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Invitation to comment

This discussion paper invites comments on the preliminary views of the
International Accounting Standards Board (IASB) and the US Financial
Accounting Standards Board (FASB) on the presentation of information in the
financial statements.

In the course of their joint project on financial statement presentation, the
boards have considered many approaches to presenting financial information.
Many of those approaches are described in this discussion paper and some are
illustrated in the appendices to this discussion paper.

The boards are seeking comment on whether the presentation model proposed in
this discussion paper would improve the usefulness of the information provided
in an entity’s financial statements and help users make decisions in their capacity
as capital providers. Thus, this discussion paper does not include all the guidance
that would be provided in a fully developed standard.

The boards invite comments on all matters addressed in this discussion paper.
Respondents need not comment on all issues and are encouraged to comment on
additional issues the boards should consider. Comments are most helpful if they:

(@) respond to the issues as stated and indicate the specific paragraph or
paragraphs to which the comments relate

(b) contain a clear rationale
(c) include any alternative the boards should consider.

The discussion paper includes specific questions for respondents which are set
out throughout the paper and are listed below. In addition to responses to those
questions, the boards are interested in comments on the fundamental objectives
and principles proposed in this discussion paper as well as potential issues related
to the benefits from using the resulting information or the costs of implementing
and maintaining the proposed presentation model.

Those comments will help the boards when they develop an exposure draft of a
proposed standard on financial statement presentation.

Respondents should submit one comment letter to either the IASB or the FASB.
The boards will share and consider jointly all comment letters received.
Respondents must submit comments in writing by 14 April 2009.

© Copyright IASCF 6
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Questions for respondents

Chapter 2: Objectives and principles of financial
statement presentation

Would the objectives of financial statement presentation proposed in
paragraphs 2.5-2.13 improve the usefulness of the information provided
in an entity’s financial statements and help users make better decisions
in their capacity as capital providers? Why or why not? Should the boards
consider any other objectives of financial statement presentation in
addition to or instead of the objectives proposed in this discussion paper?
If so, please describe and explain.

Would the separation of business activities from financing activities
provide information that is more decision-useful than that provided in
the financial statement formats used today (see paragraph 2.19)? Why or
why not?

Should equity be presented as a section separate from the financing
section or should it be included as a category in the financing section
(see paragraphs 2.19(b), 2.36 and 2.52-2.55)? Why or why not?

In the proposed presentation model, an entity would present its
discontinued operations in a separate section (see paragraphs 2.20, 2.37
and 2.71-2.73). Does this presentation provide decision-useful information?
Instead of presenting this information in a separate section, should an
entity present information about its discontinued operations in the
relevant categories (operating, investing, financing assets and financing
liabilities)? Why or why not?

The proposed presentation model relies on a management approach to
classification of assets and liabilities and the related changes in those
items in the sections and categories in order to reflect the way an item is
used within the entity or its reportable segment (see paragraphs 2.27, 2.34
and 2.39-2.41).

(a) Would a management approach provide the most useful view of an
entity to users of its financial statements?

(b) Would the potential for reduced comparability of financial
statements resulting from a management approach to classification
outweigh the benefits of that approach? Why or why not?

Paragraph 2.27 proposes that both assets and liabilities should be
presented in the business section and in the financing section of the
statement of financial position. Would this change in presentation

7 © Copyright IASCF
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coupled with the separation of business and financing activities in the
statements of comprehensive income and cash flows make it easier for
users to calculate some key financial ratios for an entity’s business
activities or its financing activities? Why or why not?

7 Paragraphs 2.27, 2.76 and 2.77 discuss classification of assets and
liabilities by entities that have more than one reportable segment for
segment reporting purposes. Should those entities classify assets and
liabilities (and related changes) at the reportable segment level as
proposed instead of at the entity level? Please explain.

8 The proposed presentation model introduces sections and categories in
the statements of financial position, comprehensive income and cash
flows. As discussed in paragraph 1.21(c), the boards will need to consider
making consequential amendments to existing segment disclosure
requirements as a result of the proposed classification scheme.
For example, the boards may need to clarify which assets should be
disclosed by segment: only total assets as required today or assets for each
section or category within a section. What, if any, changes in segment
disclosures should the boards consider to make segment information
more useful in light of the proposed presentation model? Please explain.

9 Are the business section and the operating and investing categories
within that section defined appropriately (see paragraphs 2.31-2.33 and
2.63-2.67)? Why or why not?

10 Are the financing section and the financing assets and financing
liabilities categories within that section defined appropriately
(see paragraphs 2.34 and 2.56-2.62)? Should the financing section be
restricted to financial assets and financial liabilities as defined in IFRSs and
US GAAP as proposed? Why or why not?

Chapter 3: Implications of the objectives and
principles for each financial statement

11 Paragraph 3.2 proposes that an entity should present a classified
statement of financial position (short-term and long-term subcategories
for assets and liabilities) except when a presentation of assets and
liabilities in order of liquidity provides information that is more relevant.

(@)  What types of entities would you expect not to present a classified
statement of financial position? Why?

(b)  Should there be more guidance for distinguishing which entities
should present a statement of financial position in order of
liquidity? If so, what additional guidance is needed?

© Copyright IASCF 8
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Paragraph 3.14 proposes that cash equivalents should be presented and
classified in a manner similar to other short-term investments, not as
part of cash. Do you agree? Why or why not?

Paragraph 3.19 proposes that an entity should present its similar assets
and liabilities that are measured on different bases on separate lines in
the statement of financial position. Would this disaggregation provide
information that is more decision-useful than a presentation that
permits line items to include similar assets and liabilities measured on
different bases? Why or why not?

Should an entity present comprehensive income and its components
in a single statement of comprehensive income as proposed
(see paragraphs 3.24-3.33)? Why or why not? If not, how should they
be presented?

Paragraph 3.25 proposes that an entity should indicate the category to
which items of other comprehensive income relate (except some
foreign currency translation adjustments) (see paragraphs 3.37-3.41).
Would that information be decision-useful? Why or why not?

Paragraphs 3.42-3.48 propose that an entity should further disaggregate
within each section and category in the statement of comprehensive
income its revenues, expenses, gains and losses by their function, by their
nature, or both if doing so will enhance the usefulness of the information
in predicting the entity’s future cash flows. Would this level of
disaggregation provide information that is decision-useful to users in
their capacity as capital providers? Why or why not?

Paragraph 3.55 proposes that an entity should allocate and present
income taxes within the statement of comprehensive income in
accordance with existing requirements (see paragraphs 3.56-3.62).
To which sections and categories, if any, should an entity allocate
income taxes in order to provide information that is decision-useful to
users? Please explain.

Paragraph 3.63 proposes that an entity should present foreign currency
transaction gains and losses, including the components of any net gain or
loss arising on remeasurement into its functional currency, in the same
section and category as the assets and liabilities that gave rise to the gains
or losses.

