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Accounting is often said to be the language of
business. It isused in the business world to describe the
transactions entered into by all kinds organizations.
Accounting terms and ideas are therefore used by people
associated with business, whether they are managers,
owners, investor, bankers, lawyers or accountants.

The actual record-making phase of accounting is
usually called book-keeping. However, accounting
extendsfar beyond the actual making records. Accounting
is concerned with the use to which these records are
put, their analysisand interpretation. An accountant should
be concerned with more than the record-making phase.
In particular, he should be interested in the relationship
between the financial results and the events which have
created them. He should be studying the various
aternatives open to select the best plan of action for the
business. The owners and managers of a business will
need some accounting knowledge in order that they may
understand what the accountant is telling them.

Probably there are two main questions that the
managers or owners of a business want to know:

the first, whether or not the business is operating at
aprofit;

the second, they will want to know whether or not
the business will be able to meet its commitments as
they fall due, and so not have to close down owing to
lack of funds. Both of these questions should be answered
by the use of accounting reports [1].

Accounting policiesin Ukraineand in other countries
refer to specific principles, bases, conventions, rules and
practi sesadopted by an enterprisewith regard to significant
transactions (or classes of transactions) and events while
preparing and presenting financial statements. Examples
of accounting policies: inventory valuation first-in, first-
out (FIFO), weighted average (WA); revenue recognition;
provisions recognition and estimation.

The accounting policies make a difference to the
figures that are then used in the financial statements.
Development of IFRS-compliant accounting policies by
an enterprise is the responsibility of the enterprise’'s
accountants (to develop) and management (to approve).

By adopting IFRS-compliant accounting policies
Ukrainian enterprises make sure that financial statements
are prepared according to IFRS [2].

Financial statements shall present fairly thefinancial
position, financial performance and cash flows of an

entity. Fair presentation requiresthefaithful representation
of the effects of transactions, other events and conditions
in accordance with the definitions and recognition criteria
for assets, liabilities, income and expenses set out in the
Framework. But such Framework is absent in Ukrainian
practice.

In virtually all circumstances, an entity achieves a
fair presentation by compliance with applicable IFRSs.
A fair presentation also requires an entity:

a) to select and apply accounting policies in
accordance with IAS 8 Accounting Policies, Changesin
Accounting Estimates and Errors. IAS 8 sets out a
hierarchy of authoritative guidance that management
considers in the absence of an IFRS that specifically
appliesto anitem;

b) to present information, including accounting
policies, in a manner that provides relevant, reliable,
comparable and understandable information;

c) to provide additional disclosures when
compliance with the specific requirements in IFRSs is
insufficient to enable users to understand the impact of
particular transactions, other events and conditions on
the entity’sfinancial position and financial performance.

The most big problem in using IFRS in Ukraine is
accounting policiesfor financia investmentsand financia
instruments. Different scientiststry to give solutions, but
the main reason isin undeveloped markets of stocks and
bonds [3; 4].

A financia instrument isany contract that givesrise
toafinancial asset of one entity and afinancial liability or
equity instrument of another entity.

A financial asset isany asset that is: cash, an equity
instrument of another entity, acontractual right to receive
cash or another financial asset from another entity.
Examples: Trade debtors, Notes receivable, Investments
in equity instrument of another entity, Debt instruments.

A financial liability isany liability that is: acontractua
obligation to deliver cash or another financial asset to
another entity or to exchange financial assets or financial
liabilities with another entity under conditions that are
potentially unfavorable to the entity. Examples. Trade
creditors, Bonds, Loans, Notes Payable.

Financial investments are investments for getting
profits from interests and dividends or for obtaining the
significant influenceand control over an entity. Accounting
for investments in equity instrument of another entity is
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depended from a share of the investors. There are three
levels of possessing:

1) to 20 per cent;

2) from 20 to 50 per cent;

3) more than 50 per cent.

The first level. IAS 39 Financial Instruments:
Recognition and Measurement is used sets out the
requirements for recognizing and measuring financial
assets and financial liabilities[5] .

