
Unit 6 FAQS 
 

Which of the following financial instruments will be entirely recognised as Equity? 

a) Bonds 
b) Convertible bonds 

c) Shares 
d) Preference Shares 

 
Explanation:  

Substance over form is an accounting concept which means that the economic substance of transactions and 

events must be recorded in the financial statements rather than just their legal form in order to present a true 

and fair view of the affairs of the entity. According to it, and to RMS 9.3,  financial instruments are a financial 

liabilities when their economic reality entails a direct or indirect contractual obligation for the company to deliver 

cash or another financial asset, or to exchange financial assets or financial liabilities with third parties under 

potentially unfavorable conditions (Therefore, the item will be an item of Equity it holds the unconditional right to 

avoid cash or financial assets delivery).  

Financial instruments under the legal form of Preference shares (compulsory fix dividend and fixed date of 

amortization), in which the issuer is obliged to make compulsory dividend payments and to repurchasing the 

shares at a previously settled date; have the economic substance of a Financial Liability and they are recognised 

accordingly. 

Convertible bonds and obligations, in which the issuer is obliged to pay interests and redeem principal or to pay 

with own shares (if requested by investor); have the economic substance of a compound instrument and they are 

recognised accordingly (the compound instrument is separated into its equity and liability components on initial 

recognition, a process sometimes referred to as „split accounting‟). 

 

Which of the following statements is true?  
a) Own shares and equity holdings and interim dividends should both be presented as a 

reduction in Equity. 

b) Own shares and equity holdings and interim dividends should both be presented as an increase in Equity. 
c) Own shares and equity holdings should be presented as a reduction in Equity, and interim dividends 

should be presented as an increase in Equity. 

d) Own shares and equity holdings should be presented as an increase in Equity, and interim dividends 
should be presented as a reduction in Equity. 

 
Explanation:  

According to the 5th part of the SGAP, item IV. (Own shares and equity holdings) shows own shares or equity 

holdings acquired by the company by virtue of a capital reduction resolution adopted at the company‟s general 

meeting; should be presented as a reduction in Equity. Besides, VIII. (Interim dividend) shows amounts on 

account of profits that the pertinent governing body agrees to distribute, and should also be presented as a 

reduction in Equity. 

 
A company may be incorporated: 

a) Through a simultaneous procedure (deed of incorporation is executed and capital is 
subscribed simultaneously). 

b) Through a simultaneous procedure (shares are offered to the public prior to execution of the deed of 

incorporation) . 
c) shares offered to the public prior to execution of the deed of incorporation. 

d) Through a successive procedure (deed of incorporation is executed and capital is subscribed 
simultaneously). 

e) None of the above is true. 

 
Explanation: A company may be incorporated through a simultaneous (deed of incorporation executed and 

capital subscribed simultaneously) or successive (shares offered to the public prior to execution of the deed of 
incorporation) procedure. 



Which of the following statements is true? 
a) Account 194. Issued capital pending registration shall be classified under Equity in the balance sheet. 

b) Before incorporation, accounts from group  “19. Temporary Financing”, classified under 

current liabilities in the balance sheet, are used. 
c) Before incorporation, accounts from group  “19. Temporary Financing”, classified under Equity in the 

balance sheet, are used. 
d) Under the simultaneous procedure issue, subscription and payment take place in different dates. 

 
Explanation:  

Before incorporation, accounts from group  “19. Temporary Financing”, classified under current liabilities in the 

balance sheet, are used (Even for liability-classified shares, such as preference shares). That is because until 

the company is incorporated, it has no legal personality, so they are not subject to liabilities to third parties. This 

fact is important when calculating the amount of capital of a company.  

Expenses arising on incorporation transactions, including costs incurred on issuing the instruments –such as 
lawyer, notary and registrar fees; printing of prospectuses, bulletins and securities; taxes; advertising; 
commissions and other placement expenses – shall be accounted for by:  

a) Crediting 113. Volontary Reserves. 
b) Crediting 669. Other finance expenses.  

c) Debiting 669. Other finance expenses. 
d) Debiting 113. Volontary Reserves. 

 

Explanation:  
Acording to RMS 9.4. Own equity instruments: An equity instrument is any legal transaction that evidences a 

residual interest in the assets of the issuer after deducting all of its liabilities. Expenses arising on these 

transactions, including costs incurred on issuing the instruments –such as lawyer, notary and registrar fees; 

printing of prospectuses, bulletins and securities; taxes; advertising; commissions and other placement expenses 

– shall be accounted for directly in equity as a reduction in reserves.  

Therefore, we have to credit account 572. Banks for the expenses paid in Cash and debit account 113. Volontary 

reserves. 

 


