a year for installation before the launch of the first batch of production. The

useful life span of the equipment is 7 years.

Mrs. Elena, an accountant and HR manager of the company, had some doubts, however. She

thought that the free cash on company’s account could be used for employee motivation

programs. She even did some calculations, showing that, the old plant could be used even more

efficiently, because its capacity is nearly 12 million bottles a year [2 020 bottles per hour x

(2 shifts x 8 hours x 365 days]. It was more than enough to meet the 2 010 sales volume of

nearly 7 million.

Jonas explained, they would never achieve the nominal 12 million capacity in practice, because

there exists some inefficient time, spend for a maintaining of equipment or launching the new

batch. Therefore, he assumed the real capacity usage ratio of equipment is approximately 80%

(of the nominal).

Elena still saw another opportunity to expand the operations besides the investment. She

suggested launchingan additional-night shiftfrom the year 2013. Her plan assumed 8760



Erasmus+ Programme – Strategic Partnership
Project Nr: 2014-1-RO01-KA203-002961

CONNECTION BETWEEN ACCOUNTING RESEARCH, EDUCATION AND
THE EMPLOYER’S NEEDS WITHIN THE EUROPEAN FRAMEWORK

nominal working hours per year [3 shifts x 8 hours x 365 days], hiring five new employees (to

the current ten)and an additional 50% premium for the night work hour over the current

24,10 LTL hourly rate.

Jonas admitted that in case of 24 working hours, it is possible to use equipment more efficiently

and to achieve 90% capacityusage ratio, but he still insisted on the need of investment.

Algirdas, the CFO, as usually, wanted the benefits and costs to be carefully evaluated for both

alternative courses of business expansion, proposed by Elena and Jonas. The reports for the

managers had to be presented in the next meeting right tomorrow, because everyone felt the

“B Water” had faced the great opportunities and they couldn’t waste at least one day. He

approached the assistant management accountant for a help.

Key words for learning: bottled water market, sales plan, production plan, profit plan,

weighted average product costs, contribution, sales constraints, capacity usage ratio,

variable and fixed costs, labor costs, capital investment, business expansion, decision

alternatives, strategic and operational decisions, long term and short term budgeting,

incremental revenue, incremental costs.
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3. SUPPLEMENTS

Exibit1.The Bottled water consumption in North America and Western Europe. Source:

EuromonitorInternational. http://blog.euromonitor.com

Exibit2.“B Water“. Seasonal sales fluctuations by quarters.
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Table 1.The prices, variable costs and contribution, attributable to one bottle in 2010

Product type
Product weight in

production
portfolio

Product price,
LTL / unit

Product cost,
LTL / unit

Contribution,
LTL / unit

3 Liter bottle 10% 2,90 1,78 1,12

1,5 Liter bottle 35,0% 2,00 0,72 0,58

0,5 Liter bottle 53,0% 0,75 0,40 0,32

0,33 Liter bottle 2,0% 0,60 0,38 0,31

Weighted average 100% 1,40 0,65 0,75

Table 2. The structure of variable product costs,LTL/ unit

Weighted variable costs per unit (bottle) 0,65
Water extraction 0,25
PET 0,35
Transportation 0,05

Table 3. The comparison of a production yield of an old and a proposed plant

Product type Product weight in
production portfolio

Old plant yield, bottles
per 1 hour

Proposed plant yield,
bottles per 1 hour

3 Liter bottles 10% 850 3 000

1,5 Liter bottles 35,0% 2 060 8 000

0,5 Liter bottles 53,0% 2 200 8 000

0,33 Liter bottles 2,0% 2 400 8 000

Weighted average 100% 2 020 7 500
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4. USE OF THE CASE

The case is prepared to be used as an in-class exercise for cooperative learning and to enforce

the discussions. Therefore it is preferable to separate students in groups, which, for example,

could represent companies’ functional departments, such as: marketing, finance and

accounting, operations, human resource.

In order to involve the students to the case situation and to prepare for the valuation of

alternative plans,the teacher may ask each team (“department”) to choose their position

regarding the problem and to analyse each of the two proposed business expansion

alternatives, form the perspective of their department. Teams are supposed to find the specific

facts and arguments, defendingtheir alternative. After the specific department presents their

position, the rest of the class is supposed to provide additional pro-arguments or contra-

arguments, reflecting the opinions of their departments.

The teacher summarises the strategic arguments on the board, which may look as following:

Table 4

The definition of the problem:

Current production capabilities (2020 bottles per hour) are limited to meet the future demand:
- the steady growth of the demand in the past
- positive global market trends
- success in Lithuanian competitive market
- impressive rates of the recent sales growth
- the old plant operates at the limit of its capacity;

Investment alternative: The night shift alternative:

PROS:
The replacement of the old production facility will
expand and improve operations:

PROS:
The company will save a lot of money for the
employee motivation programs and this will
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- new plantenables 7500 yield per hour
- cutting costs of material (PET) and

maintenance.
The company’s financial results suggest, that it is
highly probable to find internal and external
sources to fund the investment project:

- impressive revenue growth and positive
future prospects;

- strong profit margins;
- healthy financial leverage of the company.

enhance the future success of the company;
The night shift will expand production volumes by
one third and it could be enough for the near
future;
The higher (90%) usage coefficient of the plant,
because there is no need to stop and load the
equipment on daily basis.
There is no increase of financial and bankruptcy
risk.

CONS:
The risk, that the market trends could change in
the future, which could lead in much smaller
numbers of demand and sales, than expected by
company’s marketing department,
The risk of low usage coefficient of new plant;
The replacement and installation of a new
equipment will take half a year; this will lead to a
canibalisation of sales and profit from the old one.
The risk of “bottle neck” in non-production
operations to appear, i.e. insufficient storage
capacity and sales department capacity to support
the sharp increase of production;
The new plant is expensive (4 million LTL) and
investment may excess the company’s internal
financial capabilities, which could result in:

- increase of financial leverage and financial
costs,

- insolvency risk,
The risk of overload, diminishing job satisfaction
and employee motivation

CONS:
Additional labour costs of the night shift;
The risk of operational breakdowns because of the
overloading the old equipment;
The risk of delayed and lost orders in high seasons;
The risk to lose the market share and
competitiveness of the companyin the future;

After the strategic analysis of two alternatives, the teacher asks the teams to evaluate each

alternative in terms of their future profitability. According to the time given for the class, the

each task could be doneby all groups, or they could be addressed specifically to one or another

“department”. Some of them could be done before the class session.
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Once students arrived at a group consensus, solution to the question should be presented to

the class and explained by a representative of specific “department”. Other “departments”

follow the solution and check with their answers. The solution of the particular question is

finished when all the class arrives at consensus.

After the analysis students may be asked to recommend the course of action for the company,

the teacher may identify the need for additional financial valuation (reference to the capital

budgeting case, no 2).

Students will need approximately 30 minutes to read the case study, its appendix and the

requirements, so it is preferable to read the case before the class.

The calculations and forecasts should be done and presented in the form of Excel worksheets;

therefore students need computers in the class.

5. QUESTIONS AND SUGGESTED SOLUTIONS

23. Forecast the annual demand for the future 2011-2018 perspective (in thousands of

weighted average units)

The company produces the mineral water of the different size bottles (products), as shown in

supplements (tables no 1 and no 3). Usually, the demand for each product should be forecasted

separately, however, the given proportional structure of the product mix enables simplification

of the calculations by using the integrated volume measure- bottles in weighted average units,

as shown in the last rows of the tables 1 and 3.

The given actual sales number of the year 2010 (6988 thousand bottles) is the basis for the

company’s demand forecast. The time span of the forecast should cover the period of the

depreciation of the new plant (at least 7 years). The following solutions are based on the yearly

sales growth rates, those estimated by the Mrs. Lina, however the teacher may prefer to
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change the numbers, according the results of the class discussion. The suggested demand

forecast is presented below:

Table 5

2010 2011 2012 2013 2014 2015 2016 2017 2018
Demand, th. Bottles 6988 8735 10919 13648 16378 18835 20718 22790 25069
growth, % 25% 25% 25% 20% 15% 10% 10% 10%

24. Estimate the incremental production capacity (in thousands of weighted average

units) and the incremental revenue budget (in millions of LTL) for the investment

alternative (proposed by Jonas).

The incremental sales volume and revenue, attributable to the investment decision are

calculated as the difference between the basic revenue forecast of the company (without

taking any course of expanding) and the forecasted sales of the company by investment

alternative.

The revenue forecast of the company (by each alternative) should be based on the yearly sales

projections, which are determined by the smaller of the two limiting factors: 1) the capacity

constraint; or 2) the demand constraint.

The maximum real capacity in the year 2010 :

9 437 th.bottles = 2 020 bottles per hour x 16 hours per day x 365 days x 0,8 (capacity usage

coefficient).

The basic scenario doesn’t imply any changes of this maximum capacity.

By the investment scenario, new plant each year will generate the production

of35 040 th. bottles = 7 500 x 16 x 365 x 0,8. Combining those numbers with the demand

forecast the sales forecast is constructed, applying the rule of constraints:

Salest = min (max real production capacityt; max demandt)
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Table 6

Sales projections of the company 2011 2012 2013 2014 2015 2016 2017 2018
Sales projection Basic, th.bottles 8735 9437 9437 9437 9437 9437 9437 9437
Sales with Investment, th.bottles 8735 10919 13648 16378 18835 20718 22790 25069
Incremental Sales of Investment 0 1481 4211 6941 9397 11281 13353 15632
Incremental revenue (th. LTL)* 0 2074 5895 9717 13156 15793 18694 21884

max capacity

Given the estimations of sales volume and the estimated price of 1,40 LTL per unit, the revenue

forecast(in th. LTL) for the investment scenario is calculated in the last row of the table No 6.

25. Estimate the incremental production capacity (in thousands of weighted average

units) and the incremental revenue budget (in millions of LTL) for the night shift

alternative (proposed by Elena).

