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• IAS 1: Presentation of Financial Statements
• IAS 23: Borrowing Cost
• IAS 27: Consolidated & Separate Financial 

Statements
• IFRS 3: Business Combination
• IAS 39: Financial Instruments: Recognition & 

Measurements
• IFRS 7: Financial Instruments: Disclosure
• IFRS 1 and Consequent Changes in IAS 27 

& IAS 36
• New IFRICs: 15, 16 & 17



IAS 1 
Presentation of Financial Statements

Amendments



Capital Disclosures

• In August 2005, as part of its project to develop IFRS 7
Financial Instruments: Disclosures, the IASB also amended IAS 
1 to add requirements for disclosures of: 

– the entity's objectives, policies and processes for managing 
capital; 

– quantitative data about what the entity regards as capital; 
– whether the entity has complied with any capital requirements; 

and 
– if it has not complied, the consequences of such non-compliance. 
– These disclosure requirements apply to all entities, effective for 

annual periods beginning on or after 1 January 2007, with earlier 
application encouraged. 
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Disclosures about Puttable Shares and Obligations Ar ising Only 
on Liquidaiton

• In February 2008, the IASB published an amendment to IAS 1 that 
requires the following additional disclosures if an entity has a
puttable instrument that is presented as equity: 
– summary quantitative data about the amount classified as equity; 
– the entity's objectives, policies and processes for managing its 

obligation to repurchase or redeem the instruments when 
required to do so by the instrument holders, including any 
changes from the previous period; 

– the expected cash outflow on redemption or repurchase of that 
class of financial instruments; and 

– information about how the expected cash outflow on redemption 
or repurchase was determined. 

• If an instrument is reclassified into and out of each category (financial 
liabilities or equity) the amount, timing and reason for that 
reclassification must be disclosed. If an entity is a limited-life entity, 
disclosure is also required regarding the length of its life. 

• The foregoing disclosures are required for annual periods beginning 
on or after 1 January 2009, with earlier application permitted. 



• On 6 September 2007, the IASB issued a revised IAS 1 
Presentation of Financial Statements. The main changes from the 
previous version are to require that an entity must: 
– Present all non-owner changes in equity (that is, 'comprehensive 

income' – see box below) either in one statement of 
comprehensive income or in two statements (a separate income 
statement and a statement of comprehensive income). 
Components of comprehensive income may not be presented in 
the statement of changes in equity. 

– Present a statement of financial position (balance sheet) as at 
the beginning of the earliest comparative period in a complete 
set of financial statements when the entity applies an accounting 
policy retrospectively or makes a retrospective restatement. 

– Disclose income tax relating to each component of other 
comprehensive income. 

– Disclose reclassification adjustments relating to components of 
other comprehensive income. 



• IAS 1 changes the titles of financial statements as they will be
used in IFRSs: 
– 'balance sheet' will become 'statement of financial 

position' 
– 'income statement' will become 'statement of 

comprehensive income' 
– 'cash flow statement' will become 'statement of cash 

flows'). 
• Entities are not required to use the new titles in their financial 

statements. All existing Standards and Interpretations are 
being amended to reflect the new terminology. The revised 
IAS 1 resulted in consequential amendments to 5 IFRSs, 23 
IASs, and 10 Interpretations. The revised IAS 1 is effective for 
annual periods beginning on or after 1 January 2009. Early 
adoption is permitted. 



• Comprehensive income for a period includes profit 
or loss for that period plus other comprehensive 
income recognised in that period. The components 
of other comprehensive income include: 
– changes in revaluation surplus (IAS 16 and IAS 36). 
– actuarial gains and losses on defined benefit plans 

recognised in accordance with paragraph 93A of IAS 
19.

– gains and losses arising from translating the financial 
statements of a foreign operation (IAS 21). 

– gains and losses on remeasuring available-for-sale 
financial assets (IAS 39). 

– the effective portion of gains and losses on hedging 
instruments in a cash flow hedge (IAS 39). 



































IAS 23
Borrowing Cost 
Amendments



On 29 March 2007, the IASB issued a revised IAS 23 Borrowing On 29 March 2007, the IASB issued a revised IAS 23 Borrowing 
Costs. The main change from the previous version is the Costs. The main change from the previous version is the removal of removal of 
the option of immediately recognising as an expense borrowing cothe option of immediately recognising as an expense borrowing costs sts 
that relate to assets that take a substantial period of timethat relate to assets that take a substantial period of time to get ready to get ready 
for use or sale. An entity is, therefore, for use or sale. An entity is, therefore, required to required to capitalisecapitalise borrowing borrowing 
costs as part of the cost of such assets. costs as part of the cost of such assets. 

The revised IAS 23 does not require the The revised IAS 23 does not require the capitalisationcapitalisation of borrowing of borrowing 
costs relating to costs relating to assets measured at fair valueassets measured at fair value, and , and inventories that are inventories that are 
manufactured or produced in large quantities on a repetitive basmanufactured or produced in large quantities on a repetitive basisis, , 
even if they take a substantial period of time to get ready for even if they take a substantial period of time to get ready for use or use or 
sale. sale. 

The revised Standard applies to borrowing costs relating to qualThe revised Standard applies to borrowing costs relating to qualifying ifying 
assets for which the assets for which the commencement date for commencement date for capitalisationcapitalisation is on or is on or 
after 1 January 2009after 1 January 2009. Earlier application is permitted. . Earlier application is permitted. 

Requires Requires CapitalisationCapitalisation of Borrowing Costsof Borrowing Costs



IAS 27
Consolidated & Separate Financial 

Statements

&
IFRS 3

Business Combination
Amendments



Investment

Simple Investment                   Subsidiary                  J. Venture   Associates 

> 50%                                                        20 %

IAS 39                                     IAS 27 (Sec 237)   IAS 31              IAS 28 
(Sec 208)

Users Need … Consolidated  Financial 
(Position & earning ) Statements 

(Substance over form)



International Financial Reporting
Standard 3 

Business Combinations
Objective:

This IFRS establishes principles and requirements f or how the acquirer : 
(a) recognises and measures in its financial stateme nts the identifiable

assets acquired, the liabilities assumed and any non-controlling interest
in the acquiree ; 

(b) recognises and measures the goodwill acquired in the business 
combination or a gain from a bargain purchase ; and 

(c) determines what information to disclose to enable users of the financial 
statements to evaluate the nature and financial eff ects of the business 
combination. 



The acquisition method

An entity shall account for each business combination 
by applying the acquisition method.

5 Applying the acquisition method requires: 

(a) identifying the acquirer; 
(b) determining the acquisition date; 
(c) recognising and measuring the identifiable assets  

acquired, the liabilities assumed and any non-controlling 
interest in the acquiree; and 

(d) recognising and measuring goodwill or a gain from a 
bargain purchase.



Measurement principle

The acquirer shall measure the identifiable assets 
acquired and the liabilities assumed at their acquisition-
date fair values.  

