
Technical Summary 

This extract has been prepared by IASC Foundation staff and has not been approved by the IASB.  
For the requirements reference must be made to International Financial Reporting Standards. 
 

IFRS 1 First-time Adoption of International 
Financial Reporting Standards 

 
The objective of this IFRS is to ensure that an entity’s first IFRS financial statements, 
and its interim financial reports for part of the period covered by those financial 
statements, contain high quality information that:  
(a) is transparent for users and comparable over all periods presented; 
(b) provides a suitable starting point for accounting under International Financial 

Reporting Standards (IFRSs); and 
(c) can be generated at a cost that does not exceed the benefits to users. 
 
An entity shall prepare and present an opening IFRS statement of financial position at 
the date of transition to IFRSs. This is the starting point for its accounting under 
IFRSs. 
An entity shall prepare an opening IFRS balance sheet at the date of transition to 
IFRSs. This is the starting point for its accounting under IFRSs. An entity need not 
present its opening IFRS balance sheet in its first IFRS financial statements. 
 
In general, the IFRS requires an entity to comply with each IFRS effective at the end 
of its first IFRS reporting period. In particular, the IFRS requires an entity to do the 
following in the opening IFRS statement of financial position that it prepares as a 
starting point for its accounting under IFRSs:  
(a) recognise all assets and liabilities whose recognition is required by IFRSs; 
(b) not recognise items as assets or liabilities if IFRSs do not permit such recognition; 
(c) reclassify items that it recognised under previous GAAP as one type of asset, 

liability or component of equity, but are a different type of asset, liability or 
component of equity under IFRSs; and 

(d) apply IFRSs in measuring all recognised assets and liabilities. 
 
The IFRS grants limited exemptions from these requirements in specified areas where 
the cost of complying with them would be likely to exceed the benefits to users of 
financial statements. The IFRS also prohibits retrospective application of IFRSs in 
some areas, particularly where retrospective application would require judgements by 
management about past conditions after the outcome of a particular transaction is 
already known. 
 
The IFRS requires disclosures that explain how the transition from previous GAAP to 
IFRSs affected the entity’s reported financial position, financial performance and cash 
flows. 
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IFRS 2 Share-based Payment 
 
The objective of this IFRS is to specify the financial reporting by an entity when it 
undertakes a share-based payment transaction.  In particular, it requires an entity to 
reflect in its profit or loss and financial position the effects of share-based payment 
transactions, including expenses associated with transactions in which share options 
are granted to employees. 
 
The IFRS requires an entity to recognise share-based payment transactions in its 
financial statements, including transactions with employees or other parties to be 
settled in cash, other assets, or equity instruments of the entity.  There are no 
exceptions to the IFRS, other than for transactions to which other Standards apply. 
 
This also applies to transfers of equity instruments of the entity’s parent, or equity 
instruments of another entity in the same group as the entity, to parties that have 
supplied goods or services to the entity. 
 
The IFRS sets out measurement principles and specific requirements for three types of 
share-based payment transactions:  
(a) equity-settled share-based payment transactions, in which the entity receives 

goods or services as consideration for equity instruments of the entity (including 
shares or share options); 

(b) cash-settled share-based payment transactions, in which the entity acquires goods 
or services by incurring liabilities to the supplier of those goods or services for 
amounts that are based on the price (or value) of the entity’s shares or other equity 
instruments of the entity; and 

(c) transactions in which the entity receives or acquires goods or services and the 
terms of the arrangement provide either the entity or the supplier of those goods or 
services with a choice of whether the entity settles the transaction in cash or by 
issuing equity instruments. 

 
For equity-settled share-based payment transactions, the IFRS requires an entity to 
measure the goods or services received, and the corresponding increase in equity, 
directly, at the fair value of the goods or services received, unless that fair value 
cannot be estimated reliably.  If the entity cannot estimate reliably the fair value of the 
goods or services received, the entity is required to measure their value, and the 
corresponding increase in equity, indirectly, by reference to the fair value of the 
equity instruments granted.  Furthermore:  
(a) for transactions with employees and others providing similar services, the entity is 

required to measure the fair value of the equity instruments granted, because it is 
typically not possible to estimate reliably the fair value of employee services 
received.  The fair value of the equity instruments granted is measured at grant 
date. 

