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Welcome!
Nina Sormunen, PhD
• PhD: Copenhagen Business School (2012)

• Work experience:

• Senior expert, Group Accounting and Reporting, UPM (current)

• IFRS expert, Accounting and Reporting, EY (2017-2018)

• Assistant Professor, Department of Accounting and Auditing, Copenhagen Business School (2013-2017)

• PhD fellow (2010-2012)

• Publications:

• Sormunen, N (2016). Mikä on tilintarkastuskertomuksen merkitys lainanantajien päätöksenteossa? Balanssi.

• Sormunen, N. (2014). Konkurssia edeltävä toiminnan jatkuvuuden arviointi Pohjoismaissa. Balanssi.

• Sormunen, N. (2014). The Bank Officers’ Perceptions and Uses of Qualified Audit Reports. Qualitative Research in Accounting and Management, 11:3, 215-237.

• Sormunen, N, K. Jeppesen, S. Sundgren & T. Svanström (2013). Harmonisation of Audit Practice: Empirical Evidence from Going-Concern Reporting in the Nordic Countries. 
International Journal of Auditing, 17:3, 308-326.

• Sormunen, N. & T. Laitinen (2012). Late Financial Distress Process Stages and Financial Ratios: Evidence for Auditor’s Going Concern Evaluation. The Finnish Journal of 
Business Economics, 1, 41-69.

• Sormunen, N. & S. Sundgren (2010). Konkurssit ja tilintarkastajan jatkamiskelpoisuusharkinta ennen konkurssia. Majakka.

• On-going co-authored working papers:

• Price Competition among Big 4 Audit Firms: Evidence from Nordic Countries 

• Going-Concern Uncertainty and Loan Officers’ Information Search Behavior: Evidence from Eye-Tracking

• Auditors’ Work Motivation – Explorative study of different motivation profiles and their consequences

• Independence Threats, Truthfulness and the Auditor’s Decision Process 



What do you expect 
from the course?



Welcome!
Learning objectives of the course 

This course will teach you how to understand, apply and explain 
fundamental concept and principles of most important IFRS standards. 

At the course you will get a good overall picture of IFRS standards 
including preparation of financial statements in accordance with IFRS.  
You will also understand the main challenges that entities and auditors 

are facing in applying IFRS standards.

NOTE! Before each lecture you will find more specific learning objectives 
in MyCourses



Welcome!
Teaching philosophy

• Main accounting standards

• Concepts and underlying principles

• Numeric or other examples / cases 

• Pre-assignment and term paper (both mandatory) 



Welcome!
Readings

Get familiar with the IAS/IFRS 
standards before each lecture!



Welcome!
How to prepare for classes
• Get familiar with the IFRS (&IAS) standards that will be discussed in class, including learning objectives!

• You can also check e.g. Youtube for each IFRS/IAS standard

• Check IFRS/IAS standard descriptions from the IASB website (www.ifrs.org)

Active participation is taken into 
consideration in the overall grading!



Welcome!
Course Requirements

• Exam 60 % + Term Paper 40 % totaling to 100p.

• Passing the course requires all the following conditions are met:

• Exam 50% x 60 p = 30 p at the minimum

• Exam + Term paper = 50 p at the minimum 

• Pre-assignment prepared and submitted according to the requirements

• Term paper presentation and feedback to another term paper provided (by 
at least one of the group members). 

• Exam based on the course literature + handout materials

• Course grading on the normal six-point scale (0 - 5)

TERM PAPER – See 
the instructions at 

MyCourses



Welcome!
Term paper – Group work 

• Select an IAS/IFRS-standard for your term paper from the list provided in MyCourses. Once one group has 
selected a standard it is reserved for that group. 

• Additionally, choose one Finnish Nasdaq listed company and two foreign companies operating in the same 
industry. 

• Describe how the companies have interpreted the IFRS/IAS standard you have chosen and conduct a 
comparison versus requirements of the standard. Additionally, conduct a cross-comparison amongst the 
companies you have chosen. Describe pros and cons in how the companies have implemented the standard. 
Describe in specific how the companies have interpreted the main concepts and which type of information 
they have included in their main financial statements and related notes. Come up with three research topics 
for master’s thesis which are related to the main concepts of the chosen standard as well as the particular 
line of industry. 

• The main purpose (also an assessment criteria) of the term paper is that the other students would learn as 
much as possible from the standard based on the term paper as well as presentation. 

