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IAS 8  Accounting Policies, Changes in Accounting Estimates and Errors 

 

SCOPE   

 

1. Selection and application of accounting policies 
2. Accounting for changes in accounting policies 
3. Accounting for changes in accounting estimates 
4. Accounting for correction of prior period errors 

 

DEFINITIONS   

 

Accounting 
Policies 

Change in accounting 
estimates 

Prior Period errors 

are the specific 
principles, bases, 
conventions, rules 
and practices 
applied by an 
entity in preparing 
and presenting 
financial 
statements. 

is an adjustment of the 
carrying amount of an 
asset or a liability, or the 
amount of the periodic 
consumption of an 
asset, that results from 
the assessment of the 
present status of, and 
expected future benefits 
and obligations 
associated with, assets 
and liabilities. Changes 
in accounting estimates 
result from new 
information or new 
developments and, 
accordingly, are not 
corrections of errors. 

are 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: 
(a) was available when financial statements for 

those periods were authorised for issue; and 
(b) 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 policies, 
oversights or misinterpretations of facts, and fraud. 

 

EXAMPLE 8A 

While preparing financial statements of Bilal Limited (BL), you noted the following points: 
(a) BL changed its accounting for land and buildings from cost model to revaluation model. 
(b) The useful life of plant was revised downwards following impairment loss. 
(c) The depreciation method for depreciating furniture was changed from straight line method 

to reducing balance method. 
(d) The cost formula used for valuation of inventories was changed from FIFO to weighted 

average. 
(e) It was discovered that last year company’s inventory sheets were under-casted. 
(f) It was discovered that actual NRV of inventory was much lower than expected. 
 
Required 
Whether the above are changes in accounting policies, accounting estimates or errors.  
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ACCOUNTING POLICIES   

 

SELECTION & APPLICATION 

Specific IFRS 
applies to a 
transaction / 
event 

The accounting policy or policies applied to that item shall be determined by 
applying the IFRS considering any relevant implementation guidance. Those 
policies need not be applied when the effect of applying them is immaterial. 

No specific 
IFRS applies to 
a transaction / 
event 

management shall use its judgment in developing and applying an accounting 
policy that results in information that is: 
(i) relevant 
(ii) reliable (faithful, reflecting the substance, neutral, prudent & complete) 
 
In making such judgment, the management should consider following sources: 
(a) IFRS dealing with similar and related issues; and 
(b) Framework to IFRSs; and 
(c) Recent pronouncement of other standard-setting bodies. 

Accounting policies should be applied consistently unless required or permitted by IFRSs. 

 

CHANGES IN ACCOUNTING POLICIES   

 

CHANGE 

When to 
change? 

An entity shall change an accounting policy only if the change: 
(a) is required by an IFRS; or 
(b) results in the financial statements providing reliable and more relevant 

information. 

Not a 
change in 
accounting 
policies 

The following are NOT changes in accounting policies: 
(a) the application of an accounting policy for transactions and events that differ 

in substance from those previously occurring; and 
(b) the application of a new accounting policy  for transactions and events that 

did not occur previously or were immaterial. 

 

APPLICATION OF IAS 8 

Exemption 
from IAS 8 

The initial application of revaluation model under IAS 16 or IAS 38 shall be dealt in 
accordance with IAS 16 or IAS 38 respectively, and not in accordance with IAS 8. 

Transitional 
provisions 
 

The initial application of an IFRS may result in change in accounting policy, which 
should be accounted for in accordance with Transitional Provisions of that IFRS. 

When IAS 8 
applies? 
 

If the IFRS does not include any transitional provisions or the change in accounting 
policy is voluntary, the following requirements of IAS 8 shall be applied. 
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ACCOUNTING TREATMENT UNDER IAS 8 

Retrospective 
Application 
 

Change in accounting policy shall be applied retrospectively except to the 
extent that it is impracticable to determine either period specific effects or 
cumulative effect of change. 
 