For each business combination, the acquirer shall 
measure any non-controlling interest in the acquiree 
either at fair value or at the non-controlling interest’s 
proportionate share of the acquiree’s identifiable net 
assets. 



Recognising and measuring goodwill or a 
gain from a bargain purchase

The acquirer shall recognise goodwill as of the acq uisition date
measured as the excess of (a) over (b) below: 

(a) the aggregate of: 

(i) the consideration transferred measured in accordance with 
this IFRS, which generally requires acquisition-dat e fair value 
(see paragraph 37);  

(ii) the amount of any non-controlling interest in the acquiree 
measured in accordance with this IFRS; and 

(iii) in a business combination achieved in stages ( see 
paragraphs 41 and 42), the acquisition-date fair va lue of the 
acquirer’s previously held equity interest in the acquiree. 

(b) the net of the acquisition-date amounts of the i dentifiable 
assets acquired and the liabilities assumed measured in 
accordance with this IFRS. 



Gain on purchase bargain
Occasionally, an acquirer will make a bargain purchase, which is a   
business combination in which the amount in paragraph 32(b) 
exceeds the aggregate of the amounts specified in paragraph 32(a).  
If that excess remains after applying the requirements in paragraph 
36, the acquirer shall recognise the resulting gain in profit or loss on 
the acquisition date.  The gain shall be attributed to the acquirer. 

A bargain purchase might happen, for example, in a business 
combination that is a forced sale in which the seller is acting under 
compulsion.  However, the recognition  or measurement exceptions
for particular items discussed in paragraphs 22–31 may also result in 
recognising a gain (or change the amount of a recognised gain) on a 
bargain purchase.



Reassessment in case of gain
Before recognising a gain on a bargain purchase, the acquirer shall 
reassess whether it has correctly identified all of the assets acquired 
and all of the liabilities assumed and shall recognise any additional 
assets or liabilities that are identified in that review.  The acquirer shall 
then review the procedures used to measure the amounts this IFRS
requires to be recognised at the acquisition date for all of the following: 

(a) the identifiable assets acquired and liabilities assumed; 
(b) the non-controlling interest in the acquiree, if any; 
(c) for a business combination achieved in stages, the acquirer’s 

previously held equity interest in the acquiree; and 
(d) the consideration transferred.  

The objective of the review is to ensure that the measurements 
appropriately reflect consideration of all available information as of the 
acquisition date. 



A business combination achieved in 
stages

41 An acquirer sometimes obtains control of an acquiree in 
which it held an equity interest immediately before the 
acquisition date. 

For example, on 31 December 20X1, Entity A holds a 35 per 
cent non-controlling equity interest in Entity B. On that date, 
Entity A purchases an additional 40 per cent interest in Entity B,  
which gives it control of Entity B.  This IFRS refers to such a 
transaction as a business combination achieved in stages, 
sometimes also referred to as a step 
acquisition.  



In a business combination achieved in stages, the acquirer shall 
remeasure its previously held equity interest in the acquiree at its 
acquisition-date fair value and recognise the resulting gain or loss, if any, 
in profit or loss.  In prior reporting periods, the acquirer may have 
recognised changes in the value of its equity interest in the acquiree in 
other comprehensive income (for example, because the investment was 
classified as available for sale).  If so, the amount that was recognised in 
other comprehensive income shall be recognised on the same basis as 
would be required if the acquirer had disposed directly of the previously 
held equity interest.  



Consolidation Procedure:

1. LINE BY LINE AGREGARION OF INCOME, EXPENSES, ASSETS  
AND LIABILITIES EXCEPT FOR: 

- COST OF INVESTMENT ADJUSTMENT A/C
- CAPITAL  S Ltd ADJUSTMENT A/C

- RESERVES S Ltd PREACQUISTON :  TO ADJUSTMETN  A/C
POST ACQ: GROUP SHARE TO  (CP/L A/C)
MINIORITY SHARE TO NCI A/C

2 SEPARATE PRESENTATION OF NCI 
- NET ASSETS OF SUBIDIARY (PART OF EQUITY)
- PROFIT/LOSS (AFTER TAX) of S Ltd. FOR THE PERIOD ( IN 

STATEMENT OF CHANGES IN EQUITY)



Procedure (Continue )

- Fair/Book Value of NCI @ acquisition ADJDUSTMENT A/C

3. EXCLUSION OF INTRA-GROUP TRASACTIONS AND 
BALANCES:

• SALES/PURCHASES
• PAYABLES/RECEIVABLES
• PROVISION FOR UNRELIAZED PROFIT/LOSS (STOCKS, 

ASSETS ETC)

4. CALCULATE TOTAL GOODWILL/GBP (DIFFERENCE OF 
ADJUSTMENT A/C)

5.  NEW SUBSIDIARY        FROM DATE OF ACQUSITION

6.  SUBSIDIARY DISPOSAL       UPTO THE DATE OF DISP OSAL 



2007001,000Carried to B/S

130280440Profit B/F

70420560Profit after tax

30180240Tax 

100600800

50_____300Financial 

100400400Selling & Dist 

1501,000500Admin Expenses 

4002,0002,000

6003,0008,000Cost of sales 

1,0005,00010,000Sales 

A LTDSLTDH LTD

Profit & Loss  A/C for the year ended 30 June 1997 (Rs. In 000)

Model  Question



2,0005,00010,000

4001,5002,000Other Net Current assets

1005001,000Stocks

300A LTD

2,500S LTD

Investment:

1,5003,0004,200Fixed assets 

2,0005,00010,000

8002,3005,000Long term loans 

1,2002,7005,000

2007001,000Reserves 

1,0002,0004,000Share capital 

Balance Sheet as at 30 June 1997



Other Information

1. At the time of making investment on 1 July 1994 the  
reserves of  S LTD and A LTD were Rs. 200 and Rs. 1 00 
respectively. 

2. During the year  S LTD made purchases from H LTD  of Rs. 
500 out of which Rs. 100 is still in stock. H. LTD Charges 
25% profit on Sales prices.



Answer

+251,375 400 975 

+7.5504 64 440 Add B/F Profit 

+17.5871 336 535 Group's profit 

(84)(84)--Minority interest 

17.5955 420 535Profit after tax

+7.5420 180 240 Tax

+251,375 

300 -300 Financial 

800 400 400 Selling & Dist 

1,500 1,000 500 Admin expenses 

3,975

10,525(-500 +25)3,0008,000Cost of Sales 

14,500-5005,00010,000Sales 

A LtdTotal AdjustS LTd Consolidated profit & Loss A/C                         HLtd



Share of parent     888.5
Share of NCI 84.0

972.5

C. P & L Acc
Sales 14,500
COS 10,525
Gross Profit 3,975
Admin Exp 1,500
Selling Exp 800
Financial cost

300
1,375

Shares in profit of Asso 25
Profit before tax 1,400
Tax- Group 420

Associate 7.5
Net Profit 972.5



Adj S Ltd
COI       2500 S. Cap       2000 Pre. Acq 200     B/ F       700

NCI         440 Pre.Acq       200 Bal C/d 500
2200 Post Acq: B/d        500

Goodwill     740 C/ Res 400

NCI 100

C. Res NCI
PURP      25 B/F 1000 C/d 540 Adj 440

C/d 1375 S Ltd           400 S Ltd         100

CBS

4000      F. Asset 7200

C. Res 25 + 1357 Goodwill 740
5400      Investment 25 + 300

540 Stock                1475

5940      Other net 3500
L.T.L 7300 assets               

13240 13240



5940540540014004,000

972.584888.5888.5-Net profit B/F

4967.54564511.5511.54,000B/F

Total M/ITotal R/ES.capital 

Statement of equity 

Adjustment Acc 440
Post. Acq B/F Res 16
20% (280 – 200) 456



Excess losses of Subsidiary
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740G/W

2,200440NCI

200S Ltd

2,000OSC2,500COI

Adj

200C/d

440Adj640S Ltd

NCI

640NCI

2,560C. Res

3,200C/d3,200B / d

200Pre. Acq.