• Submission deadline on Thursday 13.5.2021 



Welcome!
Exam 3.6.2021

• 3.6.2021, at 9-10.30

• Based on lectures, textbook and any other material covered during the 
course. 

• You can use the textbook and other course material during the exam. You 
are not allowed to search material on the internet during the exam, copy 
materials from others, nor discuss (or use any messaging application) during 
the exam. 

• Bear in mind that the timing of the exam is tight. You will not have time to 
look everything up, but as in a normal exam, are expected to know and 
understand the content beforehand and conduct your own analysis and 
conclusion based on IFRS/IAS standards.



Welcome!
Course schedule 

Note! Changes might occur. 



QUESTIONS??



IFRS – So what?



What are International Financial 
Reporting Standards (IFRS)?

• International Financial Reporting Standards (IFRS) set 
common rules so that financial statements can be 
consistent, transparent, and comparable around the 
world. 

• IFRS are issued by the International Accounting 
Standards Board (IASB). 

• They specify how companies must maintain and 
report their accounts, defining types of transactions, 
and other events with financial impact. 



Countries where IFRS 
Standards are required for 
domestic public companies

• IFRS Standards are required for use by most 
domestic publicly accountable entities. In 
most cases an SME may also choose full IFRS 
Standards.

• IFRS were established to create a common 
accounting language so that businesses and 
their financial statements can be consistent 
and reliable from company to company and 
country to country.



Why should I 
know basics 
about IFRS? 

• IFRS is complex and difficult for any 
accounting professional 
without IFRS expertise. 

• Moreover, the IFRS guidelines are 
continuously amended and companies 
have to follow the amendments. 

• Therefore, the demand for IFRS experts 
rises significantly.



The IASB conceptual 
Framework

Textbook: Chapter 2



Learning objectives

• State the main purposes of IASB Conceptual Framework

• State the objective of general purpose financial reporting and identify the primary users of financial 
reports

• State and explain the qualitative characteristics of useful financial information

• State and explain an important assumption which underlies the preparation of financial statements

• Define each of the main elements of financial statements

• Explain the measurement bases which are identified in the Conceptual Framework

• Distinguish between financial capital maintenance and physical capital maintenance



Conceptual Framework for the Financial 
Reporting 2018

• Framework is a basic document that sets objectives and concepts for general purpose financial reporting, i.e. 
preparation and presentation of financial statements 

• Framework was issued back in 1989

• Then in 2010, IASB published the new document

• The newest and completed Framework published in 2018 comprises 8 chapters



Is the 
Framework 
equivalent 
to the 
Standard?

• Framework is NOT a Standard itself.

• Thus if you wish to decide on the financial reporting 
of certain transaction, you need to look into the 
appropriate standard – IFRS or IAS.

• Sometimes, it may even happen that the rules in that 
IFRS or IAS standard will be contrary to what the 
Framework says.

• In this case, you need to apply the standard, not 
the Framework.

• When should you apply the Framework?

• In most cases, when there are no specific rules for 
your transaction and you need to develop your 
accounting policy, then you would look to the 
Framework as you cannot depart from its basic 
principles and definitions.



8 Chapters 



Chapter 1: The objective of general purpose 
financial reporting

The main objective of general purpose 
financial reports is to provide the financial 
information about the reporting entity that is 
useful to existing and potential

• Investors,

• Lenders, and

• Other creditors

to help them make various decisions (e.g. 
about trading with debt or equity instruments 

of a reporting entity).



Chapter 2: Qualitative characteristics of useful 
financial information 

FUNDAMENTAL

• Relevance: capable of making a difference in the 
users’ decisions. The financial information is 
relevant when it has predictive value, 
confirmatory value, or both.
Materiality is closely related to relevance.

• Faithful representation: The information is 
faithfully represented when it is complete, 
neutral and free from error.

ENHANCING

• Comparability: Information should be 
comparable between different entities or time 
periods;

• Verifiability: Independent and knowledgeable 
observers are able to verify the information;

• Timeliness: Information is available in time to 
influence the decisions of users;

• Understandability: Information shall be 
classified, presented clearly and concisely.