The maximum real capacity by the night shift scenario will be 15 926 th.bottles = 2 020 bottles a

day x 24 hours x 365 days x 0,9.

Combining those numbers with the demand forecast the sales forecast is constructed, applying

the rule of constraints:

Salest = min (max real production capacityt; max demandt)

Table 7

Sales projections of the company 2011 2012 2013 2014 2015 2016 2017 2018
Sales projection Basic, th.bottles 8735 9437 9437 9437 9437 9437 9437 9437
Sales with the 3 Shifts, th.bottles 8735 10919 13648 15926 15926 15926 15926 15926
Incremental Sales of the Night shift 0 1481 4211 6488 6488 6488 6488 6488
Incremental revenue* 0 2074 5895 9084 9084 9084 9084 9084

max capacity max capacity

Given the estimations of sales volume and the estimated price of 1,40 LTL per unit, the revenue

forecast (in th. LTL) for the night shift scenario is calculated in the last row of the table No 7.
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26. Make a list of the incremental cost items for each alternative separately (without

calculation).

The incremental costs are those future costs attributable to the particular decision. They could

be identified directly, in the form of additional cost items, resulting from the particular

expansion decision (i.e. decision “to invest”). They also can be understood as the difference

between the(1) company’s cost estimation, taking into account the influence of the decision

and (2) company’s cost estimation without taking into account any changes (basic scenario).

Is it important to group the costs into variable and fixed, regarding the weighted average unit of

production (bottle).

After the presentations of the teams and discussions, the class may arrive to the following list

of incremental cost items, for each of the expansion alternative, which is demonstrated on the

board:

Table 8

Cost items Investment alternative Nightshiftalternative

Variable costs: + +

Water extraction + +

PET +/- +

Transportation + +

Labour costs: 0 +

Other Fixed costs:

Depreciation + 0

Maintenance - 0



Erasmus+ Programme – Strategic Partnership
Project Nr: 2014-1-RO01-KA203-002961

CONNECTION BETWEEN ACCOUNTING RESEARCH, EDUCATION AND
THE EMPLOYER’S NEEDS WITHIN THE EUROPEAN FRAMEWORK

Whereas “+” represents an increase of company’s costs; “-“ represents savings and “0”reflects

no changes from the basic scenario.

Variable costs could be attributed directly to one unit of production and their annual amount

varies proportionally with the changes of the sales volume:

VC = VCunit x Sales volume.

Fixed costs estimations are fixed on the yearly basis and their annual amount do not correlate

with the sales volume.

This list of incremental costs guides students to the following tasks (5,6,7), i.e. calculation of

incremental costs and profit of each option.

27. Prepare the budgets of incremental variable costs and contribution (gross profit)

for each alternative.

According to the data, presented in the table 1 of the case text, the estimated variable cost of

one unit of production is 0,650 LTL both for the basic scenario and for the night shift scenario.

Therefore, the incremental amount of the variable costs for the Night scenario will only

represent the increase of the sales.

However, the investment decision will save 15% of the material (PET) costs for each unit of

production, which result in 0,598 LTL variable costs per unit (table 9).

Table 9

Variable costs and marginal revenue per unit: Basic Invest
Water extraction 0,250 0,250
Transportation 0,050 0,050
PET (material) 0,350 0,298

Variable cost per unit, LTL 0,650 0,598
Price/ unit 1,400 1,400
Marginal revenue (Contribution per unit) , LTL 0,750 0,803
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The contribution (or marginal revenue) represents the difference between the product price

and its variable costs, and is used for the calculation of the gross profit yearly estimates:

Gorss profit = marginal revenue per unit x incremental sales volume of a particular option.

For the Investment option, the gross profit estimation is presented in the table 10, and for the

Night shift option – in the table 11, accordingly.

Table 10

PROFIT of INVESTMENT OPTION 2011 2012 2013 2014 2015 2016 2017 2018
Incremental sales (in th. Units) 0,0 1481 4211 6941 9397 11281 13353 15632
Gross Profit (Contribution) (th.LTL)** 0,0 1189 3379 5570 7541 9053 10716 12544

Table 11

PROFIT OF THE NIGHT SHIFT OPTION 2011 2012 2013 2014 2015 2016 2017 2018
Incremental sales (in th. Units) 0 1481 4211 6488 6488 6488 6488 6488
Gross Profit (Contribution)** 0 1111 3158 4866 4866 4866 4866 4866

28. Prepare the budget of incremental fixed cost for each alternative.

INVESTMENT OPTION:

Table 12

INVESTMENT OPTION 2011 2012 2013 2014 2015 2016 2017 2018
Fixed costs (th.LTL) :

Maintenance (savings) -10 -10 -10 -10 -10 -10 -10 -10
Depreciation of new plant**** 286 571 571 571 571 571 571 286

Depreciation of the new plant is calculated by the linear method, taking into account the 7 year

as the useful life of the asset and the start of production at the middle of the year at year of

production and is equal 571 th. LTL ( = 4 000 / 7) for the years from the 2012 to the 2018 and

286 th.LTL (= 571 / 2) for the years 2011 and 2018.

NIGHT SHIFT OPTION:
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For this option, the only item of incremental costs is the labor costs. Given the estimations of

the HR manager, the increase of the company’s labor costs will be 527,8th. LTL each year from

the 2012 to 2018, whichis calculated as follows:

5 new people x 365 additional shifts per year x 8 hours per shift x 24,1 hour rate x 1,5 night rate

coefficient.

29. Prepare the report of incremental operational profit (EBITDA) for each alternative

and present it to managers.

EBITDA = Gross profit (contribution) – Fixed costs (except interests, taxes, depreciation,

amortization)

INVESTMENT OPTION

Table 12
PROFIT (EBITDA)
INVESTMENT OPTION 2011 2012 2013 2014 2015 2016 2017 2018
Incremental sales (in th. Units) 0,0 1481 4211 6941 9397 11281 13353 15632

(III) Incremental revenue (th. LTL)* 0 2074 5895 9717 13156 15793 18694 21884
Gross Profit (Contribution) (th.LTL)** 0,0 1189 3379 5570 7541 9053 10716 12544
Fixed costs (th.LTL) :

Maintenance (savings) -10 -10 -10 -10 -10 -10 -10 -10
EBITDA, th.LTL 10 1199 3389 5580 7551 9063 10726 12554

*, **There is a risk of uncertain amount (i.e.from 10%-50% )of canibalised marginal revenue(contribution) in first

two quarters of the year 2011, because the replacement of old plant and installation of a new one.Taking into

account, that 6 988 th.bottles were sold in year 2010 and the contribution margin per unit was 0,75 LTL, the

incremental loss (negative incremental contribution) may vary between 524 th.LTL to 2 621 th.LTL.
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NIGHT SHIFT OPTION

Table 13

PROFIT (EBITDA)
NIGHT SHIFT OPTION 2011 2012 2013 2014 2015 2016 2017 2018
Incremental sales (in th. Units) 0 1481 4211 6488 6488 6488 6488 6488

(V) Incremental revenue* 0 2074 5895 9084 9084 9084 9084 9084
Gross Profit (Contribution)** 0 1111 3158 4866 4866 4866 4866 4866
Fixed costs (labor)*** (increase) 0 528 528 528 528 528 528 528
EBITDA (= EBIT) 0 583 2630 4338 4338 4338 4338 4338

30. Discuss on the differences and importance of strategic and operational business

decisions and evaluate the two alternatives in this light.

Looking into the forecasted numbers of incremental profit EBITDA estimates (before interest,

taxes, depreciation and amortization), the Investment alternative looks much more attractive.

However, it is dangerous to ground the final recommendation on the EBITDA criteria alone,

without taking into account other factors, both financial and non-financial, affecting the value

of each option. Financial factors: timing and amount of investments, canibalisation of sales and

profit in year of installation, additional depreciation, taxes and costs of financing. Non-financial:

the risks, considered in the strategic analysis (see the strategic analysis done before).

„The European Commission support for the production of this publication does not
constitute an endorsement of the contents which reflects the views only of the authors, and the
Commission cannot be held responsible for any use which may be made of the information
contained therein.“
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CASE STUDY 2 –
CAPITAL BUDGETING AND RISK ANALYSIS
USING MANAGERIAL ACCOUNTING
INFORMATION

This teaching case is based on a real company’s story, however the company’s name and all the

personal names and other data were changed.

Case II. CAPITAL BUDGETING AND RISK ANALYSIS, USING MANAGERIAL ACCOUNTING

INFORMATION, according to the teaching needs, could be used together or separately with the

Case I ACCOUNTING FOR THE BENEFITS AND COSTS OF THE BUSINESS EXPANSION.
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1. LEARNING OBJECTIVES

The aim of this learning material is to promote the successful practices of key competence

learning in adult education, particularly the competence in managerial accounting, financial

planning and capital budgeting.

This study case will be used for teaching purposes and should evaluate and improve the

teaching activities in the universities of the project partners.

The study case must help students to understand the concepts of incremental profit and to

learn how to apply it in the business financial planning and investment decision making

practice.

The role playing will help students to get acquainted with the cross-functional nature of a

finance and management accounting function in a business organization with close relations to

all other business functions. Therefore the students should be prepared to participate in the

discussions between cross-functional management team. They need to understand their

terminology and to be able to structure the non-financial information and to apply the tools of

financial evaluation and internal reporting regarding a particular business decision.

The Case II is designed to enhance the students’ competences of the capital budgeting tasks,

using the profit-budget reports and applying the Net Present Value tool for the financial

modeling and of the alternative projects of the business expansion.
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2. INTRODUCTION

“B Water“ is a Lithuanian private company, holding some water extraction sites in the forests,

which are the most natural and protected environment in Lithuania, where the water is

naturally filtered by the sand of continental dunes. In 2010, the “B Water“, still a quite new

player, was ranked fourth in the Lithuanian bottled water market. However, looking into

impressive revenue growth numbers and good profit margins, Company’s CEO Tadas was sure,

that the time has come to prepare for further intensive growth of demand for their products in

Lithuania and nearest countries.

