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INTRODUCTION 
 

 The Framework defines equity as the residual interest in the assets of an 

entity after deducting all its liabilities.  

 Shareholders’ equity is comprised of all capital contributed to the entity 

(including share premium, also referred to as capital paid-in in excess of par 

value) plus retained earnings (which represents the entity’s cumulative 

earnings, less all distributions that have been made therefrom). 
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INTRODUCTION 
 

 IAS 1 suggests that shareholders’ interests be categorised into three broad 

subdivisions: issued share capital, retained earnings (accumulated profits or 

losses) and other components of equity (reserves).  

 

 Depending on jurisdiction, issued share capital may need to be further 

categorised as par or stated capital and as additional contributed 

capital/share premium. 
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INTRODUCTION 
 

 Equity represents an interest in the net assets (i.e., assets less liabilities) of the 

entity.  

 It is, however, not a claim on those assets in the sense that liabilities are.  

 

 Upon the liquidation of the business, an obligation arises for the entity to 

distribute any remaining assets to the shareholders, but only after all 

liabilities are first settled. 
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INTRODUCTION 
 

 A major objective of the accounting for shareholders’ equity is the 

adequate disclosure of the sources from which the capital was derived.  

 

 For this reason, a number of different contributed capital accounts may be 

presented in the statement of financial position. 
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INTRODUCTION 
 It holds that where a member of a co-operative has a contractual right to 

request redemption of shares, this does not necessarily require the shares to 

be classified as a liability.  

 Members’ shares are to be classified as equity if the entity has an 

unconditional right to refuse redemption, or if national law prohibits 

redemption.  

 On the other hand, if the law prohibits redemption only conditionally (for 

example, if minimum capital requirements are not maintained), this does 

not alter the general rule that co-operative shares are to be deemed a 

liability, not equity, of the entity. 

Mohammed ALASHI 

8 



INTRODUCTION 
 Sources of IFRS 

IFRS 2 

 IAS 1, 8, 32 

 IFRIC 2 
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DEFINITIONS OF TERMS 
 Equity instrument. A contract that evidences a residual interest in the assets 

of an entity after deducting all of its liabilities, where liabilities are defined as 

the present obligations of the entity arising from past events, the settlement 

of which is expected to result in an outflow from the entity of resources 

embodying economic benefits (i.e., an outflow of cash or other assets of 

the entity). 

 Equity instrument granted. The right (conditional or unconditional) to an 

equity instrument of the entity conferred by the entity on another party, 

under a share-based payment arrangement. 
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DEFINITIONS OF TERMS 
 Equity-settled share-based payment transaction. A share-based payment 

transaction in which the entity receives goods or services: 

1. As consideration for its own equity instruments (including shares or share options); 

or 

2. Where it has no obligation to settle the transaction with the supplier. 

 Fair value. The price that would be received to sell an asset or paid to 

transfer a liability in an orderly transaction between market participants at 

the measurement date. 
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DEFINITIONS OF TERMS 
 Measurement date. The date at which the fair value of the equity 

instruments granted is measured for the purposes of IFRS 2. For transactions 

with employees and others providing similar services, the measurement 

date is grant date. For transactions with parties other than employees (and 

those providing similar services), the measurement date is the date the 

entity obtains the goods or the counterparty renders service. 

 Puttable financial instruments. Shares which the holders can “put” (sell) 

back to the issuing entity; that is, the holders can require that the entity 

repurchases the shares at defined amounts that can include fair value. 
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RECOGNITION AND MEASUREMENT 
 

 The IASB defines equity as the resulting net difference between total assets 

and total liabilities. Therefore, no recognition requirements for equity have 

been included in the IFRS. 
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RECOGNITION AND MEASUREMENT 
 

 The issuance of IFRS 2, which thoroughly addresses the accounting for 

share-based payments, was a major step forward in this respect. 
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PRESENTATION AND DISCLOSURE 
 

 Equity includes reserves such as statutory or legal reserves, general reserves 

and contingency reserves and revaluation surplus.  