(a) Would this provide decision-useful information to users in their
capacity as capital providers? Please explain why or why not and
discuss any alternative methods of presenting this information.

9 © Copyright IASCF
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(b) What costs should the boards consider related to presenting the
components of net foreign currency transaction gains or losses for
presentation in different sections and categories?

Paragraph 3.75 proposes that an entity should use a direct method of
presenting cash flows in the statement of cash flows.

(@) Would a direct method of presenting operating cash flows provide
information that is decision-useful?

(b) Is a direct method more consistent with the proposed cohensiveness
and disaggregation objectives (see paragraphs 3.75-3.80) than an
indirect method? Why or why not?

() Would the information currently provided using an indirect
method to present operating cash flows be provided in the
proposed reconciliation schedule (see paragraphs 4.19 and 4.45)?
Why or why not?

What costs should the boards consider related to using a direct method
to present operating cash flows (see paragraphs 3.81-3.83)? Please
distinguish between one-off or one-time implementation costs and
ongoing application costs. How might those costs be reduced without
reducing the benefits of presenting operating cash receipts and
payments?

On the basis of the discussion in paragraphs 3.88-3.95, should the effects
of basket transactions be allocated to the related sections and categories
in the statement of comprehensive income and the statement of cash
flows to achieve cohesiveness? If not, in which section or category should
those effects be presented?

Chapter 4: Notes to financial statements

Should an entity that presents assets and liabilities in order of liquidity
in its statement of financial position disclose information about the
maturities of its short-term contractual assets and liabilities in the notes
to financial statements as proposed in paragraph 4.7? Should all entities
present this information? Why or why not?

Paragraph 4.19 proposes that an entity should present a schedule in the
notes to financial statements that reconciles cash flows to comprehensive
income and disaggregates comprehensive income into four components:
(a) cash received or paid other than in transactions with owners, (b) accruals
other than remeasurements, (c) remeasurements that are recurring fair
value changes or valuation adjustments, and (d) remeasurements that are
not recurring fair value changes or valuation adjustments.

(@) Would the proposed reconciliation schedule increase users’
understanding of the amount, timing and uncertainty of an

© Copyright IASCF 10
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entity’s future cash flows? Why or why not? Please include a
discussion of the costs and benefits of providing the reconciliation
schedule.

(b) Should changes in assets and liabilities be disaggregated into the
components described in paragraph 4.19? Please explain your
rationale for any component you would either add or omit.

(c) Is the guidance provided in paragraphs 4.31, 4.41 and 4.44-4.46
clear and sufficient to prepare the reconciliation schedule? If not,
please explain how the guidance should be modified.

Should the boards address further disaggregation of changes in fair value
in a future project (see paragraphs 4.42 and 4.43)? Why or why not?

Should the boards consider other alternative reconciliation formats for
disaggregating information in the financial statements, such as the
statement of financial position reconciliation and the statement of
comprehensive income matrix described in Appendix B,
paragraphs B10-B22? For example, should entities that primarily
manage assets and liabilities rather than cash flows (for example,
entities in the financial services industries) be required to use the
statement of financial position reconciliation format rather than the
proposed format that reconciles cash flows to comprehensive income?
Why or why not?

The FASB’s preliminary view is that a memo column in the reconciliation
schedule could provide a way for management to draw users’ attention to
unusual or infrequent events or transactions that are often presented as
special items in earnings reports (see paragraphs 4.48-4.52). As noted in
paragraph 4.53, the IASB is not supportive of including information in the
reconciliation schedule about unusual or infrequent events or
transactions.

(a) Would this information be decision-useful to users in their capacity
as capital providers? Why or why not?

(b) APB Opinion No. 30 Reporting the Results of Operations—Reporting the
Effects of Disposal of a Segment of a Business, and Extraordinary, Unusual
and Infrequently Occurring Events and Transactions, contains definitions
of unusual and infrequent (repeated in paragraph 4.51). Are those
definitions too restrictive? If so, what type of restrictions, if any,
should be placed on information presented in this column?

(c)  Should an entity have the option of presenting the information in
narrative format only?

1 © Copyright IASCF
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Question specific to the FASB

27 As noted in paragraph 1.18(c), the FASB has not yet considered the
application of the proposed presentation model to non-public entities.
What issues should the FASB consider about the application of the
proposed presentation model to non-public entities? If you are a user of
financial statements for a non-public entity, please explain which aspects
of the proposed presentation model would and would not be beneficial to
you in making decisions in your capacity as a capital provider and why.

© Copyright IASCF 12
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Summary

Introduction

S1

S2

How an entity presents information in its financial statements is vitally
important because financial statements are a central feature of financial
reporting—a principal means of communicating financial information to
those outside an entity. The International Accounting Standards Board
(IASB) and the US Financial Accounting Standards Board (FASB) initiated
the joint project on financial statement presentation to address users’
concerns that existing requirements permit too many alternative types of
presentation and that information in financial statements is highly
aggregated and inconsistently presented, making it difficult to fully
understand the relationship between the financial statements and the
financial results of an entity.

This discussion paper invites comment on the boards’ preliminary views
on a proposed model for presenting information in the financial
statements. The model is designed to make an entity’s financial
statements more useful by requiring entities to provide detailed
information organised in a manner that clearly communicates an
integrated (cohesive) financial picture of an entity.

Objectives underlying the proposed presentation model

S3

The boards developed three objectives for financial statement
presentation based on the objectives of financial reporting and the input
the boards received from users of financial statements and from members
of their advisory groups. Those proposed objectives state that information
should be presented in the financial statements in a manner that:

(a) portrays a cohesive financial picture of an entity’s activities.
A cohesive financial picture means that the relationship between
items across financial statements is clear and that an entity’s
financial statements complement each other as much as possible.

(b) disaggregates information so that it is useful in predicting an
entity’s future cash flows. Financial statement analysis aimed at
objectives such as assessing the amount, timing and uncertainty of
future cash flows requires financial information that is
disaggregated into reasonably homogeneous groups of items.
If items differ economically, users may wish to take that into
account differently in predicting future cash flows.

13 © Copyright IASCF
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(c) helps users assess an entity’s liquidity and financial flexibility.
Information about an entity’s liquidity helps users to assess an
entity’s ability to meet its financial commitments as they become
due. Information about financial flexibility helps users to assess
an entity’s ability to invest in business opportunities and respond
to unexpected needs.

Proposed format for financial statements

S4 The proposed presentation model requires an entity to present
information about the way it creates value (its business activities)
separately from information about the way it funds or finances those
business activities (its financing activities).

(@) An entity should further separate information about its business
activities by presenting information about its operating activities
separately from information about its investing activities.

(b) An entity should present information about the financing of its
business activities separately depending on the source of that
financing. Specifically, information about non-owner sources of
finance (and related changes) should be presented separately from
owner sources of finance (and related changes).

() An entity should present information about its discontinued
operations separately from its continuing business and financing
activities.

