
International Accounting 

and Financial Reporting 
Ass. Prof. Mohammed ALASHI

Mohammed ALASHI

1



ACCOUNTING POLICIES, CHANGES IN 

ACCOUNTING ESTIMATES,AND ERRORS

 Introduction

 Scope

 Definitions of Terms

 Importance of Comparability and Consistency in Financial Reporting

 Accounting Policy

 Selecting Accounting Policies

Mohammed ALASHI

2



ACCOUNTING POLICIES, CHANGES IN 

ACCOUNTING ESTIMATES,AND ERRORS

 Changes in Accounting Policies

Applying changes in accounting policies

Retrospective application

Impracticability exception

Changes in amortisation method

 Changes in Accounting Estimates

 Correction of Errors

Impracticability exception

 Future Developments

 US GAAP Comparison

Mohammed ALASHI

3



INTRODUCTION

 It is self-evident that a true picture of an entity’s performance only emerges 

after a series of financial periods’ results have been reported and reviewed.

 The information set out in an entity’s financial statements over a period of 

years must, accordingly, be comparable if it is to be of value to the users of 

those statements.
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INTRODUCTION

 Lack of comparability among entities and within a given entity over time 

can result because of changes in the assumptions and estimates underlying 

the application of the accounting principles and methods, from changes in 

the details of acceptable principles made by a promulgating authority, 

such as an accounting standard-setting body, and for numerous other 

reasons.
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INTRODUCTION

 While there is no preventing these various factors from causing changes to 

occur, it is important that changes be made only when they result in 

improved financial reporting, or when necessitated by the imposition of 

new financial reporting requirements.
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INTRODUCTION

 Whatever the reason for introducing change, and hence the risk of non-

comparability, to the financial reporting process, adequate disclosures 

must be made to achieve transparency in financial reporting so that users 

of the financial statements are able to comprehend the effects and 

compensate for them in performing financial analysis.
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INTRODUCTION

 In the preparation of financial statements there is an underlying 

presumption that an accounting policy, once adopted, should not be 

changed, but rather be uniformly applied in accounting for events and 

transactions of a similar type.
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INTRODUCTION

 presumption that an entity should not change an accounting policy may 

be overcome only if the reporting entity can justify the use of an alternative 

acceptable accounting policy on the basis that it is preferable under the 

circumstances.
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INTRODUCTION

 The IASB’s Improvements Project resulted in significant changes being 

made to IAS8. 

 It now requires retrospective application of voluntary changes in 

accounting policies and retrospective restatement to correct prior period 

errors with the earliest reported retained earnings balance being adjusted 

for any effects of a voluntary change in an accounting policy or of a 

correction of an error on earlier years.
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INTRODUCTION

 As amended, IAS 8 incorporates the material formerly found in SIC 18, 

Consistency— Alternative Methods, which requires that an entity select and 

apply its accounting policies for a period consistently for similar 

transactions, other events and conditions, unless a standard or an 

interpretation specifically requires or permits categorisation of items for 

which different policies may be appropriate, in which case an appropriate 

accounting policy shall be selected and applied consistently to each 

category. 
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INTRODUCTION

 Simply stated, the expectation is that, in the absence of changes in 

promulgated standards, or changes in the character of the transactions 

being accounted for, the reporting entity will continue to use accounting 

policies from one period to the next without change, and use them for all 

transactions and events within a given class or category without exception.
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INTRODUCTION

 Sources of IFRS

IAS 1, IAS 8
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SCOPE

 IAS 8 is applied in the selection of accounting policies and in accounting 

for changes in accounting policies, changes in estimates and corrections of 

prior year errors.

 This chapter addresses the criteria for selecting and changing accounting 

policies, together with the accounting treatment and disclosure of changes 

in accounting policies, changes in accounting estimates and corrections of 

errors in accordance with IAS 8.
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DEFINITIONS OF TERMS

 Accounting policies. Specific principles, bases, conventions, rules and 
practices adopted by an entity in preparing and presenting financial 
statements. Management is required to adopt accounting policies that 
result in a fair, full and complete presentation of the financial position, 
performance and cash flows of the reporting entity.