3,000B / F

S Ltd. Reserve A/C



Partial Disposal of an Investment 
in a Subsidiary

� The accounting depends on whether control is retained or 
lost: 

� Partial disposal of an investment in a subsidiary w hile 
control is retained. This is accounted for as an equity 
transaction with owners, and gain or loss is not recognised. 

� Partial disposal of an investment in a subsidiary t hat 
results in loss of control. Loss of control triggers 
remeasurement of the residual holding to fair value. Any 
difference between fair value and carrying amount is a gain 
or loss on the disposal, recognised in profit or loss. 
Thereafter, apply IAS 28, IAS 31, or IAS 39, as appropriate, 
to the remaining holding.



SH30-06-2008

15,00040,000

5,0009,000 + 5000NCAs

10,000COI (60%)

15,00025,000F. Assets

20,00040,000

2,0005,000L.T.Loans

18,00035,000

8,00015,000Reserves

10,00020,000OSC

Additional Information:
•H Ltd invested in S Ltd on 1-1-05 when reserves were 4000.
•H Ltd sold half of its investment in S Ltd on 3-7-07 for 9,000     
when reserves were 6,000, the transaction is not yet recorded.
•H Ltd made a net of tax profit of Rs. 4,000 in the year.

Question: Disposal With Losing Control



1,200-1,9000

600(600)          Transfer to Assoc

(600)600Shuffle on sale

1,20011,000B / f

6007,400

3,400Gain on disposal

6004,000Profit

AssociateS LtdH Ltd

Profit & Loss Account

45,000

14,000NCAs

6,200
Assoc Invest (5,000 + 

1,200)

25,000F. Assets

45,200

5,000L. T. Loans

40,200

20,200Reserves (19,000 +1,200)

20, 000OSC

CBS

3,400

5,600600B. F Reserves(2,000 * 30%)

5,000Cost of investment 50%

C/A of investment on sale:

9,000Sales Proceeds

Answer:



Additional Information: H Ltd invested in the 80% shares of S Ltd 2 
years ago when reserves were Rs.7,000. At the Start of current year H 
Ltd sold 10% shares of S Ltd at Rs.2,000 when reserves were 
Rs.8,000. The sale transaction is not yet recorded. H Ltd made a net of 
tax profit of Rs. 1,500 for the year. Prepare Consolidated Balance 
Sheet.

Question: Disposal without losing control

Balance Sheet (30-06-08)

14,00032,50014,00032,500

8,0004,500
Other
Asses

-28,000COI9,0002,500R.E

6,000-Land5,00030,000S. Capital

SHSH



17,0003,400NCI

14,400GW

5,000FV

7,000S Ltd

5,000OSC28,000COI

Adj

2,000C/d

600NCI

2,000B/d1,400Post.Acq

9,000Bal7,000Pre.Acq

S Ltd

1,700New share

600S Ltd

3,400NCI5,700C/d

NCI

2,000Receivable

3,9004,200C/d

1,400S LtdShare)

2500B/f1,700NCI (new)

C. Res

39,90039,900

2,000Receivable

12,500C.Asset5,700NCI

14,400GW4,200C.Res

11,000F.Asset30,000S.capital

CBS



2,500300 (4)2,2002,200 (3)F / Y

2,0001,800 (6)200200 (5)TRF

39,9005,70034,2004,200

35,4003,600 (2)31,8001,800 (1)30,000Op

Total M/ITotal R/ES.capital 

Statement of equity

1. (1,000 +80% of 1,000) = 1,800
2. (3,400 + 20% of 1,000) = 3,600
3. (1,500 + 70% 0f 1,000) = 2,200
4. 30% of 1,000 = 300
5. 2,000 – (1,700 + 10% of 1,000) = 200
6. 1,700 + 10% (8,000 – 7,000)



Acquiring Additional Shares in the Subsidiary 
After Control Is Obtained

Acquiring additional shares in the 
subsidiary after control was obtained is 
accounted for as an equity transaction with 
owners (like acquisition of 'treasury 
shares). Goodwill is not remeasured



Additional Information: H Ltd invested last year in 20 % shares of S 
Ltd at cost of 5,500  when the reserves were 3,000 and fair market value of 
land was 8000. On 1st September 2008 H Ltd invested in further 60% 
shares of S Ltd at the cost of 21,000 when reserves were 9,000 and the 
fair market value of land  was 11,000. On same date value of shares 
acquired in last year have a fair value of 7,000. Then on 31st December 
2008 H Ltd invested in further 10% shares of S Ltd at the cost of 3,000 
when fair value of land was 12,000. H Ltd made a profit of Rs.1,000 in 
current year. Prepare Consolidated Balance Sheet.

Question: Acquisition in stages
Balance Sheet (31-12-08)

17,00034,00017,00034,000

11,0004,500
Other 

Asses

3,000(ii)

26,500COI (i)12,0004,000R.E

6,000-Land5,00030,000

S. 
Capit
al

SHSH



19,000

12,800GW

5,000FV1,500
F/V 
change

9,000S Ltd3,800NCI

5,000OSE26,500COI

Adj

3,000B/d3,000C/d

300NCI

2,700Post.Acq

12,000Bal9,000Pre.Acq

������� S Ltd

300S Ltd2,200C/d

3,800COC1,900C.Res-new

NCI

1900NCI-new

2,700C.Res

1,500FV change7,100C/d

4,000B/f3,000COI-new

C. Res

39,30039,300

15,500C.Asset2,200NCI

12,800GW7,100C.Res

11,000F.Asset30,000S.capital

CBS



-(2,200)2,2002,200 (3)Transfer

(3,000)-(3,000)(3,000)Cash paid

39,3002,20037,1007,10030,000

42,3004,400 (2)37,9007,900 (1)30,000At sale 
date

Total M/ITotal R/ES.capital 

Statement of equity 

1. 4,000 + 1,500 + 80%(3,000) = 7,900
2. 3,800 + 20% (3,000) = 4,400
3. (3,800 @ 50%) + (3,000 @ 50%) = 2,200
4. Loss (3,000 – 1,900) – (3,000 @ 10 %) = 800



IAS 39

Financial Instruments: Recognition & 
Measurements

Amendment



• On 30 July 2008, the IASB published 
amendments to IAS 39 to clarify two hedge 
accounting issues: 

– Inflation in a financial hedged item
– A one-sided risk in a hedged item

• The amendments are based on the September 
2007 exposure draft Exposures Qualifying for 
Hedge Accounting, but focus more narrowly only 
on the two foregoing areas. The amendment 
does not address either (a) what can be 
designated as a hedged portion under IAS 39 or 
(b) the European carve-out option used by a few 
European companies. These issues will be 
addressed separately. 