Chapter 3: Financial Statements and the 
Reporting Entity

Financial Statements

Statement of Financial 
Position

Assets, liabilities, equity

Statement of Financial 
Performance

Income and expenses

Other statements

Info about elements, cash flows, 
contributions/distributions, 

methods, assumptions, estimates



Reporting entity

• Reporting entity is an entity who must or chooses to prepare the financial statements. It can be:

A single entity – for example, 
one company;

A portion of an entity – for 
example, a division of one 

company;

More than one entities – for 
example, a parent and its 

subsidiaries reporting as a group.



Chapter 4: Elements of the financial 
statements

Asset = a present economic 
resource controlled by the 

entity as a result of past 
events;

Liability = a present 
obligation of the entity to 

transfer an economic 
resource as a result of past 

events;

Equity = the residual 
interest in the assets of the 
entity after deducting all its 

liabilities;

Income = increases in assets 
or decreases in liabilities 
resulting in increases in 

equity, other than 
contributions from equity 

holders;

Expenses = decreases in 
assets or increases in 
liabilities resulting in 

decreases in equity, other 
than distributions to equity 

holders;



Chapter 5 Recognition and derecognition 

Recognition

• Means including an element of financial 
statements in the financial statements.

• Recognizing the elements only when the 
recognition provides useful information –
relevant with faithful representation.

• The Framework discusses the relevance, faithful 
representation, cost constraints and other 
aspects in a detail.

Derecognition

• Derecognition means removal of an asset or 
liability from the statement of financial position 
and normally it happens when the item no 
longer meets the definition of an asset or a 
liability.

• Again, the Framework discusses the 
derecognition in a greater detail.



Chapter 6: Measurement

• Measurement means IN WHAT AMOUNT to recognize asset, liability, piece of equity, income or expense in 
your financial statements.

• The Framework discusses two basic measurement basis:

Based on the 
transaction price at 
the time of 
recognition of the 
element

Historical  
costs Measures the 

element updated to 
reflect the conditions 
at the measurement 
date.

Current 
value



Chapter 7: Presentation and disclosure

• The main aim of presentation and disclosures is to provide an effective communication tool in the financial 
statements.

Focus on objectives and 
principles of presentation 

and disclosure, not on 
the rules

Group similar items and 
separate dissimilar items

Aggregate information



Chapter 8: Concepts of capital and capital 
maintenance 
• Profits and losses may be measured 

• In terms of changes in the financial amount of an entity’s net assets (Financial 
Capital Maintenance) 
• Financial capital may be measured either in nominal monetary units or in units of 

purchasing power

• In terms of changes in the entity’s physical operating capability (Physical 
Capital Maintenance)



IAS 1 Presentation of 
Financial Statements

Textbook: Chapter 3



Learning objectives

What are the components 
of a complete set of 
financial statement?

What are the general 
features of a set of 

financial statements?

What is the structure and 
content of each 

component of a set of 
financial statements?



Let’s take a look at UPM Annual & Interim 
Reports 



Components of financial statements 

a statement of financial 
position as at the end of 

the period

a statement of 
comprehensive income for 

the period

a statement of changes in 
equity for the period

a statement of cash flows for 
the period

notes containing a summary 
of significant accounting 

policies and other 
explanatory information.



General Features 

fair presentation and compliance with IFRS

going concern and accrual basis of accounting

materiality and aggregation

offsetting

frequency of reporting

comparative information and

consistency of presentation.



Structure and content

• IAS 1 requires identification of the financial statements and distinguishing them from other information in 
the same published document.

• Every element of the financial statements shall contain the name of the reporting entity, the information 
whether the financial statements are of an individual or of a group, the date of the reporting entity and 
period covered, the presentation currency and the level of rounding (thousands, millions…).

• IAS 1 lists the minimum content to be presented in the financial statements, except for the statement of cash 
flows (subject to IAS 7). 



The statement of financial position 

• IAS 1 requires presentation of classified statement of financial position where current assets or liabilities are 
separated from non-current assets or liabilities. Basically, the asset or liability is current when it is expected 
to be recovered or settled within 12 months after the reporting period.

• Further subclassifications of the line items shall be disclosed either directly in the statement of financial 
position or in the notes, such as disaggregation of property, plant and equipment into classes, and similar. 

• IAS 1 does NOT prescribe the precise format of the statement of financial position. Instead, several formats 
are acceptable if they fulfill all requirements.



