


Contents

Cover

Title Page

Copyright

Preface

About the Author

Free On-Line Resources by Steve

Bragg

Part I: Revenue and

Expenses

Chapter 1: Revenue Recognition

Introduction

Revenue Recognition Rules

Impact of Goods Ownership on Revenue

Recognition

Advertising Barter Transactions

Construction Contract Revenue Recognition

Customer Loyalty Program Revenue

Recognition

file:///tmp/calibre_5.41.0_tmp_6ytq5svu/wny8lw_j_pdf_out/OEBPS/9780470890707cover.html


Franchise Fee Revenue Recognition

Professional Services Revenue Recognition

Services Revenue Recognition

Disclosures

Chapter 2: Employee Benefits

Introduction

Types of Employee Benefits

Definitions

Short-Term Employee Benefits

Accounting for Short-Term Employee

Benefits

Accounting for a Short-Term Compensated

Absence

Accounting for a Profit Sharing or Bonus

Plan

Accounting for a Multi-Employer Plan

Accounting for a Defined Contribution Plan

Accounting for a Defined Benefit Plan

Accounting for Actuarial Gains and Losses

Accounting for the Return on Plan Assets

Accounting for Past Service Cost

Accounting for Plan Assets

Accounting for Curtailments and

Settlements

Defined Benefit Plan Amounts Appearing in

Profit or Loss

Discount Rate Used in Actuarial

Assumptions



Present Value Method Used for Defined

Benefit Plan Calculations

Attributing Benefit to Periods of Service

Accounting for Other Long-Term Employee

Benefits

Accounting for Termination Benefits

Disclosures for a Defined Benefit Plan

Chapter 3: Share-Based Payments

Introduction

Share-Based Payments Settled With Equity

Share-Based Payments Settled With Cash

Share-Based Payments Settled With Cash

Alternatives?