3. KEY FACTS

THE CAPITAL INVESTMENT PROJECT

In the end of December 2010 the meeting of the business council of “B Water” Company took

place with the purpose to decide whether they should replace the current production facility

with the new one. According to the Mr. Jonas, operations manager, the investment project

could be started right in the beginning of 2011. The new equipment would cost 4 million LTL

and it needs approximately half a year for installation before the launch of the first batch of

production. The useful life span of the equipment is 7 years. The new equipment enables

considerable increase of production volumes, which leads to growth of sales and profit. Even

more, it also allows producing lighter PET bottles, which saves 15% PET costs and cuts 10000

LTL maintenance cost per year. Besides the investment decision, the second alternative course

of action (introducing a night shift) had been under consideration between the managers, with

the estimated incremental positive cash flows (see the table 1).
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Mr. Algirdas, the CFO of “B Water” with his assistant team of managerial accountants had

prepared the profit budget (before depreciation) attributable to the investment project (see the

table 2). Besides the operational items in it, he had incorporated additional revenue from the

sale of an old plant at its residual value. The budget was presented to the directors of the

company for discussion.

Lina, marketing director of “B. Water” noticed, that company will need to increase sales

expenses at least by 300 th. LTL. Jonas, Operations manager, ascertained another important

issue should be reflected to the cash flow prospects. The current storage space is limited for the

future increasing inventory levels. Therefore, in year 2014 an additional 1,5 million LTL

investment is needed in order to expand storage facilities.

There was still some managerial accounting information needed for the capital budgeting, so

Algirdas gave his team an additional task. Management accountants needed to evaluate capital

expenditures, incremental depreciation and additions to the working capital, attributable to the

investment alternative. Soon they came with the numbers (see the table 3).

Algirdas evaluated cost of debt as 5% , cost of equity as 15% company’s debt to capital ratio

and he didn’t expected the project would shift company’s debt to capital ratio from its steady

20% level.

After all management accounting information was collected, the Algirdas’ team was ready to

apply their knowledge of investment valuation rules and to make the final recommendation of

the investment decision for the company’s CEO.

Key words for the Case II:

Capital investment project, Depreciation, Incremental cash flow, Net Present Value, risk factors,

sensitivity analysis, Investment decision making.
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4. SUPPLEMENTS

Table.1. The incremental cash flows of the alternative course of action- introducing the night shift

Table. 2. The incremental profit report for the plant replacement project

2011 2012 2013 2014 2015 2016 2017 2018
Incremental sales (Th. units) 0 1481 4211 6941 9397 11281 13353 15632
Contribution LTL per unit 0,803 0,803 0,803 0,803 0,803 0,803 0,803 0,803

Incremental profit
Contribution (th.LTL) 0 1189 3379 5570 7541 9053 10716 12544

Fixed costs savings 10 10 10 10 10 10 10 10
Sales expenses -300 -300 -300 -300 -300 -300 -300 -300

EBITDA (th.LTL)
Depreciation
EBIT (th. LTL)
Taxes (20% rate)
NOPAT (th. LTL)
Sales of an old plant 100

Table. 3. The capital expenditures

Net Working Capital ratio to sales 15%
Capital Expenditures: Useful life in years Investment (th.LTL)

New plant (2011) 7 4000
New storage facility (2014) 15 1500

The night shift alternative 2011 2012 2013 2014 2015 2016 2017 2018
Cash Flows, th.LTL -449 185 1663 3209 3688 3688 3688 3688
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5. USE OF THE CASE

This case is suitable to use after the case No 1 of the same company, therefore the teacher may

prefer to sustain the same student groups, each of them representing some “functional

department”, however the groups could be “mixed” also.

The questions No 1, 2, 3, 5 requires skills of computational analysis and modelling in Excel.

Those some of those solutions could be done individually or in teams before the class or in

class. It takes about 1-1.5 hour to read the case and to complete those tasks.

The questions No 4, 6, 7 requires the critical thinking and integrating financial valuation skills

with the strategic issues and perspectives of the business. Therefore, the groups makes

presentations and discuss with the class before arriving at the consensus.

The calculations and forecasts should be done and presented in the form of Excel worksheets;

therefore students need computers in the class.

6. QUESTIONS AND SUGGESTED SOLUTIONS

31. Complete the Profit (NOPAT) Budget 2011-2018 (see the ex. 1)

NOPATt = EBITt – 0,15 x EBITt

EBIT = EBITDA – Depreciation

EBITDA = Gross Profit – Fixed costs (before Depreciation and interests)

Gross profit (Contribution) = Incremental sales revenue- incremental variable costs

Depreciation of the new plant is calculated by the linear method, taking into account the 7 year

as the useful life of the asset and the start of production at the middle of the year at year of
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production and is equal 571 th. LTL ( = 4 000 / 7) for the years from the 2012 to the 2018 and

286 th.LTL (= 571 / 2) for the years 2011 and 2018. Depreciation of the new storage facility is

estimated of 100 th. LTL per each year starting from 2014.

Table. 4. Profit (NOPAT) forecast (corrected)

INVESTMENT OPTION 2011 2012 2013 2014 2015 2016 2017 2018
Incremental sales (in th. Units) 0,0 1481 4211 6941 9397 11281 13353 15632

(III) Incremental revenue (th. LTL)* 0 2074 5895 9717 13156 15793 18694 21884
Gross Profit (Contribution) (th.LTL)** 0,0 1189 3379 5570 7541 9053 10716 12544
Fixed costs (th.LTL) :

Maintenance (savings) 10 10 10 10 10 10 10 10
Sales costs (increase) -300 -300 -300 -300 -300 -300 -300 -300

EBITDA, th.LTL -290 899 3089 5280 7251 8763 10426 12254
(II) Depreciation (total): 286 571 571 671 671 671 671 386

Depreciation of new storage*** 100 100 100 100 100
Depreciation of new plant**** 286 571 571 571 571 571 571 286

EBIT, th.LTL -576 327 2518 4608 6580 8091 9754 11869
15% Taxes -86 49 378 691 987 1214 1463 1780
(I) NOPAT, th.LTL -489 278 2140 3917 5593 6878 8291 10088

*, **There is a risk of uncertain amount (i.e. from 10%-50% ) of canibalised marginal revenue(contribution) in first

two quarters of the year 2011, because the replacement of old plant and installation of a new one. Taking into

account, that 6 988 th.bottles were sold in year 2010 and the contribution margin per unit was 0,75 LTL, the

incremental loss (negative incremental contribution) may vary between – 524 th.LTL to – 2 621 th.LTL, and

incremental NOPAT of the year 2011 may vary between – 935 th.LTL (=– 489 th.LTL – 524 th.LTL x 0,15) and –

2 717 th.LTL (– 2 621 th.LTL x 0,15).

32. Prepare incremental cash flow budget of the investment decision

Incremental Cash Flowt = Operational CFt + Capital Expenditurest

Operational CFt=NOPATt + Depreciationt (back)

OCF1 = -204 + 286 = -204 th.LTL; OCF2 = -278 + 571 = 850 th.LTL;

Capital Expenditurest = - (long term asset investment– replacement inflow)t – additions to NWCt

CapEx0 = -4000 th.LTL; OCF1= 100 th.LTL ; CapEx2 =-311 th.LTL ( = 0,15 x 2 074 th.LTL – 0); …

CapEx4 =-2 073 th.LTL  = -1 500 th.LTL - (0,15 x 9 717 th.LTL – 0,15 x 5 895 th.LTL);…
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Table. 5. Incremental Cash Flow budget of Capital Investment

Incremental Cash Flow of INV 0 1 2 3 4 5 6 7 8
Operational Cash Flow: -204 850 2712 4589 6264 7549 8962 10474

NOPAT -489 278 2140 3917 5593 6878 8291 10088
Depreciation (back) 286 571 571 671 671 671 671 386

Capital Expenditures: -4000 100 -311 -573 -2073 -516 -396 -435 -479
Investment to New LTA* -4000 -1500
Sales of the Old LTA 100
NWC investment: 0 -311 -573 -573 -516 -396 -435 -479

NWC (15% of sales revenue) 0 311 884 1458 1973 2369 2804 3283
NWC additions per year 0 311 573 573 516 396 435 479

Incremental FCF of INV -104 539 2138 2515 5749 7154 8527 9996

* Purchasing of the new asset is supposed to be done in the beginning of the year 2011.

33. Apply the Net Present Value and one additional criteria(i.e. IRR, PI) and

recommend the financially based decision on the investment alternative,

Positive NPV implies that an investment creates value for the company and it should be taken.

NPV = PV0 + PV1 + PV2 + PV +… + PV8

PV in year t = (incremental cash flow to firm in year t) / (1+r) ^ t

r – capital costs (%) = WACC

WACC = r debt x (1- tax rate 15%) x ratio debt to capital + r equity x (1- ratio debt to capital)

WACC = 5% x (1-0,15) x 0,2 + 15% x 0,8 =12,85%.

PV0 = -4000; … ;

PV2 = 423 th.LTL = (539 th.LTL ) / (1+ 0,1285) 2 ; …

Table. 6. Discounted Cash flows of the investment

Present value of INV 0 1 2 3 4 5 6 7 8
PV of CF(t) -4000 -92 423 1488 1551 3141 3464 3659 3800

NPV = -4 000 – 92 -…+3 800 = 13 433 th.LTL.

The Net present value is positive, therefore investment project should be taken.
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The next alternative is introduction of the night shift. The NPV of this option is:

Table 7. Discounted Cash flows of the Night shift alternative

Incremental FCF of 3 SHIFTS  Alternative 185 1663 3209 3688 3688 3688 3688
PV of CF(t) 145 1157 1979 2015 1785 1582 1402
NPV 10065
Cummulative FCF 185 1847 5057 8744 12432 16120 19807

The second alternative creates less financial benefit 10 065 < 13 433, however it bears less risk

(all incremental yearly cash flows are positive).

