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Foreword

In response to the global financial crisis in
1998, several international organizations,
including the World Bank and the Interna-
tional Monetary Fund, launched a coopera-
tive initiative to strengthen the global finan-
cial architecture and to seek a longer — term
solution to the lack of transparency in finan-
cial information. This effort has been un-
derpinned by unequivocal support for the
work of the International Accounting Stand-
ards Board (IASB). One outcome has been
the acceleration of an international conver-
gence in accounting standards—in particu-
lar the International Financial Reporting
Standards ( [FRS ) promulgated by the
IASB and the Financial Accounting Stand-
ards (FAS) promulgated by the Financial
Accounting Standards Board (FASB) in the
United States. Not surprisingly, these in-
tensifying efforts toward convergence are
producing numerous revisions to accounting
standards by both the IASB and FASB. For
accountants, financial analysts, and other
specialists, there is already a burgeoning
technical literature explaining in detail the
background and intended application of
these revisions. But until now, a consoli-
dated and simplified reference has been lac-

king.

The present work seeks to fill this gap.
Each chapter briefly summarizes and ex-
plains a new or revised IFRS, the issue or
issues the standard addresses, the key un-
derlying concepts, the appropriate account-
ing treatment, and the associated require-
ments for presentation and disclosure. The
text also covers financial analysis and inter-
pretation issues to better demonstrate the
potential effect of the accounting standards
on business decisions. Simple examples in
most chapters help further clarify the mate-
rial. Tt is our hope that this approach, in
addition to providing a handy reference for
practitioners, will help relieve some of the
tension experienced by nonspecialists when
faced with business decisions influenced by
the new rules. The book should also assist
national regulators in comparing IFRS to
country — specific practices, thereby en-
couraging even wider local adoption of these

international

already broadly accepted

standards.

Kenneth G. Lay, CFA
Deputy Treasurer

The World Bank
Washington, D. C.
August 2004
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Introduction

This text, based on two earlier publications
that have been translated into seven langua-
ges, is an important contribution to expan-
ding awareness and understanding of IFRS
around the world, with easy — to — read
summaries of each Standard, and examples
that illustrate accounting treatments and
disclosure requirements.

TARGET AUDIENCE

A conscious decision has been taken to fo-
cus on the needs of executives and financial
analysts in the private and public sectors
who might not have a strong accounting
background. This publication summarizes
each TFRS and IAS so managers and ana-
lysts can quickly obtain a broad and basic
overview of the key issues. A conscious de-
cision was taken to exclude detailed discus-
sion of certain topics, in order to maintain
the overall objective of providing a useful
tool to managers and financial analysts.

In addition to the short summaries, most
chapters contain simple examples that em-
phasize the practical application of some
key concepts in a particular Standard. The
reader without a technical accounting back-
ground is therefore provided with the tools
to participate in an informed manner in dis-
cussions relating to the appropriateness or
application of a particular Standard in a giv-
en situation. The reader can also evaluate
the effect that the application of the princi-
ples of a given accounting Standard will
have on the financial results and position of
a division or of an entire enterprise.

STRUCTURE OF THIS
PUBLICATION

Each chapter follows a common outline to
facilitate discussion of each Standard.

1. Problems Addressed identifies the main
objectives and the key issues of the Standard.

2. Scope of the Standard identifies the specific
transactions and events covered by a Standard.
In certain instances, compliance with the re-
quirements of a Standard is limited to a speci-
fied range of enterprises.

3. Key Concepts explains the usage and implica-
tions of key concepts and definitions.

4. Accounting Treatment lists the specific ac-
counting principles, bases, conventions,rules,
and practices that should be adopted by an en-
terprise for compliance with a particular Stand-
ard. Recognition ( initial recording ) and
measurement ( subsequent valuation) is specif-
ically dealt with where appropriate.

5. Presentation and Disclosure describes the
manner in which the financial and nonfinancial
items should be presented in the financial
statements, as well as aspects that should be
disclosed in these financial statements—Keep-
ing in mind the needs of various users. Users
of financial statements include investors; em-
ployees; lenders; suppliers or trade creditors;
governments; tax and regulatory authorities;
and the public.

6. Financial Analysis and Interpretation dis-
cusses items of interest to the financial analyst
in chapters where such a discussion is deemed
appropriate. It must be emphasized that none
of the discussion in these sections should be
interpreted as a criticism of IFRS. Where ana-

vi
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lytical preferences and practices are highlight-
ed, it is to alert the reader to the challenges
still remaining along the road to convergence of
international accounting practices and une-
quivocal adoption of IFRS.

7. Examples are included at the end of most chap-
ters. These examples are intended as further il-

lustration of the concepts contained in the [F-
RS.

The author hopes that managers in the client coun-

tries of the World Bank will find this format useful
in establishing accounting terminology, especially
where certain terms are still in the exploratory
stage. Feedback in this regard is welcome.

CONTENT INCLUDED

All of the accounting Standards issued by the In-
ternational Accounting Standards Board ( IASB)
until 31 May 2004 are included in this publica-
tion. The IASB texts are the ultimate authority—
this publication constitutes a summary.
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