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International Financial Reporting Standards

International Financial Reporting Standards (IFRS)
International Financial Reporting Standards (IFRS) are a set of accounting standards developed by the
International Accounting Standards Board (IASB) that are used by companies around the world to prepare
and present their financial statements. IFRS are designed to ensure that financial reporting is transparent,
consistent, and comparable across different countries and industries. The adoption of IFRS helps investors,
analysts, and other stakeholders to make informed decisions based on the financial information provided by
companies.

Adoption of IFRS
The adoption of IFRS is not mandatory in all countries, but many countries have chosen to adopt or
converge their national accounting standards with IFRS. Some countries have adopted IFRS as their national
accounting standards, while others have converged their national standards with IFRS. The European Union
(EU) requires all listed companies in member states to prepare their consolidated financial statements in
accordance with IFRS.

Convergence
Convergence refers to the process of aligning national accounting standards with IFRS. Countries that have
not fully adopted IFRS may choose to converge their national standards with IFRS to improve the
comparability and quality of financial reporting. Convergence may involve making changes to existing
accounting standards to bring them in line with IFRS or adopting new standards that are consistent with
IFRS.

Harmonization
Harmonization is similar to convergence but refers to the process of coordinating accounting standards
across different countries to achieve a common set of principles. Harmonization aims to reduce differences
in accounting practices between countries and promote consistency in financial reporting. While
convergence focuses on aligning national standards with IFRS, harmonization aims to establish a unified
framework for financial reporting across borders.

Financial Statements
Financial statements are formal records of the financial activities and position of a business, organization, or
individual. The main types of financial statements prepared by companies in accordance with IFRS include
the balance sheet, income statement, statement of changes in equity, and statement of cash flows. These
statements provide a snapshot of the company's financial performance, financial position, and cash flows
over a specific period.

Balance Sheet
The balance sheet, also known as the statement of financial position, shows the financial position of a
company at a specific point in time. It presents the company's assets, liabilities, and equity, with assets listed
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on the left-hand side and liabilities and equity on the right-hand side. The balance sheet follows the
accounting equation: Assets = Liabilities + Equity. It provides information about the company's financial
health and solvency.

Income Statement
The income statement, also known as the statement of comprehensive income, shows the company's
financial performance over a specific period, usually a quarter or a year. It includes revenues, expenses,
gains, and losses, resulting in net income or net loss for the period. The income statement helps investors
and analysts assess the company's profitability and ability to generate earnings from its operations.

Statement of Changes in Equity
The statement of changes in equity, also known as the statement of changes in shareholders' equity, shows
the changes in the company's equity during a specific period. It includes transactions related to the
company's share capital, retained earnings, dividends, and other equity components. The statement of
changes in equity helps stakeholders understand how the company's equity has changed over time.

Statement of Cash Flows
The statement of cash flows shows the cash inflows and outflows of a company during a specific period. It
categorizes cash flows into operating activities, investing activities, and financing activities. The statement of
cash flows helps stakeholders evaluate the company's ability to generate cash, meet its obligations, and
invest in future growth. It complements the information provided in the income statement and balance
sheet.

Recognition and Measurement
Recognition and measurement refer to the process of identifying and quantifying the financial effects of
transactions and events in the financial statements. Recognition involves determining when to record
transactions in the financial statements, while measurement involves quantifying the amounts to be
recognized. IFRS provides guidance on the recognition and measurement of assets, liabilities, revenues,
expenses, and other financial items.

Fair Value
Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly
transaction between market participants at the measurement date. Fair value is used in IFRS for the
measurement of certain assets, liabilities, and financial instruments. It provides relevant information about
the current market value of assets and liabilities, reflecting their true economic worth.

Consolidation
Consolidation is the process of combining the financial statements of a parent company and its subsidiaries
into a single set of consolidated financial statements. Under IFRS, a parent company is required to
consolidate its subsidiaries if it has control over them. Control is defined as the power to govern the
financial and operating policies of an entity. Consolidated financial statements provide a comprehensive
view of the group's financial position and performance.

