INTERNATIONAL FINANCIAL REPORTING STANDARDS (IFRS)
IFRS
Objective 
Sets out IASB's mission and objectives, the scope of International Financial Reporting Standards (IFRS), due process for developing IFRS and Interpretations, and policies on effective dates, format, and language for IFRS. 

IASB's Objectives 

IASB's objectives are: 

1) To develop, in the public interest, a single set of high quality, understandable and enforceable global accounting standards that require high quality, transparent and comparable information in financial statements and other financial reporting to help participants in the world's capital markets and other users make economic decisions; 
2) To promote the use and rigorous application of those standards; and 
3) To work actively with national standard-setters to bring about convergence of national accounting standards and IFRS to high quality solutions. 

Scope of IFRSs 

1) IASB Standards are known as International Financial Reporting Standards (IFRSs). 

2) All International Accounting Standards (IASs) and Interpretations issued by the former IASC and SIC continue to be applicable unless and until they are amended or withdrawn. 

3) IFRSs apply to the general purpose financial statements and other financial reporting by profit-oriented entities -- those engaged in commercial, industrial, financial, and similar activities, regardless of their legal form. 

4) Entities other than profit-oriented business entities may also find IFRSs appropriate. 

5) General purpose financial statements are intended to meet the common needs of shareholders, creditors, employees, and the public at large for information about an entity's financial position, performance, and cash flows. 

6) Other financial reporting includes information provided outside financial statements that assists in the interpretation of a complete set of financial statements or improves users' ability to make efficient economic decisions. 

7) IFRS apply to individual company and consolidated financial statements. 

8) A complete set of financial statements includes a balance sheet, an income statement, a cash flow statement, a statement showing either all changes in equity or changes in equity other than those arising from investments by and distributions to owners, a summary of accounting policies, and explanatory notes. 

9) If an IFRS allows both a 'benchmark' and an 'allowed alternative' treatment, financial statements may be described as conforming to IFRS whichever treatment is followed. 

10) In developing Standards, IASB intends not to permit choices in accounting treatment. Further, IASB intends to reconsider the choices in existing IASs with a view to reducing the number of those choices. 

11) IFRS will present fundamental principles in bold face type and other guidance in non-bold type (the 'black-letter'/'grey-letter' distinction). Paragraphs of both types have equal authority. 

12) The provision of IAS 1 that conformity with IAS requires compliance with every applicable IAS and Interpretation requires compliance with all IFRSs as well. 

Due Process for IFRS 

Due process steps for a Standard will normally include the following (* means required by IASB Constitution): 

1) Staff work to identify and study the issues 

2) Study of existing national standards and practices 

3) IASB consults with SAC about the advisability of adding the project to the IASB's agenda* 

4) IASB normally forms an advisory group* 

5) IASB publishes a discussion document for comment 

6) IASB considers comments received on the discussion document 

7) IASB publishes an exposure draft with at least 8 affirmative votes* (the exposure draft will include dissenting opinions and basis for conclusions) 

8) IASB considers comments received on the exposure draft 

9) IASB considers the desirability of holding a public hearing and of conducting field tests* 

10) IASB approves the final Standard with at least 8 affirmative votes* (the Standard will include dissenting opinions and basis for conclusions) 

IASB deliberates in meetings open to public observation. 

Due Process for Interpretations 

Interpretations of IFRS will be developed by the International Financial Reporting Interpretations Committee (IFRIC) for approval by IASB 

Due process steps for an Interpretation will normally include (* means required by IASB Constitution): 

1) Staff work to identify and study the issues and existing national standards and practices 

2) IFRIC studies national standards and practices 

3) IFRIC publishes a draft Interpretation for comment if no more than 3 IFRIC members have voted against the proposal* 

4) IFRIC considers comments received on the draft Interpretation within a reasonable period of time 

5) IFRIC approves the final Interpretation if no more than 3 IFRIC members have voted against the proposal and submits it to IASB* 

6) IASB approves the final Interpretation by at least 8 affirmative votes of IASB* 

IFRIC deliberates in meetings open to public observation 

Effective Dates 

Each IFRS and Interpretation will set out its own effective date and transition provisions 

Language 

English is the official language of IASB discussion documents, exposure drafts, IFRS, and Interpretations. IASB may approve translations if the process assures the quality of the translation, and IASB may license other translations. 

IFRS 1
Objective 

IFRS 1, First-time Adoption of International Financial Reporting Standards, sets out the procedures that an entity must follow when it adopts IFRS for the first time as the basis for preparing its general purpose financial statements. 

Definition of first-time adoption 

A first-time adopter is an entity that, for the first time, makes an explicit and unreserved statement that its general purpose financial statements comply with IFRS. 

An entity be a first-time adopter if, in the preceding year, it prepared IFRS financial statements for internal management use, as long as those IAS financial statements were not and given to owners or external parties such as investors or creditors. If a set of IFRS was, for any reason, given to an external party in the preceding year, then the entity will already be considered to be on IFRS and IFRS 1 does not apply. 

An entity can also be a first-time adopter if, in the preceding year, its published financial statements asserted: 

1) Compliance with some but not all IFRS. 

2) Included a reconciliation of selected figures from previous GAAP to IFRS. (Previous GAAP means the GAAP that an entity followed immediately before adopting to IFRS.) 

However, an entity is not a first-time adopter if, in the preceding year, its published financial statements asserted: 

1) Compliance with IFRS but the auditor's report contained a qualification with respect to conformity with IFRS. 

2) Compliance with both previous GAAP and IFRS. 

Effective date of IFRS 1 

IFRS 1 applies if an entity's first IFRS financial statements are for a period beginning on or after 1 January 2004. Earlier application is encouraged. 

Overview for an entity that adopts IFRS for the first time in its annual financial statements for the year ended 31 December 2005 

	1. Accounting policies. Select its accounting policies based on IFRS in force at 31 December 2005. (The exposure draft that preceded IFRS 1 had proposed that an entity could use the IFRS that were in force during prior periods, as if the entity had always used IFRS. That option is not included in the final standard.) 

2. IFRS reporting periods. Prepare at least 2005 and 2004 financial statements and restate retrospectively the opening balance sheet (beginning of the first period for which full comparative financial statements are presented) by applying the IFRS in force at 31 December 2005. 

a. Since IAS 1 requires that at least one year of comparative prior period financial information be presented, the opening balance sheet will be 1 January 2004 if not earlier. 

b. If a 31 December 2005 adopter reports selected financial data (but not full financial statements) on an IFRS basis for periods prior to 2004, in addition to full financial statements for 2004 and 2005, that does not change the fact that its opening IFRS balance sheet is as of 1 January 2004. 


Adjustments required to move from previous GAAP to IFRS at the time of first-time adoption 

1. Derecognizing of some old assets and liabilities. The entity should eliminate previous-GAAP assets and liabilities from the opening balance sheet if they do not qualify for recognition under IFRS. For example: 

1) IAS 38 does not permit recognition of expenditure on any of the following as an intangible asset:
a) research 

b) start-up, pre-operating, and pre-opening costs 

c) training 

d) advertising and promotion 

e) moving and relocation 

If the entity's previous GAAP had recognized these as assets, they are eliminated in the opening IFRS balance sheet. 

2) If the entity's previous GAAP had allowed accrual of liabilities for "general reserves", restructurings, future operating losses, or major overhauls that do not meet the conditions for recognition as a provision under IAS 37, these are eliminated in the opening IFRS balance sheet. 

3) If the entity's previous GAAP had allowed recognition of reimbursements and contingent assets that are not virtually certain, these are eliminated in the opening IFRS balance sheet. 

2. Recognition of some new assets and liabilities. Conversely, the entity should recognize all assets and liabilities that are required to be recognized by IFRS even if they were never recognized under previous GAAP. For example: 

1) IAS 39 requires recognition of all derivative financial assets and liabilities, including embedded derivatives. These were not recognized under many local GAAPs. 

2) IAS 19 requires an employer to recognize its liabilities under defined benefit plans. These are not just pension liabilities but also obligations for medical and life insurance, vacations, termination benefits, and deferred compensation. In the case of "over-funded" plans, this would be a defined benefit asset. 