(d) An entity should present information about its income taxes
separately from all other information in the statements of
financial position and cash flows. In its statement of
comprehensive income, an entity should separately present
information about its income tax expense (benefit) related to:

(i) income from continuing operations (the total of its income or
loss from business and financing activities)

(ii) discontinued operations
(iii) other comprehensive income items.

S5 The table below illustrates the proposed classification scheme for the
financial statements. (The section names are in bold italic type; required
categories within sections are indicated by bullet points.) An entity may
present the sections and categories within a section in a different order
as long as the order is the same in each statement. Each section and

© Copyright IASCF 14
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category within a section would have a subtotal. The statement of
comprehensive income would also include a subtotal for profit or loss or
net income and a total for comprehensive income. The statement of
changes in equity is not included in this table because it would not
include the sections and categories used in the other financial
statements.

Statement of
comprehensive
income

Statement of
cash flows

Statement of
financial position

Business Business Business

¢ Operating assets ¢ Operating income |¢ Operating cash

and liabilities and expenses flows
¢ Investing assets ¢ Investmentincome | ¢ Investing cash
and liabilities and expenses flows
Financing Financing Financing
¢ Financing assets ¢ Financing asset » Financing asset
income cash flows

¢ Financing

liabilities ¢ Financing liability |* Financing liability
expenses cash flows
Income taxes Income taxes on Income taxes

continuing operations
(business and

financing)
Discontinued Discontinued Discontinued
operations operations, net of tax |operations

Other comprehensive
income, net of tax

Classification guidance

S6

To prepare financial statements using the classification scheme, an entity
should first classify its assets and liabilities into the sections and
categories in the statement of financial position; that classification will
determine the classification in the statements of comprehensive income
and cash flows. Classification should be consistent with how the asset or
liability is used within an entity and the way an entity views its activities.

15 © Copyright IASCF
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An entity with more than one reportable segment should classify items
according to how they are used in its reportable segments. This approach
should allow management to communicate the unique aspects of its
business(es) to users of its financial statements. The classification
decision would reside with management and its classification rationale
would be presented in the notes to financial statements as part of the
accounting policy discussion. The boards support a management
approach to classification rather than a prescriptive approach because
they believe it will result in financial statements that reflect how
management views and manages the entity and its resources.

Presenting a cohesive set of financial statements

S7 To present a cohesive set of financial statements, an entity should align
the line items, their descriptions and the order of presentation of
information in the statements of financial position, comprehensive
income and cash flows. To the extent that it is practical, an entity should
disaggregate, label and total individual items similarly in each statement.
Doing so should present a cohesive relationship at the line item level
among individual assets, liabilities, income, expense and cash flow items.

How the financial statements might change

Statement of financial position

S8 As illustrated in the table above, the statement of financial position
would be grouped by major activities (operating, investing and
financing), not by assets, liabilities and equity as it is today.
The presentation of assets and liabilities in the business and financing
sections will clearly communicate the net assets that management uses
in its business and financing activities. That change in presentation
coupled with the separation of business and financing activities in the
statements of comprehensive income and cash flows should make it
easier for users to calculate some key financial ratios for an entity’s
business activities or its financing activities.

S9 Assets and liabilities would be disaggregated into short-term and
long-term subcategories within each category unless an entity believes
presenting assets and liabilities in order of liquidity provides more
relevant information. Totals for assets and liabilities and subtotals for
short-term and long-term assets and liabilities would be presented in the
statement of financial position or in the notes to financial statements.

© Copyright IASCF 16
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Statement of comprehensive income

The proposed presentation model eliminates the choice an entity
currently has of presenting components of income and expense in an
income statement and a statement of comprehensive income
(two-statement approach) or, alternatively, of presenting information
about other comprehensive income in its statement of changes in equity
(US generally accepted accounting principles only). All entities would
present a single statement of comprehensive income, with items of other
comprehensive income presented in a separate section. This statement
would include a subtotal of profit or loss or net income and a total for
comprehensive income for the period. Because the statement of
comprehensive income would include the same sections and categories
used in the other financial statements, it would include more subtotals
than are currently presented in an income statement or a statement of
comprehensive income. Those additional subtotals will allow for the
comparison of effects across the financial statements. For example, users
will be able to assess how changes in operating assets and liabilities
generate operating income and cash flows.

Another important aspect of the boards’ proposed presentation model is
that an entity should disaggregate line items when such presentation will
enhance the usefulness of the information in predicting future cash
flows. In addition to classifying its income and expense items into the
operating, investing and financing categories, an entity should
disaggregate those items on the basis of their function within those
categories. An entity should further disaggregate its income and expense
items by their nature within those functions to the extent that this
disaggregation will help users in predicting the entity’s future cash flows.

. Function refers to the primary activities in which an entity is
engaged, such as selling goods, providing services, manufacturing,
advertising, marketing, business development or administration.

. Nature refers to the economic characteristics or attributes that
distinguish assets, liabilities, and income and expense items that
do not respond equally to similar economic events. Examples of
disaggregation by nature include disaggregating total revenues
into wholesale revenues and retail revenues or disaggregating total
cost of sales into materials, labour, transport and energy costs.

17 © Copyright IASCF
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Statement of cash flows

S12 In the statement of cash flows, an entity should present separately the
main categories of its cash receipts and payments for operating activities,
such as cash collected from customers and cash paid to suppliers to
acquire inventory (a direct method), rather than reconciling profit or loss
or net income to net operating cash flows (an indirect method) as most
entities do today. The boards observed that a direct method is more
consistent than an indirect method with the proposed objectives of
financial statement presentation. Presenting cash receipt and cash
payment line items in the operating category provides a more useful
disaggregation of cash flow information. In addition, a direct method
presentation helps users relate information about operating assets and
liabilities and operating income and expenses to operating cash receipts
and payments.

New reconciliation schedule

S13 The proposed presentation model includes a new schedule (to be included
in the notes to financial statements) that reconciles cash flows to
comprehensive income. This reconciliation schedule disaggregates
income into its cash, accrual other than remeasurements, and
remeasurement components (for example, fair value changes). Users
analyse those components separately because the components often
differ in their ability to help users predict future cash flows and assess
earnings quality.

Costs and benefits

S14 The boards hope to learn about the costs and benefits of their proposed
presentation model through the comment letters they receive on this
discussion paper and through discussions with interested parties during
the comment period. In addition, a number of entities will be field
testing the proposed presentation model during the comment period.
The boards will consider that input when they redeliberate the issues
addressed in this discussion paper during the next stage of this project,
the development of an exposure draft of a proposed standard.
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Chapter 1: Introduction and scope

Background

1.1

1.2

1.3

In 2001 the International Accounting Standards Board (IASB) and the
US Financial Accounting Standards Board (FASB) added to their respective
agendas a project on reporting financial performance and conducted
those projects independently of one another. In 2004 the boards agreed
that they should conduct a project of this nature jointly to promote the
convergence of accounting standards used internationally. In April 2004
they decided to approach the project in three phases:

(a) Phase A would address the statements that constitute a complete
set of financial statements and the periods for which they are
required to be presented.