 Change in accounting estimate. An adjustment of the carrying amount of 
an asset or liability, or related expense, resulting from reassessing the 
present status of, and expected future benefits and obligations associated 
with, that asset or liability. Prospective application applies to changes in 
estimates resulting from new information or new developments (which, 
therefore, are not corrections of errors). The use of reasonable estimates is 
an essential part of the financial statement preparation process and does 
not undermine their reliability.
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DEFINITIONS OF TERMS

 Change in accounting policy. A change in accounting policy that either 

(1) is required by an IFRS or (2) is a change that results in the financial 

statements providing faithfully represented and more relevant information 

about the effects of transactions, other events or conditions on the entity’s 

financial position, financial performance or cash flows.
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DEFINITIONS OF TERMS

 Impracticable. Applying a requirement is impracticable when the entity cannot 

apply it after making every reasonable effort to do so. For management to 

assert that it is impracticable to apply a change in an accounting policy 

retrospectively or to make a retrospective restatement to correct an error, one 

or more of the following conditions must be present: (1) after making every 

reasonable effort the effect of the retrospective application or restatement is 

not determinable; (2) the retrospective application or restatement requires 

assumptions regarding what management’s intent would have been in that 

period; or (3) the retrospective application or retrospective restatement requires 

significant estimates of amounts and it is impossible to develop objective 

information that would have been available at the time the original financial 

statements for the prior period (or periods) were authorised for issue to provide 

evidence of circumstances which existed at that time regarding the amounts to 

be measured, recognised and/or disclosed by retrospective application.
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DEFINITIONS OF TERMS

 International Financial Reporting Standards (IFRS). Standards and 

Interpretations adopted by the International Accounting Standards Board 

(IASB). They comprise International Financial Reporting Standards, 

International Accounting Standards (IAS), and Interpretations developed 

by the International Financial Reporting Interpretations Committee (IFRIC) 

or the former Standing Interpretations Committee (SIC).

 Material. Omissions or misstatements of items are material if they could, 

individually or collectively, influence the economic decisions that users 

make on the basis of the financial statements. Materiality depends on the 

size and nature of the omission or misstatement judged in the surrounding 

circumstances.
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DEFINITIONS OF TERMS

 Prior period errors. Omissions from, and misstatements in, the entity’s financial 
statements for one or more prior periods arising from a failure to use, or misuse 
of, reliable information that (1) was available when financial statements for 
those periods were authorised for issue, and (2) could reasonably be expected 
to have been obtained and taken into account in the preparation and 
presentation of those financial statements. Such errors include the effects of 
mathematical mistakes, mistakes in applying accounting principles, oversight or 
misuse of available facts, use of unacceptable GAAP and fraud.

 Prospective application. The method of reporting a change in accounting 
policy and of recognising the effect of a change in an accounting estimate, 
respectively, by (1) applying the new accounting policy to transactions, other 
events and conditions occurring after the date as at which the policy is 
changed, and (2) recognising and disclosing the effect of the change in the 
accounting estimate in the current and future periods affected by the change.
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DEFINITIONS OF TERMS

 Retrospective application. Applying a new accounting policy to past 

transactions, other events and conditions as if that policy has always been 

applied.

 Retrospective restatement. Correcting the recognition, measurement and 

disclosure of amounts of elements of financial statements as if a prior period 

error had never occurred.

Mohammed ALASHI

20



IMPORTANCE OF COMPARABILITY AND 

CONSISTENCY IN FINANCIAL REPORTING

 Accounting principles—whether various IFRS or national GAAP—have long 

held that an important objective of financial reporting is to encourage 

comparability among financial statements produced by essentially similar 

entities. 
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IMPORTANCE OF COMPARABILITY AND 

CONSISTENCY IN FINANCIAL REPORTING

 This is necessary to facilitate informed economic decision making by 

investors, creditors, regulatory agencies, vendors, customers, prospective 

employees, joint venturers and others.
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IMPORTANCE OF COMPARABILITY AND 