• Inflation may only be hedged if changes in inflation are 
a contractually specified portion of cash flows of a 
recognised financial instrument. Therefore, where an 
entity acquires or issues inflation-linked debt, it has a 
cash flow exposure to changes in future inflation to 
which cash-flow hedge accounting may be applied. 
However, the amendment clarifies that an entity may 
not designate an inflation component of issued or 
acquired fixed-rate debt in a fair value hedge because 
such a component is not separately identifiable and 
reliably measurable. The amendments also clarify that 
a risk-free or benchmark interest rate portion of the fair 
value of a fixed-rate financial instrument will normally 
be separately identifiable and reliably measurable and, 
therefore, may be hedged.



• IAS 39 permits an entity to designate purchased options as a 
hedging instrument in a hedge of a financial or non-financial item. 
The entity may designate an option as a hedge of changes in the 
cash flows or fair value of a hedged item above or below a specified 
price or other variable (that is, a one-sided risk). The amendments 
make clear that the intrinsic value, not the time value, of an option 
reflects a one-sided risk and, therefore, an option designated in its 
entirety cannot be perfectly effective. The time value of a purchased 
option is not a component of the forecast transaction that impacts 
profit or loss. Therefore, if an entity designates an option in its 
entirety as a hedge of a one-sided risk arising from a forecast 
transaction, hedge ineffectiveness will arise. Alternatively, an entity 
may choose to exclude time value as permitted by IAS 39 to 
improve hedge effectiveness.

• The amendments to IAS 39 are effective for annual periods 
beginning on or after 1 July 2009, with earlier application permitted, 
and must be applied retrospectively. Therefore, if an entity has a 
hedge accounting relationship that is no longer considered 
qualifying under the amended IAS 39, the entity must restate its
comparative prior period(s). 



• On 13 October 2008, the IASB issued amendments to IAS 39 
Financial Instruments: Recognition and Measurement and 
IFRS 7 Financial Instruments: Disclosures. The amendments 
are a response to calls from constituents, particularly within 
the European Union, to create a 'level playing field' with US 
GAAP regarding the ability to reclassify financial assets. The 
amendments would permit reclassification of some financial 
instruments out of the fair-value-through-profit-or-loss 
category (FVTPL) and out of the available-for-sale category. 
The amendments introduce into IFRSs the same possibility of 
reclassifications that is already permitted under US GAAP in 
limited circumstances. In the event of reclassification, 
additional disclosures are required under IFRS 7. The 
amendments are effective 1 July 2008. 

• The amendments do not permit reclassification into FVTPL. 



IFRS 7

Financial Instruments: Disclosure 

Amendment



•

On 13 October 2008, the IASB issued amendments to IAS 39 
Financial Instruments: Recognition and Measurement and IFRS 7 
Financial Instruments: Disclosures. The amendments are a 
response to calls from constituents, particularly within the European 
Union, to create a 'level playing field' with US GAAP regarding the 
ability to reclassify financial assets. The amendments would permit 
reclassification of some financial instruments out of the fair-value-
through-profit-or-loss category and out of the available-for-sale 
category. 

October 2008: IASB amends IAS 39 to 
permit some reclassifications with 
new IFRS 7 disclosures



• The amendments introduce into IFRSs the same possibility of 
reclassifications that is already permitted under US GAAP in limited 
circumstances. 

• In the event of reclassification, additional disclosures are now required under 
IFRS 7, including: 

• the amount reclassified into and out of each category; 
• the carrying amounts and fair values of all financial assets reclassified in the 

current or previous reporting periods; 
• if the financial asset has been reclassified based on the 'rare circumstances'

exception, details of those circumstances; 
• the fair value gain or loss recognised in profit or loss or OCI for the reporting 

period in which reclassification occurs and in the previous period; 
• in the period of reclassification and in subsequent periods until the financial 

asset is derecognised, the gain or loss that would have been recognised in 
profit or loss or OCI had the financial asset not been reclassified, and the 
actual gain, loss, income and expense recognised in profit or loss; and 

• the effective interest rate and estimated cash flows the entity expects to 
recover as at the date of reclassification of the financial asset. 



IFRS 1 AMENDMENT

WITH CONSEQUENT CHANGES IN IAS 27



Measuring investments in subsidiaries, jointly 
controlled entities and associates on first-time 

adoption

On 22 May 2008, the International Accounting Standards Board 
(IASB) published  amendments to IFRS 1 First-time Adoption of 
International Financial Reporting  Standards and IAS 27 
Consolidated and Separate Financial Statements dealing with  the
measurement of the cost of investments in subsidiaries, jointly 
controlled entities and  associates when adopting International 
Financial Reporting Standards (IFRSs) for the first  time. The 
Board has made these amendments because of concerns that 
retrospectively  determining cost and applying the cost method in 
accordance with IAS 27 could not, in  some circumstances, be 
achieved without undue cost or effort for first-time adopters. The 
amendments to IFRS 1 and IAS 27 are effective for annual periods
beginning on or after 1 July 2009, with earlier application 
permitted.



Measurement of investments in 
subsidiaries

IAS 27 Consolidated and Separate Financial Statements 
requires a parent, in its separate financial statements, to 
account for its investments in subsidiaries, jointly controlled 
entities and associates either at cost or in accordance with 
IAS 39 Financial Instruments: 

Recognition and Measurement: This requirement 
presented a problem for some parent entities when IFRSs
were adopted for the first time, in circumstances where the 
parent was unable to determine cost in accordance with 
IFRSs, but was deterred from using fair value to account 
for the investment by the need to remeasure the 
investment at fair value at each subsequent reporting date. 



Following revision, IFRS 1 permits a first-time adopter that 
has chosen to account for such investments at cost, to 
measure that cost using a ‘deemed cost’ approach. This 
deemed cost can be determined as either: 

• fair value (determined in accordance with IAS 39) at the 
entity’s date of transition to IFRSs in its separate financial 
statements; or 
• the previous GAAP carrying amount of the investment at 
that date. 

First-time adopters are permitted to choose which 
measurement to use for each investment on an individual 
basis – therefore, some investments could be measured in 
accordance with the general rules of IAS 27, and some at 
deemed cost; and, for those measured at deemed cost, the 
choice between fair value and the previous GAAP carrying 
amount will be made on an individual investment basis.