(b) Phase B would address more fundamental issues relating to
presentation and display of information in the financial
statements, including aggregating and disaggregating information
in each primary financial statement, defining totals and subtotals,
and reconsidering the use of a direct or an indirect method of
presenting operating cash flows.

(c) Phase C would address the presentation and display of interim
financial information in US generally accepted accounting
principles (GAAP). The IASB may also reconsider the requirements
in IAS 34 Interim Financial Reporting.

The boards completed their deliberations on phase A in December 2005.
In March 2006 the IASB published A Revised Presentation, an exposure draft
of proposed amendments to IAS 1 Presentation of Financial Statements, as a
result of its work in phase A. The FASB decided to consider phases A and
B issues together and, therefore, did not publish an exposure draft on
phase A. After considering the responses to its exposure draft, the IASB
issued a revised version of IAS 1 in September 2007. The revisions to IAS 1
affected the presentation of changes in equity and the presentation of
comprehensive income, bringing IAS 1 largely into line with FASB
Statement No. 130 Reporting Comprehensive Income (SFAS 130).

This discussion paper addresses issues in phase B. It is the result of more
than two years of discussion by the boards and consultation with the
project’s advisory groups, the Joint International Group and the Financial
Institutions Advisory Group, and other interested parties on the
fundamental issues related to financial statement presentation.
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A number of entities will participate in a field test during the comment
period on this discussion paper. Participating entities will recast, to the
extent that it is practical, two years of financial statements using the
boards’ preliminary views on financial statement presentation.
In addition, the Financial Accounting Standards Research Initiative
(FASRI) will study investor use of financial statements prepared using the
proposed presentation model by conducting a series of controlled tests.

14 The boards hope to learn about the costs and benefits of the proposed
presentation model through that field test, FASRI’s study, the comment
letters they receive on this discussion paper, and discussions with
interested parties during the comment period. They will consider all of
that input when they redeliberate the issues addressed in this discussion
paper during the next stage of phase B, which will lead to publication of
an exposure draft of a proposed standard.

1.5 The boards plan to revisit the scope of phase C (interim reporting) after
they make more progress on phase B issues. They will consider then
whether and when to address the presentation of interim financial
information as well as other presentation issues that are not being
addressed in phase B.

Purpose of the project

1.6 The purpose of this joint project is to establish a standard that will guide
the organisation and presentation of information in the financial
statements. The results of this project will directly affect how the
management of an entity communicates financial statement
information to users of financial statements, such as present and
potential equity investors, lenders and other creditors. The boards’ goal
is to improve the usefulness of the information provided in an entity’s
financial statements to help users make decisions in their capacity as
capital providers.

Why is presentation important?

1.7 Financial statements are a central feature of financial reporting—a
principal means of communicating financial information to those
outside an entity. The amount and variety of information that financial
reporting should provide about an entity require several financial
statements. As discussed by the boards in phase A of this project and as
specified in IAS 1, a complete set of financial statements includes the
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following four statements and the accompanying notes, as well as
comparative information for the previous period:

(a) astatement of financial position as of the end of the period!
(b) astatement of comprehensive income for the period

(c) astatement of cash flows for the period

(d) astatement of changes in equity for the period.

Although each statement presents information in a particular way, the
statements are derived from the same underlying data and therefore
should relate to one another. No one statement is likely to serve only a
single purpose, nor can it provide all the financial information that is
useful for decision making. Moreover, significant tools of financial
analysis, such as rates of return and turnover ratios, depend on
interrelationships between the statements and their components.

Business entities are routinely affected by a variety of transactions and
events. The financial statements portray the effects of those transactions
and events with highly summarised numbers and words. Users often
treat each individual item, subtotal or other part of a financial statement
differently, which implies that too much summarisation and aggregation
may obscure significant information. Therefore, how an entity presents
information in its financial statements is of utmost importance in
communicating financial information to those who use that information
to make decisions in their capacity as capital providers.

Paragraphs 1.11-1.17 summarise users’ primary criticisms of how
financial information is presented today in the financial statements—
primarily that information is not presented consistently nor is it
sufficiently disaggregated. Those criticisms were the basis for the issues
addressed in the current phase of this project.

During their phase A discussions, the boards concluded that a complete set of
financial statements should also include a statement of financial position as of the
beginning of the earliest comparative period. In IAS 1 (as revised in 2007), the IASB
modified that conclusion so that a third statement of financial position is required
only if an entity applies an accounting policy retrospectively, makes a retrospective
restatement of items in its financial statements or reclassifies items in its financial
statements. The FASB will consider that modification before publishing an exposure
draft on phase B, which will include phase A issues.
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Information is not presented consistently in financial
statements

1.11 Transactions or events recognised in financial statements today are not
described or classified in the same way in each of the statements. That
makes it difficult for users to understand how the information in one
statement relates to information in the other statements. For example,
the boards’ standards on the statement of cash flows require a section for
operating activities, but International Financial Reporting Standards
(IFRSs) and US GAAP do not provide a section for operating activities in
the statement of comprehensive income or the statement of financial
position. That makes it difficult, for example, for users who want to
assess the quality of an entity’s earnings by comparing operating income
with operating cash flows. Even though financial statements sometimes
articulate at a high level (for example, the change in the cash account
relates to the statement of cash flows), users have asked for improved
linkages between and among statements.

1.12  Both IFRSs and US GAAP permit alternatives for how an entity presents
information in its financial statements. Permitted alternatives include
(a) direct and indirect methods of presenting operating cash flows and
(b) presentation of other comprehensive income items in a stand-alone
statement of comprehensive income or in two statements. Those two
statements would include a statement displaying the components of
profit or loss (in IFRSs) or net income (in US GAAP)? and a statement of
other comprehensive income that begins with profit or loss or net income
and displays items of other comprehensive income. US GAAP permits a
third alternative—presentation in the statement of changes in equity.
Alternative presentations make it difficult for users to compare financial
information across entities.

1.13 IAS 1 includes minimum presentation requirements for an entity
applying IFRSs. Although US GAAP includes some requirements that
focus on presentation of information in the financial statements, for
example, how information is to be classified in the statement of cash
flows, those requirements are dispersed among several standards and, in
total, are not as comprehensive as IAS 1. In addition, the US Securities
and Exchange Commission (SEC) requires particular presentation and
disclosures for entities that file financial statements in accordance with

2 This paper uses the term net income as it is used in SFAS 130: to describe a measure of
financial performance resulting from the aggregation of revenues, expenses, gains and
losses that are not items of other comprehensive income as identified in that standard.
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Regulation S-X.3 Thus, the existing presentation requirements in IFRSs
and US GAAP provide opportunities for a wide spectrum of presentation
formats that comply with the requirements but vary in detail and
comparability. This is counter to the needs of users. Also, increased
globalisation of capital markets and investment opportunities leads to a
need for a common set of principles for presenting information in
financial statements used by capital providers around the world. Even if
the underlying recognition and measurement principles are the same,
different presentation of the resulting information makes it difficult for
users to compare financial statements of different entities.