3) IAS 37 requires recognition of provisions as liabilities. Examples could include an entity's obligations for restructurings, onerous contracts, decommissioning, remediation, site restoration, warranties, guarantees, and litigation. 

4) Deferred tax assets and liabilities would be recognized in conformity with IAS 12. 

3. Reclassification. The entity should reclassify previous-GAAP opening balance sheet items into the appropriate IFRS classification. Examples: 

1) IAS 10 does not permit classifying dividends declared or proposed after the balance sheet date as a liability at the balance sheet date. In the opening IFRS balance sheet these would be reclassified as a component of retained earnings. 

2) If the entity's previous GAAP had allowed treasury stock (an entity's own shares that it had purchased) to be reported as an asset, it would be reclassified as a component of equity under IFRS. 

3) Items classified as identifiable intangible assets in a business combination accounted for under the previous GAAP may be required to be classified as goodwill under IAS 22 because they do not meet the definition of an intangible asset under IAS 38. The converse may also be true in some cases. These items must be reclassified. 

4) IAS 32 has principles for classifying items as financial liabilities or equity. Thus mandatorily redeemable preferred shares and puttable shares that may have been classified as equity under previous GAAP would be reclassified as liabilities in the opening IFRS balance sheet. 

Note that IFRS 1 makes an exception from the "split-accounting" provisions of IAS 32. If the liability component of a compound financial instrument is no longer outstanding at the date of the opening IFRS balance sheet, the entity is not required to reclassify out of retained earnings and into other equity the original equity component of the compound instrument. 

5) The reclassification principle would apply for the purpose of defining reportable segments under IAS 14. 

6) The scope of consolidation might change depending on the consistency of the previous-GAAP requirements to those in IAS 27. In some cases, IFRS will require consolidated financial statements where they were not required before. 

7) Some offsetting (netting) of assets and liabilities or of income and expense items that had been acceptable under previous GAAP may no longer be acceptable under IFRS. 

4. Measurement. The general measurement principle - there are several significant exceptions noted below - is to apply IFRS in measuring all recognized assets and liabilities. Therefore, if an entity adopts IFRS for the first time in its annual financial statements for the year ended 31 December 2005, in general it would use the measurement principles in IFRS in force at 31 December 2005. 

5. Adjustments required to move from previous GAAP to IFRS at the time of first-time adoption. These should be recognized directly in retained earnings or other appropriate category of equity at the date of transition to IFRS. 

How to recognize adjustments required to move from previous GAAP to IFRS 

Adjustments required to move from previous GAAP to IFRS at the time of first-time adoption should be recognized directly in retained earnings or, if appropriate, another category of equity at the date of transition to IFRS. 

Exceptions to the basic measurement principle in IFRS 1 

1. Optional exceptions. There are some important exceptions to the general restatement and measurement principles set out above. The following exceptions are individually optional, not mandatory: 

Business combinations that occurred before opening balance sheet date 

a. An entity may keep the original previous-GAAP accounting, that is, not restate: 

1) previous mergers or goodwill written-off from reserves; 

2) the carrying amounts of assets and liabilities recognized at the date of acquisition or merger; 

3) how goodwill was initially determined (do not adjust the purchase price allocation on acquisition). 

b. IFRS 1 includes an appendix explaining how a first-time adopter should account for business combinations that occurred prior to transition to IFRS. 

c. However, should it wish to do so, an entity can elect to restate all business combinations starting from a date it selects prior to the opening balance sheet date. 

d. In all cases, the entity must make an initial IAS 36 impairment test of any remaining goodwill in the opening IFRS balance sheet, after reclassifying, as appropriate, previous GAAP intangibles to goodwill. 

e. IFRS 1 includes an appendix explaining how a first-time adopter should account for business combinations that occurred prior to transition to IFRS. 

Property, plant, and equipment, intangible assets, and investment property carried under the cost model 

a. These assets may be measured at their fair value at the opening IFRS balance sheet date (this option applies to intangible assets only if an active market exists). Fair value becomes the "deemed cost" going forward under the IFRS cost model. (Deemed cost is an amount used as a surrogate for cost or depreciated cost at a given date.) 

b. If, before the date of its first IFRS balance sheet, the entity had revalued any of these assets under its previous GAAP either to fair value or to a price-index-adjusted cost, that previous-GAAP revalued amount at the date of the revaluation can become the deemed cost of the asset under IFRS. 

c. If, before the date of its first IFRS balance sheet, the entity had made a one-time revaluation of assets or liabilities to fair value because of a privatisation or initial public offering, and the revalued amount became deemed cost under the previous GAAP, that amount (adjusted for any subsequent depreciation, amortisation, and impairment) would continue to be deemed cost after the initial adoption of IFRS. 

IAS 19 - Employee benefits: actuarial gains and losses 

An entity may elect to recognize all cumulative actuarial gains and losses for all defined benefit plans at the opening IFRS balance sheet date (that is, reset any corridor recognized under previous GAAP to zero), even if it elects to use the IAS 19 corridor approach for actuarial gains and losses that arise after first-time adoption of IFRS. If an entity does not elect to apply this exemption, it must restate all defined benefit plans under IAS 19 since the inception of those plans (which may differ from the effective date of IAS 19). 

IAS 21 -Accumulated translation reserves 
An entity may elect to recognize all translation adjustments arising on the translation of the financial statements of foreign entities in accumulated profits or losses at the opening IFRS balance sheet date (that is, reset the translation reserve included in equity under previous GAAP to zero). If the entity elects this exemption, the gain or loss on subsequent disposal of the foreign entity will be adjusted only by those accumulated translation adjustments arising after the opening IFRS balance sheet date. If the entity does not elect to apply this exemption, it must restate the translation reserve for all foreign entities since they were acquired or created. 

2. Mandatory exceptions. There are also three important exceptions to the general restatement and measurement principles set out above that are mandatory, not optional. These are: 

IAS 39 - Derecognition of financial instruments 

A first-time adopter is not permitted to recognize financial assets or financial liabilities that had been derecognized under its previous GAAP in a financial year beginning before 1 January 2001 (the effective date of IAS 39). This is consistent with the transition provision in IAS 39.172(a). However, if an SPE was used to effect the derecognition of financial instruments and the SPE is controlled at the opening IFRS balance sheet date, the SPE must be consolidated. 

IAS 39 - Hedge accounting 

The conditions in IAS 39.122-152 for a hedging relationship that qualifies for hedge accounting are applied as of the opening IFRS balance sheet date. The hedge accounting practices, if any, that were used in periods prior to the opening IFRS balance sheet may not be retrospectively changed. This is consistent with the transition provision in IAS 39.172(b). Some adjustments may be needed to take account of the existing hedging relationships under previous GAAP at the opening balance sheet date. 

Information to be used in preparing IFRS estimates retrospectively 

In preparing IFRS estimates retrospectively, the entity must use the inputs and assumptions that had been used to determine previous GAAP estimates in periods before the date of transition to IFRS, provided that those inputs and assumptions are consistent with IFRS. The entity is not permitted to use information that became available only after the previous-GAAP estimates were made except to correct an error. 

Changes to disclosures 

For many entities, new areas of disclosure will be added that were not requirements under the previous GAAP (perhaps segment information, earnings per share, discontinuing operations, contingencies, and fair values of all financial instruments) and disclosures that had been required under previous GAAP will be broadened (perhaps related party disclosures). 

Disclosure of selected financial data for periods before the first IFRS balance sheet 

IAS 1 only requires one year of full comparative financial statements. If a first-time adopter wants to disclose selected financial information for periods before the date of the opening IFRS balance sheet, it is not required to conform that information to IFRS. Conforming that earlier selected financial information to IFRS is optional. 

If the entity elects to present the earlier selected financial information based on its previous GAAP rather than IFRS, it must prominently label that earlier information as not complying with IFRS and, further, it must disclose the nature of the main adjustments that would make that information comply with IFRS. This latter disclosure is narrative and not necessarily quantified. 

Of course, if the entity elects to present more than one year of full comparative prior period financial statements at the time of its transition to IFRS, that will change the date of the opening IFRS balance sheet. 