Many users of financial statements and other
interested parties told the Board that the requirementsin
IAS 39 were difficult to understand, apply and interpret.
They urged the Board to develop a hew standard for the
financial reporting of financial instruments that was
principle-based and less complex. Although the Board
amended IAS 39 several times to clarify requirements,
add guidance and eliminateinternal inconsistencies, it had
not previously undertaken afundamental reconsideration
of reporting for financial instruments.

TheBoard intendsthat IFRS 9 will ultimately replace
IAS 39 in its entirety. However, in response to requests
from interested parties that the accounting for financial
instruments should beimproved quickly, the Board divided
its project to replace IAS 39 into three main phases. As
the Board completes each phase, it will deletetherelevant
portions of 1AS 39 and create chapters in IFRS 9 that
replacetherequirementsin IAS 39. Thethree main phases
of the Board's project to replace IAS 39 are:

a) Phase 1: Classification and measurement of
financial assetsand financial liabilities. In November 2009
the Board issued the chapters of IFRS 9 relating to the
classification and measurement of financial assets. Those
chapters require al financial assets to be classified on
the basis of the entity’s business model for managing the
financial assets and the contractual cash flow
characteristics of the financial asset. Assets are initialy
measured at fair value plus, in the case of a financial
asset not at fair value through profit or loss, particular
transaction costs. Assets are subsequently measured at
amortized cost or fair value;

b) Phase 2: Impairment methodology. In June 2009
the Board published a Request for Information on the
feasibility of an expected loss model for the impairment
of financial assets;

¢) Phase 3. Hedge accounting. The Board is
considering how to improve and simplify the hedge
accounting requirements of 1AS 39.

Fair value is the amount for which an asset could be
exchanged, or aliability settled, between knowledgeable,
willing partiesin an arm's length transaction.

Following accounting transactions can be proposed
for Ukrainian practice:

1) Purchasing of an equity instrument of another
entity

Dr 145 , Financial investments’

Cr 31, Cash a Bank”

2) Revaluation of an equity instrument of another
entity under increasing of Fair value

Dr 145 , Financial investments’

Cr 735, Profit of an entity”

Thesecond level. International Accounting Standard
28 Investments in Associates is used [2]. The Standard
permits an investor that continues to have significant
influence over an associate to apply the equity method.

The Standard clarifiesthat investmentsin associates
over which the investor has significant influence must
be accounted for using the equity method whether or
not the investor also has investments in subsidiaries and
prepares consolidated financial statements.

Significant influence is the power to participate in
thefinancial and operating policy decisions of theinvestee
but is not control over those policies.

The equity method is a method of accounting
whereby theinvestment isinitially recognized at cost and
adjusted thereafter for the post-acquisition changein the
investor’s share of net assets of the investee. The profit
or loss of the investor includes the investor’s share of
the profit or loss of the investee.

Accounting transactions that are used in Ukraine:

1) Purchasing of Investments in Associates

Dr 141, Investments in Associates’

Cr 31, Cash at Bank”

2) Revauation of Investments with increasing of
net assets of investee

Dr 141, Investments in Associates’

Cr 721, Profit from Investments in Associates’

3) Getting of Dividends from Investee

Dr 373, Dividendsreceivable’

Cr 141 , Investments in Associates’

Thethird level. International Accounting Standard
27 Consolidated and Separate Financial Statements is
used [2].

Control is the power to govern the financial and
operating policies of an entity so as to obtain benefits
from its activities. A group is a parent and all its
subsidiaries. A parent is an entity that has one or more
subsidiaries. Consolidated financia statements are the
financial statements of a group presented as those of a
single economic entity. Non-controlling interest is the
equity in asubsidiary not attributable, directly or indirectly,
to a parent.

Theobjectiveof IAS27 isto enhancethe relevance,
reliability and comparability of theinformation that aparent
entity providesin its separate financial statementsandin
itsconsolidated financial statementsfor agroup of entities
under its control.

The Standard specifies:

the circumstances in which an entity must
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consolidate the financial statements of another entity
(being a subsidiary);

the accounting for changesinthelevel of ownership
interest in asubsidiary;

the accounting for theloss of control of asubsidiary;

and theinformation that an entity must disclose to
enable users of the financial statements to evaluate the
nature of the relationship between the entity and its
subsidiaries.