Joint Arrangements
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Joint arrangements are agreements between two or more parties to undertake an economic activity
together. There are two types of joint arrangements under IFRS: joint ventures and joint operations. Joint
ventures involve the establishment of a separate entity in which the parties have joint control, while joint
operations involve the parties sharing assets, liabilities, revenues, and expenses. IFRS provides guidance on
accounting for joint arrangements based on the level of control exercised by the parties.

Revenue Recognition
Revenue recognition is the process of determining when to recognize revenue in the financial statements.
Under IFRS, revenue is recognized when it is probable that economic benefits will flow to the entity and the
revenue can be reliably measured. Revenue is measured at the fair value of the consideration received or
receivable. IFRS provides specific guidance on revenue recognition for different types of transactions, such
as sales of goods, rendering of services, and construction contracts.

Leases
Leases are contracts that convey the right to use an asset for a period in exchange for consideration. Under
IFRS, leases are classified as finance leases or operating leases based on the extent to which risks and
rewards associated with owning the asset are transferred to the lessee. Finance leases are recognized as
assets and liabilities on the lessee's balance sheet, while operating leases are expensed over the lease term.
IFRS 16 introduced significant changes to lease accounting by requiring lessees to recognize most leases on
the balance sheet.

Financial Instruments
Financial instruments are contracts that give rise to a financial asset of one entity and a financial liability or
equity instrument of another entity. Examples of financial instruments include cash, accounts receivable,
bonds, and derivatives. IFRS provides guidance on the classification, recognition, measurement, and
presentation of financial instruments in the financial statements. Financial instruments are categorized into
different classes, such as financial assets, financial liabilities, and equity instruments.

Hedge Accounting
Hedge accounting is an accounting treatment that allows entities to mitigate the impact of changes in the
fair value or cash flows of assets, liabilities, or forecasted transactions. Under IFRS, hedge accounting is used
to align the accounting treatment of hedging instruments with the underlying exposure being hedged.
Hedge accounting involves identifying the hedged item, the hedging instrument, and the hedge
relationship, as well as assessing the effectiveness of the hedge. IFRS provides specific requirements for
hedge accounting to ensure that it reflects the economic substance of the hedging relationship.

Impairment
Impairment is the recognition of a decrease in the value of an asset or cash-generating unit below its
carrying amount. Under IFRS, assets such as goodwill, intangible assets, property, plant, and equipment are
tested for impairment when there are indications of impairment. Impairment losses are recognized in the
income statement and reduce the carrying amount of the impaired asset. IFRS requires entities to assess
impairment on an annual basis and whenever there are indicators of impairment.

Consistency
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Consistency is a fundamental accounting principle that requires entities to use the same accounting policies
and methods from one period to another. Consistency ensures that financial statements are comparable
over time, allowing users to make meaningful comparisons of the entity's financial performance and
position. Under IFRS, entities are required to disclose changes in accounting policies and the impact of
these changes on the financial statements to maintain consistency and transparency.

Materiality
Materiality is a concept that relates to the significance or relevance of information in the financial
statements. Information is considered material if its omission or misstatement could influence the economic
decisions of users. Materiality is a key consideration in financial reporting, as it helps entities determine the
level of detail and disclosure required in the financial statements. Under IFRS, entities are required to assess
the materiality of information based on both quantitative and qualitative factors.

Going Concern
Going concern is an accounting assumption that assumes an entity will continue to operate in the
foreseeable future without the need to liquidate or curtail its operations. The going concern assumption is
fundamental to the preparation of financial statements under IFRS, as it provides a basis for valuing assets,
recognizing liabilities, and presenting financial performance. If there are uncertainties about an entity's
ability to continue as a going concern, additional disclosures may be required in the financial statements.

Disclosure
Disclosure refers to the presentation of information in the financial statements and accompanying notes to
provide users with a clear understanding of the entity's financial position and performance. Disclosure
requirements under IFRS aim to enhance transparency, relevance, and comparability of financial
information. Entities are required to disclose significant accounting policies, estimates, judgments, and other
relevant information that may impact users' decisions. Disclosure is essential for users to assess the entity's
financial health and make informed decisions.