Disclosures in the financial statements of a first-time adopter 

IFRS 1 requires disclosures that explain how the transition from previous GAAP to IFRS affected the entity's reported financial position, financial performance, and cash flows. This includes: 

1. Reconciliations of equity reported under previous GAAP to equity under IFRS both (a) at the date of the opening IFRS balance sheet and (b) the end of the last annual period reported under the previous GAAP. For an entity adopting IFRS for the first time in its 31 December 2005 financial statements, the reconciliations would be as of 1 January 2004 and 31 December 2004. 

2. Reconciliations of profit or loss for the last annual period reported under the previous GAAP to profit or loss under IFRS for the same period. 

3. Explanation of material adjustments that were made, in adopting IFRS for the first time, to the balance sheet, income statement, and cash flow statement. 

4. If errors in previous-GAAP financial statements were discovered in the course of transition to IFRS, those must be separately disclosed. 

5. If the entity recognized or reversed any impairment losses in preparing its opening IFRS balance sheet, these must be disclosed. 

6. Appropriate explanations if the entity has availed itself of any of the specific recognition and measurement exemptions permitted under IFRS 1 - for instance, if it used fair values as deemed cost. 

Disclosure of an impending change to IFRS 

If an entity is going to adopt IFRS for the first time in its annual financial statements for the year ended 31 December 2005, certain disclosure are required in its interim financial statements prior to the 31 December 2005 statements, but only those interim financial statements purport to comply with IAS 34. Explanatory information and a reconciliation are required in the interim report that immediately precedes the first set of IFRS annual financial statements. The information includes changes in accounting policies compared to those under previous GAAP. 

Compliance in interim reports in the year of first-time adoption of IFRS 

If an entity that adopts IFRS for the first time in its annual financial statements for the year ended 31 December 2005, it is required to apply IFRS 1 in its interim financial reports for periods within the year ended 31 December 2005 if those interim reports are described as conforming to International Financial Reporting Standards. It would not be required to apply IFRS 1 if those interim reports are described as conforming to previous GAAP. 

Different IFRS adoption dates of investor and investee 

A parent or investor may become a first-time adopter earlier than or later than its subsidiary, associate, or joint venture investee. In these cases, IFRS 1 is applied as follows: 

1. If the subsidiary has adopted IFRS in its entity-only financial statements before the group to which it belongs adopts IFRS for the consolidated financial statements, then the subsidiary's first-time adoption date is still the date at which it adopted IFRS for the first-time, not that of the group. However, the group must use the IFRS measurements of the subsidiary's assets and liabilities for its first IFRS financial statements except for adjustments relating to the business combinations exemption and to conform group accounting policies. 

2. If the group adopts IFRS before the subsidiary adopts IFRS in its entity-only financial statements, then the subsidiary has an option either (a) to elect that the group date of IFRS adoption is its transition date or (b) to first-time adopt in its entity-only financial statements. 

3. If the group adopts IFRS before the parent adopts IFRS in its entity-only financial statements, then the parent's first-time adoption date is the date at which the group adopted IFRS for the first time. 

4. If the group adopts IFRS before its associate or joint venture adopts IFRS in its entity-only financial statements, then the associate or joint venture should have the option to elect that either the group date of IFRS adoption is its transition date or to first-time adopt in its entity-only financial statements. 

Definition of Share-based Payment 

A share-based payment is a transaction in which the entity receives or acquires goods or services either as consideration for its equity instruments or by incurring liabilities for amounts based on the price of the entity's shares or other equity instruments of the entity. The accounting requirements for the share-based payment depend on how the transaction will be settled, that is, by the issuance of (a) equity, (b) cash, or (c) equity or cash. 

IFRS 2
Scope 

The concept of share-based payments is broader than employee share options. IFRS 2 encompasses the issuance of shares, or rights to shares, in return for services and goods. Examples of items included in the scope of IFRS 2 are share appreciation rights, employee share purchase plans, employee share ownership plans, share option plans and plans where the issuance of shares (or rights to shares) may depend on market or non-market related conditions. 

IFRS 2 applies to all entities. There is no exemption for private or smaller entities. Furthermore, subsidiaries using their parent's or fellow subsidiary's equity as consideration for goods or services are within the scope of the Standard. 

There are two exemptions to the general scope principle. 

1) First, the issuance of shares in a business combination should be accounted for under the appropriate standard, currently IAS 22 but shortly to be replaced by the Standard arising from ED 3 Business Combinations. However, care should be taken to distinguish share-based payments related to the acquisition from those related to employee services. 

2) Second, IFRS 2 does not address share-based payments within the scope of paragraphs 8-10 of IAS 32 Financial Instruments: Disclosure and Presentation, or paragraphs 5-7 of IAS 39 Financial Instruments: Recognition and Measurement. Therefore, IAS 32 and 39 should be applied for commodity-based derivative contracts that may be settled in shares or rights to shares. 

IFRS 2 does not apply to share-based payment transactions other than for the acquisition of goods and services. Share dividends, the purchase of treasury shares, and the issuance of additional shares are therefore outside its scope. 

Recognition and Measurement 

The issuance of shares or rights to shares requires an increase in a component of equity. IFRS 2 requires the offsetting debit entry to be expensed when the payment for goods or services does not represent an asset. The expense should be recognized as the goods or services are consumed. For example, the issuance of shares or rights to shares to purchase inventory would be presented as an increase in inventory and would be expensed only once the inventory is sold or impaired. 

The issuance of fully vested shares, or rights to shares, is presumed to relate to past service, requiring the full amount of the grant-date fair value to be expensed immediately. The issuance of shares to employees with, say, a three-year vesting period is considered to relate to services over the vesting period. Therefore, the fair value of the share-based payment, determined at the grant date, should be expensed over the vesting period. 

As a general principle, the total expense related to equity-settled share-based payments will equal the multiple of the total instruments that vest and the grant-date fair value of those instruments. In short, there is truing up to reflect what happens during the vesting period. However, if the equity-settled share-based payment has a market related performance feature, the expense would still be recognized if all other vesting features are met. The following example provides an illustration of a typical equity-settled share-based payment. 

Illustration – Recognition of Employee Share Option Grant 

Company grants a total of 100 share options to 10 members of its executive management team (10 options each) on 1 January 20X5. These options vest at the end of a three-year period. The company has determined that each option has a fair value at the date of grant equal to 15. The company expects that all 100 options will vest and therefore records the following entry at 30 June 20X5 - the end of its first six-month interim reporting period. 

ENTRY; -
  Dr. Share Option Expense 250

 


Cr. Equity 250

[(100 x 15)*1/6 periods]

If all 100 shares vest, the above entry would be made at the end of each 6-month reporting period. However, if one member of the executive management team leaves during the second half of 20X6, therefore forfeiting the entire amount of 10 options, the following entry at 31 December 20X6 would be made: 

ENTRY; -
  Dr. Share Option Expense 150

 

Cr. Equity 150

[(90 x 15)*4/6 periods] - [250+250+250]

Measurement Guidance 

Depending on the type of share-based payment, fair value may be determined by the value of the shares or rights to shares given up, or by the value of the goods or services received: 

1) General fair value measurement principle. In principle, transactions in which goods or services are received as consideration for equity instruments of the entity should be measured at the fair value of the goods or services received. Only if the fair value of the goods or services cannot be measured reliably would the fair value of the equity instruments granted be used. 

2) Measuring employee share options. For transactions with employees and others providing similar services, the entity is required to measure the fair value of the equity instruments granted, because it is typically not possible to estimate reliably the fair value of employee services received. 

3) When to measure fair value - options. For transactions measured at the fair value of the equity instruments granted (such as transactions with employees), fair value should be estimated at grant date. 

4) When to measure fair value - goods and services. For transactions measured at the fair value of the goods or services received, fair value should be estimated at the date of receipt of those goods or services. 

5) Measurement guidance. For goods or services measured by reference to the fair value of the equity instruments granted, IFRS 2 specifies that, in general, vesting conditions are not taken into account when estimating the fair value of the shares or options at the relevant measurement date (as specified above). Instead, vesting conditions are taken into account by adjusting the number of equity instruments included in the measurement of the transaction amount so that, ultimately, the amount recognized for goods or services received as consideration for the equity instruments granted is based on the number of equity instruments that eventually vest. 