CONSISTENCY IN FINANCIAL REPORTING

 It is, however, inappropriate for an entity to continue accounting for 

transactions in the same manner if the policies adopted lack the qualitative 

characteristics of relevance and reliability. 
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IMPORTANCE OF COMPARABILITY AND 

CONSISTENCY IN FINANCIAL REPORTING

 Thus, if more reliable and relevant accounting policy alternatives exist, it is 

better for the entity to change its methods of accounting for defined 

classes of transactions with, of course, adequate disclosure of both the 

nature of the change and of its effects.
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ACCOUNTING POLICY

 In accordance with IAS 1, the reporting entity’s management is responsible 

for selecting and applying accounting policies which:

1. Present fairly financial position, results of operations and cash flows of an entity, as 

required by IFRS;

2. Present information in a manner that provides relevant, reliable, comparable and 

understandable information;

3. Provide additional disclosures where necessary to enable users to understand the 

impact of particular transactions, other events and conditions on the entity’s 

financial position and performance.
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ACCOUNTING POLICY

 In accordance with IAS 1, the reporting entity’s management is responsible 

for selecting and applying accounting policies which:

1. Present fairly financial position, results of operations and cash flows of an entity, as 

required by IFRS;

2. Present information in a manner that provides relevant, reliable, comparable and 

understandable information;

3. Provide additional disclosures where necessary to enable users to understand the 

impact of particular transactions, other events and conditions on the entity’s 

financial position and performance.
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ACCOUNTING POLICY

 Under IFRS, management is required to disclose, in the notes to the financial 

statements, a description of all significant accounting policies of the 

reporting entity.
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SELECTING ACCOUNTING POLICIES

 IFRS also provide guidance to assist management in applying their 

requirements.

 Improvements to IFRS, published in May 2008, clarified that only guidance 

which is an integral part of IFRS is mandatory. Guidance which is not an 

integral part of IFRS does not provide requirements for financial statements.
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SELECTING ACCOUNTING POLICIES

 When there is not any IFRS standard or Interpretation which specifically 

applies to an item in the financial statements, transaction, other event or 

condition, management must use judgement in developing and applying 

an accounting policy. 
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SELECTING ACCOUNTING POLICIES

 This should result in information which is both:

1. Relevant to the decision-making needs of users; and

2. Reliable in the sense that the resulting financial statements—

a. Will represent faithfully the financial position, performance and cash flows of the entity;

b. Will reflect the economic substance of transactions, other events and conditions, and not 

merely their legal form;

c. Are neutral (i.e., free from bias);

d. Are prudent; and

e. Are complete in all material respects.
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SELECTING ACCOUNTING POLICIES

 In making this judgement, management must give consideration to the 

following sources, listed in descending order of significance:

1. The requirements in IFRS and in Interpretations dealing with similar and related 

issues; and

2. The definitions, recognition criteria and measurement concepts for assets, 

liabilities, income and expenses set out in the Framework.
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CHANGES IN ACCOUNTING POLICIES

 According to IAS 8, the term accounting policy includes the accounting 

principles, bases, conventions, rules and practices used. For example, a 

change in inventory costing from “weighted-average” to “first-in, first-out” 

would be a change in accounting policy.
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CHANGES IN ACCOUNTING POLICIES

 Changes in accounting policy are permitted if:

1. The change is required by a standard or an interpretation; or

2. The change will result in a more relevant and reliable presentation of events or 

transactions in the financial statements of the entity.
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CHANGES IN ACCOUNTING POLICIES

 IAS 8 does not regard the following as changes in accounting policies:

1. The adoption of an accounting policy for events or transactions that differ in 

substance from previously occurring events or transactions; and

2. The adoption of a new accounting policy to account for events or transactions 

that did not occur previously or that were immaterial in prior periods.
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CHANGES IN ACCOUNTING POLICIES

 Applying changes in accounting policies

Generally, IAS 8 provides that a change in an accounting policy should be reflected 

in financial statements by retrospective application to all prior periods presented as 

if that policy had always been applied, unless it is impracticable to do so.
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CHANGES IN ACCOUNTING POLICIES

 An entity should account for a change in accounting policy as follows:

1. In general, initial application of an IFRS should be accounted for in accordance 

with the specific transitional provisions, if any, in that IFRS.

