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FROM THE PROFESSION

EY is delighted to support Applying IFRS Standards, fourth edition. With International Financial Reporting
Standards (IFRS®) now being mandated, or permitted, for the financial reporting of listed entities in
most parts of the world, it has become the global language of accounting. This means that comparing
financial statements from companies across the globe has become much easier, fostering capital markets
and reducing the cost of capital. It also has led to reductions in training costs and greater mobility of
accounting staff and professionals across countries. You, as accountancy students and professionals, will
benefit greatly from being able to carry your knowledge and experience from country to country without
always having to study local accounting standards each time you cross a border.

Business and capital markets are developing continuously. So must financial reporting. The Interna-
tional Accounting Standards Board (IASB®), the IFRS Standards setter, recently issued a number of impor-
tant new standards. The new IFRS 9 Financial Instruments addresses the issues that arose during the global
credit crisis and, among others, answers calls for better loan loss provisions by banks and more practical
hedge accounting rules. IFRS 15 Revenue from Contracts with Customers modernises and greatly enhances
the guidance on revenue recognition. Both new standards are covered in this new edition of Applying IFRS
Standards as well as the key highlights of the new standard for lease accounting.

Applying IFRS Standards aims to help you master the complex world of IFRS Standards; as such, it is truly
global in the wealth of insights and examples it provides, as well as abstracts from financial statements
of companies across the globe. I am sure this book will be instructive not only to those learning about
financial reporting standards for the first time, but also to accountancy professionals keeping abreast of
developments in IFRS Standards and trying to find their way in applying IFRS Standards to transactions
and events.

Now that IFRS Standards have been adopted in most parts of the world, it is important to interpret and
apply the standards consistently to make it a truly single global set of accounting standards. 1 hope and
trust this book will help in achieving a common and consistent understanding and application of IFRS
Standards.

Leo van der Tas

Global Leader — IFRS Services, Global Professional Practice
EY

London

May 2016
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With International Financial Reporting Standards (IFRS®) now being mandated for listed companies in
100+ countries across the globe, it has become a truly global set of standards for financial reporting. IFRS
Standards have also become the example for national accounting standards. The credit crisis has shown
that a stable, globally accepted set of financial reporting standards is important to maintain transparency
in financial communication by companies to their constituents.

An understanding of the IFRS Standards is therefore paramount for all those involved in financial
reporting or preparing to attain such a role. It provides not just technical knowledge and in-depth under-
standing of the financial reporting process, but does so in a global business environment. Applying IFRS
Standards, fourth edition, has been written to meet the needs of accountancy students and practitioners in
understanding the complexities of [FRS Standards.

This publication is the fourth edition of the book. It has now established itself as a text that is used by
academics and practitioners throughout the world. We have welcomed the comments and suggestions
received from various people and have tried to ensure that these are reflected in this edition.

What'’s new in this edition?

The fourth edition addresses the major changes to a number of accounting standards and the release of

new IFRS Standards, in particular:

the TASB's Conceptual Framework for Financial Reporting

o [FRS 9 Financial Instruments

IFRS 15 Revenue from Contracts with Customers

IFRS 16 Leases.

The chapters covering these topics reflect these changes and discuss the consequences.

An important new feature has been introduced for the first time in this edition. Academic perspec-

tives can be found at the end of all chapters in the first three parts of the book (i.e. chapters 1 to

19). These academic perspectives summarise and highlight certain findings from published research in

accounting and other fields that pertain to a chapter’s topic. Referring to these Perspectives should give

the reader a basic understanding of questions that accounting researchers have attempted to address.

Note, however, that the academic perspectives do not furnish a comprehensive review of related liter-

ature. Rather, they provide a starting point for further reading and exploration of relevant academic

research.