Determining the Fair Value of an Equity

Instrument

The Impact of Vesting on Service

Recognition

Modification of the Terms of a Share-Based

Payment

Other Share-Based Payment Issues

Disclosures

Chapter 4: Income Taxes

Introduction

Income Tax Terminology

Tax Planning

Tax Assets and Liabilities

Initial Creation of a Temporary Difference

Taxable Temporary Differences



Taxable Temporary Differences Related to

Goodwill

Deductible Temporary Differences

Unused Tax Losses and Unused Tax Credits

The Tax Effects of a Business Combination

The Tax Impact of Investments in Other

Entities

Other Tax Issues

Offsetting of Tax Assets and Liabilities

Disclosures

Part II: Assets and Liabilities

Chapter 5: Financial Instruments

Introduction

Definitions

Initial Accounting for a Financial Asset or

Liability

Subsequent Accounting for a Financial

Asset or Liability

Derecognition of a Financial Asset or

Liability

The Effective Interest Method

How to Derive the Fair Value of a Financial

Asset or Liability

Accounting for a Change in Carrying Cost

Accounting for a Fair Value Change in a

Financial Asset

Accounting for Financial Asset Impairment



Qualifying for a Hedging Relationship

Accounting for a Fair Value Hedge

Accounting for a Cash Flow Hedge

Accounting for a Net Investment Hedge

Designating a Non-Financial Item as a

Hedged Item

Disclosures in the Statement of Financial

Position–Financial Instruments

Disclosures in the Statement of

Comprehensive Income–Financial

Instruments

Disclosures–Hedging

Disclosures–Fair Value

Disclosures–Financial Instrument Risks

Chapter 6: Interests in Joint Ventures

Introduction

Significant Influence

Types of Joint Ventures

Accounting for a Jointly Controlled

Operation

Accounting for Loss of Control in a Joint

Venture

Accounting for a Non-Monetary

Contribution to a Joint Venture

Accounting for Transactions Between a

Venturer and a Joint Venture

Accounting for Jointly Controlled Assets

Disclosures



Chapter 7: Investments in Associates

Introduction

Qualification as an Investment in an

Associate

Accounting for an Investment in an

Associate

Related Reporting Issues

When to Stop Using the Equity Method

Upstream and Downstream Transactions

With an Associate

Disclosures

Chapter 8: Inventory

Introduction

Definitions

Costs to Include in Inventory

Inventory Measurement Systems

Allocation of Overhead Costs to Inventory

Writing Down the Value of Inventory

Allocating Production Costs to Byproducts

Disclosures

Chapter 9: Property, Plant, and

Equipment

Introduction

Definitions

Costs to Include in PP&E

Costs Not to Include in PP&E

The Inclusion of Borrowing Costs in PP&E



The Residual Value of an Asset

Accounting for an Asset Exchange

Subsequent PP&E Measurements

Accounting for Asset Revaluations

Assets Not Subject to Depreciation

The Depreciation Time Period

Types of Depreciation Methods

Depreciating Revalued Items

Accounting for a Derecognized Asset

Disclosures

Chapter 10: Intangible Assets

Introduction

Recognition of Intangible Assets

Recognition of Acquired Intangible Assets

Recognition of Intangible Assets Acquired

in a Business Combination

Website Development Costs

Research and Development Expenditures

Subsequent Recognition of Intangible

Assets

Recognition of Intangible Asset

Revaluations

Determining the Useful Life of an Intangible

Asset

Intangible Asset Amortization

Disclosures

Chapter 11: Asset Impairment



Introduction

Definitions

Applicable Assets

The Impairment Test

Impairment Test Source Information: Fair

Value less Costs to Sell

Impairment Test Source Information:

