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2
intermediate accounting ifrs edition volume 2 serves as a crucial stepping stone for students
and professionals seeking a deep understanding of advanced accounting principles under
International Financial Reporting Standards. This comprehensive volume delves into complex
financial reporting topics, building upon foundational knowledge to equip learners with the skills
necessary to navigate the intricacies of financial statements. We will explore essential areas such as
liabilities, equity, investments, revenue recognition, and leases, all within the IFRS framework.
Understanding these concepts is vital for accurate financial analysis, decision-making, and
compliance in a globalized business environment. This article aims to provide a thorough overview of
the key subjects covered, offering clarity and depth for those engaged with this essential accounting
resource.
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Understanding Liabilities Under IFRS
The study of liabilities in intermediate accounting is fundamental to comprehending a company's
financial obligations and its structure. Volume 2 of the IFRS edition meticulously details the
recognition, measurement, and presentation of various types of liabilities. This section will highlight
the critical aspects, ensuring a robust grasp of how companies account for their debts and future
commitments.

Current Liabilities Explained
Current liabilities represent obligations expected to be settled within one year or the normal
operating cycle of the business, whichever is longer. These include accounts payable, salaries and
wages payable, taxes payable, and the current portion of long-term debt. IFRS provides specific
guidance on the appropriate classification and disclosure of these short-term obligations. Emphasis
is placed on the distinction between probable, estimable, and measurable liabilities, which dictates
their recognition.

Long-Term Liabilities and Provisions
Beyond current obligations, intermediate accounting delves into long-term liabilities, such as bonds
payable and mortgages payable, which extend beyond one year. Furthermore, the concept of
provisions is critically important under IFRS. Provisions are liabilities of uncertain timing or amount.



Examples include warranty obligations, environmental remediation liabilities, and restructuring
costs. IFRS requires companies to recognize a provision when an entity has a present obligation as a
result of a past event, it is probable that an outflow of resources embodying economic benefits will
be required to settle the obligation, and a reliable estimate can be made of the amount of the
obligation.

Contingent Liabilities and Assets
Contingent liabilities are potential obligations that may arise from past events, but their existence or
amount will be confirmed only by the occurrence or non-occurrence of one or more uncertain future
events not wholly within the control of the entity. IFRS guidance on contingencies dictates that
contingent liabilities are not recognized on the balance sheet but must be disclosed if they are
probable and estimable. Conversely, contingent assets are recognized only when their realization is
virtually certain. Understanding these nuances is crucial for a complete picture of a company's
potential financial exposures.

Exploring Equity Transactions in IFRS
Shareholders' equity represents the owners' stake in the company. Intermediate accounting IFRS
edition volume 2 offers a detailed examination of the various components of equity and the
transactions that affect them. This includes the issuance of shares, stock dividends, treasury stock
transactions, and the proper accounting for retained earnings and other comprehensive income.

Share Capital and Issuance
The issuance of common and preferred stock is a primary way companies raise capital. IFRS
principles dictate how the proceeds from these issuances are recorded, differentiating between par
value and any additional paid-in capital. The rights and preferences associated with preferred stock,
such as dividend preferences and liquidation preferences, are also thoroughly explored.
Understanding these features is vital for analyzing the capital structure and investor rights.

Retained Earnings and Dividends
Retained earnings represent the accumulated profits of a company that have not been distributed to
shareholders as dividends. The declaration and payment of dividends, whether cash or stock, have
significant implications for retained earnings and the overall equity structure. IFRS provides
guidelines on the proper accounting for these distributions, ensuring transparency in profit
allocation. Moreover, the impact of stock dividends and stock splits on earnings per share and the
equity accounts is meticulously analyzed.

Treasury Stock and Other Comprehensive Income
Treasury stock refers to shares of a company's own stock that have been reacquired. Accounting for
treasury stock involves reducing equity. IFRS outlines two methods: the cost method and the par



value method. The volume also introduces the concept of Other Comprehensive Income (OCI), which
includes gains and losses that are not recognized in profit or loss but are reported in a separate
section of the income statement. Items typically found in OCI include unrealized gains and losses on
certain investments and foreign currency translation adjustments. Properly accounting for OCI is
essential for presenting a complete view of a company's financial performance.

Analyzing Investment Securities Under IFRS
The investment activities of a company, particularly in financial instruments, are a complex area of
accounting. Intermediate accounting IFRS edition volume 2 provides in-depth coverage of the
classification, measurement, and reporting of various investment securities, adhering strictly to
IFRS. This section will break down the key types of investments and their accounting treatment.

Debt Securities
Accounting for debt securities like bonds involves several classifications under IFRS. These are
typically categorized as financial assets measured at amortized cost, at fair value through other
comprehensive income (FVOCI), or at fair value through profit or loss (FVTPL). The classification
depends on the business model for managing the financial assets and the contractual cash flow
characteristics of the financial asset. Each classification has distinct recognition and measurement
criteria, impacting how interest income and gains or losses are reported.