Information is not sufficiently disaggregated in
financial statements

Even though IAS 1 and Regulation S-X address presentation issues, IFRSs
and US GAAP provide little specific guidance on the presentation of line
items in financial statements, such as the level of detail or number of line
items that should be presented. The resulting variation and
inconsistency in presentation formats create difficulties for users who
want to understand and analyse an entity’s activities. For example, some
entities disaggregate direct product costs (such as materials and labour)
as well as general and administrative costs (such as rent and utilities) in
their statement of comprehensive income. However, other entities
present both product costs and general and administrative costs in the
aggregate. Such aggregation makes it difficult for users to study the
relationship between revenue and costs for an entity’s principal activities
as well as to perform a benchmark analysis of those activities across an
industry.

Insufficient disaggregation also makes it more difficult for users to
understand how a line item in one financial statement relates to the
other financial statements. For example, consider an entity that presents
its research and development expenses on a single line in its statement of
comprehensive income. If that entity aggregates the cash outflows
related to its research and development activities with ‘other’ or ‘general’
operating cash outflows in its statement of cash flows, it would be
difficult for a user to understand the cash demands of the entity’s
research and development efforts.

3 Regulation S-X sets forth the form and content of and requirements for financial
statements that are required to be filed by the Securities Act of 1933, the Securities Act
0of 1934 and the Investment Company Act of 1940.
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It is also common practice for users to analyse an entity’s performance
independently of its capital structure. However, users say that this
analysis is difficult because financial statements usually do not
distinguish an entity’s financing activities (how it obtains capital) from
its business activities (how it uses that capital to create value).

Finally, components of comprehensive income that are derived from
changes in market prices or rates, such as gains attributable to
remeasurement of an asset and translation adjustments on an investment
in a foreign subsidiary, usually do not have the same implications for
future cash flows as other components of comprehensive income. Thus,
users often analyse the changes in assets and liabilities derived from
changes in market prices or rates differently from other changes in an
entity’s net assets. However, financial statements aggregate components
of income in many cases even though those components are likely to have
different implications for future cash flows.

Scope of the project

1.18

Affected entities

The boards intend that the proposals in this discussion paper would apply
to all entities except:

(@) not-for-profit entities. IFRSs are not designed to apply to
not-for-profit activities in the private or public sectors. Although
the FASB is aware of some criticisms of existing financial statement
presentation requirements and practices for reporting by
not-for-profit entities, significant additional research and analysis
are needed to determine to what extent the conclusions reached in
this project might apply to such entities.

(b) entities within the scope of the IASB’s forthcoming IFRS for Private
Entities.

(c) non-public entities (US GAAP)* The FASB has not considered
explicitly whether the proposals in this discussion paper would

A non-public entity is any entity other than one (a) whose debt or equity securities
trade in a public market either on a stock exchange (domestic or foreign) or in the
over-the-counter market, including securities quoted only locally or regionally, (b) that
is a conduit bond obligor for conduit debt securities that are traded in a public market
(a domestic or foreign stock exchange or an over-the-counter market, including local or
regional markets), (c) that makes a filing with a regulatory agency in preparation for
the sale of any class of debt or equity securities in a public market, or (d) that is
controlled by an entity covered by (a), (b), or (c).
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apply to non-public entities. As explained in the Invitation to
Comment, the purpose of this discussion paper is to give
respondents an opportunity to help the boards shape their views
on presentation issues before they develop an exposure draft of a
proposed standard. The FASB decided not to discuss whether the
proposed presentation model described in this discussion paper
should apply to non-public entities until it reviews the comments
on this paper and decides to continue to pursue that model for
publicly traded entities. In making that assessment, the FASB will
consider, for example, whether users of financial statements of a
non-public entity have different needs that would require a
different presentation. The FASB will also consider whether to
provide some entities with more time to adopt any requirements
resulting from this project.

benefit plans within the scope of IAS 26 Accounting and Reporting by
Retirement Benefit Plans or SFAS 35 Accounting and Reporting by Defined
Benefit Pension Plans.

Issues in the scope of the project

Neither the IASB nor the FASB has defined the term financial statement
presentation in its existing standards. In setting the scope of the project,
the boards considered the following as possible aspects of financial
statement presentation:

(@)

(b)

financial information included in the primary financial
statements—how assets, liabilities, equity, revenues, expenses,
gains, losses and cash flows should be grouped into line items and
categories and which subtotals and totals should be presented

financial information included in the notes to financial
statements—the nature and extent of disclosures that complement
information provided in financial statements

financial information included in a set of condensed financial
statements for an interim period (both in any particular financial
statement and in the accompanying notes)

financial ratios, such as earnings per share, to be included in either
the primary financial statements or the accompanying notes

management’s discussion and analysis of financial information or
management commentary that should accompany financial
statements
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() non-financial information and forecasts of financial information
that might be included in financial reports.

The boards concluded that this phase of the project should focus on
matters of presentation in the statements included in a complete set of
financial statements (item (a) above). Some have urged the boards to
reconsider their standards for presentation in other areas, such as
presentation of financial information in condensed financial statements,
disclosures about segments and other information disclosed today in the
notes to financial statements. The boards considered those views and
concluded that the most significant area of needed improvement is
presentation in primary financial statements. As noted in paragraph 1.5,
the boards may undertake additional work to address other aspects of
financial statement presentation in the future.

With respect to the other possible aspects of financial statement
presentation addressed in paragraph 1.19, the boards note that:

(@) they might need to introduce new disclosures in the notes to
financial statements as a way of providing users with the
information they need while maintaining or improving the overall
understandability of the primary financial statements.

(b) the final standard resulting from this project may include
amendments of existing disclosure requirements to address any
consequential effects of the proposed presentation model.

() when they consider potential consequential amendments to
segment disclosure requirements, they may decide that different
or additional segment information is necessary for consistency
between the proposed presentation model and segment
information provided in the notes to financial statements.

(d) they plan to address condensed or interim financial statements in
phase C of this project.

(e) they will not address earnings per share or any other financial
ratios in this project. This means that they will not amend IAS 33
Earnings per Share or SFAS 128 Earnings per Share as part of this
project> Nor will the IASB amend paragraph 107 of IAS 1
Presentation of Financial Statements (as revised in 2007), which
addresses presentation of dividends per share.

As part of the boards’ separate convergence project on earnings per share, the boards
recently published proposed amendments to IAS 33 and SFAS 128 to clarify and
simplify the method of calculating earnings per share and to eliminate differences
that currently exist between those standards.
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() management commentary® or management discussion and
analysis, non-financial information and forecasts of financial
information are not part of a complete set of financial statements
and therefore are outside the scope of this project.