 

 IAS 1 categorises shareholders’ interests in three broad subdivisions: 

• Issued share capital; 

• Retained earnings (accumulated profits or losses); and 

• Other components of equity (reserves). 
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PRESENTATION AND DISCLOSURE 
 Types of Shares 

 

Ownership interest in an entity is made up of ordinary (common) shares and, 

optionally, preferred (preference) shares. The ordinary shares represent the 

residual risk-taking ownership of the corporation after the satisfaction of all 

claims of creditors and senior classes of equity. 
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PRESENTATION AND DISCLOSURE 
 Types of Shares 

 

Preferred shareholders are owners who have certain rights that are superior to 

those of common shareholders. 
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PRESENTATION AND DISCLOSURE 
 Types of Shares 

 

Preferences as to earnings exist when the preferred shareholders have a 

stipulated dividend rate (expressed either as a euro amount or as a 

percentage of the preferred share’s par or stated value). Preferences as to 

assets exist when the preferred shares have a stipulated liquidation value.  

 

If a corporation were to liquidate, the preferred holders would be paid a 

specific amount before the ordinary shareholders would have a right to 

participate in any of the proceeds. 
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PRESENTATION AND DISCLOSURE 
 Types of Shares 

 

In practice, preferred shares are more likely to have preferences as to earnings 

than as to assets. Some classes of preferred shares may have both preferential 

rights, although this is rarely encountered. Preferred shares may also have the 

following features: 

• Participation in earnings beyond the stipulated dividend rate; 

• A cumulative feature, affording the preferred shareholders the protection 

that their dividends in arrears, if any, will be fully satisfied before the ordinary 

shareholders participate in any earnings distribution; and 

• Convertibility or callability by the entity. 

Mohammed ALASHI 

19 



PRESENTATION AND DISCLOSURE 
 Types of Shares 

 

 

In exchange for the preferences, the preferred shareholders’ rights or 

privileges are limited.  

For instance, the right to vote may be limited to ordinary shareholders. The 

most important right denied to the preferred shareholders, however, is the right 

to participate without limitation in the earnings of the corporation. 
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PRESENTATION AND DISCLOSURE 
 Types of Shares 

 

Occasionally, several classes of share capital will be categorised as ordinary 

(e.g., ClassA ordinary, Class B ordinary, etc.). Since there can be only one class 

of shares that constitutes the true residual risk-taking equity interest in a 

corporation, it is clear that the other classes, even though described as 

ordinary shares, must in fact have some preferential status.  

Not uncommonly, these preferences relate to voting rights, as when a control 

group holds ordinary shares with “super voting” rights (e.g., 10 votes per share). 

The rights and responsibilities of each class of shareholder, even if described as 

ordinary, must be fully disclosed in the financial statements. 

Mohammed ALASHI 

21 



PRESENTATION AND DISCLOSURE 
 Presentation and Disclosures Relating to Share Capital 

 

The number or amount of shares authorised, issued and outstanding. 
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PRESENTATION AND DISCLOSURE 
 Presentation and Disclosures Relating to Share Capital 

 

Capital not yet paid in (or unpaid capital). In an initial public offering (IPO), 

subscribers may be asked initially to pay in only a portion of the par value, with 

the balance due in instalments, which are known as calls.  

 

Thus, it is possible that at the end of the reporting period a certain portion of the 

share capital has not yet been paid in. The amount not yet collected must be 

shown as a contra (i.e., a deduction) in the equity section, since that portion 

of the subscribed capital has yet to be issued. 
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PRESENTATION AND DISCLOSURE 
 Presentation and Disclosures Relating to Share Capital 

 

Capital not yet paid in (or unpaid capital).  

IAS 1 requires that a distinction be made between shares that have been 

issued and fully paid, on the one hand, and those that have been issued but 

not fully paid, on the other hand.  

 

The number of shares outstanding at the beginning and at the end of each 

period presented must also be reconciled. 
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PRESENTATION AND DISCLOSURE 
 Presentation and Disclosures Relating to Share Capital 

 

Par value per share. This is also generally referred to as legal value or face 

value per share. 