Equity Securities
Similarly, equity securities, such as shares of other companies, are accounted for differently based
on the level of influence or control the investor has. IFRS distinguishes between investments where
the investor has significant influence (equity method), control (consolidation), or neither. For
investments in other entities without significant influence or control, classification as FVTPL or
FVOCI is common. The IFRS framework emphasizes fair value accounting for many equity
investments, requiring careful consideration of valuation techniques and disclosure requirements.

Impairment of Investments
A critical aspect of investment accounting is the assessment of impairment. IFRS mandates that
entities assess at the end of each reporting period whether there is objective evidence that a
financial asset is impaired. For debt instruments measured at amortized cost or FVOCI, and for
equity investments at FVOCI, impairment losses are recognized. The process involves estimating
expected credit losses for debt instruments and assessing whether fair value has declined below cost
for equity instruments, a crucial step in ensuring financial statements reflect the true economic
substance of investments.



Mastering Revenue Recognition Principles
Revenue recognition is a cornerstone of financial reporting, and IFRS 15, Revenue from Contracts
with Customers, provides a comprehensive, principles-based approach. Intermediate accounting
IFRS edition volume 2 dedicates significant attention to this standard, ensuring learners can
accurately recognize revenue across a multitude of contractual arrangements. The core of IFRS 15
lies in a five-step model that is applied to all contracts with customers.

The Five-Step Revenue Recognition Model
The five steps are:

Identify the contract(s) with a customer.1.

Identify the performance obligations in the contract.2.

Determine the transaction price.3.

Allocate the transaction price to the performance obligations in the contract.4.

Recognize revenue when (or as) the entity satisfies a performance obligation.5.

This systematic approach ensures that revenue is recognized consistently and comparably across
different industries and entities. Understanding each step and its implications is paramount for
accurate financial reporting.

Performance Obligations and Transaction Price
A key challenge in revenue recognition is identifying distinct performance obligations within a
contract. These are promises to transfer goods or services that are distinct. The transaction price is
the amount of consideration to which an entity expects to be entitled in exchange for transferring
promised goods or services. This can include fixed amounts, variable consideration, non-cash
consideration, and significant financing components, all of which require careful evaluation under
IFRS 15. The allocation of the transaction price to these obligations ensures that revenue is matched
to the specific goods or services delivered.

Variable Consideration and Contract Modifications
Variable consideration, such as performance bonuses or rebates, adds complexity to revenue
recognition. IFRS 15 provides guidance on estimating variable consideration and determining
whether it is constrained, meaning it should only be recognized to the extent that a significant
reversal of cumulative revenue recognized is unlikely. Contract modifications, which alter the scope
or price of a contract, also require careful analysis to determine whether they are accounted for as a
separate contract or as a modification to the existing contract, impacting the timing and amount of
revenue recognized.



Deconstructing Lease Accounting Under IFRS
Lease accounting underwent a significant overhaul with the introduction of IFRS 16. Intermediate
accounting IFRS edition volume 2 thoroughly explains this new standard, which fundamentally
changes how lessees account for leases by bringing most leases onto the balance sheet. This section
will cover the core principles of IFRS 16.

Lessee Accounting: The Right-of-Use Asset and Lease Liability
Under IFRS 16, lessees are required to recognize a right-of-use asset and a lease liability for nearly
all leases. The right-of-use asset represents the lessee's right to use the underlying asset for the
lease term, while the lease liability represents the obligation to make lease payments. These are
initially measured at the present value of future lease payments. Subsequently, the right-of-use asset
is depreciated, and the lease liability is reduced by lease payments, with interest expense recognized
on the liability. This brings significant off-balance sheet financing onto the balance sheet, improving
transparency.

Lessor Accounting and Exceptions
Lessor accounting under IFRS 16 remains largely similar to previous standards, with leases
classified as either operating leases or finance leases. A lease is classified as a finance lease if it
transfers substantially all the risks and rewards incidental to ownership of an underlying asset.
Otherwise, it is an operating lease. Finance leases result in the derecognition of the leased asset by
the lessor and the recognition of a net investment in the lease. Operating leases continue to be
recognized as assets by the lessor and are depreciated, with lease income recognized on a straight-
line basis.

Lease Term and Discount Rate Determination
Determining the lease term is a critical input for both lessee and lessor accounting. It includes the
non-cancellable period of the lease, plus any periods covered by an option to extend the lease if the
lessee is reasonably certain to exercise that option, or any periods covered by an option to terminate
the lease if the lessee is reasonably certain not to exercise that option. The discount rate used to
calculate the present value of lease payments is also crucial. For lessees, this is typically the
incremental borrowing rate or the rate implicit in the lease if that can be readily determined. For
lessors, it is the rate implicit in the lease.

Additional Advanced Topics in Volume 2
Beyond the core areas of liabilities, equity, investments, revenue, and leases, intermediate
accounting IFRS edition volume 2 often explores other sophisticated accounting topics. These can
include financial statement analysis, earnings per share calculations, accounting for income taxes,
and the complexities of foreign currency transactions and hedging. Mastering these advanced areas
is crucial for a comprehensive understanding of financial reporting.