A parent must consolidate its investments in
subsidiaries. Thereisalimited exception availableto some
non-public entities. However, that exception doesnot relieve
venture capital organizations, mutual funds, unit trustsand
similar entities from consolidating their subsidiaries.

A group must use uniform accounting policies for
reporting like transactions and other events in similar
circumstances. The consequences of transactions, and
balances, between entities within the group must be
eliminated.

Non-controlling interests must be presented in the
consolidated statement of financial position within equity,
separately from the equity of the owners of the parent.
Total comprehensive income must be attributed to the
owners of the parent and to the non-controlling interests
evenif thisresultsin the non-controlling interests having
adeficit balance.

Financial assetsthat are excluded fromfair valuation
and haveafixed maturity should be measured at amortized
cost.

Under IAS 39, amortized cost is calculated using
the effective interest method. The effective instrument
rate is the rate that exactly discounts the estimated cash
flows associated with the financial instrument through
the expected life of the instrument.

The following example illustrates how amortized
cost is calculated using the effective interest method.
For example: entity A purchases a debt instrument with
three years remaining to maturity. The instrument has a
principal amount of $230,000 and carries fixed interest
of 9 per cent that is paid annually ($230,000 * 9% =

$20,700 per year). The market-based rate for similar
instruments is 10 per cent.

The market price of debt instrument:

1) PV = 230,000 * PV (3; 10%) = 230,000 *
0,7513 = $172,799;

2) PVA = 20,700 * PVA (3; 10%) = 20,700 *
2,4869 = $51,479;

3) Total amount = $172,799 + $51,479 = $224,278.

The discount is equal $230,000 - $224,278 =
$5,722.

This discount is amortized to profit over the term
to maturity of the note using the effective interest method.

Following accounting transactions can be proposed
for Ukrainian practice:

1) Purchasing of a debt instrument

Dr 146 ,, Held-to-maturity financial asset” 230,000

Cr 147 , Discount” 5,722

Cr 31, Cash at bank” 224,278

2) Accounting with using of the effective interest
method at the end of 20x1

Dr 373, Interests receivable” 20,700
Dr 147 , Discount” 1,728
Cr 73, Interests revenue’ 22,428
Dr 31, Cash at bank” 20,700
Cr 73, Interests receivable” 20,700

3) Accounting with using of the effective interest
method at the end of 20x2

Dr 373, Interests receivable’ 20,700
Dr 147 , Discount” 1,901
Cr 73, Interest revenue’ 22,601
Dr 31, Cash at bank” 20,700
Cr 373 , Interests receivable” 20,700

4) Accounting with using of the effective interest
method at the end of 20x3

Dr 373, Interests receivable’ 20,700
Dr 147 , Discount” 2,093
Cr 73 , Interests revenue” 22,793
Dr 31, Cash at bank” 20,700
Cr , Interests receivable’ 20,700

5) Accounting of fixed payment at maturity

Y ear Interest The amount by | Amortization | Amortized
income effective of discount cost at theend
interest of the year
method
20x0 - - - 224,278
20x1 20,700 22,428 1,728 226,006
20x2 20,700 22,601 1,901 227,907
20x3 20,700 - 2,093 230,000
62,100 - 5,722 -
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Dr 31, Cash at bank” 230,000

Cr 146 ,Held-to-maturity financial asset” 230,000

These transactions could be used by Ukrainian
enterprises for adopting of IFRS, but a lot of problems
in accounting for financial investments and financial
instruments are presented. One of such problemsisIFRS
7 ,Financial Instruments: Disclosures’. This standard
reguires the entity to provide disclosures about financial
assets it has designated as at fair value through profit or
loss [2]. At initial recognition, an entity shall measure a
financial asset or financial liability at itsfair value plusor
minus, in the case of afinancial asset or financial liability
not at fair value through profit or loss, transaction costs
that are directly attributable to the acquisition or issue of
thefinancial asset or financial liability.
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Jleonosa JI. O. O6aikoBa noJiTuka y BigHo-
meHHi (pinancoBux inBecTHuii i pinancoBux iHcTpy-
MEHTIB