6) More measurement guidance. IFRS 2 requires the fair value of equity instruments granted to be based on market prices, if available, and to take into account the terms and conditions upon which those equity instruments were granted. In the absence of market prices, fair value is estimated using a valuation technique to estimate what the price of those equity instruments would have been on the measurement date in an arm's length transaction between knowledgeable, willing parties. The standard does not specify which particular model should be used. 

7) If fair value cannot be reliably measured. IFRS 2 requires the share-based payment transaction to be measured at fair value for both listed and unlisted entities. IFRS 2 permits the use of intrinsic value (that is, fair value of the shares less exercise price) in those "rare cases" in which the fair value of the equity instruments cannot be reliably measured. However this is not simply measured at the date of grant. An entity would have to remeasure intrinsic value at each reporting date until final settlement. 

8) Performance conditions. IFRS 2 makes a distinction between the handling of market based performance features from non-market features. Market conditions are those related to the market price of an entity's equity, such as achieving a specified share price or a specified target based on a comparison of the entity's share price with an index of share prices of other entities. Market based performance features should be included in the grant-date fair value measurement. However, the fair value of the equity instruments should not be reduced to take into consideration non-market based performance features or other vesting features. 

Modifications, Cancellations, and Settlements 

The determination of whether a change in terms and conditions has an effect on the amount recognized depends on whether the fair value of the new instruments is greater than the fair value of the original instruments (both determined at the modification date). 

Modification of the terms on which equity instruments were granted may have an effect on the expense that will be recorded. IFRS 2 clarifies that the guidance on modifications also applies to instruments modified after their vesting date. If the fair value of the new instruments is more than the fair value of the old instruments (e.g. by reduction of the exercise price or issuance of additional instruments), the incremental amount is recognized over the remaining vesting period in a manner similar to the original amount. If the modification occurs after the vesting period, the incremental amount is recognized immediately. If the fair value of the new instruments is less than the fair value of the old instruments, the original fair value of the equity instruments granted should be expensed as if the modification never occurred. 

The cancellation or settlement of equity instruments is accounted for as an acceleration of the vesting period and therefore any amount unrecognized that would otherwise have been charged should be recognized immediately. Any payments made with the cancellation or settlement (up to the fair value of the equity instruments) should be accounted for as the repurchase of an equity interest. Any payment in excess of the fair value of the equity instruments granted is recognized as an expense 

New equity instruments granted may be identified as a replacement of cancelled equity instruments. In those cases, the replacement equity instruments should be accounted for as a modification. The fair value of the replacement equity instruments is determined at grant date, while the fair value of the cancelled instruments is determined at the date of cancellation, less any cash payments on cancellation that is accounted for as a deduction from equity. 

Disclosure 

Required disclosures include: 

1) the nature and extent of share-based payment arrangements that existed during the period; 

2) how the fair value of the goods or services received, or the fair value of the equity instruments granted, during the period was determined; and 

3) the effect of share-based payment transactions on the entity’s profit or loss for the period and on its financial position. 

Effective Date 

IFRS 2 is effective for annual periods beginning on or after 1 January 2005. Earlier application is encouraged. 

Transition 

All equity-settled share-based payments granted after 7 November 2002, that are not yet vested at the effective date of IFRS 2 shall be accounted for using the provisions of IFRS 2. Entities are allowed and encouraged, but not required, to apply this IFRS to other grants of equity instruments if (and only if) the entity has previously disclosed publicly the fair value of those equity instruments determined in accordance with IFRS 2. 

The comparative information presented in accordance with IAS 1 shall be restated for all grants of equity instruments to which the requirements of IFRS 2 are applied. The adjustment to reflect this change is presented in the opening balance of retained earnings for the earliest period presented. 

IFRS 2 amends paragraph 13 of IFRS 1 First-time Adoption of International Financial Reporting Standards to add an exemption for share-based payment transactions. Similar to entities already applying IFRS, first-time adopters will have to apply IFRS 2 for share-based payment transactions on or after 7 November 2002. Additionally, a first-time adopter is not required to apply IFRS 2 to share-based payments granted after 7 November 2002 that vested before the later of (a) the date of transition to IFRS and (b) 1 January 2005. A first-time adopter may elect to apply IFRS 2 earlier only if it has publicly disclosed the fair value of the share-based payments determined at the measurement date in accordance with IFRS 2. 

IFRS 3 (IFRS 3 Replaced IAS 22)
	SIGNIFICANT CHANGES IN IFRS 3

	
	
	

	Method of Accounting
	
	Must use Purchase Method. Uniting of Interests Prohibited

	Assets & Liabilities Acquired
	
	All identifiable assets, Liabilities & Contingent Liabilities acquired are measured at 100% of Fair Values

	Goodwill
	
	Not Amortised, but tested for Impairment annually

	Negative Goodwill
	
	Recognized in Profit & Loss immediately

	Restructuring Costs
	
	Only recognized to the extent that a liability exists at acquistion Date


Scope 

Definition of business combination. A business combination is the bringing together of separate entities or businesses into one reporting entity. [IFRS 3.4] 

Scope exclusions. IFRS 3 applies to all business combinations except combinations of entities under common control, combinations of mutual entities, combinations by contract without exchange of ownership interest, and formations of joint ventures. [IFRS 3.3] 

Method of Accounting for Business Combinations 

Purchase method. All business combinations within the scope of IFRS 3 must be accounted for using the purchase method. [IFRS 3.14] The pooling of interests method is prohibited. 

Acquirer must be identified. The old IAS 22 had required the pooling method if an acquirer could not be identified. Under IFRS 3, an acquirer must be identified for all business combinations. [IFRS 3.17] 

Identification of an Acquirer 

Control. The acquirer is the combining entity that obtains control of the other combining entities or businesses. [IFRS 3.17] IFRS 3 provides considerable guidance for identifying the acquirer. [IFRS 3.19-23] 

Cost of a Business Combination 

Fair value of consideration given plus costs. The acquirer measures the cost of a business combination at the sum of the fair values, at the date of exchange, of assets given, liabilities incurred or assumed, and equity instruments issued by the acquirer, in exchange for control of the acquiree; plus any costs directly attributable to the combination. [IFRS 3.24] If equity instruments are issued as consideration for the acquisition, the market price of those equity instruments at the date of exchange is considered to provide the best evidence of fair value. If a market price does not exist, or is not considered reliable, other valuation techniques are used to measure fair value. [IFRS 3.27] 

Cost adjustments contingent on future events. If the cost is subject to adjustment contingent on future events, the acquirer includes the amount of that adjustment in the cost of the combination at the acquisition date if the adjustment is probable and can be measured reliably. [IFRS 3.32] However, if the contingent payment either is not probable or cannot be measured reliably, it is not measured as part of the initial cost of the business combination. If that adjustment subsequently becomes probable and can be measured reliably, the additional consideration is treated as an adjustment to the cost of the combination. [IAS 3.34] 

Recognition and Measurement of Identifiable Acquired Assets and Liabilities 

Recognition of acquired assets and liabilities. The acquirer recognizes separately, at the acquisition date, the acquiree's identifiable assets, liabilities and contingent liabilities that satisfy the following recognition criteria at that date, regardless of whether they had been previously recognized in the acquiree's financial statements: [IAS 3.37] 

1) an asset other than an intangible asset is recognized if it is probable that any associated future economic benefits will flow to the acquirer, and its fair value can be measured reliably; 

2) a liability other than a contingent liability is recognized if it is probable that an outflow of resources will be required to settle the obligation, and its fair value can be measured reliably; and 

3) an intangible asset or a contingent liability is recognized if its fair value can be measured reliably. 

Measurement of acquired assets and liabilities. The acquired identifiable assets, liabilities, and contingent liabilities are measured initially by the acquirer at their fair values at the acquisition date, irrespective of the extent of any minority interest. In other words, the identifiable assets acquired, and liabilities and contingent liabilities incurred or assumed, must be initially measured at full fair value, including any minority interest's share of the acquired item. 