The statement of financial position 

Assets Equity and liabilities

PPE Issued capital and reserves attributable to owners of 
the parent Investment property

Intangible assets Non-controlling interests

Financial assets Financial liabilities

Investments accounted for using equity method Provisions

Biological assets

Inventories

Trade and other receivables Trade and other payables

Cash and cash equivalents

Totals of assets in accordance with IFRS 5 Totals of liabilities in accordance with IFRS 5

Current tax assets Current tax liabilities

Deferred tax assets Deferred tax liabilties 

• With regard to a minimum content, the following line items shall be presented:



The statement of comprehensive income 

Profit or loss for the period

• All items of income and expenses must be recognized.

Other comprehensive income:

• Items recognized directly to equity or reserves, such as changes in revaluation 
surplus, gains or losses from subsequent measurement of available-for-sale 
financial assets, etc.



The statement of comprehensive income 

Assets Other comprehensive income

Revenue Each component of other comprehensive income 
classified by nature

Gains and losses arising from the derecognition of financial 
assets at amortized costs

Share of the other comprehensive income of 
associates and joint venture accounted for using 
equity method

Finance costs Total comprehensive income 

Share of the profit or loss of associates and joint ventures 
accounted for using the equity method

Tax expense

Post-tax profit/gain or loss of operations or assets in 
accordance with iFRS 5

Profit or loss

• As a minimum, the statement of comprehensive income must contain the following items:



The statement of changes in equity

Total comprehensive income for the period, showing separately amounts attributable to owners of the parent 
and to non-controlling interests

The effect of retrospective application or restatement for each component of equity (if applicable)

The reconciliation between the carrying amount at the beginning and the end of the period for each 
component of equity. Here, the following changes shall be disclosed separately:

• those resulting from profit or loss

• resulting from other comprehensive income

• resulting from transactions with owners (contributions, distributions and changes in ownership)



The notes to the financial statements 

• The notes are meant to be the document accompanying numerical financial statements listed above. They 
should provide additional information not contained in the numbers, the basis of preparation of the financial 
statements and some additional information that might be relevant.

• IAS 1 sets that the notes shall contain a statement of compliance with IFRS, summary of significant 
accounting policies applied, supporting information for the numbers presented in the financial statements 
and other disclosures.



IFRS 13 Fair Value 
Measurement

Textbook: Chapter 5



Learning objectives

• Definition of fair value

• Measurement at fair value – valuation approaches and techniques

• Fair value disclosures 



What is 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”

This is the 
notion of 

an exit 
price.



What is fair value? 

Fair value is a market-based measurement, not an entity-specific measurement. It means that an entity:

• shall look at how the market participants would look at the asset or liability under measurement

• shall not take own approach (e.g. use) into account.



3 techniques identified in IFRS 13

• uses prices and other relevant information generated by market 
transactions involving identical or comparable (i.e., similar) assets, 
liabilities, or a group of assets and liabilities, such as a business (e.g., 
quoted prices of listed shares)

Market approach

• reflects the amount that would be required currently to replace the 
service capacity of an asset (often referred to as current replacement 
cost)

Cost approach

• converts future amounts (e.g. cash flows or income and expenses) to a 
single current (i.e. discounted) amount. The fair value measurement is 
determined on the basis of the value indicated by current market 
expectations about those future amounts.

Income approach



Measurement of fair value

When determining fair value, an entity shall use valuation techniques:

• Appropriate in the circumstances

• For which sufficient data are available to measure fair value

• Maximizing the use of relevant observable inputs

• Minimizing the use of unobservable inputs.



Fair value hierarchy

• IFRS 13 introduces a fair value hierarchy that categorizes inputs to valuation techniques into 3 levels. The 
highest priority is given to Level 1 inputs and the lowest priority to Level 3 inputs.

• An entity must maximize the use of Level 1 inputs and minimize the use of Level 3 inputs.



Fair value hierarchy

• Level 1 inputs are quoted prices (unadjusted) in active markets for identical assets or liabilities that the entity can access at the 
measurement date. 

• An entity shall not make adjustments to quoted prices, only under specific circumstances, for example when a quoted price does not 
represent the fair value (ie when significant event takes place between the measurement date and market closing date).

1

• Level 2 inputs are inputs other than quoted prices included within Level 1 that are observable for the asset or liability, either directly or 
indirectly. 

• Examples of such inputs include quoted prices for similar assets or liabilities in active markets and inputs other than quoted prices that 
are observable for the asset or liability, such as interest rate. 

2

• An entity shall use Level 3 inputs to measure fair value only when relevant observable inputs are not available. 

• Such inputs use the best information available about the assumptions that market participants would make when pricing the asset or 
liability. 