Recoverable Value

Impairment Test Source Information: Cash

Flow Projections

Reuse of Prior Period Impairment

Calculations

Reversal of an Impairment Loss

Goodwill Impairment Testing

Reversal of a Goodwill Impairment Loss

Disclosures for Asset Classes

Disclosures for Recognized or Reversed

Impairment Losses

Disclosures for Estimations of Recoverable

Amounts

Disclosures for Allocated Goodwill or

Intangible Assets

Chapter 12: Provisions and

Contingencies

Introduction

Definitions

Accounting for a Contingent Liability

Accounting for a Provision

Measurement of a Provision



Accounting for a Provision Reimbursement

Provisions for Onerous Contracts

The Impact of Future Events on a Provision

Restructuring Provisions

Provision Adjustments

Accounting for a Contingent Asset

Disclosures

Part III: The Financial

Statements

Chapter 13: Financial Statements

Presentation

Introduction

Definitions

Contents of the Financial Statements

Contents of the Statement of Financial

Position

Contents of the Statement of

Comprehensive Income

Contents of the Statement of Changes in

Equity

Contents of the Statement of Cash Flows

Disclosures–General

Disclosures–Comparative Information

Chapter 14: Consolidated and

Separate Financial Statements



Introduction

Definitions

When to Use Consolidation

The Financial Statement Consolidation

Process

Consolidating a Special Purpose Entity

Reporting Changes if there is a Loss of

Control

Disclosures

Chapter 15: Related Party Disclosures

Introduction

Definition of a Related Party

Disclosures

Chapter 16: Events after the

Reporting Period

Introduction

Accounting for Adjusting Events After the

Reporting Period

Accounting for Non-Adjusting Events After

the Reporting Period

Accounting for Dividends Declared After the

Reporting Period

Accounting for a Going Concern Issue that

Arises After Period-End

Disclosure



Chapter 17: Financial Reporting in

Hyperinflationary Economies

Introduction

Designating an Economy as

Hyperinflationary

How to Restate Financial Results

Selecting a General Price Index

Disclosures

Part IV: Public Company

Reporting

Chapter 18: Operating Segments

Introduction

Definition of an Operating Segment

Criteria for Reporting Operating Segments

When to Restate Segment Information

Disclosures of Segment Information

Disclosures of Reconciling Information

Disclosures About Products and Services

Disclosures About Geographical Areas

Disclosures About Major Customers

Chapter 19: Earnings per Share

Introduction

Basic Earnings per Share

Diluted Earnings per Share



Retrospective Changes to Earnings per

Share

Earnings per Share Presentation

Disclosures

Chapter 20: Interim Financial

Reporting

Introduction

Contents of an Interim Financial Report

Accompanying Explanatory Notes

Periods of Presentation for Interim

Financial Statements

Materiality in Interim Periods

Consistency of Accounting Policy

Application

Retrospective Adjustment of Interim

Financial Statements

Restatement of Interim Financial

Statements

The Use of Estimates in Interim Financial

Statements

Part V: Broad Transactions

Chapter 21: Business Combinations

Introduction

Definitions

Accounting for a Business Combination

Accounting for Contingent Consideration



Accounting for an Acquiree's Contingent

Liabilities

Accounting for Step Acquisitions

The Measurement Period

Adjusting for a Provisional Measurement

Accounting for Acquisition-Related Costs

Subsequent Measurement of a Business

Combination

Disclosures

Chapter 22: Changes in Accounting

Policies, Estimates, and Errors

Introduction

Retrospective Application and Restatement

Accounting Policy Changes

Accounting Estimate Changes

Accounting Error Changes

Immaterial Changes

Disclosures

Chapter 23: Discontinued Operations

and Non-Current Assets Held for Sale

Introduction

Definition of a Discontinued Operation

Accounting for a Discontinued Operation

Classifying a Non-Current Asset as Held for

Sale

Accounting for Assets Classified as Held for

Sale



Disclosures

Chapter 24: Effects of Foreign

Exchange Rate Changes

Introduction

Definitions

Accounting for a Foreign Currency

Transaction

Incorporating Exchange Rates into the

Financial Statements

Accounting for a Foreign Currency

Transaction in Later Periods

Accounting for Exchange Differences

Between Periods

Translating From a Functional Currency to a

Presentation Currency

Disclosures

Chapter 25: Leases

Introduction

Definitions

Determining When an Arrangement

Contains a Lease

Accounting by a Lessee for a Financial

Lease

Accounting by a Lessee for Subsequent

Financial Lease Payments

Accounting by a Lessor for a Financial

Lease



Accounting by a Manufacturer or Dealer

Lessor for a Financial Lease

Accounting by a Lessee for an Operating

Lease

Accounting by a Lessor for an Operating

Lease

Accounting for Incentives Associated with

an Operating Lease

Accounting for a Sale and Leaseback

Transaction

Disclosures–By a Lessee for a Financial

Lease

Disclosures–By a Lessor for a Financial

Lease

Disclosures–By a Lessee for an Operating

Lease

Disclosures–By a Lessor for an Operating

Lease

Index





Copyright © 2011 by John Wiley & Sons. All rights reserved.

Published by John Wiley & Sons, Inc., Hoboken, New Jersey.

Published simultaneously in Canada.

No part of this publication may be reproduced, stored in a

retrieval system, or transmitted in any form or by any

means, electronic, mechanical, photocopying, recording,

scanning, or otherwise, except as permitted under Section

107 or 108 of the 1976 United States Copyright Act, without

either the prior written permission of the Publisher, or

authorization through payment of the appropriate per-copy

fee to the Copyright Clearance Center, Inc., 222 Rosewood

Drive, Danvers, MA 01923, (978) 750-8400, fax (978) 646-

8600, or on the Web at www.copyright.com. Requests to the

Publisher for permission should be addressed to the

Permissions Department, John Wiley & Sons, Inc., 111 River

Street, Hoboken, NJ 07030, (201) 748-6011, fax (201) 748-

6008, or online at www.wiley.com/go/permissions.

Limit of Liability/Disclaimer of Warranty: While the publisher

and author have used their best efforts in preparing this

book, they make no representations or warranties with

respect to the accuracy or completeness of the contents of

this book and specifically disclaim any implied warranties of

merchantability or fitness for a particular purpose. No

warranty may be created or extended by sales

representatives or written sales materials. The advice and

strategies contained herein may not be suitable for your

situation. You should consult with a professional where

appropriate. Neither the publisher nor author shall be liable

for any loss of profit or any other commercial damages,

including but not limited to special, incidental,

consequential, or other damages.

For general information on our other products and services

or for technical support, please contact our Customer Care

Department within the United States at (800) 762-2974,

http://www.copyright.com/
http://www.wiley.com/go/permissions


outside the United States at (317) 572-3993 or fax (317)

572-4002.

