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IFRS 18: An Overview
of Key Areas and
Implications for

Financial Reporting

Introduction

The International Financial Reporting Standard (IFRS) 18, issued in April 2024,
represents a significant development in the presentation and disclosure
requirements of financial statements. Effective for reporting periods beginning
on or after 1 January 2027, IFRS 18 supersedes IAS 1, marking a pivotal shift in
how entities present their financial information. This article provides an in-
depth exploration of the standard's key aspects, implications, and the expected
impact on financial reporting practices.
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Objective and Scope

The primary objective of IFRS 18 is to establish comprehensive
requirements for the presentation and disclosure of financial information,
ensuring that financial statements provide relevant and faithfully
represented information about an entity's financial position and
performance. The standard applies to all entities preparing general
purpose financial statements in accordance with IFRS, regardless of
industry or size.

Key Definitions and Concepts

IFRS 18 introduces several critical definitions that underpin the standard’s
framework:

« Aggregation and Disaggregation: These concepts involve the combining
or separating of financial statement items based on shared or distinct
characteristics, ensuring clarity and relevance in financial reporting.

» General Purpose Financial Reports and Statements: IFRS 18 defines these
as reports that provide financial information useful to primary users in
making decisions related to providing resources to the entity.

« Material Information: Information is considered material if its omission,
misstatement, or obscuring could influence the decisions of users of
financial statements.

General Requirements for Financial Statements

IFRS 18 emphasizes the importance of providing a complete set of financial
statements, comprising:

« A statement of financial performance for the reporting period.

« A statement of financial position as at the end of the reporting period.
« A statement of changes in equity for the reporting period.

« A statement of cash flows for the reporting period.

» Notes to the financial statements for the reporting period.

« Comparative information for preceding periods, as specified by the
standard.

Each of these components, referred to as "primary financial statements,"
must be presented with equal prominence, ensuring a comprehensive and
transparent view of the entity's financial status.
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IFRS 18 introduces structured summaries for financial statements,
assigning distinct and complementary roles to both primary financial
statements and accompanying notes. The primary statements provide a
structured summary of the entity's financial information, while the notes
offer additional material information necessary for a full understanding of
the financial data presented.

The standard also mandates clear identification and presentation of
financial statements, with specific information such as the name of the
reporting entity, reporting period, presentation currency, and level of
rounding prominently displayed.

Aggregation and Disaggregation

A critical aspect of IFRS 18 is the requirement for entities to aggregate or
disaggregate information in their financial statements based on shared or
distinct characteristics. This approach prevents the obscuring of material
information and ensures that financial statements provide a clear and
accurate representation of an entity’s financial position and performance.

Statement of Profit or Loss

IFRS 18 requires that all items of income and expense be included in the
statement of profit or loss, classified into one of five categories:

Operating category

Investing category

Financing category

Income taxes category
Discontinued operations category

Entities with specified main business activities must carefully assess and
classify income and expenses accordingly, ensuring that the financial
statements accurately reflect the nature of the entity's operations.

Statement of Financial Position

The standard requires entities to present a classified statement of financial
position, separating current and non-current assets and liabilities unless a
presentation based on liquidity provides a more useful summary. This
classification aids users in assessing the entity’s liquidity, solvency, and
financial flexibility.
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Statement of Changes in Equity

IFRS 18 mandates a detailed statement of changes in equity, showing total
comprehensive income for the period, the effects of any retrospective application of
accounting policies or restatements, and reconciliations between the beginning and
ending balances for each component of equity. This transparency is crucial for
understanding the factors influencing changes in equity over the reporting period.

Conclusion

IFRS 18 represents a comprehensive overhaul of the presentation and disclosure
requirements for financial statements, with the aim of enhancing transparency,
comparability, and usefulness for users. As the effective date approaches, entities
must thoroughly understand the standard's implications and prepare for a smooth
transition. The adoption of IFRS 18 will require meticulous planning and
adjustments to existing reporting processes, but it also offers an opportunity to
improve the clarity and relevance of financial statements, ultimately benefiting
stakeholders and enhancing trust in financial reporting.
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