No restructuring provisions. In applying the purchase method, an acquirer must not recognize provisions for future losses or restructuring costs expected to be incurred as a result of the business combination. These must be treated as post-combination expenses. [IFRS 3.41] 

Recognition of intangibles. In applying the purchase method, an intangible item acquired in a business combination, including an in-process research and development project, must be recognized as an asset separately from goodwill if it meets the definition of an asset (it is controlled and provides economic benefits), is either separable or arises from contractual or other legal rights, and its fair value can be measure reliably. [IFRS 3.45] 

Recognition of contingent liabilities. In applying the purchase method, an acquirer must recognize contingent liabilities assumed in the business combination, if their fair value is reliably measurable. [IFRS 3.47] After their initial recognition, such contingent liabilities must be remeasured at the higher of: [IFRS 3.48] 

1) (a) the amount that would be recognized in accordance with IAS 37, and 

2) (b) the amount initially recognized less, when appropriate, cumulative amortisation recognized in accordance with IAS 18 Revenue. 

A contingent liability recognized under IFRS 3 continues to be recognized in subsequent periods even though it does not qualify for recognition under IAS 37. 

Step acquisitions. If a business combination involves more than one exchange transaction, each exchange transaction shall be treated separately by the acquirer, using the cost of the transaction and fair value information at the date of each exchange transaction, to determine the amount of any goodwill associated with that transaction. [IFRS 3.58] 

Goodwill 

Recognition and measurement of goodwill. Goodwill is recognized by the acquirer as an asset from the acquisition date and is initially measured as the excess of the cost of the business combination over the acquirer's share of the net fair values of the acquiree's identifiable assets, liabilities and contingent liabilities. [IFRS 3.51] 

No amortisation of goodwill. IFRS 3 prohibits the amortisation of goodwill. Instead goodwill must be tested for impairment at least annually in accordance with IAS 36 Impairment of Assets. [IFRS 3.54] 

Negative goodwill. If the acquirer's interest in the net fair value of the acquired identifiable net assets exceeds the cost of the business combination, that excess (sometimes referred to as negative goodwill) must be recognized immediately in the income statement as a gain. Before concluding that "negative goodwill" has arisen, however, IFRS 3 requires that the acquirer reassess the identification and measurement of the acquiree's identifiable assets, liabilities, and contingent liabilities and the measurement of the cost of the combination. [IFRS 3.56] 

Disclosure 

For each business combination (or in the aggregate for immaterial combinations), required disclosures by the acquirer include: [IFRS 3.67] 

1) Names and descriptions of the combining entities or businesses. 

2) Acquisition date. 

3) Percentage of voting equity instruments acquired. 

4) Cost of the combination (with separate disclosure of the number and fair values of equity instruments issued and how fair values were determined) 

5) Amounts recognized at the acquisition date for each class of the acquiree's assets, liabilities, and contingent liabilities, and, unless impracticable, the carrying amounts of each of those classes, determined in accordance with IFRSs, immediately before the combination. 

6) Amount of any negative goodwill recognized in profit or loss 

7) Details about the factors that contributed to recognition of goodwill 

8) Amount of the acquiree's profit or loss since the acquisition date included in the acquirer's profit or loss for the period, unless impracticable. 

The following must also be disclosed unless impracticable: [IFRS 3.70] 

1) Revenue of the combined entity for the period as though the acquisition date for all business combinations effected during the period had been the beginning of that period. 

2) Profit or loss of the combined entity for the period as though the acquisition date for all business combinations effected during the period had been the beginning of the period. 

Ongoing IASB Work on Accounting for Business Combinations 

Phase II of the Board's business combinations project is addressing: 

1) Issues related to applying the purchase method of accounting. 

2) Accounting for formations of joint ventures and business combinations involving entities under common control. 

3) Possible applications for 'fresh start' accounting. 

Exposure Draft of Proposed Amendments to IFRS 3 

On 29 April 2004, the IASB issued an exposure draft: Proposed Amendments to IFRS 3 Business Combinations: Combinations by Contract Alone or Involving Mutual Entities. The amendments would add to the scope IFRS 3: 

1) Combinations in which separate entities are brought together to form a reporting entity by contract alone without the obtaining of an ownership interest; and 

2) Business combinations involving mutual entities. 

Both were excluded from IFRS 3 when it was issued last month. Including these transactions in IFRS 3 would mean that an acquirer must be identified and the acquirer must account for the combination using the purchase method. The exposure draft would not change the IFRS 3 scope exclusion for combinations involving entities under common control. If finalised, the proposal would be applied to business combinations agreed to on or after 31 March 2004 (same as IFRS 3). The IASB has asked for comments by 31 July 2004. Click for IASB Press Release (PDF 33k). 

IFRS 4

Background 

IFRS 4 is the first guidance from the IASB on accounting for insurance contracts – but not the last. A Second Phase of the IASB's Insurance Project is under way. The Board issued IFRS 4 because it saw an urgent need for improved disclosures for insurance contracts, and modest improvements to recognition and measurement practices, in time for the adoption of IFRS by listed companies throughout Europe and elsewhere in 2005. The improvements to recognition and measurement are ones that will not likely have to be reversed when the IASB completes the second phase of the project. 

Summary of IFRS 4 

Scope. IFRS 4 applies to virtually all insurance contracts (including reinsurance contracts) that an entity issues and to reinsurance contracts that it holds. It does not apply to other assets and liabilities of an insurer, such as financial assets and financial liabilities within the scope of IAS 39 Financial Instruments: Recognition and Measurement. Furthermore, it does not address accounting by policyholders. 

Definition of insurance contract. An insurance contract is a "contract under which one party (the insurer) accepts significant insurance risk from another party (the policyholder) by agreeing to compensate the policyholder if a specified uncertain future event (the insured event) adversely affects the policyholder." 

Accounting policies. The IFRS exempts an insurer temporarily (until completion of Phase II of the Insurance Project) from some requirements of other IFRSs, including the requirement to consider the IASB's Framework in selecting accounting policies for insurance contracts. However, the IFRS: 

1) Prohibits provisions for possible claims under contracts that are not in existence at the reporting date (such as catastrophe and equalisation provisions). 

2) Requires a test for the adequacy of recognized insurance liabilities and an impairment test for reinsurance assets. 

3) Requires an insurer to keep insurance liabilities in its balance sheet until they are discharged or cancelled, or expire, and prohibits offsetting insurance liabilities against related reinsurance assets. 

Changes in accounting policies. IFRS 4 permits an insurer to change its accounting policies for insurance contracts only if, as a result, its financial statements present information that is more relevant and no less reliable, or more reliable and no less relevant. In particular, an insurer cannot introduce any of the following practices, although it may continue using accounting policies that involve them: 

1) Measuring insurance liabilities on an undiscounted basis. 

2) Measuring contractual rights to future investment management fees at an amount that exceeds their fair value as implied by a comparison with current market-based fees for similar services. 

3) Using non-uniform accounting policies for the insurance liabilities of subsidiaries. 

Remeasuring insurance liabilities. The IFRS permits the introduction of an accounting policy that involves remeasuring designated insurance liabilities consistently in each period to reflect current market interest rates (and, if the insurer so elects, other current estimates and assumptions). Without this permission, an insurer would have been required to apply the change in accounting policies consistently to all similar liabilities. 

Prudence. An insurer need not change its accounting policies for insurance contracts to eliminate excessive prudence. However, if an insurer already measures its insurance contracts with sufficient prudence, it should not introduce additional prudence. 

Future investment margins. There is a rebuttable presumption that an insurer's financial statements will become less relevant and reliable if it introduces an accounting policy that reflects future investment margins in the measurement of insurance contracts. 

Asset classifications. When an insurer changes its accounting policies for insurance liabilities, it may reclassify some or all financial assets as 'at fair value through profit or loss'. 

Other issues. The IFRS: 

1) Clarifies that an insurer need not account for an embedded derivative separately at fair value if the embedded derivative meets the definition of an insurance contract. 