1.22  This project will not address recognition or measurement requirements
provided in other standards for individual assets, liabilities or
transactions. Therefore, the boards decided not to consider in this project
whether to change existing requirements that describe:

(a) which items must or may be presented in other comprehensive
income outside of profit or loss or net income

(b) whether, when and how items of other comprehensive income must
be reclassified to profit or loss or net income (see paragraph 3.32).

6 In its project on management commentary the IASB plans to develop the principles,
qualitative characteristics and essential content elements necessary to make
management commentary reporting useful to investors. The final product will be
issued as a non-mandatory guidance document.
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Chapter 2: Objectives and principles of financial statement
presentation

Objectives of financial statement presentation

2.1

In developing their proposed objectives of financial statement
presentation, the boards looked to the recent work on the objectives of
financial reporting in their joint project to improve the conceptual
framework. The exposure draft An improved Conceptual Framework for
Financial Reporting: Chapter 1: The Objective of Financial Reporting and Chapter 2:
Qualitative Characteristics and Constraints of Decision-useful Financial Reporting
Information (Framework ED), published in May 2008, indicates that:

(a)

The objective of general purpose financial reporting is to provide
financial information about the reporting entity that is useful to
present and potential equity investors, lenders and other creditors
in making decisions in their capacity as capital providers.
Information that is decision-useful to capital providers may also be
useful to other users of financial reporting who are not capital
providers (paragraph OB2).

Equity investors generally invest economic resources (usually cash)
in an entity with the expectation of receiving a return on, as well
as a return of, the cash provided; in other words, they expect to
receive more cash than they provided in the form of cash
distributions and increases in the prices of shares or other
ownership interests. Therefore, equity investors are directly
interested in the amount, timing and uncertainty of an entity’s
future cash flows and also in how the perception of an entity’s
ability to generate those cash flows affects the prices of their equity
interests. Equity investors often have the right to vote on
management actions and therefore are interested in how well the
directors and management of the entity have discharged their
responsibility to make efficient and profitable use of the assets
entrusted to them (paragraph OB6(a)).

Lenders, including purchasers of traded debt instruments, provide
financial capital to an entity by lending it economic resources
(usually cash). Lenders generally expect to receive a return in the
form of interest, repayments of borrowings and increases in the
prices of debt securities. Like equity investors, lenders are interested
in the amount, timing and uncertainty of an entity’s future cash
flows and in how the perception of an entity’s ability to generate
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those cash flows affects the prices of its debt securities. Lenders
may also have the right to influence or approve some management
actions and therefore may also be interested in how well
management has discharged its responsibilities (paragraph OB6(b)).

(d) Financial reporting should provide information about the
economic resources of the entity (its assets) and the claims on
those resources (its liabilities and equity). Financial reporting
should also provide information about the effects of transactions
and other events and circumstances that change an entity’s
economic resources and the claims on those resources. That
information is useful to capital providers for assessing an entity’s
ability to generate net cash inflows and for assessing the
effectiveness with which management has fulfilled its stewardship
responsibilities (paragraph OB15).

The boards also reaffirmed the importance of accrual accounting in
presenting financial information, as stated in the Framework ED:

... The buying, producing, selling and other operations of an entity during a
period, as well as changes in fair value and other events that affect its
economic resources and the claims on them, often do not coincide with the
cash receipts and payments of the period. Information in financial reports
about an entity’s resources and claims and changes in resources and claims
generally provides a better basis for assessing past performance and future
prospects than information solely about the entity’s current cash receipts
and payments. Without accrual accounting, important economic resources
and claims on resources would be excluded from financial statements.
|[paragraph OB20]

Consistent with the overall objective of financial reporting and accrual
accounting, the focus of this project is on providing information about an
entity’s financial position (its economic resources and claims on those
resources) and changes in its financial position that is useful to present
and potential equity investors, lenders and other creditors in making
decisions in their capacity as capital providers.

The boards propose three objectives of financial statement presentation,
namely that information should be presented in financial statements in
a manner that:

(a) portrays a cohesive financial picture of an entity’s activities

(b) disaggregates information so that it is useful in assessing the
amount, timing and uncertainty of an entity’s future cash flows
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(c) helps users to assess an entity’s ability to meet its financial
commitments as they become due and to invest in business
opportunities.

Those objectives, described in more detail below, are based on the
objectives of financial reporting and the input the boards received from
users of financial statements (including the criticisms described in
paragraphs 1.11-1.17) and from members of their advisory groups.
The financial reporting objective of providing information to help users
assess how well management has discharged its stewardship
responsibilities is addressed in the boards’ joint conceptual framework
project. Although a similar objective is not included in the financial
statement presentation objectives, the proposed presentation model
should help to achieve the stewardship objective of financial reporting.

Cohesiveness objective

An entity should present information in its financial statements in a
manner that portrays a cohesive financial picture of its activities.

A cohesive financial picture means that the relationship between items
across financial statements is clear and that an entity’s financial
statements complement each other as much as possible. Financial
statements that are consistent with the cohesiveness objective would
display data in a way that clearly associates related information across
the statements so that the information is understandable.
The cohesiveness objective responds to the existing lack of consistency in
the way information is presented in an entity’s financial statements.
For example, cash flows from operating activities are separated in the
statement of cash flows, but there is no similar separation of operating
activities in the statements of comprehensive income and financial
position. This makes it difficult for a user to compare operating income
with operating cash flows—a comparison often made in assessing
earnings quality. Similarly, separating operating assets and liabilities in
the statement of financial position will provide users with more complete
data for calculating some key financial ratios, such as return on net
operating assets.

Disaggregation objective

An entity should disaggregate information in its financial statements in
a manner that makes it useful in assessing the amount, timing and
uncertainty of its future cash flows.
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Classification in financial statements facilitates analysis by grouping
items with essentially similar economic characteristics, providing
meaningful totals and subtotals for them, and disaggregating items with
essentially different economic characteristics. Analysis aimed at
objectives such as assessing the amount, timing and uncertainty of future
cash flows requires financial information that is segregated into
reasonably homogeneous groups of items. If items differ economically,
users may wish to take that into account differently in predicting future
cash flows. The additional information provided by disaggregating
information and presenting more line items can assist users in
understanding an entity’s financial results and in predicting its future
cash flows.

In practice today, financial statements often aggregate items that are
different in nature and respond differently to the same economic events.
Consider an entity that aggregates its fixed rental expenses with its
variable utility expenses and presents the combined amount in the same
line item as it does its other general and administrative expenses.
If rental expenses or utility expenses are significant to that entity’s
performance, disaggregating them may help users predict the entity’s
future cash flows.

In applying the disaggregation objective, an entity should include, as
appropriate, additional line items in its financial statements to explain
the components of its financial position, performance and cash flows.
The boards acknowledge that there is a delicate balance between having
too much information and having too little information. Thus, it is
important that application of the disaggregation objective should lead to
sufficient but not excessive disaggregation.