Segment Reporting
Segment reporting is the disclosure of financial information about the different business segments of an
entity to help users understand the entity's performance and risks. Under IFRS 8, entities are required to
report information about their operating segments based on the internal reporting used by management to
assess performance and make strategic decisions. Segment reporting provides stakeholders with insights
into the profitability, assets, and liabilities of each segment, enabling them to evaluate the entity's overall
performance.

Related Party Transactions
Related party transactions are transactions between an entity and its related parties, such as subsidiaries,
associates, joint ventures, key management personnel, and their close family members. Related party
transactions may not be conducted at arm's length and may require special disclosure in the financial
statements to prevent conflicts of interest or misrepresentation. Under IFRS, entities are required to disclose
related party transactions, including the nature of the relationship, the volume of transactions, and any
outstanding balances.
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Earnings per Share (EPS)
Earnings per share (EPS) is a financial metric that shows the company's profit attributable to each
outstanding share of common stock. EPS is calculated by dividing the company's net income by the
weighted average number of common shares outstanding during the period. EPS is an important indicator
of a company's profitability and is widely used by investors and analysts to assess its financial performance.
Under IFRS, entities are required to disclose both basic EPS and diluted EPS in the financial statements.

First-Time Adoption of IFRS
First-time adoption of IFRS refers to the process of transitioning from national accounting standards to IFRS
for the first time. Entities that adopt IFRS for the first time are required to prepare an opening IFRS balance
sheet as at the date of transition, reconcile their financial statements from previous GAAP to IFRS, and apply
IFRS accounting policies retrospectively. The first-time adoption of IFRS can be complex and may require
significant effort to ensure compliance with the new standards.

International Accounting Standards Board (IASB)
The International Accounting Standards Board (IASB) is an independent standard-setting body responsible
for developing and issuing International Financial Reporting Standards (IFRS). The IASB was established in
2001 to replace the International Accounting Standards Committee (IASC) and is based in London, United
Kingdom. The IASB works to develop high-quality, globally accepted accounting standards that enhance
transparency, comparability, and reliability of financial reporting around the world.

Material Misstatement
Material misstatement refers to errors, omissions, or misrepresentations in the financial statements that
could influence the economic decisions of users. Material misstatements may result from fraud, error, or
bias in the preparation of financial information. Under IFRS, entities are required to assess the materiality of
misstatements to determine whether they should be corrected or disclosed in the financial statements.
Material misstatements can have serious consequences for the entity, including reputational damage,
regulatory sanctions, and legal liabilities.

Provisions
Provisions are liabilities or obligations that arise from past events and require future outflows of resources
to settle. Under IFRS, provisions are recognized when there is a present obligation, it is probable that an
outflow of resources will be required to settle the obligation, and the amount can be reliably estimated.
Provisions are measured at the best estimate of the expenditure required to settle the obligation. Common
examples of provisions include warranties, restructuring costs, and legal claims.

Share-Based Payments
Share-based payments are transactions in which an entity receives goods or services in exchange for its
equity instruments, such as shares or share options. Under IFRS 2, entities are required to recognize share-
based payments as expenses in the financial statements based on the fair value of the equity instruments
granted. Share-based payments can take various forms, including stock options, restricted stock units, and
employee share purchase plans. These transactions have accounting implications for both the issuing entity
and the recipient of the equity instruments.
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Statement of Financial Position
The statement of financial position, also known as the balance sheet, shows the company's financial position
at a specific point in time. It presents the company's assets, liabilities, and equity, providing a snapshot of its
financial health and solvency. The statement of financial position follows the accounting equation: Assets =
Liabilities + Equity. It is one of the primary financial statements prepared by companies in accordance with
IFRS to communicate their financial position to stakeholders.

Financial Reporting Framework
A financial reporting framework is a set of rules, principles, and guidelines used by entities to prepare and
present their financial statements. The financial reporting framework provides the structure and
requirements for financial reporting, ensuring that information is reliable, relevant, and comparable. Under
IFRS, the financial reporting framework includes the IFRS standards, interpretations, and conceptual
framework that govern the preparation of financial statements. Entities are required to comply with the
financial reporting framework to ensure the transparency and accuracy of their financial reporting.