Retrospective application has three steps: 
(a) Apply new policy in current periods. 
(b) Apply new policy in comparative period as if in comparative period the new 

policy was applicable. 
(c) For periods before the comparative period, adjust the opening balance of 

each affected component of equity for the earliest prior period presented 
and other comparative amounts disclosed, as if new policy had always 
been applied. 

Partial 
Retrospective 
Application 

When it is impracticable to determine the period specific effects for one or more 
prior periods, the entity shall apply the new accounting policy as at the beginning 
of earliest period for which retrospective application is practicable (which may be 
current period) and shall make a corresponding adjustment to the opening 
balance of each affected component of equity for that period. 

Prospective 
Application 

When it is impracticable to determine the cumulative effect, the new policy 
should be applied prospectively. 

 

EXAMPLE 8B 

G Ltd adopted IFRSs from the beginning of year 2012. As a consequence, G Ltd changed its 
accounting policy for the treatment of borrowing costs that are directly attributable to the 
acquisition of a hydroelectric power station under construction for use by G Ltd. In previous 
periods, G Ltd had charged such costs as an expense. G Ltd has now decided to capitalise these 
costs, rather than treating them as an expense as a result of adopting IAS 23 and its transitional 
provisions. 
 
G Ltd expensed borrowing costs directly related to construction of qualifying asset incurred of 
$2,600 during 2011 and $5,000 in 2010 and $4,000 in 2009. G Limited accounting records for 
2012 show profit before tax of $27,000 (after deducting $3,000 borrowing costs relating to 
qualifying assets). The income tax is $8,100. G Ltd has not yet recognised any depreciation on the 
power station because it is not yet in use.  
 
In 2011, G Limited reported: 
 $ 
Profit before interest and tax 20,600 
Interest expense (all on qualifying assets) (2,600) 

Profit before tax 18,000 
Tax (5,400) 

Profit 12,600 

 
Year 2011 reported retained earnings was $20,000 and closing retained earnings was $32,600. G 
Ltd.’s tax rate was 30% for 2012, 2011 and prior periods. G Ltd had $10,000 of share capital 
throughout, and no other components of equity except for retained earnings. 
 
Required: 
Relevant extracts of financial statements. 
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CHANGES IN ACCOUNTING ESTIMATES   

 

Introduction 

As a result of the uncertainties inherent in business activities, many items in 
financial statements cannot be measured with precision but can only be 
estimated. An estimate may need revision if changes occur in the 
circumstances on which the estimate was based or as a result of new 
information or more experience. By its nature, the revision of an estimate does 
not relate to prior periods and is not the correction of an error. 

In case of 
confusion 

A change in the measurement basis applied is a change in an accounting 
policy, and is not a change in an accounting estimate. 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. 

Statement of 
profit or loss & 
other 
comprehensive 
income 

The effect of change in an accounting estimate relating to profit or loss shall 
be recognised prospectively (from the date of change to onward) by including 
it in SPL in: 
(a) The period of change, if the change affects that period only; or 
(b) The period of change and future periods, if the change affects both. 

Statement of 
financial 
position / 
changes in 
equity 

To the extent that a change in an accounting estimate gives rise to changes in 
assets and liabilities, or relates to an item of equity, it shall be recognised by 
adjusting the carrying amount of the related asset, liability or equity item in the 
period of change. 

Examples 

Estimates may be required of: 
(a) Bad debts (usually affects profit or loss of current year only); 
(b) Inventory obsolescence; 
(c) The fair value of financial assets and financial liabilities; 
(d) The useful life or depreciation method (usually affects profit or loss of 
 current year and future  years as well); 
(e) Provision for warranties, etc. 

 

EXAMPLE 8C 

Ibmeed Textile Limited (ITL) purchased a plant on January 01, 2011 for $ 1,120,000. At this date 
the useful life of the asset was estimated at 10 years after which it can be sold for $ 120,000. 
However, during 2013 ITL estimates the remaining useful life of this plant as 6 years and expects 
to fetch residual value of $ 170,000. ITL uses straight line method for depreciating such plants. 
 