Although the disaggregation objective refers to assessing the amount,
timing and uncertainty of future cash flows, the boards understand that
users often base their expectations of future cash flows on an analysis of
an entity’s prospects for creating value in the future. Such analyses often
involve forecasts of income, components of income, or cash flows
generated from specific activities.

Liquidity and financial flexibility objective

An entity should present information in its financial statements in a
manner that helps users to assess the entity’s ability to meet its financial
commitments as they become due and to invest in business
opportunities.
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2.13  In developing the liquidity and financial flexibility objective, the boards
discussed liquidity in terms of an entity having the resources to fulfil its
financial commitments, including commitments related to operations
and financing. Those resources include an entity’s ability to raise capital
and to use existing assets for generating future cash inflows. Financial
flexibility is a broader notion that relates to more than just having
sufficient resources to satisfy external debt and existing liabilities; it also
relates to an entity’s ability:

(@) toearn returns on investments and to fund future growth

(b) to take effective action to alter amounts and timing of cash flows
so that it can respond to unexpected needs and opportunities.’

Discussion question

1  Would the objectives of financial statement presentation
described in paragraphs 2.5-2.13 improve the usefulness of the
information provided in an entity’s financial statements and help
users make better decisions in their capacity as capital providers?
Why or why not? Should the boards consider any other objectives of
financial statement presentation in addition to or instead of the
objectives proposed in this discussion paper? If so, please describe
and explain.

Principles of financial statement presentation and related
application guidance

2.14  The rest of this chapter describes the boards’ preliminary views on the
principles (shown in bold type) and application guidance that an entity
should follow in classifying and presenting information in its financial
statements to be consistent with the financial statement presentation
objectives. This chapter also describes the bases for those views and the
alternatives considered by the boards. The boards’ preliminary views on
the principles and application guidance specific to presenting
information in the statements of financial position, comprehensive
income, cash flows and changes in equity are set out in Chapter 3. Their
preliminary views on new information that an entity should present in
the notes to financial statements are described in Chapter 4. Appendix A
contains illustrative financial statements (including selected notes to
financial statements) for a manufacturing entity (ToolCo) and a financial

7  FASB Concepts Statement No. 5, Recognition and Measurement in Financial Statements of
Business Enterprises, paragraph 24, footnote 13.
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services entity (Bank Corp) using the principles and application guidance
included in this discussion paper (proposed format). Appendix A also
includes illustrative financial statements for ToolCo and Bank Corp using
today’s presentation requirements (traditional format).

Presenting a cohesive set of financial statements

To present a cohesive set of financial statements, an entity should align
the line items, their descriptions and the order in which information is
presented in the statements of financial position, comprehensive income
and cash flows.

The boards’ preliminary view is that, ideally, financial statements should
be cohesive at the line item level. Aligning line items across the financial
statements should provide more information and increase the
transparency of the information provided—something that users have
requested repeatedly. However, alignment of every line in each of the
three statements may not be feasible. The goal of line-item cohesiveness
is for a user to find an asset or liability and the effects of a change in that
asset or liability in the same or similar location in each financial
statement and to be able to identify related information in different
statements. In presenting information in its financial statements, an
entity should comply with the spirit of that goal.

An entity should be able to align most line items in the statement of cash
flows and the statement of comprehensive income because both are ‘flow’
statements that present changes in assets and liabilities during a period.
However, an entity will not be able to align line items between the
statement of financial position and the statements of cash flows and
comprehensive income if an asset or a liability that gave rise to a cash
flow or an income or expense® item during a period is not recognised in
the statement of financial position at the end of the period. For example,
in practice today, an entity does not recognise assets that result from its
internal research efforts. Therefore, cash payments related to research
often cannot be related to an asset that appears in the statement of
financial position.

An entity may need to present a change in an asset or liability on more
than one line in the statement of comprehensive income and the
statement of cash flows. For example, a change in accounts receivable
may be attributable to cash collections, credit sales and an increase in

8 This discussion paper uses the term income to encompass both revenues and gains, and it
uses expense to encompass both expenses and losses.
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uncollectible accounts. Thus, changes in the accounts receivable line in
the statement of financial position could be presented in two or more
lines in the statement of comprehensive income.

Separating information into sections and categories

219 An entity should present information about the way it creates value
(its business activities) separately from information about the way it
funds or finances those business activities (its financing activities).

(@) An entity should further separate information about its business
activities by presenting information about its operating activities
separately from information about its investing activities.
(See paragraphs 2.31-2.33.)

(b) An entity should present information about the financing of its
business activities separately depending on the source of that financing.
Specifically, information about non-owner sources of finance
(and related changes) should be presented separately from owner
sources of finance (and related changes). (See paragraphs 2.34-2.36.)

220 An entity should present information about its discontinued operations
separately from its continuing business and financing activities.
(See paragraph 2.37.)

221 An entity should present information about its income taxes separately
from all other information in the statements of financial position and
cash flows. In its statement of comprehensive income, an entity should
separately present information about its income tax expense (benefit)
related to income from continuing operations (the total of its income or
loss from business and financing activities). An entity’s income tax
expense (benefit) related to discontinued operations and other
comprehensive income items should be presented in either the
statement of comprehensive income or the notes to financial statements
as required by IFRSs and US GAAP. If income tax expense or benefit
relates to transactions with owners in their capacity as owners and IFRSs
or US GAAP require it to be charged or credited directly to equity, that
income tax expense or benefit should be presented in the statement of
changes in equity, not in the statement of comprehensive income.

2.22  An entity applying the above principles should present information in its
financial statements in the sections and categories illustrated in the table
below. (The section names are in bold italic type; required categories
within sections are indicated by bullet points.) An entity may present the
sections and categories within a section in a different order as long as the
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order is the same in each statement. The statement of changes in equity
is not included in this table because it will not include the sections and
categories used in the other financial statements.

Statement of
financial position

Statement of
comprehensive
income

Statement of
cash flows

Business

* Operating assets
and liabilities

* Investing assets
and liabilities

Business

e Operating income
and expenses

* Investing income
and expenses

Business

* Operating cash
flows

* Investing cash
flows

Financing
* Financing assets

* Financing
liabilities

Financing

¢ Financing asset
income

¢ Financing liability
expenses

Financing

¢ Financing asset
cash flows

Financing liability
cash flows

Income taxes

Income taxes on
continuing operations
(business and financing
activities)

Income taxes

Discontinued operations

Discontinued operations,
net of tax

Discontinued operations

Other comprehensive
income, net of tax

Equity

Presenting meaningful subtotals

An entity should present subtotals and related headings for each section
and category within a section in the statements of financial position,
comprehensive income and cash flows. An entity may present additional
subtotals and headings if such presentation is helpful to understanding
its financial position and changes in its financial position and if those
subtotals and headings are presented consistently in the three

statements.
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2.24  The table above depicts the order in which the sections and categories
might appear in an entity’s financial statements. In selecting the order
for presenting sections and categories within sections, an entity should
choose the order that produces the most understandable depiction of its
activities and allows for presentation of meaningful subtotals and totals.
However, as stated in paragraph 2.22, an entity should present the
sections and categories in the same order in all three statements.

