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QUESTION 1: IAS 10 EVENTS AFTER THE END OF REPORTING PERIOD 

 
Earley Inc is finalising its accounts for the year ended 31 December 2014. The following events 
have arisen since the year end and the financial director has asked you to comment on the final 
accounts. 
(a) At 31 December 2014 trade receivables included a figure of $ 250,000 in respect of 

Nedengy Inc. On 8 March 2015, when the current debt was $ 200,000, Nedengy Inc went 
into receivership. Recent correspondence with the receiver indicates that no dividend will 
be paid to unsecured creditors. 
 

(b) On 15 March 2015 Earley Inc sold its former head office building, Whitley Wood, for $ 2.7 
million. At the year end the building was unoccupied and carried at a value of $ 3.1 million. 
 

(c) Inventories at the year-end included $ 650,000 of a new electric tricycle, the Opasney. In 
January 2015 the European Union declared the tricycle to be unsafe and prohibited it from 
sale. An alternative market, in Bongolia, is being investigated, although the current price is 
expected to be cost less 30%. 
 

(d) Stingy Inc, a subsidiary in Outer Sonning, was nationalised in February 2015. The Outer 
Sonning authorities have refused to pay any compensation. The net assets of Stingy Inc 
have been valued at $ 200,000 at the year end. 
 

(e) Freak floods caused $ 150,000 damage to the Southcote branch of Earley Inc in January 
2015. The branch was fully insured. 
 

(f) On 1 April 2015 Earley Inc. announced a 1 for 1 rights issue aiming to raise $15 million. 
 
Required 
Explain how you would respond to the matters listed above. 
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ANSWER – QUESTION 1: IAS 10 EVENTS AFTER THE END OF REPORTING PERIOD 

 
Part (a) 

IAS 10 states that assets and liabilities should be adjusted for events occurring after the statement 
of financial position date that provide additional evidence relating to conditions existing at the 
statement of financial position date. It specifically includes the example of bad debts, where 
evidence of bankruptcy of a debtor occurs after the year end. 
 
In this case, Nedengy appears to have recovered part of the debt and as such only $200,000 
needs to be provided. 
 
IAS 18 states that when uncertainty arises about the collectability of an amount already included in 
revenue, the amount should be recognized as an expense. 
 

Part (b) 
It is likely that the fall in the value of the property will fit the IAS 10 definition of adjusting events 
noted in (a) above, unless, it can be argued that the decline in the property market occurred after 
the year-end (in which case it will be regarded as non adjusting event). 
 

Part (c) 
IAS 2 requires that inventories be stated at the lower on cost and net realizable value.  
 
In this scenario, if option of Bongolia is selected, then inventory is required to be written down by 
30%. If the Bongolian option is unlikely to proceed, it may be necessary to write the tricycles down 
to scrap value. 
 

Part (d) 
Under IAS 10, the nationalization is likely to be regarded as a non-adjusting event that merely 
requires disclosure in the financial statements.. The loss of the investment should be accounted 
for in the year in which it occurred, but disclosed in the current year. 
 
If the loss of the subsidiary results in Earley no longer being a going concern, then the event 
becomes an adjusting event. 
 

Part (e) and Part (f) 
Both of the events described are non-adjusting event which should be disclosed, but not adjusted 
for in the current year financial statements. 
 