 

Par value is the smallest unit of share capital that can be acquired unless the 

prospectus permits fractional shares (which is very unusual for commercial 

entities). 
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PRESENTATION AND DISCLOSURE 
 Presentation and Disclosures Relating to Share Capital 

 

 

Movements in share capital accounts during the year. This information is usually 

disclosed in the financial statements or the footnotes to the financial 

statements, generally in a tabular or statement format, although in some 

circumstances merely set forth in a narrative. 
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PRESENTATION AND DISCLOSURE 
 Presentation and Disclosures Relating to Share Capital 

 

 

Rights, preferences and restrictions with respect to the distribution of dividends 

and to the repayment of capital. When there is more than one class of share 

capital having varying rights, adequate disclosure of the rights, preferences 

and restrictions attached to each such class of share capital will enhance 

understandability of the information provided by the financial statements. 
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PRESENTATION AND DISCLOSURE 
 Presentation and Disclosures Relating to Share Capital 

 

 

Cumulative preference dividends in arrears. If an entity has preferred shares 

outstanding, and does not pay cumulative dividends on the preference shares 

annually when due, it will be required by statute to pay such arrears in later 

years, before any distributions can be made on common (ordinary) shares. 
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PRESENTATION AND DISCLOSURE 
 Presentation and Disclosures Relating to Share Capital 

 

Treasury shares. Shares that are issued but then reacquired by a company are 

referred to as treasury shares. The entity’s ability to reacquire shares may be 

limited by its corporate charter or by covenants in its loan and/or preferred 

share agreements (for example, it may be restricted from doing so as long as 

bonded debt remains outstanding) or by local legislation. 
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PRESENTATION AND DISCLOSURE 
 Presentation and Disclosures Relating to Share Capital 

 

IAS 1 requires that shares in the entity held in its treasury or by its subsidiaries be 

identified for each category of share capital and be deducted from 

contributed capital.  

IAS 32 states that the treasury share acquisition transaction is to be reported in 

the statement of changes in equity.  

 

When later resold, any difference between acquisition cost and ultimate 

proceeds represents a change in equity, and is therefore not to be considered 

a gain or loss to be reported in the statement of comprehensive income. 
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PRESENTATION AND DISCLOSURE 
 Presentation and Disclosures Relating to Share Capital 

 

Shares reserved for future issuance under options and sales contracts, 

including the terms and amounts. 
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PRESENTATION AND DISCLOSURE 
 Presentation and Disclosures Relating to Other Equity 

 

 Capital contributed in excess of par value. 
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PRESENTATION AND DISCLOSURE 
 Presentation and Disclosures Relating to Other Equity 

 

Revaluation reserve. When a company carries property, plant and equipment 

or intangible assets under the revaluation model, as is permitted by IAS 16 and 

IAS 38 (revaluation to fair value), the difference between the cost (net of 

accumulated depreciation) and the fair value is recognised in other 

comprehensive income and accumulated in equity. 
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PRESENTATION AND DISCLOSURE 
 Presentation and Disclosures Relating to Other Equity 

 

Reserves. Reserves include capital reserves as well as revenue reserves. Also, 

statutory reserves and voluntary reserves are included under this category.  

Finally, special reserves, including contingency reserves, are included herein.  

The use of general reserves and statutory reserves, once common or even 

required under company laws in many jurisdictions, is now in decline. 
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PRESENTATION AND DISCLOSURE 
 Presentation and Disclosures Relating to Other Equity 

 

Retained earnings. By definition, retained earnings represent an entity’s 
accumulated profits (or losses) less any distributions that have been made 
therefrom. 

However, based on provisions contained in IFRS, other adjustments are also 
made to the amount of retained earnings. IAS 8 requires the following to be 
shown as adjustments to retained earnings: 

1. Correction of accounting errors that relate to prior periods should be 
reported by adjusting the opening balance of retained earnings. Comparative 
information should be restated, unless it is impracticable to do so. 

2. The adjustment resulting from a change in accounting policy that is to be 
applied retrospectively should be reported as an adjustment to the opening 
balance of retained earnings. Comparative information should be restated 
unless it is impracticable to do so. 
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PRESENTATION AND DISCLOSURE 
 Presentation and Disclosures Relating to Other Equity 

 

 

Disclosure of dividends proposed but not formally approved is required by 

IAS1.  

Dividends declared after the end of the reporting period, but prior to the 

issuance of the financial statements, must be disclosed but cannot be formally 

recognised via a charge against retained earnings. Also, the amount of any 

cumulative preference dividends not recognised as charges against 

accumulated profits must be disclosed (i.e., arrears), either parenthetically or 

in the footnotes. 
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SHARE ISSUANCES AND RELATED MATTERS 

 Accounting for the issuance of shares 
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