Disclosures required where 
deemed cost is used

An entity that has elected to use the deemed cost
alternative available under the revised IFRS 1 in its 
opening IFRS statement of financial position is required to 
disclose the following in  its first IFRS financial statements: 

• the aggregate deemed cost of those investments for 
which deemed cost is their previous GAAP carrying 
amount; 
• the aggregate deemed cost of those investments for 
which deemed cost is fair value; and 
• the aggregate adjustments to the carrying amounts 
reported under previous GAAP. 



Recognition of dividends from 
subsidiaries, jointly controlled entities 

and associates
Prior to amendment, IAS 27 also required a parent to recognise distributions 
received from  the pre-acquisition accumulated profits of a subsidiary, 
associate or joint venture accounted  for using the cost method as a reduction 
in the cost of the investment. Again, this caused  a potential problem for first-
time adopters because, if the parent had acquired a subsidiary  before the 
parent’s date of transition to IFRSs, the parent might need to know the 
subsidiary’s  pre-acquisition accumulated profits under IFRSs in order to 
determine the appropriate accounting for a subsequent dividend. 

IFRS 1 exempts entities from restating business combinations prior to the date 
of transition  to IFRSs because of the numerous practical difficulties involved, 
and it would therefore be  unfortunate if the entity were required to restate the 
business combination simply to arrive  at an amount for pre-acquisition profits 
in order to meet the IAS 27 requirements. The Board  has therefore removed 
from IAS 27 the requirement to distinguish between pre- and post-acquisition 
dividends. The Standard now applies the general requirements of IAS 18 
Revenue and requires that dividends received from subsidiaries, jointly 
controlled entities and associates be recognised in profit or loss when the 
entity’s right to receive the dividend is established. 



An indicator of impairment

To address concerns that the new rules for recognition of 
dividends could result in inappropriate recognition  of profit , IAS 36 
Impairment of Assets has been amended by the introd uction of a 
new indicator of impairment . 

In assessing whether a full impairment test is requ ired for an 
investment in a subsidiary, jointly controlled enti ty or associate, an 
entity is required to consider whether it has recog nised a dividend 
from the investment and evidence is available that : 

• the carrying amount of the investment in the sepa rate financial 
statements exceeds the carrying amount in the conso lidated
financial statements of the investee’s net assets ; or 
• the dividend exceeds the total comprehensive inco me of the 
subsidiary, jointly controlled entity or associate in the period in 
which the dividend is declared . 



Reorganisations by 
Establishing a New Parent

IAS 27 has also been amended to deal with circumstances 
where a parent reorganises the structure of its group by 
establishing a new entity as its parent. In such 
reorganisations, the new parent obtains control of the 
original parent by issuing equity instruments in exchange 
for equity instruments of the original parent. Under the new 
rules, in a reorganisation that meets specified criteria, the 
new parent measures the cost of its investment in the 
previous parent at the carrying amount of its share of the 
equity items shown in the separate financial statements of 
the original parent at the date of the reorganisation. 



Effective date and transition
The amendments are effective for annual periods beginning on or after 
1 July 2009, with early application permitted. 

Where any of the amendments are applied before their effective date, 
that fact should be disclosed. 



NEW IFRICs 15,16 & 17

• Construction of real estate
• Net investment hedging
• Non-cash asset distribution



Accounting for agreements for 
the Construction of real estate
On 3 July 2008, the International Financial Reporting 
Interpretations Committee (IFRIC) issued IFRIC 15 
Agreements for the Construction of Real Estate. The 
Interpretation addresses the accounting for revenue and 
associated expenses by entities that undertake the 
construction of real estate directly or through 
subcontractors. Agreements within the scope of IFRIC 
15 are described as ‘agreements for the construction of 
real estate’, and may include the delivery of other goods 
or services. IFRIC 15 addresses two (related) issues:
• determining whether an agreement for the construction 
of real estate is within the scope of IAS 11 Construction 
Contracts or IAS 18 Revenue; and
• when revenue from the construction of real estate 
should be recognized.



The Interpretation provides some limited additional guidance 
on the distinction between construction contracts’ (falling 
within the scope of IAS 11) and other agreements for the 
construction of real estate (falling within the scope of IAS 18). 
Agreements involving the construction of real estate will need 
to be examined carefully to determine whether they should be 
accounted for in accordance with IAS 11 or IAS 18. Entities 
most affected are likely to be those that undertake 
construction of multiple-unit developments. For some 
agreements falling within the scope of IAS 18 and involving 
the supply of goods, the Interpretation has introduced a new 
concept, i.e. that IAS 18’s revenue recognition criteria may be 
met ‘continuously as construction progresses’. In such 
circumstances, revenue is recognized by reference to the 
stage of completion of construction, using the percentage of 
completion method. 
IFRIC 15 is effective for annual periods beginning on or after 
1 January 2009.



Background

Agreements for the construction of real estate take diverse 
forms, in part because the underlying substance of such 
agreements varies. While some agreements are for the 
provision of construction services, others are in substance for 
the delivery of goods (e.g. housing units) that merely happen 
not yet to be complete at the time of entering into the 
agreement. Thus, the underlying issue is that, whereas the 
percentage of completion method is appropriate for some 
agreements for the construction of real estate, for others 
revenue should be recognized only at the point that the 
constructed real estate is delivered to the customer. The 
Interpretation provides guidance as to how to determine which 
approach is appropriate in which circumstances.



The detailed guidance in IFRIC 15 (summarised below) is 
based on the assumption that the entity has previously 
analysed the agreement for the construction of real estate and 
any related agreements and concluded that any other criteria 
for revenue recognition are met. In particular, the entity must 
not retain continuing managerial involvementto the degree 
usually associated with ownership, and it must not retain 
effective control over the constructed real estate to an extent 
that would preclude recognition of some or all of the 
consideration as revenue. If recognition of some of the 
consideration as revenue is precluded, the detailed guidance in 
IFRIC 15 applies only to the partof the agreement for which 
revenue will be recognized. [IFRIC 15.7]



In some circumstances, agreements may need to be splitinto 
separately identifiable components, with each such component 
being accounted for separately. Where this is necessary for an 
agreement that includes the construction of real estate, the fair 
value of the total consideration received or receivablefor the 
agreement is allocated to each component. The seller then 
applies the requirements of IFRIC 15 to any components for 
the construction of real estate in order to determine whether 
each component is within the scope of IAS 11 or IAS 18. 
[IFRIC 15.8]



Determining whether the agreement is within 
the scope of IAS 11 or IAS 18

Determining whether an agreement for the construction of real 
estate falls within the scope of IAS 11 or IAS 18 depends on the
terms of the agreement and all the surrounding facts and 
circumstances, and judgmentwill be required with respect to each 
agreement. When IAS 11 applies, the construction contract also 
includes any contracts or components for the rendering of services 
that are directly related to the construction of the real estate. 
[IAS 11.5(a) & IAS 18.4]



If the contract under consideration meets the definition of a 
‘construction contract’ in IAS 11, then the accounting for the 
contract is determined in accordance with that Standard. A 
construction contract is defined as ‘a contract specifically negotiated 
for the construction of an asset or a combination of assets …’. [IAS 
11.3] An agreement for the construction of real estate meets the
definition of a construction contract when the buyer is able to 
specify:
[IFRIC 15.11]
• the major structural elements of the designof the real estate before
construction begins; and/or
• major structural changesonce construction is in progress(whether 
it exercises that ability or not).



