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Student: Celia H.L.Wu Advisors: Dr. Cheng F. Lee

Dr. Huimin Chung

Degree of Executive Master of Business Administration
National Chiao Tung University

ABSTRACT

The main purpose of this thesis is to provide comparison of the provisions of Statement of Financial
Accounting Standards No. ("SFAS") 10 before and after its revision that highlights key
amendments. In addition, logical analysis and numerical assumptions are used to illustrate the
impact of the revised provisions on the financial statements of business entities, then the revised
provisions are expounded further to provide business entities some useful information for
their practical reference. The main findings of this thesis can briefly present as follows:

A. Key amendments of SFAS 10

1)
2)

3)

The abolishment of last-in, first-out ("LIFO") inventory flow assumption method.

Requirements to allocate fixed production overheads based on the normal capacity of the
production facilities, and to charge fixed unallocated overheads as a result of low
production or idle plant to cost of sales.

Requirement to write down inventories to net realizable value item by item in each
subsequent period, but the use of a group or category may be allowed if the criteria
provided in SFAS 10 are met.

B. Potential impact of the revised provisions on the financial statements

Due to the current economic plunge, even if SFAS 10 were not revised, business entities are
required to recognize higher losses on idle capacity and devaluation of inventories. Therefore,
the additional losses to be recognized upon the initial adoption of the revised SFAS 10 by
business entities at the end of 2008 or early 2009 might be relatively less significant.

C. Some important suggestions to business entities related to the revision of SFAS 10

1)

2)

3)

4)

Reduce fixed production overheads, and put emphasis on evaluating normal capacity and
investment return of production facilities.

Reduce inventory levels and take immediate action on identifying potential obsolete
inventories on a timely basis.

Properly allocate the indirect cost of inventories to provide reliable reference for making
sales strategy.

In some circumstances, consider marginal contribution only for short term sales strategy.
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