V crarTi po3nisHyTO NpoOiIeMHi NUTaHHS (popMyBaH-
Hs1 O0JTIKOBOT OJTITHIKY Y BiTHOIIIEHHI (PiHAHCOBUX IHBECTHIIII
1 pimaHCOBUX iHCTpYMEHTIB. CKIIAQHICTh KX ITUTaHb PO3-
KPHTO SIKi Ha piBHI 3CTOCYBaHHS MIKHAPOTHIX CTAaHIAPTIB,
1 B yKpaiHCBKiH paxTwIi. baraTo mpasw i prHIMIIB He JTi€
B YKpaiHi y 3B’S3Ky 3 BiICYTHOCTIO PO3BHHYTOI'O PHHKY
niHHEX manepis. Kpim Toro, cama oprasizartist Oyxrairep-
CBHKOTO 00Ky (piHAaHCOBUX IHCTPYMEHTIB B YKpaiHi BUMa-
rae peopMyBaHHS | IPUHHATTS BUIIPABICHB U TOTO, 100
MiAMPUEMCTBA MOTJIH MPAaBUILHO (OPMYBATH OOJIKOBY
nomtrKy. OTxe, TIoJJaeEMO PeKOMEH/IAIIIT II0I0 3aCTOCYBaHHS
HOBHIX PaxyHKIB OJiKy ()iHAHCOBUX aKTHBIB.

Kniouosi cnosa: ob6iikoBa moiTUKa, (iHAHCOBUN

iHCTpyMeHT, (iHaHCOBHUII aKkTHB, (PiHAHCOBI iHBECTHI],
1HBECTHIIIT B acCOIiIHOBaHI KOMITaHi1, KOHTPOJIb, OOPTOBHIA
IHCTPYMECHT.

Jleonora JI. A. Y4yeTHasi OJUTHKA B OTHOLIe-
HUM (UHAHCOBBIX HHBECTHUHUH W (PUHAHCOBBIX
HHCTPYMEHTOB

B crartbe paccMoTpeHsI pobiieMHbIe BOPOCH (op-
MHUPOBaHUS yYETHOH MOJUTHKH B OTHOIICHUH (PUHAHCO-
BbIX MHBECTHIMN 1 (PMHAHCOBBIX HHCTPYMEHTOB. CIIoX-
HOCTb 3THX BOIPOCOB PacKpbITa KaK Ha YpOBHE IpHUMe-
HEHHS MEXXTYHAPOAHBIX CTaHAAPTOB, TAK U B YKPaUHCKOM
npakTuke. MHOTHE MpaBuiia U TPUHITUITE He coOIoa-
10TCA B YKparHe U3 32 OTCYTCTBUS Pa3BUTOTO PHIHKA I1€H-
HBIX Oymar. Kpome Toro, cama opranuzanus Oyxrantep-
CKOTO ydeTa (PMHAHCOBBIX MHCTPYMEHTOB B YKpawHe
TpebyeT peOopMHUPOBAHUA U MPUHATHUS HOMPABOK IS
TOTr0, YTOOBI MPEANIPUATUS MOIVIM IPABUIBHO (POpPMUpO-
BaTh yYETHYIO ITOJIMTUKY. B 3TOM CBsI3M AaHBI peKOMEH 1a-
WY TI0 TPUMEHECHUIO HOBBIX CYETOB JUTS yueTa pUHAHCO-
BBIX aKTHBOB.

Knroueswvie cro6a’ yaeTHasi IOTUTHKA, PUHAHCOBBIN
WHCTPYMEHT, (PMHAHCOBBIM aKTHB, (pHAHCOBBIE WHBEC-
TULMH, MTHBECTUIINH B ACCOLIMMPOBAHHBIE KOMIIAHUH, KOH-
TPOJIb, TOITOBOM HHCTPYMEHT.

Leonova L. A. Accounting Policiesfor Financial
Investments and Financial Instruments in Ukraine

Accounting is often said to be the language of
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