Required: 
Calculate the amount of depreciation from year 2011 to 2018. 
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ERRORS   

 

Retrospective 
restatement 

Unless impracticable, an entity shall correct material prior period errors 
retrospectively in the first set of financial statements authorised for issue after 
their discovery by: 
(a) restating the comparative amounts for the prior periods presented in 

which the error occurred; or 
(b) restating the opening balance of assets, liabilities and equity for the 

earliest prior period presented, if the error occurred before the earliest 
prior period presented. 

Partial 
Retrospective 
Application 

When it is impracticable to determine the period specific effects of an error, 
the entity shall make retrospective restatement for the earliest period for which 
retrospective restatement is practicable (which may be current period). 

Prospective 
Application 

When it is impracticable to determine the cumulative effect, the entity shall 
correct the error prospectively. 

 

EXAMPLE 8D 

During 2012, Beta Co discovered that some products that had been sold during 2011, were 
incorrectly included in inventory at 31 December 2011 at $6,500. Beta’s accounting records for 
2012 show sales of $104,000; cost of goods sold of $86,500(including $6,500 for the error in 
opening inventory); income taxes of $5,250. 
 
In 2011, Beta reported: 
 $ 
Sales 73,500 
Cost of goods sold (53,500) 

Profit before income taxes 20,000 
Income taxes (6,000) 

Profit 14,000 

 
Year 2011 reported retained earnings was $20,000 and closing retained earnings was $34,000. 
Beta’s income tax rate was 30% for 2012 and 2011. It had no other income or expenses. Beta had 
$5,000 of share capital throughout, and on other components of equity except for retained 
earnings. 
 
Required: 
Relevant extracts of financial statements. 
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ANSWER 8A 

(a) change in accounting policy 
(b) change in accounting estimate 
(c) change in accounting estimate 
(d) change in accounting policy 
(e) prior period error 
(f) change in accounting estimate 
 

 

ANSWER 8B 

G Ltd – Statement of profit or loss and other comprehensive income (extracts) 
 2012  2011 
 $  $ 
Profit before interest and tax  27,000+3,000 30,000  20,600 
Interest 0  0 

Profit before tax 30,000  20,600 
Tax @ 30% (9,000)  (6,180) 

Profit after tax 21,000  14,420 

 
G Ltd – Statement of changes in equity 

 
Share 
capital 

 
Restated 
Retained 
earnings 

 Total 

 $  $  $ 
Balance as at January 1, 2011 (previously reported) 10,000  20,000  30,000 
Change in accounting policy (net of tax @ 30%)   6,300  6,300 

Balance as at January 1, 2011 (Restated) 10,000  26,300  36,300 
Profit for the year ended 2011   14,420  14,420 

Balance as at December 31, 2011 10,000  40,720  50,720 
Profit for the year ended 2012   21,000  21,000 

Balance as at December 31, 2012 10,000  61,720  71,720 

 

 

ANSWER 8C 

 
Per year depreciation $ 
Year 1 and 2 ($ 1,120,000 – 120,000) / 10 years  100,000 
Year 3 to 8 (($ 1,120,000 – (100,000 x 2 years dep.)) – 170,000) / 6 years  125,000 
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ANSWER 8D 

 
Beta Co – Statement of profit or loss and other comprehensive income (extracts) 

  
2012 

 Restated 
2011 

 $  $ 
Sales 104,000  73,500 
Cost of goods sold (80,000)  (60,000) 

Profit before income taxes 24,000  13,500 
Income taxes (7,200)  (4,050) 

Profit 16,800  9,450 

 
Beta Co – Statement of changes in equity 

 
Share 
capital 

 
Restated 
Retained 
earnings 

 Total 

 $  $  $ 
Balance as at January 1, 2011  5,000  20,000  25,000 
      
Profit for the year ended 2011   9,450  9,450 

Balance as at December 31, 2011 5,000  29,450  34,450 
      
Profit for the year ended 2012   16,800  16,800 

Balance as at December 31, 2012 5,000  46,250  51,250 

 

 
 
 

Dated: 14 August 2016 