Internal Rate of Return of investment is the discount rate (WACC in this case), which makes the

NPV equal to zero. To find the IRR of this project, the “goal seek” function of Excel (“What if”

menu) should be used. Or alternatively, the graphic sensitivity analysis by WACC factor could be

done.

For the given solution, IRR = 46,79% which is really high and shows high internal profitability of

the project.

Profitability Index is the ratio between the sum of the discounted future cash flows and the

initial investment. The project is acceptable, if PI >1.

PI= (-92 + 423 + 1488 +1551 +3141 +3464 +3659 +3800) / 4000 = 4,34. PI is very high.

The cumulative cash flows became positive at the year 2 of the project, which is very quickly:

PV0 + PV1 = -104 th. LTL;

PV0 + PV1 + PV2= 435 th. LTL

34. Take the roles of a Lina (marketing manager), Tadas (CEO), Jonas (operations

manager) and discuss on the risks, which could affect your decision and make a list

of the main risk factors (up to three).

The risk is a probability of events or conditions, which makes forecast assumptions to shift from

their firsts estimations and changes the valuation result. Risk factor is understood as the

particular valuation assumption under the risk. For example, if the risk is unfavorable shift in
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competition in the market, the risk factors (assumptions under risk) would be: growth in sales

and product price. There could be financial (measurable) and non-financial factors of risk.

The answers of the groups may contain such risks and financial risk factors, as follows:

Table 8. Risk factors

Risks Financial risk factors

The risk, that the market trends could change in

unfavorable way

1. Yearly demand growth rate

The risk of increased competition in Lithuaninan

market,

1. Yearly demand growth rate

2, Product price

The risk of canibalisation effect: a replacement and

installation of the new equipment will take half a year;

this will lead to a lost sales and profit from the old one.

3. Production capacity and 4.sales in

the year 2011

Increase of financing costs and leverage, 5. WACC

The risk of overload, diminishing job satisfaction and

employee motivation; this will lead to shortages of

production quality and yields

6. Production yield;

1. Early demand growth rate;

7. Variable and 8. fixed costs of

production

…

35. Prepare the sensitivity analysis regarding one of identified risk factors. Is the

threat of this factor could turn the investment decision into value destructing

project?

If this case No 2 is given after the case No1 was solved, it is possible to do sensitivity analysis for

the risk factor No 1. yearly demand growth rate. The assumptions are changed in Excel,
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diminishing them by 10% in each step of analysis (basic assumption is multiplied by 0,9; 0,8; 0,7

etc.). The results of sensitivity analysis are as follows:

Table 9. a. Sensitivity analysis by the yearly growth rate risk factor

2010 2011 2012 2013 2014 2015 2016 2017 2018 NPV
Demand, th. Bottles 6988 8735 10919 13648 16378 18835 20718 22790 25069
growth, % 25% 25% 25% 20% 15% 10% 10% 10% 13433
RISK: 0,9 23% 23% 23% 18% 14% 9% 9% 9% 9970

0,8 20% 20% 20% 16% 12% 8% 8% 8% 6752
0,7 18% 18% 18% 14% 11% 7% 7% 7% 3765
0,6 15% 15% 15% 12% 9% 6% 6% 6% 994
0,5 13% 13% 13% 10% 8% 5% 5% 5% -1574

If the case is used independently, for the sensitivity analysis the risk factor No1 demand growth

rate should be replaced with the growth rate of incremental sales:

Table 9. b. Sensitivity analysis by the yearly growth rate risk factor of the incremental sales

2012 2013 2014 2015 2016 2017 2018 NPV
Incremental Sales 1481 2027 2290 2452 2550 2644 2734
growth rate 184% 65% 35% 20% 18% 17%
RISK: 0,9 166% 58% 32% 18% 17% 15% 11056

0,8 147% 52% 28% 16% 15% 14% 8906
0,7 129% 45% 25% 14% 13% 12% 6967
0,6 111% 39% 21% 12% 11% 10% 5224
0,5 92% 32% 18% 10% 9% 9% 3662
0,4 74% 26% 14% 8% 7% 7% 2267
0,3 55% 19% 11% 6% 6% 5% 1026
0,2 37% 13% 7% 4% 4% 3% -74

The valuation result (NPV) and recommendation is sensitive to the demand growth estimations.

If the real demand growth rate will decrease by 50% (the last row), the NPV and the

recommendation for the project becomes negative.

Using incremental sales growth rate, it could decrease by 80% before it makes NPV negative,

which is probable in some circumstances.

The risk of the cannibalisation effect could decrease sales on the year 2011 by 50%. Modeling in

Excel helps to find subsequent NPV = 11 460 of this change of risk factor No 4. Sensitivity is

quite low and doesn’t affect final recommendation.
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The risk of the increased financing cost of debt from 5% to 10% affects the slightly affects NPV

(NPV = 12 672) , however, recommendation remains strongly positive.

36. Make a presentation for managers, explaining the overall benefits and risks of the

investment project and make final recommendation.

The final recommendation depends on the financial valuation and the risk perception of the

class. The voting simulation could be used in teams or individually. If the final recommendation

consensus is positive, the strategic pros arguments to invest should be presented together with

the financial valuation, alternatively- contra arguments should be presented.

The main pro-argument is, that replacement of the old production facility will expand and

improve operations for the long term and will enhance company’s future competitiveness, the

project will also enhance company’s learning and improve employee qualification. Those are

necessary conditions for preparing to meet the future changes in the market and to sustain the

competitive advantages.

The main contra-arguments are:

 the estimations of the demand growth and cost savings are risky, because they could

have been set over- optimistically;

 employee job satisfaction and effectiveness may decrease, which could lead to the value

destruction of the company.

37. What other business expansion possibilities could you suggest for the company?

The teams or individual students may propose to delay an investment for 1-2 years in order:

 to learn more about the market growth trends;

 to implement programs of employee motivation;

It could be proposed to introduce the night shift for this period.
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1. LEARNING OBJECTIVES  
 
The aim of this learning material is to endorse the successful practices of key competence learning in 
adult education.  
 
This study case will be used for teaching purposes and should evaluate and improve the local 
(University of Messina) and the partner Universities teaching activities. The study case enables us to 
address students from various countries and therefore include various cultural points of view. 
 
The goal is to analyze, through an empirical application, a job order cost accounting process in a 
manufacturing company. 
 
 

2. INTRODUCTION  
 
 
Bucca SPA is an Italian company specialized in the production of advanced plastic components used, 
above all, in the telecommunications field.  For the coming year, the company will employ all its 
production capacity in the realization of the following orders: 
Work order 1: 590 enclosures in fibreglass for a telecommunications company 
Work order 2: 1,950 charging stations, for the same telecommunications company 
Work order 3: 821 street lighting poles, made entirely from high technology plastic, for a northern 
Italian city. 
To carry out these work orders the company will incur the following costs: 
  

DIRECT LABOUR:  

Direct labour Department A (€ 10.625/h) 51,000 

Direct labour Department B (€ 10.625/h) 127,500 

Direct labour Department C (€  9.167/h) 66,000 

Direct labour Department D (€  9.792/h) 47,000 

 

Raw materials   

Job order 1 210,000 

Job order 2 340,000 

Job order 3 280,000 
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OTHER COSTS: 

Manager of Departments A and B 32,500 

Manager of Departments C and D 32,500 

Maintenance Team  42,000 

Human Resources  45,000 

Equipment depreciation: 

 A 

 B 

 C 

 D 

 

 19,000 

 21,000 

   9,500 

 13,500 

Depreciations 66,000 

Designers 90,000 

Design amortization  6,000 

Quality control 13,000 

Factory manager 40,000 

Warehouseman 22,500  

Electricity 8,000 

Plant insurance 3,500 

Heating  6,500 

 
Direct labour and machineries are used according to the specifications contained in Table 2 and Table 
3, respectively. 
 
 

3. BACKGROUND INFORMATION  
 
The system for calculation of costs used by Bucca SPA foresees the use of eight cost centres as follows:  
centre A, centre B, centre C, centre D, warehouse, maintenance, HR, design & quality, according to the 
following rules:  
 

a) Localization in each cost centre of costs relative to factors used exclusively for the working of the 
centre; 
 
b) Distribution among the centres of costs incurred for indistinctly attributable activities, according 
to percentages indicated in Table 1, considered as indicative of the level of absorption of relative 
factors in each centre; 
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c) Closure of intermediary centres on the basis of the following rules: 

- The cost of the warehouse centre should be attributed for 15% to the maintenance centre and 
for the remaining 85% to other centres on the basis of direct labour costs incurred therein; 

- The maintenance centre should be closed on other centres on the basis of machine hours.     
d) Closure of final centres, by imputing individual job orders with attributable costs, using 
parameters as specified below:      

Centre A Direct labour cost 
Centre B Machine hours worked in the centre 

for each job order  
Centre C Total Direct costs 
Centre D Direct labour costs 
HR In equal parts 
Design & Quality Sales (€) 

 

Selling price for each product is € 615 for Enclosures, € 415 for ‘Charging stations’, € 650 for  Poles.   
 
 

  4. REQUIREMENTS 
 
On the basis of available information, determination of financial results expected for the next trading 
year along with partial financial results relative to each of the three centres can be carried out. 
 