In contrast, if construction could take place independently of 
the agreement and buyers have only limited ability to influence 
the design of the real estate(e.g. to select a design from a 
range of options specified by the entity, or to specify only 
minor variations to the basic design), the agreement will be for
the sale of goods or the rendering of services and within the 
scope of IAS 18.[IFRIC 15.12] The applicable requirements 
of IAS 18 will be determined by whether the agreement is an 
agreement for the rendering of servicesor an agreement for the 
supply of goods(see below).



Construction contracts (within the 
scope of IAS 11)

Where the agreement is a construction 
contract under IAS 11, and the outcome of 
the contract can be estimated reliably, 
revenue is recognized by reference to the 
stage of completion of the contract activity 
in accordance with IAS 11. IFRIC 15 has 
not introduced any new requirements or 
guidance that will affect such contracts.



Agreements for the rendering of 
services (IAS 18)

Where the agreement falls within the scope of IAS 18, and the entity 
is not required to acquire and supply construction materials, it may 
be only an agreement for the rendering of services. This may arise, 
for example, in arrangements where the customer acts in essence as 
its own general contractor and enters into agreements with 
individual suppliers for specific goods and services. Where the 
entity is responsible only for assembling materials suppliedby 
others (i.e. it has no inventory risk for the construction materials), 
the agreement is an agreement for the rendering of services. [IFRIC 
15.BC22]
In such circumstances, if the criteria in IAS 18.20 are met, revenue 
is recognized by reference to the stage of completion of the 
transaction using the percentage of completion method. The 
requirements of IAS 11 are generally applicable to the recognition 
of revenue and the associated expenses for such a transaction. 
[IFRIC 15.15 & IAS 18.21]



Agreements for the sale of goods 
(IAS 18)

An agreement for the construction of real estate will be an agreement for 
the sale of goods under IAS 18 if it involves the provision of services 
together with construction materials. For such contracts, the applicable 
recognition criteria are those set out in IAS 18.14. The Interpretation 
focuses on the criteria that revenue can only be recognised when the entity 
has transferred to the buyer control and the significant risks and rewards of 
ownership of the goods, and distinguishesbetween circumstances in which 
these criteria are met ‘at a single point in time’and ‘continuously as 
construction progresses’. If transfer of control and the significant risks and 
rewards of ownership of the real estate in its entirety occurs at a single 
point of time (e.g. at completion, upon or after delivery), revenue is 
recognised only when all the criteria in IAS 18.14 are satisfied. Assuming 
that all of the other criteria in IAS 18.14 are met, this will be upon the 
occurrence of that single critical transfer of control and the significant risks 
and rewards of ownership. [IFRIC 15.18]



The Interpretation also envisages that the entity may transfer to 
the buyer control and the significant risks and rewards of 
ownership of the work in progress in its current state as 
construction progresses. In this case, if all of the criteria in 
paragraph 14 of IAS 18 are met continuously as construction 
progresses, revenue is recognised by reference to the stage of 
completion using the percentage of completion method. The 
requirements of IAS 11 are generally applicable to the 
recognition of revenue and the associated expenses for such a 
transaction. [IFRIC 15.17]



The idea that the criteria in IAS 18.14 can be met continuously as 
construction progresses is relatively new. In the Basis for 
Conclusions accompanying IFRIC 15, the IFRIC notes that 
agreements with ‘continuous transfer’ may not be encountered 
frequently. [IFRIC 15.BC26] Where an entity adopts such 
accounting, specific disclosures are required (see below), including 
how it determines which agreements meet all the criteria in IAS 
18.14 continuously as construction progresses.
The Interpretation itself does not give further guidanceon how to assess 
whether ‘continuous transfer’ is present, but some further commentary is 
included at IE3, IE8 and IE11 in the illustrative examples accompanying 
IFRIC 15. One of the important indicators of ‘continuous transfer’ appears 
to be that, if the agreement is terminated before construction is complete, 
the buyer retains the work in progress and the entity has the right to be paid 
for the work performed to date.



Disclosures
When an entity recognises revenue using the percentage of completion 
method for agreements that meet all the criteria in IAS 18.14 continuously 
as construction progresses(see above), the following disclosures are 
required: [IFRIC 15.20]
• how the entity determineswhich agreements meet all the criteria in IAS 
18.14 continuously as construction progresses;
• the amount of revenue arisingfrom such agreements in the period; and
• the methods used to determine the stage of completion of agreements in 
progress.
For any suchagreements that are in progressat the reporting date, the 
following disclosures are also required: [IFRIC 15.21]
• the aggregate amount of costs incurred and recognised profits (less 
recognised losses) to date; and
• the amount of advances received.



Consequential amendments to the appendix 
in IAS 18
IFRIC 15 superseded the real estate guidance 
(Example 9) in IAS 18.

Additional guidance
IFRIC 15 is accompanied by an information note 
which, although not part of the Interpretation, 
summarises its requirements in the form of two 
flowcharts. 



Effective date and transition

IFRIC 15 is effective for annual periods beginning on or after 
1 January 2009. Earlier application is permitted. If an entity 
applies the Interpretation for a period beginning before 1 
January 2009, that fact should be disclosed. Changes in 
accounting policy resulting from the adoption of the 
Interpretationare required to be accounted for retrospectively
in accordance with IAS 8Accounting Policies, Changes in 
Accounting Estimates and Errors. Therefore, entities will be 
required to re-examine and, where applicable, retrospectively 
restate the revenue recognitionfor agreements that are in 
progress as at the opening date of the earliest period presented
for comparative purposes.



Analysis of a single agreement for 
the construction of real estate





IFRIC-16 Interpretation on net 
investment hedging

On 3 July 2008, the International Financial Reporting 
Interpretations Committee (IFRIC) issued IFRIC 16 Hedges of 
a Net Investment in a Foreign Operation. The Interpretation 
provides guidance on net investment hedging, including:
• which foreign currency risks qualifyfor hedge accounting, 
and what amount can be designated;
• wherewithin the group the hedging instrument can be held; 
and
• what amount should be reclassified to profit or losswhen the 
hedged foreign operation is disposed of.
The consensus reached by the IFRIC on each of these issues is 
summarized below. .



Background

IAS 21The Effects of Changes in Foreign Exchange Rates 
sets out the requirements for accounting for foreign operations.
A foreign operation is an entity that is a subsidiary, associate, 
joint venture or branch of a reporting entity, the activities of
which are based on or conducted in a country or currency 
other than those of the reporting entity. Under IAS 21, when 
translatingthe financial position and results of a foreign 
operation, any exchange differences arising from that 
translation are recognised in other comprehensive income 
(OCI), and the cumulative differences are presented in a 
separate componentof equity until the foreign operation is 
disposed of. That separate component of equity is often 
referred to as the foreign currency translation reserve (FCTR).