(b) for transactions with parties other than employees (and those providing similar 
services), there is a rebuttable presumption that the fair value of the goods or 



services received can be estimated reliably.  That fair value is measured at the date 
the entity obtains the goods or the counterparty renders service. In rare cases, if 
the presumption is rebutted, the transaction is measured by reference to the fair 
value of the equity instruments granted, measured at the date the entity obtains the 
goods or the counterparty renders service. 

(c) for goods or services measured by reference to the fair value of the equity 
instruments granted, the IFRS specifies that vesting conditions, other than market 
conditions, are not taken into account when estimating the fair value of the shares 
or options at the relevant measurement date (as specified above).  Instead, vesting 
conditions are taken into account by adjusting the number of equity instruments 
included in the measurement of the transaction amount so that, ultimately, the 
amount recognised for goods or services received as consideration for the equity 
instruments granted is based on the number of equity instruments that eventually 
vest.  Hence, on a cumulative basis, no amount is recognised for goods or services 
received if the equity instruments granted do not vest because of failure to satisfy 
a vesting condition (other than a market condition). 

(d) the IFRS requires the fair value of equity instruments granted to be based on 
market prices, if available, and to take into account the terms and conditions upon 
which those equity instruments were granted.  In the absence of market prices, fair 
value is estimated, using a valuation technique to estimate what the price of those 
equity instruments would have been on the measurement date in an arm’s length 
transaction between knowledgeable, willing parties. 

(e) the IFRS also sets out requirements if the terms and conditions of an option or 
share grant are modified (eg an option is repriced) or if a grant is cancelled, 
repurchased or replaced with another grant of equity instruments.  For example, 
irrespective of any modification, cancellation or settlement of a grant of equity 
instruments to employees, the IFRS generally requires the entity to recognise, as a 
minimum, the services received measured at the grant date fair value of the equity 
instruments granted. 

 
For cash-settled share-based payment transactions, the IFRS requires an entity to 
measure the goods or services acquired and the liability incurred at the fair value of 
the liability.  Until the liability is settled, the entity is required to remeasure the fair 
value of the liability at each reporting date and at the date of settlement, with any 
changes in value recognised in profit or loss for the period. 
 
For share-based payment transactions in which the terms of the arrangement provide 
either the entity or the supplier of goods or services with a choice of whether the 
entity settles the transaction in cash or by issuing equity instruments, the entity is 
required to account for that transaction, or the components of that transaction, as a 
cash-settled share-based payment transaction if, and to the extent that, the entity has 
incurred a liability to settle in cash (or other assets), or as an equity-settled share-
based payment transaction if, and to the extent that, no such liability has been 
incurred. 
 
The IFRS prescribes various disclosure requirements to enable users of financial 
statements to understand:  
(a) the nature and extent of share-based payment arrangements that existed during the 

period; 



(b) how the fair value of the goods or services received, or the fair value of the equity 
instruments granted, during the period was determined; and 

(c) the effect of share-based payment transactions on the entity’s profit or loss for the 
period and on its financial position. 
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IFRS 4 Insurance Contracts 
 
The objective of this IFRS is to specify the financial reporting for insurance contracts 
by any entity that issues such contracts (described in this IFRS as an insurer) until the 
Board completes the second phase of its project on insurance contracts. In particular, 
this IFRS requires:  
(a) limited improvements to accounting by insurers for insurance contracts. 
(b) disclosure that identifies and explains the amounts in an insurer’s financial 

statements arising from insurance contracts and helps users of those financial 
statements understand the amount, timing and uncertainty of future cash flows 
from insurance contracts. 

 
An insurance contract is a contract under which one party (the insurer) accepts 
significant insurance risk from another party (the policyholder) by agreeing to 
compensate the policyholder if a specified uncertain future event (the insured event) 
adversely affects the policyholder. 
 
The IFRS applies to all insurance contracts (including reinsurance contracts) that an 
entity issues and to reinsurance contracts that it holds, except for specified contracts 
covered by other IFRSs. It does not apply to other assets and liabilities of an insurer, 
such as financial assets and financial liabilities within the scope of IAS 39 Financial 
Instruments: Recognition and Measurement. Furthermore, it does not address 
accounting by policyholders. 
 
The IFRS exempts an insurer temporarily (ie during phase I of this project) from some 
requirements of other IFRSs, including the requirement to consider the Framework in 
selecting accounting policies for insurance contracts.  However, the IFRS:  
(a) prohibits provisions for possible claims under contracts that are not in existence 

at the end of the reporting period (such as catastrophe and equalisation 
provisions). 