 
 
Tab. 1 – Percentages of division of costs among centres   

 A B C D Ware Main HR Design 

Manager of 
Departments A 
and B 

50 50       

Manager of 
Departments C 
and D 

  50 50     

Depreciations 21 24 11 14 8 7 10 5 

Electricity 18 18 22 22 7 5 5 3 

Plant Insurance 30 34 15 21     

Heating 20 20 20 20 5 5 5 5 
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Tab 2. Direct labour hours  

 1 2 3 Tot 

     

A 1,700 2,100 1,000 4,800 

B 5,200 4,700 2,100 12,000 

C 2,800 3,750 650 7,200 

D 2,100 1,350 1,350 4,800 

 
Tab. 3. Machine hours 

 1 2 3 Tot 

     

A 700 450 450 1,600 

B 650 850 740 2,240 

C 730 690 1,140 2,560 

D 515 335 590 1,440 
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5. SOLUTION 
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1. LEARNING OBJECTIVES  
 

The aim of this learning material is to endorse the successful practices of key competence learning in 

adult education.  

 

This study case will be used for teaching purposes and should evaluate and improve the local 

(University of Messina) and the partner Universities teaching activities. The study case enables us to 

address students from various countries and therefore include various cultural points of view.  

 

The subject of the study case – Reporting and Analyzing Long-Lived Assets – is a fitted subject for 

learning materials with Italian, European or international connotation. Adoption of IFRS is very 

important for financial reporting and for decisions on international stock market. In Italy IFRS have 

been adopted for listed companies starting with 2005. 

 

The study case must help students to understand the accounting treatments, which are applicable to 

recognition, measurement and reporting of long-lived assets into the financial statement. 

From a perspective point of view the study case solutions according to IFRS will be compared with 

the solutions according to the local regulations (Italy, Romania and Lithuania). 

 

2. INTRODUCTION  
 

L’Amaro Spa is an Italian company, which has been listed on a regulated market since 2006. Its main 

activity is the production of a liqueur in the Amaro category and it is produced in Messina, Sicily. 

The secret recipe was invented in 1990. This drink considered a traditional drink, is a classic digestif, 

often served on the rocks or neat. It also is an ingredient in some cocktails. 

 

L’Amaro Spa adopts IFRS because Italy, as a member state of the European Union, is subject to 

IAS Regulation adopted by the European Union in 2002:  
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The adoption of IAS/IFRS in Europe is an example of accounting standardization among countries 

with different institutional frameworks and enforcement rules. This allows investigating whether, 

and to what extent, accounting regulation per se can affect the quality of financial reporting and 

leads to convergence in financial reporting. This is a key issue for standard setting purposes as 

IAS/IFRS have been adopted in very diverse countries all over the world, and many others are likely 

to adopt them in the near future. 

 

3. BACKGROUND INFORMATION  
 
Determining the Cost of Plant Assets  

The general principle for asset valuation given in Italy by art. 2426 Civil Code, and OIC 16 (the 

Italian GAAP) is historical cost, which may be either purchase cost or production cost. Tangible 

fixed assets have in principle to be valued at historical cost; they must be written down only if an 

enduring loss in value occurs, but their historical cost has to be restored if the situation reverses. 

Tangible assets whose life is finite have to be depreciated systematically over their useful (economic) 

life in relation to their residual possibility of use (cost model). 

 

Instead, according with IAS 16 Property, Plant and Equipment the accounting treatment for 

property plant and equipment is initially measured at its cost, subsequently measured either using a 

cost or revaluation model, and depreciated so that its depreciable amount is allocated on a systematic 

basis over its useful life. 

 

Items of property, plant, and equipment should be recognised as assets when it is probable that: 

[IAS 16.7] 

 it is probable that the future economic benefits associated with the asset will flow to the entity, and  

 the cost of the asset can be measured reliably. 
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This recognition principle is applied to all property, plant, and equipment costs at the time they are 

incurred. These costs include costs incurred initially to acquire or construct an item of property, 

plant and equipment and costs incurred subsequently to add to, replace part of, or service it. 

 

Measurement subsequent to initial recognition 

IAS 16 permits two accounting models:    

  

Cost model. The asset is carried at cost less accumulated depreciation and impairment. [IAS 16.30] 

 Revaluation model. The asset is carried at a revalued amount, being its fair value at the date of 

revaluation less subsequent depreciation and impairment, provided that fair value can be measured 

reliably. [IAS 16.31] 

 

Amaro Spa has purchased two machines in the last years. For the measurement subsequent to initial 

recognition there are used different accounting model.  

 

1) On January 1st 2002 the equipement needed to prepare liquor has been purchased.  

The cost was € 20.000 and the estimated useful life is 5 years, there is no residual value. For this 

property the company have used the cost model. From the January 1st 2004 some indicators did 

provide that the machine would lose value. On that date had been made an estimate of recoverable 

amount which was the result € 6,300; (Cost model). 

 

2) On January 1st 2007 the company  needs another machine to diversify production. 

    The cost was € 100.000  and the estimated useful life is 5 years, there is no residual value. For this 

property the company have choosed to use  the revalutation model. (Revaluation model). 

 

 

 



      Erasmus+ Programme – Strategic 

Partnership 

  Project Nr: 2014-1-RO01-KA203-002961                                       
 

     6 

CONNECTION BETWEEN ACCOUNTING RESEARCH, EDUCATION AND 

THE EMPLOYER’S NEEDS WITHIN THE EUROPEAN FRAMEWORK 

  4. REQUIREMENTS 
 
1. Describe how the historical cost principle applies to plant assets; 

2. Explain the concept of depreciation; 

3. Describe the concept of Cost model and Revaluation model; 

4. For each purchase illustrate asset measurement subsequent to initial recognition using the 

two  different accounting model. (For the cost model compute periodic depreciation using 

the straighr- line method). 

 

5. SOLUTION 
 

According with IAS 16, the cost of an item of property, plant and equipment comprises:  

a) its purchase price, including import duties and non-refundable purchase taxes, after 

deducting trade discounts and rebates.  

b) any costs directly attributable to bringing the asset to the location and condition 

necessary for it to be capable of operating in the manner intended by management.  

c) the initial estimate of the costs of dismantling and removing the item and restoring 

the site on which it is located, the obligation for which an entity incurs either when 

the item is acquired or as a consequence of having used the item during a particular 

period for purposes other than to produce inventories during that period.  

 

Depreciation is the processof allocation to expense the cost of plants asset over its useful life in a 

rational and systematic manner. 

 

Cost model: After recognition as an asset, an item of property, plant and equipment shall be carried 

at its cost less any accumulated depreciation and any accumulated impairment losses.  
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Revaluation model: After recognition as an asset, an item of property, plant and equipment whose 

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

date of the revaluation less any subsequent accumulated depreciation and subsequent accumulated 

impairment losses. Revaluations shall be made with sufficient regularity to ensure that the carrying 

amount does not differ materially from that which would be determined using fair value at the end 

of the reporting period.  

 

Cost model 

 

Illustration 

 

Equipment cost         20.000 
Salvage value          -       00 
 
Depreciable base        20.000 
Useful life (original) 5 years 
 
Annual depreciation 4.000  

 

The computation of annual depreciation expense is based on estimates. Therefore, management 

should periodically review depreciation. 

 

When a change in an estimate is required, the change is made in current and future years but not to 

prior periods. Thus, when a change is made 

1. there is no correction of previously recorded depreciation expense, and  

2. depreciation expense for current and future years is revised.  

 

The rational for this treatment is that continual restatement of prior periods would adversely affect 

the users’ confidence in financial statements. 
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31/12/2002  20.000  Depreciation   4.000  
31/12/2003  16.000  Depreciation   4.000  
31/12/2004  12.000  Lose value  12.000 -  5.700  
 6.300   Salvage value: 6.300   
  Depreciation   (6300/3)  2.100  
31/12/2005  4.200  Depreciation    2.100  
31/12/2006  2.100  Depreciation    2.100  
    20.000  
 

Significant changes in estimates must be disclosed in the financial statements. At the end of the 2004 

must be considered the depreciable cost of 6.300. 

 

Revaluation model 
 
 
The following table represents the time series of fair value at the end of each year. 
 
 

Years Fair value 

31/12/07 

31/12/08 

31/12/09 

31/12/10 

31/12/11 

80.000 

95.000 

75.000 

40.000 

0 
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Year 2007  

1. Depreciation (100.000:5) 

  

Depreciation Expenses  
 
20.000  

 
Accumulated Depreciation  

  
20.000  

 

Year 2008  

2. Revaluatio surplus (95.000-80.000):  

Plant assets 
 
15.000  

 
Revaluation surplus 

  
15.000  

3. New Value Depreciation  (95.000/4)  

Depreciation Expenses  
 
23.750  

 
Accumulated Depreciation  

  
23.750  

 

Year 2008  

4. Revaluation surplus (75.000-71.250):  

Plant assets 
 
3,750  

 
Revaluation surplus 

  
3,750  

5. New Value Depreciation  (75,000/3)  

Depreciation Expenses  
 
25.000  

 
Accumulated Depreciation  

  
25,000  
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Year 2009   

6. (50.000-40.000):  

Revaluation surplus 
 
10.000  

 
Plant assets  

  
10.000  

7. Depreciation (40.000:2)  

Depreciation Expenses  
 
20.000  

 
Accumulated Depreciation  

  
20.000  

Year 2010 

8. Final Depreciation (Residual value=0):  

Depreciation Expenses  
 
20.000  

 
Accumulated Depreciation  

  
20.000  

 

Illustration  

2007  100.000  20.000  80.000  80.000  -  
2008  80.000  23.750  71.250  95.000  15.000  
2009 71.250  25.000  50.000  75.000  3.750  
2010 50.000  20.000  20.000  40.000  (10.000)  
2011 20.000  20.000  0  0  0  
  108.750    8.750  
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DIFFERENCES IN THE APPLICATION OF

IFRS AND ROMANIAN ACCOUNTING SYSTEM
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In România, regarding accounting regulations which are aplicabile to companies, for the
periode start at January 1, 2015 this are following:

- Order of the Minister of Finance no. 1286/2012 approving the Accounting Regulations in
accordance with International Financial Reporting Standards applicable to companies
whose securities are admitted to trading on a regulated market, including subsequent
amendments and additions.