An entity may choose to hedgethe foreign exchange exposure 
arising from such foreign operations (referred to as a ‘net 
investment hedge’) and may apply hedge accounting if the 
foreign operations are includedin the financial statements of 
the entity using consolidation, proportionate consolidation or 
by applying the equity method. If the hedging relationship 
meets the requirements for hedge accounting in IAS 39 
Financial Instruments:Recognition and Measurement, any 
exchange gains or losses arising on the portion of the hedging 
instrument that is determined to be an effective hedge are 
recognised outside profit or loss in OCI.



Scope
IFRIC 16 applies to entities that hedge the foreign currency risk
arising from their net investmentsin foreign operations and that 
apply hedge accounting. The Interpretation states explicitly that it 
does not apply to other typesof hedge accounting (i.e. fair value and 
cash flow hedge accounting), and that the consensus should not be 
extended by analogyto other types of hedge accounting.
Here our discussion refers to hedging a foreign operation that is a 
subsidiary in the consolidated financial statements, as this is the 
most common hedge relationship. IFRIC 16 applies equally to 
hedges of net investments in associates and jointly controlled 
entities that are accounted for by applying equity accounting or, in 
the latter case, by using proportionate consolidation. Also, the
Interpretation applies to financial statements that include branches 
that qualify as foreign operations.



Consensus

Which foreign currency risks qualify for hedge 
accounting, and what amount can be designated?
Divergence had emerged in practice as to what risks could be 
designated as hedged risks for hedge accounting purposes. 
Specifically, some entities considered that the hedged risk 
could incorporate the exchange differences arising between 
the functional currency of the foreign operation and the 
presentation currency used in the consolidated financial 
statements of the parent entity. The IFRIC has disagreed with 
this viewpoint, and has concluded that the eligible risk is 
restricted to the exchange differences arising between the 
functional currency of a parent and the functional currency of 
the foreign operation.

The IFRIC has also come to the following conclusions.



• For the purpose of identifying the hedged risk, it is irrelevant whether 
the net investment is held by the parent directly or indirectly. Any 
foreign currency risk arising between the functional currency of a 
foreign operation and the functional currency of an immediate, 
intermediate or the ultimate parent is eligible for hedge accounting.
• The amount that may be designated as a hedged item in a net 
investment hedge is limited to the carrying amount of the net assets of 
the foreign operation included in the consolidated financial statements 
of the parent.
• Any foreign currency risk arising from a net investment in a foreign 
operation may qualify for hedge accounting only once in the 
consolidated financial statements. Therefore, if the same risk arising 
from the same net assets of a foreign operation is hedged by more than 
one parent within the group (e.g. by both a direct and an indirect 
parent), only one hedging relationship will qualify for hedge accounting 
in the consolidated financial statements of the higher-level parent. In 
preparing its consolidated financial statements, the higher-level parent 
can choose to reverse the hedge accounting at the lower parent entity 
level and start afresh, or it can maintain the hedge accounting at the 
lower parent entity level and identify whether any incremental foreign 
currency risk has been hedged at the higher level which qualifies of 
hedge accounting.



Where within the group can the hedging instrument b e held?
A hedging instrument in a net investment hedge may be a 
derivative or a non-derivative financial instrument, and it may be 
held by any entity or entities within the group. This is the case 
provided that the designation, documentation and effectiveness 
requirements of IAS 39.88 are satisfied. In particular, it is important 
that the hedging strategy of the group is clearly documented
because of the possibility of different designations at different levels 
of the group.
The Interpretation also clarifies that, for the purpose of testing 
hedge effectiveness for a net investment hedge, the change in the 
fair value of the hedging instrument is computed by reference to the 
functional currency of the parent entity against whose functional 
currency the hedged risk is measured, in accordance with the 
hedge accounting documentation. All changes in fair value of the 
hedging instrument are taken into account in testing effectiveness, 
irrespective of whether (in the absence of hedge accounting) those 
changes would be recognised in profit or loss, in OCI, or both.



The assessment of effectiveness is not affected by the type of 
hedging instrument (derivative or non-derivative) nor by the 
method of consolidation (‘direct’ or ‘indirect’ (also known as 
‘step-by-step’).
What amount should be reclassified to profit or los s 
when the hedged foreign operation is disposed of?
When an entity disposes of a foreign operation, IAS 
21.48 requires that the cumulative exchange gains and 
losses deferred in the FCTR be reclassified to profit or 
loss when the gain or loss on disposal is recognised. In 
the case of a multi-tiered group, the amount held in the 
FCTR for an individual foreign operation (and, therefore, 
the amount to be reclassified to profit or loss on disposal 
of that operation) can be affected by whether the group 
uses a ‘direct’ or a ‘step-by-step’ approach to 
consolidation.



Where an entity’s net investment in a foreign operation 
has been hedged, and the hedge accounting provisions 
of IAS 39 have been applied, IAS 39.102 requires that 
the foreign exchange differences arising on the hedging 
instrument that have previously been reported in OCI 
and presented in equity should be reclassified from 
equity to profit or loss on the disposal or partial disposal 
of the foreign operation.
Where the step-by-step approach to consolidation is used, 
there is a potential mismatch between the amount reclassified 
to profit or loss under IAS 21.48 and amount reclassified 
under IAS 39.102. In these circumstances, IFRIC 16 allows 
(but does not require) the entity to adjust the amount deferred 
in OCI for the hedged itemto the amount that would have 
resulted had the entity applied the direct methodof 
consolidation. The entity should apply this accounting policy 
consistently for all its net investments.



Effective date and transition

IFRIC 16 is effective for annual periods beginning on or after 
1 October 2008. Earlier application is permitted if the entity 
discloses that fact. 
The Interpretation is to be applied prospectively and, therefore, 
entities are not required to restate the results of prior periodsto 
reflect the effects of the new Interpretation. Instead, entities
are required to evaluate all hedging relationships at the date of 
adoption of IFRIC 16.
If an entity determines that a hedge accounting relationship no 
longer qualifiesin accordance with the Interpretation, it should 
discontinue hedge accounting and any amounts previously 
recognised in OCI will continueto be deferred until the 
hedged item affects profit or loss, i.e. when the foreign 
operation is disposed of.



New Interpretation on non-cash 
distributions-IFRIC 17

On 27 November 2008, the International Financial Reporting 
Interpretations Committee (IFRIC) issued IFRIC 17 Distributions of Non-
cash Assets to Owners. The Interpretation provides guidance on the 
appropriate accounting treatment when an entity distributes assets other 
than cash as dividends to its shareholders. The specific questions addressed 
in the Interpretation are:
• when should the entity recognise the dividend payable?
• how should the entity measure the dividend payable?
• when the entity settles the dividend payable, how should it account for 
any difference between the carrying amount of the assets distributed and 
the carrying amount of the dividend payable?
The most significant conclusion reached by the IFRIC is that the dividend 
should be measured at the fair value of the assets distributed, and that any 
differencebetween this amount and the previous carrying amount of the 
assets distributed should be recognised in profit or loss when the entity 
settles the dividend payable. This accounting treatment will result in a 
change in practice in many jurisdictions.