2) Requires an insurer to unbundle (that is, to account separately for) deposit components of some insurance contracts, to avoid the omission of assets and liabilities from its balance sheet. 

3) Clarifies the applicability of the practice sometimes known as 'shadow accounting'. 

4) Permits an expanded presentation for insurance contracts acquired in a business combination or portfolio transfer. 

5) Addresses limited aspects of discretionary participation features contained in insurance contracts or financial instruments. 

Disclosures. The IFRS requires disclosure of: 

1) Information that helps users understand the amounts in the insurer's financial statements that arise from insurance contracts:
— Accounting policies for insurance contracts and related assets, liabilities, income, and expense.
— The recognized assets, liabilities, income, expense, and cash flows arising from insurance contracts.
— If the insurer is a cedant, certain additional disclosures are required.
— Information about the assumptions that have the greatest effect on the measurement of assets, liabilities, income, and expense including, if practicable, quantified disclosure of those assumptions.
— The effect of changes in assumptions.
— Reconciliations of changes in insurance liabilities, reinsurance assets, and, if any, related deferred acquisition costs.

2) Information that helps users understand the amount, timing and uncertainty of future cash flows from insurance contracts:
— Risk management objectives and policies.
— Those terms and conditions of insurance contracts that have a material effect on the amount, timing, and uncertainty of the insurer's future cash flows.
— Information about insurance risk (both before and after risk mitigation by reinsurance), including information about: 

3) The sensitivity of profit or loss and equity to changes in variables that have a material effect on them. 

4) Concentrations of insurance risk. 

5) Actual claims compared with previous estimates. 

6) The information about interest rate risk and credit risk that IAS 32 would require if the insurance contracts were within the scope of IAS 32.
— Information about exposures to interest rate risk or market risk under embedded derivatives contained in a host insurance contract if the insurer is not required to, and does not, measure the embedded derivatives at fair value.

Effective date. Entities should apply the IFRS for annual periods beginning on or after 1 January 2005, but earlier application is encouraged. An insurer need not apply some aspects of the IFRS to comparative information that relates to annual periods beginning before 1 January 2005. 
RATING AGENCY ANALYSIS

Fitch Ratings – a leading global fixed income rating agency – has analysed the implications of IFRS 4 Insurance Contracts and has concluded that Fitch "does not expect any rating actions as a direct result of the move to IFRS. However, Fitch cannot rule out the possibility that the additional disclosure and information contained in the accounts could lead to rating changes due to an improved perception of risk based on the enhanced information available." The special report Mind the GAAP: Fitch's View on Insurance IFRS provides an overview of IFRS 4 and the issues being addressed in Phase II of the IASB's insurance project; assesses the implications including increased volatility, greater use of discounting and fair values, changes to income recognition, and enhanced disclosures; and discusses how the changes affect ratings analysis. An excerpt: 
Fitch welcomes the progress made by the IASB towards standards that will be more transparent and comparable across regions. The agency recognizes the significant limitations of phase 1 but believes that the enhanced disclosure and greater consistency at phase 1 of the insurance accounting project (set out in IFRS 4) will aid in the analysis of insurers and is a useful stepping stone to the more valuable phase 2. 
IFRS 5

	SUMMARY OF IFRS 5 REQUIREMENTS

	
	
	

	Definition of a Discontinued Operation
	
	Very much the same as the Definition in IAS 35

	Timing of Classification as a Discontinued Operation
	
	When the discontinued operation meets the criteria of "Held for Sale

	Non-Current Assets held for Sale
	
	Not Depreciated. Impairment if carrying amount exceeds fair value less selling costs

	Results of Discontinued Operations
	
	Present as a single amount in the Income Statement


Background 

IFRS 5 replaces IAS 35 Discontinuing Operations. The definition of discontinued operations is very much the same as the definition of discontinuing operations in IAS 35. However the timing of the classification now depends on when the discontinued operation satisfies the criteria to be classified as held for sale. The same requirement applies to non-current asset held for sale. Further, IFRS 5 requires the results of discontinued operations to be presented as a single amount on the face of the income statement. The Table Below compares IAS 35 and IFRS 5. 

IFRS 5 achieves substantial convergence with the requirements of US SFAS 144 Accounting for the Impairment or Disposal of Long-Lived Assets with respect to the timing of the classification of operations as discontinued operations and the presentation of such operations. With respect to long-lived assets that are not being disposed of, the impairment recognition and measurement standards in SFAS 144 are significantly different from those in IAS 36 Impairment of Assets. However those differences have not been addressed in the short-term convergence project. 

Key Provisions of IFRS 5 Relating to Assets Held for Sale: 

Held-for-sale classification. IFRS 5 establishes a classification for non-current assets 'held for sale' using the same criteria as those contained in US FASB Statement 144 Accounting for the Impairment or Disposal of Long-Lived Assets. In general, the following conditions must be met for an asset (or 'disposal group') to be classified as held for sale: [IFRS 5.6-8] 

1) management is committed to a plan to sell 

2) the asset is available for immediate sale 

3) an active programme to locate a buyer is initiated 

4) the sale is highly probable, within 12 months of classification as held for sale (subject to limited exceptions) 

5) the asset is being actively marketed for sale at a sales price reasonable in relation to its fair value 

6) actions required to complete the plan indicate that it is unlikely that plan will be significantly changed or withdrawn. 

The assets need to be disposed of through sale. Therefore, operations that are expected to be wound down or abandoned would not meet the definition (but may be classified as discontinued once abandoned). [IFRS 5.13] 

Disposal group. A 'disposal group' is a group of assets, possibly with some associated liabilities, which an entity intends to dispose of in a single transaction. The measurement basis required for non-current assets classified as held for sale is applied to the group as a whole, and any resulting impairment loss reduces the carrying amount of the non-current assets in the disposal group in the order of allocation required by IAS 36. [IFRS 5.4] 

Measurement. The following principles apply: 

1) At the time of classification as held for sale. Immediately before the initial classification of the asset as held for sale, the carrying amount of the asset will be measured in accordance with applicable IFRSs. [IFRS 5.18] 

2) After classification as held for sale. Non-current assets or disposal groups that are classified as held for sale are measured at the lower of carrying amount and fair value less costs to sell. [IFRS 5.15] 

3) Impairment.An impairment loss is recognized in the profit or loss for any initial and subsequent write-down of the asset or disposal group to fair value less costs to sell. [IFRS 5.20] 

4) Assets carried at fair value prior to initial classification. For such assets, the requirement to deduct costs to sell from fair value will result in an immediate charge to profit or loss. 

5) Subsequent increases in fair value.A gain for any subsequent increase in fair value less costs to sell of an asset can be recognized in the profit or loss to the extent that it is not in excess of the cumulative impairment loss that has been recognized in accordance with IFRS 5 or previously in accordance with IAS 36. [IFRS 5.21-22] 

Non-depreciation. Non-current assets or disposal groups that are classified as held for sale shall not be depreciated. [IFRS 5.25] 

Balance sheet presentation. Assets classified as held for sale, and the assets and liabilities included within a disposal group classified as held for sale, must be presented separately on the face of the balance sheet. [IFRS 5.38] 

Disclosures. [IFRS 5.41] 

1) Non-current assets classified as held for sale and the assets of a disposal group classified as held for sale must be disclosed separately from other assets in the balance sheet. 

2) The liabilities of a disposal group classified as held for sale must also be disclosed separately from other liabilities in the balance sheet. 

3) There are also several other additional disclosures including a description of the nature of assets held and the facts and circumstances surrounding the sale. 

Consolidation of All Subsidiaries 

IFRS 5 amended IAS 27 to require that the consolidated accounts must include all of a parent's domestic and foreign subsidiaries. There is no longer an exemption from consolidation for subsidiaries that were acquired with a view to their disposal within 12 months. 

Key Provisions of IFRS 5 Relating to Discontinued Operations: 

Classification as discontinuing. A discontinued operation is a component of an entity that either has been disposed of or is classified as held for sale, and: [IFRS 5.32] 

1) represents a separate major line of business or geographical area of operations, 

2) is part of a single co-ordinated plan to dispose of a separate major line of business or geographical area of operations, or 

3) is a subsidiary acquired exclusively with a view to resale. 