- Order of the Minister of Finance no. 1802/2014 approving the Accounting Regulations
related to individual annual financial statements and consolidated annual financial
statements – applied for unlisted companies (according to European Directive 34/2013)
– OMFP 1802/2014.

1. Property, plant and equipment

a) The scope and initial evaluation

There are no major differences in terms of scope and initial evaluation of property, plant and
equipment. However, there are certain situations that lead to different treatments, where
payment is deferred beyond normal credit terms.

IAS 16.23: “The cost of an item of property, plant and equipment is the cash price equivalent at
the recognition date. If payment is deferred beyond normal credit terms, the difference between
the cash price equivalent and the total payment is recognised as interest over the period of
credit unless such interest is capitalised in accordance with IAS 23 Borrowing costs”.

Example: At 31 December 2014 it purchased a machine worth 18,617 RON from a supplier,
under a contract which stipulates that the amount will be paid 12,000 RON within 30 days of
the invoice date, and the difference of 6,617 RON will be paid after a period of two years. The
useful life of the equipment is 5 years.
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Approach by OMFP 1802

The asset will be recognized at a total value of 18,617 RON.
This value will be amortized monthly (18,617 RON / 60 months). Not questioning the coverage
of deferred taxes.

Approach by IAS / IFRS

As stated, 6,617 RON the difference between the initial payment in cash and the total payment
it will be considered as a loan and will be divided into a main component and a component of
interest.

For the amount of interest will be used "market rate", usually equivalent to the reference rate
of the NBR.

Determination of interest (it will assume a rate of 5%):

6,617 = 1 / (1 + 5%)2 * principal(main)
Principal = 6,000 RON
Interest Year1 = 300 RON
Interest Year2 = 317 RON

The asset will be recognized at the cash price equivalent, at 12,000 RON plus 6,000 RON, and
the difference up to the total payment will be recognized as interest on lending period:

The value of 18,000 RON will be amortized normally, and 617 RON will be switched to regular
expense, during the loan term.

If there is a difference between the duration of amortization and duration of lending (like in this
case), will occur temporary differences between taxable bases

Thus, the values can be read such as:
- Annual tax depreciation (deductible): 18,617 RON / 5 years= 3,72.4 RON / year;
- Carrying amount (non-deductible): 18,000 RON / 5 years = 3,600 RON / year;
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- Annual percentage rate (non-deductible): 300 RON / on the firs year and 317 RON /on the
second year.

Year 1 Year 2 Year 3 Year 4 Year 5 Total
Fiscal depreciation -3,723.4 -3,723.4 -3,723.4 -3,723.4 -3,723.4 -18,617
Carrying amount 3,600,0 3,600,0 3,600,0 3,600,0 3,600,0 18,000
Interest 300,0 317,0 0,0 0,0 0,0 617
Temporarry
diference on tax
base

176.6 193.6 -123.4 -123.4 -123.4 0

In this regard, at the end of year 1 and 2 will record deferred income tax related receivable:
28.25 RON (176.6 * 16%) and 30.97 RON (193.6 * 16%).

The late 3rd, 4th and 5th year will diminish the claim registered by 19.74 RON (123.4*16%), the
difference will be zero at the end.

Year 1 Year 2 Year 3 Year 4 Year 5 Total
Income 28.25 30.97 0.00 0.00 0.00 59.22
Expense 0.00 0.00 19.74 19.74 19.74 59.22
Balance #4412 28.25 59.22 39.48 19.74 0.00 0.00
Type Debt Debt Debt Debt N/a N/a

b) Exchanges of assets

According to OMFP 1802/2014, paragraph 56:
“(1) Netting principle. Any compensation between asset and liability items, or between income
and expenditure is prohibited.
(2) All assets and liabilities must be recorded separately in the accounts, based on
documents.[…]
(4) On exchange of assets, accounting highlights distinct selling operation / shutdown records
and the purchase / out entry, based on documents, to record all revenue and expenditure
operations. The accounting treatment is similar for mutual benefits service.
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According to IAS 16.24: „One or more items of property may be acquired in exchange for non-
monetary asset or assets, or a combination of monetary and non-monetary assets. The
following discussion refers simply to an exchange of non-monetary asset for another, but it also
applies to all exchanges described in the preceding sentence.  If an asset is acquired in
exchange for another asset (whether similar or dissimilar in nature), the cost will be measured
at the fair value unless (a) the exchange transaction lacks commercial substance or (b) the fair
value of neither the asset received nor the asset given up is reliably measurable. If the acquired
item is not measured at fair value, its cost is measured at the carrying amount of the asset
given up”.

Example. A land was acquired for 1,000,000 RON two years ago. Following negotiations with
another company, it was deciding a land exchange: this land for another, at a fair value of
1,100,000 RON plus a sum of 100,000 RON.

According to OMFP 1802/2009 (recorded two separate transactions)

Decommissioning management of old land

6583 = 2111 1,000,000 RON

461 = 7583 1,200,000 RON

Receive new land and closing accounts

2111 = 404 1,100,000 RON

404 = 461 1,100,000 RON

5121 = 461 100,000 RON
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According to IAS / IFRS (recorded one transaction)

According to IAS 16, there will be a single transaction:

1,200,000
RON % = % 1,200,000

RON
1,100,000
RON 211 new 211 old 1,000,000

RON
100,000
RON 5121 7583 200,000

RON

c) Depreciation

In what concerns the depreciation of tangible assets, there are several differences, either
individually or collectively, can provide a significantly different image between the two
reporting frameworks analyzed:

c1) Depreciable amount

According to OMFP 1802 / 2014 wich considers that the cost of depreciable intangible value,
unlike IAS / IFRS, where it supports the concept of residual value, which diminishes the
depreciable amount.

OMFP 1802/2014, Anexa 1. 82 (3a):“ the carrying amount of an asset is the amount at which it
is recognized after deducting accumulated depreciation, depreciable assets and adjustments for
accumulated impairment or loss of value”.

IAS 16.51-54: “51. The residual value and the useful life of an asset should be reviewed at least
at each financial year-end and, if expectations differ from previous estimates, any change is
accounted for prospectively as a change in estimate under IAS 8.
52. Depreciation is recognised even if the fair value of the asset exceeds its carrying amount, as
long as the asset's residual value does not exceed its carrying amount. Repair and maintenance
of an asset do not negate the need to amortise.
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53. The depreciable amount of an asset is determined after deducting its residual value. In
practice, the residual value of an asset is often insignificant and therefore not taken into
account when calculating the depreciable amount.
54. The residual value of an asset may increase to a value greater than or equal to the carrying
amount of the asset.  If this happens, the depreciation of the asset are equal unless and until the
residual value subsequently decreases to an amount below the asset's carrying amount”.

c2) Payback period

According to OMFP 1802/2014 requires that the depreciation:
- starts next month commissioning;
- continues until full recovery of input value of the asset;
- where immobilization is subject to maintenance, depreciation continues, or is calculating an
adjustment for impairment.

According to IAS/IFRS indicates that the depreciation:
- It begins when the asset is available for use;
- cease when the asset is reclassified as available for sale or derecognised;
- can be interrupted in the specific case in which, on the one hand, is calculated on the basis of
production and not on the duration of use and on the other hand production is discontinued.

OMFP 1802 / 2014, Annex 1, 238: “(1) Depreciation is determined by applying the depreciation
allowance on input value or the value of assets revalued.
(2) Depreciation of tangible assets is calculated starting with next month commissioning and
until full recovery of their value. In determining depreciation of property, plant and equipment
are considered useful lives of and conditions of use.
(3) Payback accounting, established according to accounting policies may be different payback
used by entities for tax purposes.
(4) Where tangible assets are entered in the conservation, the accounting policy adopted by the
entity accounted expense or amortization expense for impairment found that adjustment.”

IAS 16.55: “Depreciation of an asset begins when it is available for use, ie when it is in the
location and condition necessary for it to operate in the manner intended by management.
Depreciation of an asset ceases at the first time between the date the asset is classified as held
for sale (or is included in a disposal group that is classified as held for sale), in accordance with
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IFRS 5 and the date that the asset is derecognised. Therefore, depreciation does not cease when
the asset is not used or is decommissioned, unless it is fully amortized. However, according to
the usage methods of depreciation the depreciation charge can be zero while there is no
production ".

c3) Changing depreciation method

Both reporting frameworks consider changing the useful life and depreciation method of
accounting estimates as amendment.

Additionally, IFRS considered as a change in accounting estimate and the revision of residual
value.

Example: Ten identical machines are purchased in January 2015 for a new production line, each
with an estimated useful life of 5 years. The machines cost 30,000 RON each, and management
estimates that at the end of that term assets will have a residual value of 3,000 RON each.

Since January 2017, management decides that the depreciation method used (straight-line
depreciation) is not appropriate given the pace of consumption of the economic benefits and
consider adoption of depreciation calculated on the product unit. In this respect, it is estimated
that each machine will produce 100 products in 2017, 80 in 2018 and 20 products produced in
2019.

According to OMFP 1802/2014

The equipment purchased will amortize using the straight-line method based on useful life. As:
- total value of machinery: 300,000 RON;
- useful life: 5 years;
- annual depreciation: 60,000 RON;

Because the machines were put into operation in January 2015, the first month payback will be
in February 2015. According to amortization schedule for 2015 show that capital goods will
have only 11 months of depreciation, years 2016, 2017, 2018 and 2019 by 12 months and one
month in 2020.
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After first year, accumulated depreciation is 55,000 RON (60,000 * 11/12), and at the end of
2016, that is 115,000 RON (55,000 +60,000). Therefore, the remaining value to amortize is
185,000 RON (300,000 – 115,000).