(b) requires a test for the adequacy of recognised insurance liabilities and an 
impairment test for reinsurance assets.  

(c) requires an insurer to keep insurance liabilities in its statement of financial 
position until they are discharged or cancelled, or expire, and to present 
insurance liabilities without offsetting them against related reinsurance assets.  

 
The IFRS permits an insurer to change its accounting policies for insurance contracts 
only if, as a result, its financial statements present information that is more relevant 
and no less reliable, or more reliable and no less relevant.  In particular, an insurer 
cannot introduce any of the following practices, although it may continue using 
accounting policies that involve them:  
(a) measuring insurance liabilities on an undiscounted basis. 



(b) measuring contractual rights to future investment management fees at an amount 
that exceeds their fair value as implied by a comparison with current fees charged 
by other market participants for similar services. 

(c) using non-uniform accounting policies for the insurance liabilities of subsidiaries. 
 
The IFRS permits the introduction of an accounting policy that involves remeasuring 
designated insurance liabilities consistently in each period to reflect current market 
interest rates (and, if the insurer so elects, other current estimates and assumptions). 
Without this permission, an insurer would have been required to apply the change in 
accounting policies consistently to all similar liabilities. 
 
The IFRS requires disclosure to help users understand:  
(a) the amounts in the insurer’s financial statements that arise from insurance 

contracts. 
(b) the amount, timing and uncertainty of future cash flows from insurance contracts. 
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IFRS 5 Non-current Assets Held for Sale 
and Discontinued Operations 

 
The objective of this IFRS is to specify the accounting for assets held for sale, and the 
presentation and disclosure of discontinued operations. In particular, the IFRS 
requires:  
(a) assets that meet the criteria to be classified as held for sale to be measured at the 

lower of carrying amount and fair value less costs to sell, and depreciation on 
such assets to cease; and  

(b) assets that meet the criteria to be classified as held for sale to be presented 
separately in the statement of financial position and the results of discontinued 
operations to be presented separately in the statement of comprehensive income. 

 
The IFRS: 
(a) adopts the classification ‘held for sale’. 
(b) introduces the concept of a disposal group, being a group of assets to be 

disposed of, by sale or otherwise, together as a group in a single transaction, and 
liabilities directly associated with those assets that will be transferred in the 
transaction. 

(c) classifies an operation as discontinued at the date the operation meets the criteria 
to be classified as held for sale or when the entity has disposed of the operation. 

 
An entity shall classify a non-current asset (or disposal group) as held for sale if its 
carrying amount will be recovered principally through a sale transaction rather than 
through continuing use.   
 
For this to be the case, the asset (or disposal group) must be available for immediate 
sale in its present condition subject only to terms that are usual and customary for 
sales of such assets (or disposal groups) and its sale must be highly probable.   
 
For the sale to be highly probable, the appropriate level of management must be 
committed to a plan to sell the asset (or disposal group), and an active programme to 
locate a buyer and complete the plan must have been initiated.  Further, the asset (or 
disposal group) must be actively marketed for sale at a price that is reasonable in 
relation to its current fair value.  In addition, the sale should be expected to qualify for 
recognition as a completed sale within one year from the date of classification, except 
as permitted by paragraph 9, and actions required to complete the plan should indicate 
that it is unlikely that significant changes to the plan will be made or that the plan will 
be withdrawn. 
 
A discontinued operation is a component of an entity that either has been disposed of, 
or is classified as held for sale, and 



(a) represents a separate major line of business or geographical area of operations,  
(b) is part of a single co-ordinated plan to dispose of a separate major line of business 

or geographical area of operations or 
(c) is a subsidiary acquired exclusively with a view to resale. 

 
A component of an entity comprises operations and cash flows that can be clearly 
distinguished, operationally and for financial reporting purposes, from the rest of the 
entity.  In other words, a component of an entity will have been a cash-generating unit 
or a group of cash-generating units while being held for use.  
 
An entity shall not classify as held for sale a non-current asset (or disposal group) that 
is to be abandoned.  This is because its carrying amount will be recovered principally 
through continuing use.   
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IFRS 6 Exploration for and Evaluation of 
Mineral Resources 

 
The objective of this IFRS is to specify the financial reporting for the exploration for 
and evaluation of mineral resources.  
 