Importantly, the Interpretation does not applyto distributions 
of non-cash assets where the asset is ultimately controlled by 
the same party or parties before and after the distribution (e.g. 
distributions of non-cash assets between entities under 
common control) which is the most common circumstance in 
which such distributions occur.
The Interpretation has resulted in consequential amendments 
to IFRS 5 Non-current Assets Held for Sale and Discontinued 
Operationsregarding the appropriate treatment of the non-cash 
assets held for distribution.
The scope of the Interpretation, the consensus reached by the 
IFRIC on each of the issues addressed, and the consequential 
amendments to IFRS 5 are discussed below.

IFRIC 17 is to be applied prospectively for annual 
periods beginning on or after 1 July 2009.



Scope
In general terms, the Interpretation applies to non-reciprocal 
distributions of non-cash assets made by an entity to its 
shareholders acting in their capacity as owners. This incorporates:
• distributions of non-cash assets (e.g. items of property, plant and 
equipment, businesses as defined in IFRS 3 Business 
Combinations, ownership interests in another entity and disposal
groups as defined in IFRS 5); and
• distributions that give owners a choice of receiving either non-cash 
assets or a cash alternative.

Specifically excluded from the scope of the Interpretation are:
• distributions in which all owners of the same class of equity 
instruments are not treated equally. For example, the Interpretation 
will not apply if the distribution is made to a specific shareholder and 
is not offered to other shareholders of the same class of shares;
• distributions of non-cash assets that are ultimately controlled by 
the same party or parties before and after the distribution; and
• distributions by an entity of some of its ownership interest in a 
subsidiary where the entity retains control of that subsidiary. In such 
circumstances, IAS 27 Consolidated and Separate Financial 
Statements sets out the appropriate accounting treatment.



Consensus
Recognition of the dividend payable
The Interpretation follows the general principle that an entity should 
recognise a liability when it has incurred an obligation to pay that liability. In 
the context of non-cash distributions, the point at which an obligation arises 
is the point at which the dividend is appropriately authorised (and is no 
longer at the discretion of the entity), which will vary according to the legal 
requirements in particular jurisdictions. IFRIC 17 concludes that the entity 
should recognise a liability for a non-cash distribution:
• in jurisdictions where the approval of shareholders (or an equivalent 
authority) is required, when that approval is obtained; and
• in jurisdictions where further approval of dividends is not required, when 
the dividend is declared (e.g. by management or the board of directors).
Measurement of the dividend payable
The liability should be measured at the fair value of the non-cash assets to 
be distributed.
If shareholders have a choice of receiving either a non-cash asset or a cash 
alternative, the liability should be measured considering both the fair value 
of each alternative and management’s assessment of the probabilities for 
each outcome.
Accounting for any difference
When an entity settles the dividend payable, IFRIC 17 requires that it should 
recognize the difference, if any, between the carrying amount of the assets 
distributed and the carrying amount of the dividend payable in profit or loss. 
The impact of these requirements is illustrated in the following example.



Entity A wishes to distribute to its owners land with a carrying amount of 
CU20 million (determined under IAS 16’s cost model). The fair value of 
the land is CU30 million. At the date the shareholders approve the 
dividend (such approval being required in the jurisdiction in which Entity 
A operates), the entity recognises a liability for CU30 million and debits 
equity with the same amount, as follows:

CUm    CUm
DR Equity (retained earnings) 30
CR Liabilities (dividend payable) 30

If the liability remains outstanding at the end of a reporting period and 
the fair value of the non-cash asset has changed, the liability is 
remeasured through equity as an adjustment to the amount of the 
distribution.
Continuing the previous example, if the liability has not been settled at 
the end of the reporting period and the fair value of the land has 
increased to CU32m, Entity A debits to retained earnings an additional 
CU2m and increases the liability to CU32 million.



If the fair value of the non-cash asset changes between the 
date on which the liability is recognised and the date of 
settlement, the liability is remeasured through equity 
(retained earnings) and, on settlement, profit or loss is 
affected.
Continuing the previous example, if the fair value of the land 
has increased to CU34m on the date of settlement, the net 
effect is to debit to retained earnings an additional CU2m 
and to increase the gain on distribution of the asset to 
CU14m. 
On settlement of the liability, the following entries would be 
required:



Presentation and disclosure
Amounts recognised in profit or loss as a result of a non-cash 
distribution (as described in the example above) are required to be 
presented as a separate line item in profit or loss.
For liabilities recognised in the statement of financial position at the 
end of the reporting period, the entity is required to disclose:
• the carrying amount of the dividend payable at the beginning and 
end of the period; and
• any change in the liability recognised during the period as a result 
of a change in the fair value of the non-cash asset to be distributed.
If, after the end of the reporting period but before the financial 
statements are authorised for issue, the entity declares a non-cash 
dividend, this is a non-adjusting event after the reporting period. In 
such circumstances, the entity is required to disclose:
• the nature of the asset to be distributed;
• the carrying amount of the asset at the end of the reporting period; 
and
• the estimated fair value of the asset as of the end of the reporting
period, if different from the carrying amount, and information about 
the method used to determine that fair value as required by IFRS 7 
paragraphs 27(a) and (b).



Non-cash assets held for distribution (amendments t o IFRS 5)
Non-cash assets held for distribution to owners are now specifically 
scoped in to IFRS 5 and should be treated in accordance with IFRS 
5’s classification, presentation and measurement requirements.
Whether or not a non-cash asset is classified as ‘held for distribution 
to owners’ is determined using IFRS 5’s general principles regarding 
whether the transaction is highly probable. Reclassification under 
IFRS 5 can be triggered in advance of approval by shareholders, but 
it will be necessary to consider the probability of that approval being 
obtained (if required in the jurisdiction) as part of the assessment as 
to whether the transaction is highly probable.
When the non-cash asset is classified as held for distribution to 
owners, it is remeasured at the lower of its carrying amount and fair 
value less costs to distribute, with any adjustment to carrying amount 
recognised in accordance with the general principles of IFRS 5. 
Therefore, where the fair value less costs to distribute of an asset 
accounted for using the cost model is less than its carrying amount, 
an impairment loss should be recognised in profit or loss. Where the 
fair value less costs to distribute is higher than the carrying amount, 
no adjustment is made until the distribution is made.



Effective date and transition

IFRIC 17, and the consequential amendments to 
IFRS 5, are effective for annual periods 
beginning on or after 1 July 2009. Earlier 
application is permitted, provided that fact is 
disclosed and that IFRS 3(2008) and IAS 
27(2008) are applied from the same date. 

The Interpretation, and the consequential 
amendments to IFRS 5, are to be applied 
prospectively – retrospective application is not 
permitted.
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