2. Initial application of an IFRS that does not include specific transitional provisions 

applying to that change should be applied retrospectively.

3. Voluntary changes in accounting policy should be applied retrospectively.
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CHANGES IN ACCOUNTING POLICIES

 Retrospective application

 In accordance with IAS 8, retrospective application of a new accounting 

policy involves

(1)adjusting the opening balance of each affected component of equity for the 

earliest prior period presented, and 

(2) presenting other comparative amounts disclosed for each prior period as if the 

new accounting policy had always been applied.
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CHANGES IN ACCOUNTING POLICIES

 Retrospective application is accomplished by the following steps. At the 

beginning of the preceding period presented in the financial statements,

Step 1—Adjust the carrying amounts of assets and liabilities for the cumulative effect 

of changing to the new accounting principle on periods prior to those presented in 

the financial statements.

Step 2—Offset the effect of the adjustment in Step 1 (if any) by adjusting the 

opening balance of each affected component of equity (usually opening balance 

of retained earnings). For each individual prior period that is presented in the 

financial statements,

Step 3—Adjust the financial statements for the effects of applying the new 

accounting policy to that specific period.
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CHANGES IN ACCOUNTING POLICIES
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CHANGES IN ACCOUNTING POLICIES

 Indirect effects. Changing accounting policies sometimes results in indirect 

effects from legal or contractual obligations of the reporting entity, such as 

profit sharing or royalty arrangements that contain monetary formulae 

based on amounts in the financial statements.

For example, if an entity had an incentive compensation plan that required it to 

contribute 15% of its pre-tax income to a pool to be distributed to its employees, the 

adoption of a new accounting policy could potentially require the entity to provide 

additional contributions to the pool computed.
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CHANGES IN ACCOUNTING POLICIES

 Impracticability exception

Comparative information presented for a particular prior period need not be 

restated if doing so is impracticable. IAS 8 includes a definition of 

“impracticability” (see Definitions of Terms in this chapter) and guidance on its 

interpretation. 

The standard states that applying a requirement is impracticable when the 

entity cannot apply it after making every reasonable effort to do so.
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CHANGES IN ACCOUNTING POLICIES

 Impracticability exception: In order for management to assert that it is impracticable to 
retrospectively apply the new accounting principle, one or more of the following 
conditions must be present:

1. Management has made every reasonable effort to determine the retrospective adjustment 
and is unable to do so because the effects of retrospective application are not determinable 
(e.g., where the information is not available because it was not captured at the time).

2. If it were to apply the new accounting policy retrospectively, management would be required 
to make assumptions regarding its intent in a prior period that would not be able to be 
independently substantiated.

3. If it were to apply the new accounting policy retrospectively, management would be required 
to make significant estimates of amounts for which it is impossible to develop objective 
information that would have been available at the time the original financial statements for the 
prior period (or periods) were issued to provide evidence of circumstances that existed at that 
time regarding the amounts to be measured, recognised and/or disclosed by retrospective 
application.
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CHANGES IN ACCOUNTING POLICIES
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CHANGES IN ACCOUNTING POLICIES
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CHANGES IN ACCOUNTING ESTIMATES

 IAS 8 requires that changes in estimates be recognised prospectively by 

including them in profit or loss in:

1. The period of change if the change affects that period only; or

2. The period of change and future periods if the change affects both.
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CHANGES IN ACCOUNTING ESTIMATES

 For example, on January 1, 20XX, a machine purchased for €10,000 was 

originally estimated to have a 10-year useful life, and a salvage value of 

€1,000. On January 1, 20XX+5 (five years later), the asset is expected to last 

another 10 years and have a salvage value of €800. As a result, both the 

current period (the year ending December 31, 20XX+5) and subsequent 

periods are affected by the change.