Financial Performance
Financial performance refers to the results of an entity's operations and activities as reflected in its financial
statements. Financial performance is assessed based on key indicators such as revenues, expenses, profits,
and margins. Investors, analysts, and other stakeholders use financial performance metrics to evaluate the
entity's profitability, efficiency, and effectiveness in generating returns. Under IFRS, entities are required to
report their financial performance accurately and transparently to provide stakeholders with a clear
understanding of the entity's financial health.

Financial Position
Financial position refers to the assets, liabilities, and equity of an entity at a specific point in time. The
financial position is reflected in the balance sheet or statement of financial position, which shows the
company's resources, obligations, and ownership interests. The financial position provides insights into the
entity's solvency, liquidity, and capital structure. Under IFRS, entities are required to present their financial
position accurately and fairly to enable stakeholders to assess the entity's ability to meet its obligations and
sustain its operations.

Financial Instruments
Financial instruments are contracts that give rise to a financial asset of one entity and a financial liability or
equity instrument of another entity. Examples of financial instruments include cash, accounts receivable,
bonds, and derivatives. IFRS provides guidance on the classification, recognition, measurement, and
presentation of financial instruments in the financial statements. Financial instruments are categorized into
different classes, such as financial assets, financial liabilities, and equity instruments.

Financial Statements
Financial statements are formal records of the financial activities and position of a business, organization, or
individual. The main types of financial statements prepared by companies in accordance with IFRS include
the balance sheet, income statement, statement of changes in equity, and statement of cash flows. These
statements provide a snapshot of the company's financial performance, financial position, and cash flows
over a specific period.
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Consolidated Financial Statements
Consolidated financial statements combine the financial statements of a parent company and its
subsidiaries into a single set of financial statements. Under IFRS, a parent company is required to prepare
consolidated financial statements if it has control over its subsidiaries. Control is defined as the power to
govern the financial and operating policies of an entity. Consolidated financial statements provide a
comprehensive view of the group's financial position and performance, allowing stakeholders to assess the
overall health of the group.

Operating Segments
Operating segments are components of an entity that engage in business activities and generate revenues
independently. Under IFRS 8, entities are required to report information about their operating segments
based on the internal reporting used by management to assess performance and make strategic decisions.
Operating segments are identified based on the entity's organizational structure, internal reporting, and
nature of products and services. Segment reporting helps stakeholders evaluate the profitability and risks
associated with each operating segment.

Accounting Policies
Accounting policies are the specific principles, bases, conventions, rules, and practices adopted by an entity
in preparing and presenting its financial statements. Accounting policies determine how transactions are
recognized, measured, and disclosed in the financial statements. Under IFRS, entities are required to select
and apply accounting policies that result in reliable and relevant financial information. Changes in
accounting policies are disclosed in the financial statements with an explanation of their impact on the
financial results.

Statement of Cash Flows
The statement of cash flows shows the cash inflows and outflows of a company during a specific period. It
categorizes cash flows into operating activities, investing activities, and financing activities. The statement of
cash flows helps stakeholders evaluate the company's ability to generate cash, meet its obligations, and
invest in future growth. It complements the information provided in the income statement and balance
sheet. Under IFRS, entities are required to prepare a statement of cash flows to provide insights into the
liquidity and cash flow position of the company.

Equity
Equity represents the ownership interest of shareholders in a company. It is calculated as the difference
between the company's assets and liabilities and is reflected in the statement of financial position. Equity
includes share capital, retained earnings, reserves, and other components of shareholders' equity. Equity
represents the company's net assets that belong to the shareholders after all obligations have been settled.
Under IFRS, entities are required to present equity in the statement of financial position to provide
stakeholders with information about the company's ownership structure and financial health.

Financial Reporting
Financial reporting is the process of preparing and presenting financial information to stakeholders, such as
investors,
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