Income statement presentation. The sum of the post-tax profit or loss of the discontinued operation and the post-tax gain or loss recognized on the measurement to fair value less cost to sell or fair value adjustments on the disposal of the assets (or disposal group) should be presented as a single amount on the face of the income statement. Detailed disclosure of revenue, expenses, pre-tax profit or loss, and related income taxes is required either in the notes or on the face of the income statement in a section distinct from continuing operations. Such detailed discosures must cover both the current and all prior periods presented in the financial statements. [IFRS 5.33] 

Cash flow statement presentation. The net cash flows attributable to the operating, investing, and financing activities of a discontinued operation shall be separately presented on the face of the cash flow statement or disclosed in the notes. [IFRS 5.33] 

No retroactive classification. IFRS 5 prohibits the retroactive classification as a discontinued operation, when the discontinued criteria are met after the balance sheet date. [IFRS 5.12] 

Disclosures. 

In addition to the income statement and cash flow statement presentations noted above, the following disclosures are required: 

1) Adjustments made in the current period to amounts disclosed as a discontinued operation in prior periods must be separately disclosed. [IFRS 5.35] 

2) If an entity ceases to classify a component as held for sale, the results of that component previously presented in discontinued operations must be reclassified and included in income from continuing operations for all periods presented. [IFRS 5.36] 

Effective Date and Transition 

The standard must be applied prospectively for annual periods beginning on or after 1 January 2005, with earlier application permitted if sufficient information is available. In terms of IFRS 1, a first time adopter shall apply IFRS 5 retrospectively unless transition date is prior to 1 January 2005 in which case the transitional provisions apply. [IFRS 5.43-44] 

Key Changes from IAS 35: 

	Standard
	IAS 35
	IFRS 5

	How is a discontinued operation defined?
	A discontinuing operation is defined as a component of an entity that pursuant to a single plan will be disposed of in its entirety or piecemeal. A discontinuing operation should represent a separate major line of business or geographical area of operations that can be distinguished operationally and for financial reporting purposes.
	The definition of a discontinued operation is very much the same as the definition of a discontinuing operation in IAS 35. IFRS 5 states that a discontinued operation is a component of an entity that either has been disposed of or is classified as held for sale, and

1) Represents a separate major line of business or geographical area of operations, 

2) Is part of a single co-ordinated plan to dispose of a separate major line of business or geographical area of operations, or 

3) Is a subsidiary acquired exclusively with a view to resale.

	Timing of reporting:
When is a discontinued operation classified as such?
	Disclosures should be provided when the entity has entered into a binding sale agreement for substantially all of the assets attributable to the discontinuing operation, or the board of directors has approved a detailed, formal plan for the discontinuance and announced the plan, if earlier.
	An operation is classified as discontinued at the date the entity has actually disposed of the operation, or when the operation meets the criteria to be classified as held for sale.


IFRS 6

IFRS 6 permits an entity to develop an accounting policy for exploration and evaluation assets without specifically considering the requirements of paragraphs 11 and 12 of IAS 8 Accounting Policies, Changes in Accounting Estimates and Errors. Thus, an entity adopting IFRS 6 may continue to use the accounting policies applied immediately before adopting the IFRS. This includes continuing to use recognition and measurement practices that are part of those accounting policies. 

IFRS 6 requires entities recognising exploration and evaluation assets to perform an impairment test on those assets when facts and circumstances suggest that the carrying amount of the assets may exceed their recoverable amount. 

IFRS 6 varies the recognition of impairment from that in IAS 36 Impairment of Assets but measures the impairment in accordance with that Standard once the impairment is identified. 

IFRS 6 requires disclosure of information that identifies and explains the amounts recognized in its financial statements arising from the exploration for and evaluation of mineral resources, including 

(i) its accounting policies for exploration and evaluation expenditures including the recognition of exploration and evaluation assets. 

(ii) the amounts of assets, liabilities, income and expense and operating and investing cash flows arising from the exploration for and evaluation of mineral resources. 

IFRS 6 is effective for annual periods beginning on or after 1 January 2006. Earlier application is encouraged. If an entity adopts IFRS 6 before 1 January 2006, transitional relief is available for some comparative disclosures. 

Special IAS Plus Newsletter Explaining IFRS 6 

On 31 January 2005, Deloitte's IFRS Global Office published a Special Global Edition of our IAS Plus newsletter explaining IFRS 6 Exploration for and Evaluation of Mineral Resources (PDF 54k). 

May 2005: Proposed Small Amendment to IFRS 6 

At its April 2005 meeting, the Board discussed a proposed technical correction to IFRS1.36B to give effect to the intent of the Board as outlined in BC65, to provide relief from restating comparative information (rather than just producing comparative disclosures). 

After some discussion, the Board concluded that IFRS1.36B did not correctly reflect the intention of the Board and that the correction should be made. The Board did not believe this issue warranted an exposure draft therefore, it would proceed as follows: 

Include this issue in the next IASB Update publication, as well as highlight the issue on the IASB website. 

Consider any reactions from constituents at the next Board meeting. 

Subject to comments received, the correction would be made to the literature. 

The new paragraph (36B) would be as follows: 

36B. An entity that adopts IFRSs before 1 January 2006 and chooses to adopt IFRS 6 Exploration for and Evaluation of Mineral Resources before 1 January 2006 need not apply the requirements of IFRS 6 to comparative information in its first IFRS financial statements. 

On 2 May 2005, the IASB invited comments on a proposed small amendment to IFRS 6 and, as a consequence, an amendment to IFRS 1 First-time Adoption of International Financial Reporting Standards. The proposed amendment would clarify that an entity that both (a) adopts IFRSs for the first time before 1 January 2006 and (b) applies IFRS 6 before that date is exempted not only from providing comparative prior-period disclosures but also from applying the recognition and measurement requirements of IFRS 6 in the prior comparative period. The Board hopes to issue the final amendment before 30 June 2005. Comment deadline is 3 June 2005.

THE IASB FRAMEWORK
The Framework: 

Defines the objective of financial statements; 

1) Identifies the qualitative characteristics that make information in financial statements useful; and 

2) Defines the basic elements of financial statements and the concepts for recognising and measuring them in financial statements. [Framework, paragraph 1, hereafter abbreviated F.1] 

General Purpose Financial Statements 

The Framework addresses general purpose financial statements that a business enterprise (including a state-owned business enterprise) prepares and presents at least annually to meet the common information needs of a wide range of users external to the enterprise. Therefore, the Framework does not necessarily apply to special purpose financial reports such as reports to tax authorities, reports to governmental regulatory authorities, prospectuses prepared in connection with securities offerings, and reports prepared in connection with business combinations. 

Users and their Information Needs 

The principal classes of users of financial statements are present and potential investors, employees, lenders, suppliers and other trade creditors, customers, governments and their agencies and the general public. All of these categories of users rely on financial statements to help them in decision making. [F.9] 

The Framework also concludes that because investors are providers of risk capital to the enterprise, financial statements that meet their needs will also meet most of the general financial information needs of other users. Common to all of these user groups is their interest in the ability of an enterprise to generate cash and cash equivalents and of the timing and certainty of those future cash flows. [F.10] 

The Framework notes that financial statements cannot provide all the information that users may need to make economic decisions. For one thing, financial statements show the financial effects of past events and transactions, whereas the decisions that most users of financial statements have to make relate to the future. Further, financial statements provide only a limited amount of the non-financial information needed by users of financial statements. 

While all of the information needs of these user groups cannot be met by financial statements, there are information needs that are common to all users, and general purpose financial statements focus on meeting these needs. 