Mohammed ALASHI

46



CHANGES IN ACCOUNTING ESTIMATES

 According to IAS 8, when it is difficult to distinguish a change in an 

accounting policy from a change in an accounting estimate, the change is 

treated as a change in an accounting estimate.
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CORRECTION OF ERRORS

 Under revised IAS 8, therefore, the only permitted treatment is 

“retrospective restatement” as a prior period adjustment (subject to an 

exception when doing so is impracticable, as described below). 

 Prior periods must be restated to report financial position and financial 

performance as they would have been reported had the error never arisen.
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CORRECTION OF ERRORS

 An error arises only where information available, which should have been 

taken into account, was ignored or misinterpreted.
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CORRECTION OF ERRORS

 Errors are defined by revised IAS 8 as omissions from and other 

misstatements of the entity’s financial statements for one or more prior 

periods which are discovered in the current period and relate to reliable 

information which (1) was available when those prior period financial 

statements were prepared, and (2) could reasonably be expected to have 

been obtained and taken into account in the original preparation and 

presentation of those financial statements. Errors include the effects of 

mathematical mistakes, mistakes in applying accounting policies, 

oversights or misinterpretations of facts and the effects of financial 

reporting fraud.
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CORRECTION OF ERRORS

 An entity should correct material prior period errors retrospectively in the 

first set of financial statements authorised for issue after their discovery by 

(1) “restating the comparative amounts for the prior periods presented in 

which the error occurred or (2) if the error occurred before the earliest prior 

period presented (beginning of the preceding period), restating the 

opening balances of assets, liabilities and equity for the earliest prior period 

presented.”
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CORRECTION OF ERRORS

 Restatement consists of the following steps:

Step 1—Adjust the carrying amounts of assets and liabilities at the beginning of the 

first period presented (beginning of the preceding period) in the financial 

statements for the amount of the correction on periods prior to those presented in 

the financial statements.

Step 2—Offset the amount of the adjustment in Step 1 (if any) by adjusting the 

opening balance of retained earnings (or other components of equity or net assets, 

as applicable to the reporting entity) for that period.

Step 3—Adjust the financial statements of each individual prior period presented for 

the effects of correcting the error on that specific period (referred to as the 

periodspecific effects of the error).

Mohammed ALASHI

52



CORRECTION OF ERRORS
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 Example of the correction of a material error

Assume that Exemplum had overstated its depreciation expense by €50,000 in 

20XX-2 and €40,000 in 20XX-1, both due to mathematical mistakes. The errors 

affected both the financial statements and the income tax returns in 20XX-2 

and 20XX-1 and are discovered in 20XX.

Assuming a flat 40% income tax rate and ignoring the effects of penalties and 

interest that would be assessed on the amended income tax returns, the 

following adjustment would be made to assets and liabilities at 1 January 

20XX-1:



CORRECTION OF ERRORS
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CORRECTION OF ERRORS
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CORRECTION OF ERRORS
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 When restating previously issued financial statements, management is to 

disclose:

1. The fact that the financial statements have been restated;

2. The nature of the error;

3. The effect of the restatement on each line item in the financial statements; and

4. The cumulative effect of the restatement on retained earnings (or other 

applicable components of equity or net assets).



CORRECTION OF ERRORS
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 When an accounting error is being corrected, the reporting entity is to 

disclose the following:

1. The nature of the error;

2. The amount of the correction for each prior period presented;

3. The amount of the correction relating to periods prior to those presented in 
comparative information; and

4. That comparative information has been restated, or that the restatement for a 

particular prior period has not been made because it would require undue cost or 

effort.



FUTURE DEVELOPMENTS

 The IASB started with a project to clarify the distinction between a change 

in accounting policy and a change in an accounting estimate by making 

those two definitions more distinct and concise.
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US GAAP COMPARISON

 There is no single standard that addresses accounting policies in US GAAP 

similar to IAS 8. However, similar to IFRS, accounting policies must be in 

accordance with existing GAAP and be applied consistently.

 One significant difference from IFRS is that the FASB Concepts Statements, 

the equivalent of the IFRS Framework, do not establish accounting 

standards or disclosure practices for particular items and are not US GAAP. 

 Under US GAAP, the accounting policies for subsidiaries do not need to be 

uniform.
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