Since 2017, depreciation is calculated based on the number of units produced. In this way, the
depreciation will be calculated proportionally:
- year 2015: 100 products (out of a total of 200), so 92,500 RON (185,000 * 100/200);
- year 2016: 80 products (out of a total of 200), so 74,000 RON (185,000 * 80/200);
- year 2017: 20 products (out of a total of 200), so 18,500 RON (185,000 * 20/200);

Moreover, we must not forget that tax depreciation can only be linear, accelerated or
diminishing, which means that there will be differences in these three years between the book
and tax depreciation:

2015 2016 2017 2018 2019 2020 Total
Carrying amount 55,000 60,000 92,500 74,000 18,500 0 300,000
Tax depreciation -55,000 -60,000 -60,000 -60,000 -60,000 -5,000 -300,000
Tax difference 0 0 32,500 14,000 -41,500 -5,000 0
Tax impact 0 0 +5,200 +2,240 -6,640 -800 0

Although in this case there are temporary differences between the accounting and tax bases,
OMFP 1802/2014 does not allow registration of operations related to deferred tax.

According IAS/IFRS:

For the first two years, in the context of annual depreciation 60,000 RON will be accumulated
depreciation of 120,000 RON, while the remaining amount will be amortized 180,000 RON.

Since 2017, depreciation is calculated based on the number of units produced. In this way, the
depreciation will be calculated proportionally:
- year 2017: 100 products (out of a total of 200), therefore 90,000 RON (180,000 * 100/200);
- year 2018: 80 products (out of a total of 200), therefore 72,000 RON (180,000 * 80/200);
- year 2019: 20 products (out of a total of 200), therefore 18,000 RON (180,000 * 20/200);
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Moreover, we must not forget that tax depreciation can only be linear, accelerated or
diminishing, which means that there will be differences in these three years between the book
and tax depreciation:

2015 2016 2017 2018 2019 2020 Total
Carrying amount 60,000 60,000 90,000 72,000 18,000 0 300,000
Tax depreciation -55,000 -60,000 -60,000 -60,000 -60,000 -5,000 300,000
Tax difference 5,000 0 30,000 12,000 42,000 -5,000 0
Tax impact +800 0 + 4,800 + 1,920 - 6,720 -800 0

Temporary differences between taxable bases give rise under the framework IAS / IFRS, the
deferred income tax. So:

2015 2016 2017 2018 2019 2020 Total
Effective tax +800 0 +4,800 +1,920 -6,720 -800 0
Future recover N/a recover recover to pay to pay N/a
Balance
#4412

800 800 5.600 7.520 800 0 0

Type Debt Debt Debt Debt Debt N/a N/a

2. Intangible assets

a) Up costs

According to OMFP 1802 / 2014, expenses can be capitalized and amortized over a maximum
period of 5 years, which is not allowed under IAS / IFRS, which requires recognition of
formation expenses in profit or loss.



Changing lives. Opening minds.

Erasmus+ Programme – Strategic Partnership
Project Nr: 2014-1-RO01-KA203-002961

CONNECTION BETWEEN ACCOUNTING RESEARCH, EDUCATION AND
THE EMPLOYER’S NEEDS WITHIN THE EUROPEAN FRAMEWORK

OMFP 1802 / 2014, Anxxe 1, 185 (1): “An entity may include formation expenses under 'Assets',
in which case can immobilize up costs. In this situation, formation expenses shall be written off
within a period of maximum 5 years”.

IAS 38.69 (a): “Other examples of costs are recognized as expenses when incurred include:
(A) Cost-up activities (ie start-up costs), unless those costs are included in cost of tangible assets
in accordance with IAS 16. The cost of incorporation may include costs such as legal and
secretarial costs incurred establishing a legal entity, expenditure to open a new space or new
activities (ie pre-opening costs) or expenditures for starting new operations or launching new
products or processes (ie cost of preparation) ".

b) Treatment of goodwill

OMFP 1802/2014 provides that goodwill can be written off over a maximum period of 5 years.
Regarding the IAS / IFRS, goodwill is not amortized, but be subject to an annual impairment test
(in case of finding an impairment, it can not be restarted).

c) Evaluation

IAS 38 allows intangible assets presentation after both the cost model and the revaluation
model for those assets where there is an active market. OMFP 1802/2014 allows only the
presentation of assets under the cost model.
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2.3. Impairment of assets

a) Applying adjustments for impairment

According to Romanian reporting framework, impairment adjustments are made for individual
assets. In comparison, IAS 36 allows for adjusting the value of cash-generating units.

IAS 36.6: “[…] A cash-generating unit is the smallest identifiable group of assets that generates
independent cash inflows in a largely cash inflows from other assets or groups of assets […]”.

IAS 36.7: “Paragraphs 8-17 specify when recoverable amount should be determined. These
provisions use the term "active", but it also applies to an individual asset or a cash-generating
unit […]”.

b) Amortization of impaired assets

OMFP 1802/2014 shall, indirectly, that depreciation continues with the same odds even after
recording an impairment adjustments (because they can be modified as accounting estimates,
only duration or amortization method, not based calculation). In contrast, IAS 36 establishes
that should be adjusted depreciation expense.

IAS 36.63: “After after the recognition of an impairment loss, the depreciation (amortization),
charge for the asset shall be adjusted in future periodsto allocate the asset’s revised carryng
amount, less it’s residual value (if any), on a systematic basis over it’s remaining useful life”.
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4. Investment property

a) Treatment Evaluation

OMFP 1802/2014, unlike IAS 40 Investment Property, does not provide specific treatment for
investment property valuation at fair value, meaning the differences in fair value, if they are
positive, treated as a revaluation reserve in the direction of IAS 16.

5. Assets held for sale

a) The scope

OMFP 1802 / 2014, as compared to IFRS 5 Assets held for sale, does not provide specific assets
held for sale, they are treated as tangible or intangible assets until the time of sale.

6. Inventories

a) The scope

Romanian financial reporting framework includes inventories class that IAS 2 Inventories does
not include. Under IAS / IFRS treats these categories separately in IAS 11 Construction Contracts
and IAS 41 Agriculture.
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b) Deferred payment

Like in the case of property, whether it is purchasing stocks in deferred settlement terms, the
entity must recognize interest component related to deferred payment which is not regulated
and the OMFP 1802/2014.

IAS 2.18: „ Where an entity purchases inventories on deferred payment terms, the arrangement
is likely to contain a financing element. The difference between the price that would have been
paid for ‘normal’ credit terms and the actual amount paid should be recognised as an interest
expense over the period of the financing”.

c) Assessment methods exit stocks

IAS 2 Inventories allow use FIFO methods and the CMP, while OMFP 1802/2014 allows the use
of LIFO method.

LIFO method existed as an alternative to the IAS / IFRS, but was excluded mainly for two
reasons: on the one hand, using the method implies that will be consumed (i.e. expensed)
stocks with the highest costs, implying that method would be used to reduce tax; on the other
hand, the newest elements that inventories are consumed in production, that the oldest (and
probably impaired) stocks are presented in the balance sheet at cost.

IAS 2.25: „ The cost of inventories, other than those dealt with in paragraph 23 shall be
determined by the first-in, first-out (FIFO) or weighted average cost formula”.
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7. Employee benefits

According to IAS 19 Employee benefits, the cost of benefits to employees should be recognized
in the period in which these benefits are earned by employees. For short-term benefits
(payable within a period of less than one year) will affect their undiscounted amount of the
expenses in the period in which the employees render services.

According OMFP 1802/2014 for post-employment benefits and other long-term liabilities is
recognized a provision (if the recognition criteria are met).

8. Income tax

Although current tax is treated both reporting frameworks, deferred tax is treated in detail by
IAS 12 Income Taxes. OMFP 1802 allow the recognition of provisions for taxes.

9. Income

a) Recognition of interest income

IAS 18 specifies that interest income should be recognized under the effective interest method.
In contrast, OMFP 1802/2014 does not contains such provisions. In addition, OMFP 1802
contains no provisions on the recognition of interest income when it comes to postpone
collection than normal credit terms.

IAS 18.30 (a): “Interest income is recognised using the effective interest rate method, as
described in paragraphs 9 and AG5-AG8 of IAS 39 ".3.
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b) Revenue recognition for the exchanges of assets

Romanian framework states that there must be two different transactions, each with revenues
and / or expenses, while IAS 18 that promotes exchange registration and transaction income
and / or expenses resulting net.

10. Construction Contracts

IAS 11 states that revenues are recognized based on the stage of completion at the end of the
reporting period when the contract outcome can be reliably estimated. If the outcome can not
be reliably estimated, the income may be recognized only to the extent that it is probable
recovery of costs incurred.

OMFP 1802/2014 states that revenue is recognized when receiving document on achievement
is signed by the beneficiary and costs incurred on behalf of contract but not accepted by the
beneficiary still be recognized as work in progress (in inventories).

11. Financial instruments

Under IAS / IFRS deals with the subject of financial instruments:
- IAS 32 Financial Instruments: Presentation;
- IAS 39 Financial Instruments: Recognition and Measurement;
- IFRS 7 Financial Instruments: Disclosures.

a) Evaluation

According to OMFP 1802/2014, the evaluation is:
- For financial assets unlisted on a regulated market:

- initially at historical cost;
- then at cost less accumulated impairment adjustments;
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- For short-term investments:
- initial at purchase price;
- then the market value, differences in value affecting profit or loss

Under IAS 39, initial recognition is at fair value (which may be different from the transaction
price), then:
- For assets held to maturity, loans and receivables, valuation is at amortized cost or at fair
value if it can be estimated reliably;
- The remaining financial assets and derivatives are measured at fair value.

b) The concepts of amortized cost and effective interest

Costul amortizat al unui activ financiar sau al unei datorii financiare este:
- the value of the financial asset or financial liability is assessed on initial recognition;
- minus principal repayments;
- plus or minus accumulated amortization using the effective interest method of any difference
between the original value and the value at maturity;
- and minus any reduction (directly or through the use of an allowance account) for impairment
or difficulty to collect.

