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fRE 1 Which is the best combination of paragraphs that describe the fundamental concepts of financial

statements 7

a.  Fairvalue is the price to sell an asset or transfer a liability, in an orderly transaction between market
participants at the measurement date. Fair value is only determined by observing prices in an active

market.

b.  The total carrying amount of equity generally equals the amount that could be raised by selling all

of the entity’s assets and settling all of its liabilities.

c.  Contributions from holders of equity claims are not income, and distributions to holders of equity

claims are not expenses.
d. Financial statements are normally prepared assuming that the company will continue as a going

concern and operate for the foreseeable future. Therefore, it is assumed that the entity has neither

the intention nor the need to enter liquidation or to cease trading.
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Measurement of inventories

Inventories are required to be measured at the ( A ) of cost and net realizable value (or net selling
price).

The cost of inventories comprises the aggregate of ( B ) costs, conversion costs, and other costs
incurred to bring the inventories to their present location and condition. Net realizable value is the
estimated selling prices in the ordinary course of business, less reasonably predictable costs of

completion, disposal, and transportation.

Cost formulas

( C ) and ( D ) are acceptable accounting methods for determining cost of inventory.
The specific identification method is required for inventory items that are not ordinarily interchangeable
and for goods or services produced and segregated for specific projects. The same costing method must

be applied to all inventories that have a similar nature and use to the entity.

A B C D
1 higher selling last-in, first-out (LIFO) method average cost method
2 lower purchase first-in, first-out (FIFO) method acquisition method
3 higher purchase last-in, first-out (LIFO) method acquisition method
4 lower selling first-in, first-out (FIFO) method average cost method
5 higher selling last-in, first-out (LIFO) method acquisition method
6 lower purchase first-in, first-out (FIFO) method average cost method
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Significant Accounting Estimates

Valuation of Deferred Tax Assets

The recoverability of deferred tax assets is determined based on estimates of future taxable income,
etc., based on business plans. Deferred tax assets are recorded for deductible differences that the
Company considers are likely to reduce taxable income in the future. The Company generates a stable
taxable income, and no substantial change in future business results is anticipated. However, the
Company group’s businesses are affected by the market environment brought about by various trends.
Estimates of future taxable income based on business plans are therefore subject to uncertainty. If
estimates of future taxable income change, then this will have an impact on deferred tax assets and

income taxes-deferred.

Provision for Warranty Expenses

For after-sales service expenses of products, the Company estimates future repair costs to be incurred
in accordance with the coverage of the warranty booklet (“general warranty”) and records them as a
provision for warranty expenses. The provision for general warranty is estimated by calculating the
repair cost per product for each major market based on historical data and multiplying it by the number
of products covered under the warranty. The assumptions used in the estimates of the repair costs per
product, and the number of products covered under the warranty involve management’s judgment and
future uncertainty. Therefore, if there is a change in these assumptions, then this will have an impact

on provision for warranty expenses.
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Goodwill acquired in a business combination shall be amortized regularly by straight-line method

or other reasonable method over the duration of its effect within 20 years in both J-GAAP and IFRS.

An intangible asset with an indefinite useful life, an intangible asset not yet available for use, and

goodwill acquired in a business combination shall be tested for impairment annually in IFRS.

Property, Plant and Equipment shall be tested for impairment annually by comparing its carrying
amount with its recoverable amount. Therefore, an entity does not have to evaluate whether there

is any indication that an asset may be impaired in IFRS.

Impairment loss in J-GAAP is recognized when the sum of undiscounted future cash flows obtained
from an asset is less than the carrying amount of its asset, while impairment loss in IFRS is

recognized when the recoverable amount of an asset is less than its carrying amount.

(Z%] EPE2EHEEEC 3 2 iR O 25U O 3E

An entity needs to assess whether there is any indication that an asset might be impaired at the
end of each reporting period. If any such indication exists, the entity shall test the asset for
impairment by comparing its carrying amount with its recoverable amount. However, the
following impairment tests are required to be carried out irrespective of whether any indicators of
impairment have been identified.

An entity shall test an intangible asset with an indefinite useful life or an intangible asset not

yet available for use for impairment annually.

An entity shall test goodwill acquired in a business combination for impairment annually.
If the recoverable amount of an asset is lower than its carrying amount, the asset is impaired. The

carrying amount of the asset is then required to be reduced to its recoverable amount.
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