Earnings Per Share (EPS)
Earnings per share (EPS) is a widely used profitability metric that represents the portion of a
company's profit allocated to each outstanding share of common stock. IFRS mandates the
calculation of both basic EPS and diluted EPS. Basic EPS is calculated by dividing net income
available to common shareholders by the weighted-average number of common shares outstanding.
Diluted EPS considers the potential impact of all dilutive convertible securities, options, and
warrants. The accurate calculation and presentation of EPS are vital for investors analyzing a
company's profitability on a per-share basis.

Accounting for Income Taxes
Accounting for income taxes under IFRS involves recognizing both current and deferred tax
consequences of transactions and other events. Deferred taxes arise from temporary differences
between the carrying amounts of assets and liabilities for financial reporting purposes and their
respective tax bases. IFRS requires the recognition of deferred tax assets and liabilities, along with
appropriate valuation allowances for deferred tax assets if it is probable that some or all of the
deferred tax asset will not be realized. Understanding tax rates, carryforwards, and tax planning
strategies is essential for accurate tax expense reporting.

Foreign Currency Transactions and Hedging
In an increasingly globalized economy, many companies engage in transactions denominated in
foreign currencies. IFRS provides specific guidance on how to account for these transactions. This
involves the initial recognition of the transaction in the entity's functional currency, followed by
remeasurement at the reporting date for monetary items. Non-monetary items may be remeasured
or carried at historical rates depending on their classification. Furthermore, the volume often covers
hedging activities, where companies use financial instruments to mitigate the risk of adverse
movements in exchange rates, requiring complex accounting treatment under IFRS 9.

FAQ

Q: What is the primary difference between Volume 1 and
Volume 2 of Intermediate Accounting IFRS Edition?
A: Volume 1 of Intermediate Accounting IFRS Edition typically covers the foundational aspects of
financial accounting, including the accounting cycle, the statement of financial position, income
statement, cash flows, and basic principles of asset and liability accounting. Volume 2 builds upon
this foundation by delving into more complex and advanced topics, such as liabilities, equity,
investments, revenue recognition, leases, income taxes, and financial statement analysis, all within
the IFRS framework.

Q: Why is understanding IFRS crucial for intermediate



accounting?
A: IFRS (International Financial Reporting Standards) are used in over 140 jurisdictions, including
the European Union, Canada, Australia, and many parts of Asia and South America. Understanding
IFRS is crucial because it ensures consistency, comparability, and transparency in financial
reporting globally, which is essential for international investors, multinational corporations, and
cross-border transactions.

Q: What are the key components of liabilities discussed in
Volume 2?
A: Volume 2 discusses current liabilities, such as accounts payable and short-term notes payable,
and long-term liabilities, including bonds payable and mortgages. It also extensively covers
provisions, which are liabilities of uncertain timing or amount, and contingent liabilities, which are
potential obligations that are disclosed but not recognized on the balance sheet unless probable and
estimable.

Q: How does IFRS 15, Revenue from Contracts with
Customers, impact revenue recognition in Volume 2?
A: IFRS 15 introduces a five-step model for revenue recognition: identify the contract, identify
performance obligations, determine the transaction price, allocate the transaction price, and
recognize revenue. Volume 2 explains how to apply this model to various contracts, focusing on
distinct performance obligations, variable consideration, and contract modifications to ensure
revenue is recognized when control of goods or services transfers to the customer.

Q: What is the significant change introduced by IFRS 16 for
lessees?
A: IFRS 16 requires lessees to recognize most leases on their balance sheet by recording a right-of-
use asset and a lease liability. This means that previously off-balance sheet operating leases are now
brought onto the balance sheet, impacting financial ratios and metrics. Volume 2 details the
measurement, subsequent accounting, and disclosure requirements for both lessees and lessors
under IFRS 16.

Q: What is Other Comprehensive Income (OCI) and how is it
treated in Volume 2?
A: Other Comprehensive Income (OCI) includes gains and losses that are not recognized in profit or
loss for the period but are reported in a separate section of the statement of comprehensive income.
Volume 2 explains that common items in OCI include unrealized gains and losses on certain
investments, foreign currency translation adjustments, and revaluation surpluses. It's crucial for
understanding a company's total performance.



Q: How are investment securities classified and measured
under IFRS as covered in Volume 2?
A: Investment securities are classified based on the business model for managing the assets and the
contractual cash flow characteristics. Under IFRS, they can be measured at amortized cost, fair
value through other comprehensive income (FVOCI), or fair value through profit or loss (FVTPL).
Volume 2 details the criteria for each classification and the subsequent measurement and
impairment considerations.

Q: What are the key differences between basic EPS and diluted
EPS as discussed in intermediate accounting?
A: Basic EPS is calculated using the weighted-average number of outstanding common shares,
representing the earnings per share available to common shareholders. Diluted EPS considers the
potential impact of all dilutive convertible securities, options, and warrants, offering a more
conservative view of earnings per share by assuming these potential shares are outstanding. Volume
2 provides detailed methodologies for calculating both.
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