Responsibility for Financial Statements 

The management of an enterprise has the primary responsibility for preparing and presenting the enterprise's financial statements. [F.11] 

The Objective of Financial Statements 

The objective of financial statements is to provide information about the financial position, performance and changes in financial position of an enterprise that is useful to a wide range of users in making economic decisions. [F.12-14] 

Financial Position 

The financial position of an enterprise is affected by the economic resources it controls, its financial structure, its liquidity and solvency, and its capacity to adapt to changes in the environment in which it operates. [F.16] 

The balance sheet presents this kind of information. [F.19] 

Performance 

Performance is the ability of an enterprise to earn a profit on the resources that have been invested in it. Information about the amounts and variability of profits helps in forecasting future cash flows from the enterprise's existing resources and in forecasting potential additional cash flows from additional resources that might be invested in the enterprise. [F.17] 

The Framework states that information about performance is primarily provided in an income statement. [F.19] IAS 1 adds a fourth basic financial statement, the statement showing changes in equity. 

Changes in Financial Position 

Users of financial statements seek information about the investing, financing and operating activities that an enterprise has undertaken during the reporting period. This information helps in assessing how well the enterprise is able to generate cash and cash equivalents and how it uses those cash flows. [F.18] 

The cash flow statement provides this kind of information. [F.19] 

Notes and Supplementary Schedules 

The financial statements also contain notes and supplementary schedules and other information that (a) explains items in the balance sheet and income statement, (b) discloses the risks and uncertainties affecting the enterprise, and (c) explains any resources and obligations not recognized in the balance sheet. [F.21] 

Underlying Assumptions 

The Framework sets out the underlying assumptions of financial statements: 

1) Accrual Basis. The effects of transactions and other events are recognized when they occur, rather than when cash or its equivalent is received or paid, and they are reported in the financial statements of the periods to which they relate. [F.22] 

2) Going Concern. The financial statements presume that an enterprise will continue in operation indefinitely or, if that presumption is not valid, disclosure and a different basis of reporting are required. [F.23] 

Qualitative Characteristics of Financial Statements 

These characteristics are the attributes that make the information in financial statements useful to investors, creditors, and others. The Framework identifies four principal qualitative characteristics: [F.24] 

1) Understandability 

2) Relevance 

3) Reliability 

4) Comparability 

Understandability 

Information should be presented in a way that is readily understandable by users who have a reasonable knowledge of business and economic activities and accounting and who are willing to study the information diligently. [F.25] 

Relevance 

Information in financial statements is relevant when it influences the economic decisions of users. It can do that both by (a) helping them evaluate past, present, or future events relating to an enterprise and by (b) confirming or correcting past evaluations they have made. [F.26-28] 

Materiality is a component of relevance. Information is material if its omission or misstatement could influence the economic decisions of users. [F.29] 

Timeliness is another component of relevance. To be useful, information must be provided to users within the time period in which it is most likely to bear on their decisions. [F.43] 

Reliability 

Information in financial statements is reliable if it is free from material error and bias and can be depended upon by users to represent events and transactions faithfully. Information is not reliable when it is purposely designed to influence users' decisions in a particular direction. [F.31-32] 

There is sometimes a tradeoff between relevance and reliability - and judgement is required to provide the appropriate balance. [F.45] 

Reliability is affected by the use of estimates and by uncertainties associated with items recognized and measured in financial statements. These uncertainties are dealt with, in part, by disclosure and, in part, by exercising prudence in preparing financial statements. Prudence is the inclusion of a degree of caution in the exercise of the judgements needed in making the estimates required under conditions of uncertainty, such that assets or income are not overstated and liabilities or expenses are not understated. However, prudence can only be exercised within the context of the other qualitative characteristics in the Framework, particularly relevance and the faithful representation of transactions in financial statements. Prudence does not justify deliberate overstatement of liabilities or expenses or deliberate understatement of assets or income, because the financial statements would not be neutral and, therefore, not have the quality of reliability. [F.36-37] 

Comparability 

Users must be able to compare the financial statements of an enterprise over time so that they can identify trends in its financial position and performance. Users must also be able to compare the financial statements of different enterprises. Disclosure of accounting policies is essential for comparability. [F.39-42] 

The Elements of Financial Statements 

Financial statements portray the financial effects of transactions and other events by grouping them into broad classes according to their economic characteristics. These broad classes are termed the elements of financial statements. 

The elements directly related to financial position (balance sheet) are: [F.49] 

1) Assets 

2) Liabilities 

3) Equity 

The elements directly related to performance (income statement) are: [F.70] 

1) Income 

2) Expenses 

The cash flow statement reflects both income statement elements and changes in balance sheet elements. [F.47] 

Definitions of the elements relating to financial position 

1) Asset. An asset is a resource controlled by the enterprise as a result of past events and from which future economic benefits are expected to flow to the enterprise. [F.49(a)] 

2) Liability. A liability is a present obligation of the enterprise arising from past events, the settlement of which is expected to result in an outflow from the enterprise of resources embodying economic benefits. [F.49(b)] 

3) Equity. Equity is the residual interest in the assets of the enterprise after deducting all its liabilities. [F.49(c)] 

Definitions of the elements relating to performance 

1) Income. Income is increases in economic benefits during the accounting period in the form of inflows or enhancements of assets or decreases of liabilities that result in increases in equity, other than those relating to contributions from equity participants. [F.70] 

2) Expense. Expenses are decreases in economic benefits during the accounting period in the form of outflows or depletions of assets or incurrences of liabilities that result in decreases in equity, other than those relating to distributions to equity participants. [F.70] 

The definition of income encompasses both revenue and gains. Revenue arises in the course of the ordinary activities of an enterprise and is referred to by a variety of different names including sales, fees, interest, dividends, royalties and rent. Gains represent other items that meet the definition of income and may, or may not, arise in the course of the ordinary activities of an enterprise. Gains represent increases in economic benefits and as such are no different in nature from revenue. Hence, they are not regarded as constituting a separate element in the IASC Framework. [F.74] 

The definition of expenses encompasses losses as well as those expenses that arise in the course of the ordinary activities of the enterprise. Expenses that arise in the course of the ordinary activities of the enterprise include, for example, cost of sales, wages and depreciation. They usually take the form of an outflow or depletion of assets such as cash and cash equivalents, inventory, property, plant and equipment. Losses represent other items that meet the definition of expenses and may, or may not, arise in the course of the ordinary activities of the enterprise. Losses represent decreases in economic benefits and as such they are no different in nature from other expenses. Hence, they are not regarded as a separate element in this Framework. [F.78] 

Recognition of the Elements of Financial Statements 

Recognition is the process of incorporating in the balance sheet or income statement an item that meets the definition of an element and satisfies the following criteria for recognition: [F.82-83] 

1) It is probable that any future economic benefit associated with the item will flow to or from the enterprise; and 

2) The item's cost or value can be measured with reliability. 

Based on these general criteria: 

1) An asset is recognized in the balance sheet when it is probable that the future economic benefits will flow to the enterprise and the asset has a cost or value that can be measured reliably. [F.89] 

2) A liability is recognized in the balance sheet when it is probable that an outflow of resources embodying economic benefits will result from the settlement of a present obligation and the amount at which the settlement will take place can be measured reliably. [F.91] 

3) Income is recognized in the income statement when an increase in future economic benefits related to an increase in an asset or a decrease of a liability has arisen that can be measured reliably. This means, in effect, that recognition of income occurs simultaneously with the recognition of increases in assets or decreases in liabilities (for example, the net increase in assets arising on a sale of goods or services or the decrease in liabilities arising from the waiver of a debt payable). [F.92] 

4) Expenses are recognized when a decrease in future economic benefits related to a decrease in an asset or an increase of a liability has arisen that can be measured reliably. This means, in effect, that recognition of expenses occurs simultaneously with the recognition of an increase in liabilities or a decrease in assets (for example, the accrual of employee entitlements or the depreciation of equipment). [F.94] 

Measurement of the Elements of Financial Statements 

Measurement involves assigning monetary amounts at which the elements of the financial statements are to be recognized and reported. [F.99] 

The Framework acknowledges that a variety of measurement bases are used today to different degrees and in varying combinations in financial statements, including: [F.100] 

1) Historical cost 

2) Current cost 

3) Net realisable (settlement) value 

4) Present value (discounted) 

Historical cost is the measurement basis most commonly used today, but it is usually combined with other measurement bases. The Framework does not include concepts or principles for selecting which measurement basis should be used for particular elements of financial statements or in particular circumstances. The qualitative characteristics do provide some guidance, however. [F.101]
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