Wiley also publishes its books in a variety of electronic

formats. Some content that appears in print may not be

available in electronic books. For more information about

Wiley products, visit our web site at www.wiley.com.

Library of Congress Cataloging-in-Publication Data:

ISBN 978-0-470-89070-7 (book); 978-1118003626 (ebk);

978-1118003633 (ebk); 978-11180003640 (ebk)

Trademarks: Wiley and the Wiley Publishing logo are

trademarks of John Wiley and Sons, Inc. and/or its affiliates

in the United States and/or other countries, and may not be

used without written permission. IFRS is a registered

trademark of The International Accounting Standards Board.

All other trademarks are the property of their respective

owners. Wiley Publishing, Inc. is not associated with any

product or vendor mentioned in this book.

http://www.wiley.com/


Preface
IFRS Made Easy is designed to give you answers to the most

common accounting questions arising from international

financial reporting standards. The accountant, controller,

and chief financial officer can learn about such key topics

as:

Revenue recognition rules

Defined benefit and defined contribution pension

plans

Payments based on an entity's share price

Deferred tax assets and liabilities

Cash flow hedges and fair value hedges

Investments in associates and joint ventures

Inventory revaluations

Fair value adjustments for property, plant, and

equipment

Asset impairment

Contingent liabilities

The proper structure of financial statements

Disclosures for related party transactions

Financial restatements in a hyperinflationary

economy

Operating segment thresholds

Basic and diluted earnings per share

Accounting principles in interim reporting periods

Business combinations

Restatements caused by accounting errors

Accounting for assets held for sale

Foreign currency translation

Lease accounting by the lessee and lessor

IFRS Made Easy is divided into five sections, each dealing

with the main categories of IFRS: revenue and expenses,



assets and liabilities, the financial statements, public

company financial statements, and broad transactions.

Part I, Revenue and Expenses (Chapters 1-4) delves into

a variety of revenue and expense topics. These include

revenue recognition, employee benefits, share-based

payments, and income taxes.

Part II, Assets and Liabilities (Chapters 5-12) addresses

IFRS for accounting issues related to assets and liabilities.

There are separate chapters covering the accounting for

financial instruments, interests in joint ventures,

investments in associates, inventory, property, and

intangible assets. A separate chapter addresses the key

issue of asset impairment, and we conclude Part II with a

discussion of provisions and contingencies.

Part III, The Financial Statements (Chapters 13-17)

addresses IFRS for the construction of financial statements.

Part III is divided into separate chapters to address the basic

form of the financial statements, how to consolidate them,

and how to report on special situations. These situations

address disclosures, including related-party disclosures and

the reporting of events occurring after the reporting period.

Finally, Part III covers financial reporting in hyperinflationary

economies.

Part IV, Public Company Reporting (Chapters 18-20)

addresses IFRS that are specific to additional information

required to be disclosed by public companies as part of their

financial statements. Separate chapters address the

reporting of operating segments, earnings per share, and

interim reporting.

Part V, Broad Transactions (Chapters 21-25) addresses a

broad range of accounting transactions. These include

business combinations, changes in accounting estimates,

discontinued operations, the effects of foreign exchange

rate changes, and leases.



Throughout, IFRS Made Easy has been structured to give the

user a clear understanding of those IFRS topics that the

accountant is most likely to encounter on an ongoing basis.
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Part One

Revenue and Expenses



Chapter 1

Revenue Recognition

Introduction

Many entities stretch the boundaries of how much revenue

they can recognize within an accounting period, since they

want to show exceptional revenue growth to their investors

and creditors. This tendency has resulted in a number of

IFRS rulings regarding the appropriate recognition of

revenue. Most such rulings are relatively simple, single-

paragraph statements, but others are more complex. The

next section deals with the simpler revenue recognition

rules, while other, more complex areas are addressed later

in separate sections.