3



Fair value hierarchy

Level 1

Quoted price for 
shares traded on 
stock exchange

Level 2

Quoted price for 
similar in active 

markets

Other observable 
inputs

Level 3

Financial forecasts Historical volatility



Example – UPM annual report 2020



IFRS 8 Operating Segments

Textbook: Chapter 24



Learning objectives

• Operating segment versus reportable segment

• Identify entity’s reportable segments

• Disclosure requirements



Objective of IFRS 8 

Core principle

• An entity must: “Disclose information to enable users of its financial statements to evaluate the nature and 
financial effects of the different business activities in which it engages and the economic environments in 
which it operates.” 

57



Definition of an Operating Segment 

58

Operating segment is a component of an entity:

• that engages in business activities from which it may earn revenues and incur expenses (including internal 
revenues with other segments of the same entity);

• whose operating results are reviewed regularly by the entity's chief operating decision maker to make 
decisions about resources to be allocated to the segment and assess its performance; and

• for which discrete financial information is available.



Which segments must be reported (are 
reportable)?
• Not every single identified segment is reportable.

• If one segment, or aggregated segments based on aggregation criteria, meet at least ONE quantitative 
threshold, it must be reported separately:

The segment's total revenue (including external and intersegment) is 10% or more of the total combined 
revenue of all operating segments (careful - not total entity's revenue); or

The absolute amount of its reported profit or loss is 10% or more of the greater, in absolute amount, of

1.the combined reported profit of all operating segments that did not report a loss; and

2.the combined reported loss of all operating segments that reported a loss; or

Its assets are 10% or more of the combined assets of all operating segments.



Few more rules on reportable segments

• If the total external revenue reported by operating segments constitutes less than 75% of the entity's 
revenue, additional operating segments must be identified as reportable segments until at least 75% of the 
entity's revenue is included in reportable segments.

• Information about other business activities and operating segments that are not reportable shall be 
combined and disclosed in an "all other segments" category.

• If the number of reported segments exceeds 10, then the entity should assess whether it is practical to 
report them all separately and whether the information is too detailed.



Case
Identifying reportable segments
• A listed company has identified 7 operating segments. The following information is available for the segments as of 31 December 2020 (000)

Solution

• Total revenue (internal & external) is 17,2MEUR (12,44 + 4,76). So a segment must have revenue of at least 1,720MEUR to satisfy the firs 10% test

• Combined profits are 1,55MEUR and combined losses are 0,27MEUR. The larger is 1,55MEUR. So a segment must have a profit or loss of at least 
155TEUR to satisfy the second 10% test

• Total assets are 15,25MEUR. So a segment must have assets of at least 1,525MEUR to satisfy the third 10% test

External revenue Internal revenue Profit or (loss) Assets

Segment A 3,040 2,440 720 3,170

Segment B 1,460 0 (160) 1,590

Segment C 1,580 60 (60) 1,480

Segment D 1,720 0 120 2,150

Segment E 760 520 150 1,620

Segment F 2,360 1,740 560 3,780

Segment G 1,520 0 (50) 1,460

TOTAL 12,440 4,760 1,280 15,250

Identify 
reportable 
segments



Case
Identifying reportable segments
The results of the three 10% tests for each operating segment are as follows

75% of the company’s total external revenue is 9,33MEUR (75% x 12,44MEUR). The total external revenue of reportable segments A, B, D, E 
and F is 9,34MEUR so the 75% test is satisfied. 
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Total revenue at least 
1,72MEUR

Profit or loss at least 
0,155MEUR

Assets at least 
1,525MEUR

Reportable segment

Segment A Y Y Y Y

Segment B N Y Y Y

Segment C N N N N

Segment D Y N Y Y

Segment E N N Y Y

Segment F Y Y Y Y

Segment G N N N N

TOTAL 12,440 4,760 1,280 15,250

Segments C & G fail all 
three of the 10% tests, 

so these will not be 
reportable as long as

the remaining segments 
satisfy the 75% test



What information to disclose?

General information
Information about profit 

or loss, assets and 
liabilities

Certain reconciliations Entity-wide information



Disclosures –
UPM Annual 
Report 2020



Disclosures –
UPM Annual 
Report 2020



Disclosures –
UPM Annual 
Report 2020



Disclosures –
UPM Interim 
Report 2020



NEXT TIME: IFRS 15 & IFRS 16