Exploration and evaluation expenditures are expenditures incurred by an entity in 
connection with the exploration for and evaluation of mineral resources before the 
technical feasibility and commercial viability of extracting a mineral resource are 
demonstrable.  Exploration for and evaluation of mineral resources is the search for 
mineral resources, including minerals, oil, natural gas and similar non-regenerative 
resources after the entity has obtained legal rights to explore in a specific area, as well 
as the determination of the technical feasibility and commercial viability of extracting 
the mineral resource. 
 
Exploration and evaluation assets are exploration and evaluation expenditures 
recognised as assets in accordance with the entity’s accounting policy. 
 
The IFRS:  
(a) permits an entity to develop an accounting policy for exploration and evaluation 

assets without specifically considering the requirements of paragraphs 11 and 12 
of IAS 8. Thus, an entity adopting IFRS 6 may continue to use the accounting 
policies applied immediately before adopting the IFRS. This includes continuing 
to use recognition and measurement practices that are part of those accounting 
policies. 

(b) requires entities recognising exploration and evaluation assets to perform an 
impairment test on those assets when facts and circumstances suggest that the 
carrying amount of the assets may exceed their recoverable amount. 

(c) varies the recognition of impairment from that in IAS 36 but measures the 
impairment in accordance with that Standard once the impairment is identified. 

 
An entity shall determine an accounting policy for allocating exploration and 
evaluation assets to cash-generating units or groups of cash-generating units for the 
purpose of assessing such assets for impairment.  Each cash-generating unit or group 
of units to which an exploration and evaluation asset is allocated shall not be larger 
than an operating segment determined in accordance with IFRS 8 Operating 
Segments. 
 
Exploration and evaluation assets shall be assessed for impairment when facts and 
circumstances suggest that the carrying amount of an exploration and evaluation asset 
may exceed its recoverable amount. When facts and circumstances suggest that the 
carrying amount exceeds the recoverable amount, an entity shall measure, present and 
disclose any resulting impairment loss in accordance with IAS 36.   
 



One or more of the following facts and circumstances indicate that an entity should 
test exploration and evaluation assets for impairment (the list is not exhaustive):  
(a) the period for which the entity has the right to explore in the specific area has 

expired during the period or will expire in the near future, and is not expected to 
be renewed. 

(b) substantive expenditure on further exploration for and evaluation of mineral 
resources in the specific area is neither budgeted nor planned. 

(c) exploration for and evaluation of mineral resources in the specific area have not 
led to the discovery of commercially viable quantities of mineral resources and the 
entity has decided to discontinue such activities in the specific area. 

(d) sufficient data exist to indicate that, although a development in the specific area is 
likely to proceed, the carrying amount of the exploration and evaluation asset is 
unlikely to be recovered in full from successful development or by sale. 

 
An entity shall disclose information that identifies and explains the amounts 
recognised in its financial statements arising from the exploration for and evaluation 
of mineral resources. 
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IFRS 7 Financial Instruments: Disclosures 
 
The objective of this IFRS is to require entities to provide disclosures in their 
financial statements that enable users to evaluate:  
(a) the significance of financial instruments for the entity’s financial position and 

performance; and 
(b) the nature and extent of risks arising from financial instruments to which the entity 

is exposed during the period and at the end of the reporting period, and how the 
entity manages those risks.  The qualitative disclosures describe management’s 
objectives, policies and processes for managing those risks.  The quantitative 
disclosures provide information about the extent to which the entity is exposed to 
risk, based on information provided internally to the entity's key management 
personnel.  Together, these disclosures provide an overview of the entity's use of 
financial instruments and the exposures to risks they create. 

 
The IFRS applies to all entities, including entities that have few financial instruments 
(eg a manufacturer whose only financial instruments are accounts receivable and 
accounts payable) and those that have many financial instruments (eg a financial 
institution most of whose assets and liabilities are financial instruments). 
 
When this IFRS requires disclosures by class of financial instrument, an entity shall 
group financial instruments into classes that are appropriate to the nature of the 
information disclosed and that take into account the characteristics of those financial 
instruments. An entity shall provide sufficient information to permit reconciliation to 
the line items presented in the statement of financial position. 
 
The principles in this IFRS complement the principles for recognising, measuring and 
presenting financial assets and financial liabilities in IAS 32 Financial Instruments: 
Presentation and IAS 39 Financial Instruments: Recognition and Measurement. 
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