Revenue Recognition Rules

This section contains the bulk of all revenue recognition

rules under IFRS, in alphabetical order. More complex

revenue recognition situations, such as construction projects

and customer loyalty programs are dealt with later, in

separate sections. The simpler revenue recognition rules

are:

Admission fees. The fees generated from artistic

performances and other special events are

recognized when the event takes place. If the seller

is selling subscriptions to a number of events, then it

allocates the subscription to each event covered by

the subscription, based on the extent to which

services are performed at each event.



Advance payments. The buyer may send either full

or partial payment to the seller in advance of the

delivery of goods. The seller may not yet have the

items in inventory, they may still be in the

production process, or they will be drop shipped by a

third party. Under these circumstances, the seller

should not recognize revenue until the goods are

delivered to the buyer.

Barter exchange. A transaction does not generate

revenue if it involves the exchange of goods or

services of a similar nature or value. If the exchange

is for dissimilar goods or services, the transaction

does create revenue; this is measured at the fair

value of the goods or services received, as modified

by the amount of any cash transferred. If the fair

value of received goods or services cannot be

reliably measured, then use instead the fair value of

the goods or services given up, as modified by the

amount of any cash transferred.

Bill and hold. In a bill and hold sale, the buyer

requests that delivery be delayed, but accepts billing

and takes title to the goods. The seller recognizes

revenue when the buyer takes title and the following

conditions are satisfied:

Normal payment terms apply to the

transaction

The buyer acknowledges the delayed

delivery instructions

It is probable that delivery will be made

The goods are identified, on hand and ready

for delivery

The seller cannot recognize revenue related

to a bill and hold transaction if there is only

an intention to acquire or produce the goods



in time for delivery, as opposed to actually

being on hand.

Cash on delivery terms. If a seller is selling goods

based on cash on delivery terms, then it should

recognize revenue when it delivers the goods and

collects the cash from the transaction.

Deferred payments. In the event of a deferred cash

payment, the fair value of the consideration received

may be reduced. When a delayed payment

effectively constitutes a financing transaction,

recognize revenue as the discounted cash flow of the

transaction, using an imputed interest rate that is

the more clearly determinable of either a) the

prevailing interest rate for a similar transaction by

an entity with a similar credit rating; or b) a rate of

interest that discounts the transaction to the current

cash price of the underlying goods or services.

Example

Snoring Sofas is offering a year-end deal for its luxury

leather sofas, under which customers can either pay €2,000

in cash or a zero-down payment with 24 monthly payments

of €100 each, totaling €2,400. Since there is a difference of

€400 between the cash price and the extended terms, the

zero-down payment deal is essentially comprised of separate

financing and sale transactions. For any sale under the zero-

down payment plan, Snoring should record a sale of €2,000,

which is the amount of consideration attributable to the sofa.

The difference between the cash price and the total payment

stream is interest revenue, and Snoring should record it

under the effective interest method over the two-year

payment period.

Goods sold. If goods are sold, then measure revenue

at the fair value of the consideration received, taking

into account the amount of any trade discounts and

volume rebates accepted by the entity. When paid in

cash, recognize revenue only for the amount of cash



received or receivable. You can only recognize

revenue from the sale of goods when all of the

following conditions have been recognized:

Benefits assured. The economic benefits

associated with the transaction will flow to

the entity.

Costs measurable. The costs related to the

transaction can be reliably measured.

Ownership relinquished. The entity no longer

retains management control over the goods

sold.

Revenue measurable. The amount of revenue

to be recognized can be reliably measured.

Risks and rewards transferred. All significant

risks and rewards associated with the goods

have been transferred to the buyer. This

usually coincides with the transfer of legal

title or possession to the buyer.

Initiation fees. If an initiation or membership fee only

creates a membership condition, then the seller can

recognize revenue when there is no significant

uncertainty regarding fee collectability. However, if

the fee entitles the buyer to services or publications

or discounted purchases from the seller during the

membership period, then the seller recognizes

revenue on a basis that reflects the timing, nature,

and value of the benefits provided.

Installation fees. When a seller charges an

installation fee associated with a delivery of goods,

the seller recognizes revenue in accordance with the

stage of completion of the installation. However, if

the installation fee is incidental to the sale of goods,

then the fee is recognized when the goods are sold.

Installment sales. The buyer may send a series of

payments to the seller in exchange for the