The effective interest method is a method of calculating the amortized cost of a financial asset
or a financial liability (or group of financial assets or financial liabilities) and of allocating the
interest income or interest expense over the relevant period.

c) Presentation of convertible bonds

In terms of IAS 32, the major difference to OMFP 1802/2014 is that the liability component is
presented separately to the capital in convertible bonds.
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d) The treatment of derivative financial instruments

According to OMFP 1802/2014, accounting for derivative instruments is only the settlement,
while IAS 39 requires recognition at the reporting date, if derivatives are not hedges in a
hedging relationship of cash flows.

e) Adjustments for impairment

Regarding adjustments for impairment, the impairment loss IAS 39 permits groups of financial
assets, unlike OMFP 1802 not only allows for individual assets.

Moreover, due to the additional notion amortized cost, impairment of assets measured at
amortized cost appears defined in addition to OMFP 1802/2014 (the difference between the
asset's carrying amount and the present value of estimated future cash flows, excluding future
credit losses not they were incurred, discounted at the original effective interest rate of the
financial asset, ie the effective interest rate computed at initial recognition).

12. Effect of exchange rate changes

1802 OMFP provides that the presentation currency of financial statements is the RON. Instead,
IAS 21 The Effects of Changes in currency exchange rates states that the presentation currency
is the functional currency (which is determined by the primary economic environment in which
the entity operates.

13. Financial reporting in hyperinflationary economies

IAS 29 Financial reporting in hyperinflationary economies, unlike OMFP 1802/2014 provides
specific treatments for non-cash items presented at historical cost (and not already expressed
in terms of the measuring unit current at the end of the reporting period), are restated by
applying a general price index. Monetary items, do not adjust because they are already
expressed in terms of the measuring unit current at the end of the reporting period.
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Assets and liabilities linked by agreement to changes in prices, such as indexed bonds and loans,
are adjusted to determine the values remaining at the end of the reporting period. These items
are carried in the restated statement of financial position at this adjusted amount.

14. Share-based payments

According to Romanian reporting framework, Share-based payments expense recognized on
the grant date, the counterparty to the increase of other reserves.

IFRS 2 distinguishes

- on the one hand, that the benefits can be received may be recognized as assets - which will be
passed on expenditure when they are consumed, and if not, will be recognized as an expense
directly;
- on the other hand, the types of transactions with share-based payment are:

- settlement in equity instruments recognized as increases in equity;
- cash-settled, recognized as liabilities;
- choice by the supplier of one of the two.

"The European Commission support for the production of this publication does not
constitute an endorsement of the contents which reflects the views only of the authors, and the
Commission cannot be held responsible for any use which may be made of the information
contained therein."
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KEY COMPETENCES IN FINANCE-
ACCOUNTING EDUCATION
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The aim of case studies realized in this Erasmus+ Project is to promote the successful practices of

key competence learning in adult education. The resources have been focused in direct on

transversal teaching of key competences as defined by the EU:

1. Communication in mother language

2. Communication in foreign languages

3. Strong knowledge and competences in finance-accounting field

4. Digital competences

5. Learning to learn

6. Social and civic competences

7. Sense of initiative and entrepreneurship

8. Cultural awareness and expression

1. Communication in mother language

The working sessions within CAREER project involve the participation of two students

from each partner university in the project. In the discussions on solving of the case studies,

students are speaking even in their native language. The benefit of this perspective it is

linguistic exchange between students, so that they acquire language skills in the native

language of their colleagues from other partner universities.
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2. Communication in foreign languages

The official language in which the project is implemented is English. In this way, students

will greatly develop the ability to communicate in English – which is, in present, most

prevalent in the global business environment and educational environment. Improving the

way they communicate in English it will help the participating students in future when they

will apply for a job, because most employers are seeking these skills as part of basic training

of future employees. Thus, this aspect will be directly reflected in a better chance of being

employed.

Another important aspect for the participating students is the possibility of learning specific

finance and accounting concepts in the language of the other partner universities, during the

three weeks of working together with the students belonging to the other three partner

universities in the project planned by LEARNING & STUDY PROGRAMME CAREER

(LSP).

3. Strong knowledge and competences in finance-accounting field

This case study was used for teaching purposes and should evaluate and improve the local

(West University of Timișoara) and the partner Universities teaching activities. The case

study enables us to address students from various countries and therefore to include various

cultural points of view.
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The subject of the case study– accounting treatments related to inventories and related to

noncurrent assets – is a suitable subject for learning materials with European or international

connotation. Adoption of IFRS is very important for financial reporting and for decisions on

international stock market. In Romania, IFRS have been adopted for listed companies

starting with 2012.

The case study must help students to understand the accounting treatments which are

applicable to recognition, measurement and reporting of inventories into financial

statements according to IFRS.

The learning method is aimed at understanding the conceptual aspects related to inventory

and fixed assets through direct observation of studies in companies applying IFRS.

4. Digital competences

Through case studies proposed to be solved and studies and analyzes carried out in pilot

entities – project partners, the development of digital skills is ensured. The participating

students use the Internet for research (information to help solve the case studies, such as,

looking for exchange rates published by the National Bank of Romania on their website

www.bnro.ro), use software packages as Microsoft Office – Word, Excel, PowerPoint. For

all case studies are made PowerPoint presentations which will be submitted in front of

fellow students and which shall form the basis of discussions, interpretations and analysis

that will be realized by teachers and students.
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5. Learning to learn

Society is constantly evolving. Progress in IT area accompanied by innovative research and

development projects makes sharing information to achieve a much higher speed.

Information storage capacity has grown exponentially. Also, teaching and learning

techniques must adapt to the social context and information currently available to the whole

world. To study in the classical style is no longer applicable today. Today we have access to

Internet, the ability to share information in real time and to work together in multinational

working teams.

The most important aspect when it comes to learning is that students can see the direct

usefulness of concepts and how to use the tools of financial accounting in the business

environment.

The purpose of case studies developed under the project and studies and analyzes carried

out in partner entities is to show students the modern methods of learning, based on the

practical application of accounting treatments, the application of professional judgment

related to the recognition of assets, liabilities and equity, the timing of the recognition and

values that are recognized.

The exchange of experience between the three universities involved in the project: West

University of Timisoara, Universita Degli Studi di Messina, Vytauto Didziojo Universitetas

contribute to a better application of modern methods of learning based on the practical

application of professional judgment.
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6. Social and civic competences

“Education and training systems contribute significantly to fostering social cohesion, active

citizenship and personal fulfillment in European societies. They have the potential to

promote upward social mobility and to break the cycle of poverty, social disadvantage and

exclusion. Their role could be further enhanced by adapting them to the diversity of citizens’

backgrounds in terms of cultural richness, existing knowledge and competences, and learning

needs” [Council conclusions of May 11, 2010 on the social dimension of education and

training 2010/C 135/02, http://eur-lex.europa.eu/legal-

content/EN/TXT/PDF/?uri=CELEX:52010XG0526(01)&from=EN].

The implementation of the project 2014-1-RO01_KA203-002961 „Connection Between

Accounting Research, Education And The Employers’ Needs For Sustainable Knowledge

Within The European Framework” („CAREER”) it aims to provide upward social mobility

for students participating in study programs and learning programs. The fact that activities

will be conducted in multinational teams, represent the prerequisites for enriching their

cultural experiences, sharing of good professional practices and learning ability.

The implementation of the CAREER project it responds to the European Council demand

mentioned in the contents of the document cited to the previous paragraph, regarding higher

education institutions in the European Union: “Continue to eliminate barriers to, expand

opportunities for, and improve the quality of, learning mobility, including by providing

adequate incentives for the mobility of students from disadvantaged backgrounds [Council

conclusions of May 11, 2010 on the social dimension of education and training 2010/C
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135/06, http://eur-lex.europa.eu/legal-

content/EN/TXT/PDF/?uri=CELEX:52010XG0526(01)&from=EN].

All the partner universities support comparative research on the effectiveness of policies to

increase equity in education and training, widen the knowledge base in cooperation with

other international organizations and ensure a broad dissemination of research results.

7. Sense of initiative and entrepreneurship

Entrepreneurship education is about enabling young people to develop the skills they need

for life and work. These crucial skills are teachable and must be integrated into educational

subjects at all levels. This is a priority throughout Erasmus+, both for people who study or

train abroad or in strategic partnerships projects.

The partner universities hold the key to ensuring that education and training is relevant to

the real world. The universities involved in the project help develop young people who have

the skills needed to make the most of their lives and secure their own economic success. The

ways are wide and varied, from supporting curriculum design, acting as role models in the

classroom or pilot entities, developing practical entrepreneurial experiences to mentoring

aspiring entrepreneurs.

By solving case studies with students ensure the development of knowledge and skills that

allows students to apply future professional judgment, but also to orient and guide the path

of continuous training in financial accounting.
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8. Cultural awareness and expression

“The last, but certainly not the least, key competence is cultural awareness and expression.

Its adaptation in the context of this trainers’ competence profile certainly deserves further

thought. Cultural competence as the ability, very much in the sense of holistic learning and

living, to engage one’s senses for the training and learning process in a conscious and

deliberate way, to convey aesthetic sensations, and to use the psycho-social functions of

culture in learning processes, for instance those of language, art, music, dance or history, to

name just some.”

[ http://www.ikab.de/reports/Otten_Ohana_8keycompetence_study_2009.pdf]

Participating students from three universities involves a rich exchange of experiences,

different approaches of the case studies, specific of each university, but with the ultimate

goal of implementing appropriate solutions to pilot entities and acquire new knowledge in a

new way specify of the European educational context today. Creativity and native profile are

contributing to how students are approaching the case studies, and by searching for

solutions, they are manifested in the process of learning. These approaches are transverse

and they are allowing students of each university to observe and understand how to think

and find solutions ensuring one of the most important goals of the European Union – “Unity

in diversity!”.

"The European Commission support for the production of this publication does
not constitute an endorsement of the contents which reflects the views only of the authors, and
the Commission cannot be held responsible for any use which may be made of the information
contained therein."
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