Applying IFRS Standards fourth edition, also comes equipped with discussion questions and exercises at
the end of each chapter, specifically designed to test the reader’s understanding of the content. A wealth of
additional learning materials can also be found at www.wiley.com/college/picker, including:

e Four additional chapters entitled: Exploration for and evaluation of mineral resources; Agriculture;

Associates and joint ventures; Joint arrangements

Instructor slides

Testbank

Additional exercises

Solutions manual

Access to the IFRS Learning Resources

In writing this book, we have endeavoured to ensure that the following common themes flow throughout

the text:

® Accounting standards are underpinned by a conceptual framework. Accounting standards are not simply
a rulebook to be learnt by heart. An understanding of the conceptual basis of accounting, and
the rationale behind the principles espoused in particular standards, is crucial to their consistent
application in a variety of practical applications.

e The International Accounting Standards Board (IASB®) financial reporting standards are principles-based.
Although a specific standard is a stand-alone document, the principles in any standard relate to and are
interpreted in conjunction with other standards. To appreciate the application of a specific standard,
an understanding of the reasoning within other standards is required. We have endeavoured where
applicable to refer to other accounting standards that are connected in principle and application.

In particular, extensive references are made to the Basis for Conclusions documents accompanying

each standard issued by the IASB. This material, although not integral to the standards, explains the

reasoning process used by the IASB and provides indicators of changes in direction being proposed by

the IASB.

® Accounting standards have a practical application. The end product of the standard-setting process must
be applied by accounting practitioners in a variety of organisational structures and practical settings.
While a theoretical understanding of a standard is important, practitioners should be able to apply
the relevant standard. The author of each chapter has demonstrated the practical application of the
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X

PREFACE

accounting standards by providing case studies, examples and journal entries (where relevant). The

references to practical situations require the reader to pay close attention to the detailed information

discussed, given that such a detailed examination is essential to an understanding of the standards.

Having only a broad overview of the basic principles is insufficient.

Writing a book like this is impossible without the help and input from many people. Much of the
knowledge and insights reflected in this book have been gained through discussions and debates with
many colleagues and with staff associated with the standard-setting bodies, particularly at the IASB. We
thank them for sharing their perspectives and experience. We would like to thank the following people
in particular. A team of people from EY’s Global [FRS team in London, consisting of Angela Covic, Pieter
Dekker, Steinar Kvifte, Victoria O'Leary, Alexandra Poddubnaya, Serene Seah-Tan and Charlene Teo, wrote
and reviewed individual chapters of the book. Richard Barker from Said Business School, Oxford Univer-
sity reviewed the chapters in Part 4. Erik Roelofsen from Rotterdam School of Management, Erasmus Uni-
versity Rotterdam and PwC reviewed the Academic Perspectives. Elisabetta Barone from Brunel Business
School updated the testbank. We would also like to thank Natalie Forde from Cardiff Business School and
other anonymous reviewers who have provided valuable feedback and recommendations during the devel-
opment of the fourth edition. In addition, we extend our thanks to the people at Wiley and professional
freelancers for their help realising this edition, including Juliet Booker, Steve Hardman, Georgia King,
Joyce Poh and Joshua Poole as well as Jennifer Mair and Paul Stringer. Last but not least, writing a book
takes huge commitment, and this has left less time for family and friends. We thank them also for their
support and understanding.

Finally, in a time when the world, with its increasing sophistication, seems to produce situations and
pronouncements that have added complexity, we hope that this book assists in the lifelong learning pro-
cess that ourselves and the readers of this book are continuously engaged in.

Ruth Picker
Kerry Clark
John Dunn
David Kolitz
Gilad Livne
Janice Loftus
Leo van der 'Tas

May 2016
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The IASB and its

Conceptual Framework

LEARNING After studying this chapter, you should be able to:

OBJECTIVES ) o ) ) ) ) )
describe the organisational structure of the key players in setting International Financial

i Reporting Standards (IFRS® Standards)

W describe the purpose of a conceptual framework — who uses it and why
v explain the qualitative characteristics that make information in financial statements useful
y discuss the going concern assumption underlying the preparation of financial statements

define the basic elements in financial statements — assets, liabilities, equity, income and
expenses

v explain the principles for recognising the elements of financial statements

V distinguish between alternative bases for measuring the elements of financial statements

w outline concepts of capital.
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