2.25  Asnoted in paragraph 3.22, an entity may present a total for assets and a
total for liabilities in its statement of financial position. As noted in
paragraph 3.24, an entity should present a subtotal for profit or loss or net
income and a total for comprehensive income in its statement of
comprehensive income.

2.26  Requiring an entity to present subtotals for each section and category
within a section is consistent with the cohesiveness objective because it
allows users to relate subtotals across the financial statements.
For example, it will be easy for users to identify the operating assets and
liabilities that gave rise to operating income and to operating cash flows.

Discussion questions

2 Would the separation of business activities from financing
activities provide information that is more decision-useful than
that provided in the financial statement formats used today
(see paragraph 2.19)? Why or why not?

3 Should equity be presented as a section separate from the
financing section or should it be included as a category in the
financing section (see paragraphs 2.19(b), 2.36 and 2.52-2.55)?
Why or why not?

4 In the proposed presentation model, an entity would present its
discontinued operations in a separate section (see paragraphs 2.20,
2.37 and 2.71-2.73). Does this presentation provide decision-useful
information? Instead of presenting this information in a separate
section, should an entity present information about its discontinued
operations in the relevant categories (operating, investing,
financing assets and financing liabilities)? Why or why not?
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Classifying information in the sections and categories

2.27

2.28

2.29

2.30

2.31

An entity should classify its assets and liabilities in the business section
and in the financing section in a manner that best reflects the way the
asset or liability is used within the entity. This discussion paper refers to
this as a management approach to classification. An entity with more than
one reportable segment (as that term is defined in IFRSs and US GAAP)
should classify its assets and liabilities in the business and financing
sections on the basis of the way those items are used in each of its
reportable segments.

Even though an entity uses a management approach to classify its assets
and liabilities in the business and financing sections, it should refer to
existing standards when classifying its assets, liabilities and equity items
in the income taxes section, the discontinued operations section and the
equity section. (See paragraphs 2.36-2.38.)

To present information in a cohesive manner, an entity should present
changes in its assets, liabilities and equity items in the same section and
category in the statement of comprehensive income and the statement of
cash flows that the asset or liability is classified in the statement of
financial position. In other words, the classification of assets and
liabilities in the statement of financial position determines the
classification of changes in those assets and liabilities in the statements
of comprehensive income and cash flows. For example, an entity would
classify its revenues, expenses, gains, losses and cash flows related to
operating assets and liabilities in the operating category in the
statements of comprehensive income and cash flows.

An entity should present changes attributable to transactions with
owners in their capacity as owners in the statement of changes in equity.

Defining the sections and categories

The business section should include assets and liabilities that
management views as part of its continuing business activities and
changes in those assets and liabilities. Business activities are those
conducted with the intention of creating value, such as producing goods
or providing services. The business section would normally include assets
and liabilities that are related to transactions with customers, suppliers
and employees (in their capacities as such) because such transactions
usually relate directly to an entity’s value-creating activities.
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2.32  The operating category within the business section should include assets
and liabilities that management views as related to the central purpose(s)
for which the entity is in business. An entity uses its operating assets and
liabilities in its primary revenue—and expense-generating activities.
All changes in operating assets and liabilities should be presented in the
operating category in the statement of comprehensive income (unless
existing standards require a change to be recognised as an item of other
comprehensive income) and the statement of cash flows.

2.33  The investing category within the business section should include
business assets and business liabilities, if any, that management views as
unrelated to the central purpose for which the entity is in business.
An entity may use its investing assets and liabilities to generate a return
in the form of interest, dividends or increased market prices but does not
use them in its primary revenue- and expense-generating activities.
All changes in investing assets and liabilities should be presented in the
investing category in the statement of comprehensive income (unless
existing standards require a change to be recognised as an item of other
comprehensive income) and the statement of cash flows.

2.34  The financing section should include a financing asset category and a
financing liability category. Financing assets and financing liabilities are
financial assets and financial liabilities (as those terms are defined in IFRSs
and US GAAP) that management views as part of the financing of the
entity’s business and other activities. In determining whether a financial
asset or financial liability is part of an entity’s financing activities,
management should consider whether the item is interchangeable with
other sources used to fund its business activities. For example, an entity
could acquire equipment using cash, a lease or a bank loan.
The financing section would normally include liabilities that originated
from an entity’s capital-raising activities (for example, a bank loan or
bonds) because capital is usually raised to fund value-creating (business)
activities. However, as discussed in paragraph 2.79, because of the
management approach to classification used in the proposed
presentation model, items classified in the financing section by a
manufacturing entity may differ from those classified in that section by
a financial services entity. All changes in financing assets and financing
liabilities should be presented in the financing asset and financing
liability categories, respectively, in the statement of comprehensive
income (unless existing standards require a change to be recognised as an
item of other comprehensive income) and the statement of cash flows.
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If an entity cannot clearly identify an asset or liability as relating to
operating, investing or financing activities, the entity should presume
that the asset or liability relates to its operating activities.

The equity section should include items that meet the definition of equity
in IFRSs and US GAAP. For example, the equity section of the statement
of financial position would include items such as ordinary or common
shares, treasury shares and retained earnings. All cash flows related to
equity should be presented in the equity section in the statement of cash
flows. All owner changes in equity should be presented in the statement
of changes in equity, and all non-owner changes in equity should be
presented in the statement of comprehensive income.

The discontinued operations section should include all assets and
liabilities related to a discontinued operation, as that term is defined in IFRSs
and US GAAP. All changes in assets and liabilities of a discontinued
operation should be presented in the discontinued operations section in
the statement of comprehensive income and the statement of cash flows.

The income tax section of the statement of financial position should
include all current and deferred income tax assets and liabilities
recognised in accordance with IFRSs or US GAAP. An entity should present
cash flows related to those assets and liabilities in the income tax section
of the statement of cash flows. As explained in paragraphs 3.55-3.62, the
boards’ preliminary view is that an entity should allocate income tax
expense or benefit in the statement of comprehensive income in
accordance with existing requirements. Therefore, an entity might present
some income tax expense or benefit in the discontinued operations and
other comprehensive income sections of the statement of comprehensive
income rather than in the income tax section that corresponds to the
statements of financial position and cash flows.

Additional classification guidance

The management approach to classification allows an entity’s
management to communicate the unique aspects of its business to users
of its financial statements. In adopting that classification approach, the
boards observed that an entity may consist of several different businesses
and may have similar types of assets and liabilities that function
differently in its different businesses.

In paragraph 2.27, the boards propose that an entity should classify its
business and financing assets and liabilities in a manner that reflects
how the entity uses those assets and liabilities in its reportable segments.
For example, an entity may have three reportable segments: manufacturing,

39 © Copyright IASCF



241

2.42

243

DiscussiON PAPER OCTOBER 2008

financial services and retail, each with a portfolio of financial
instruments. In the manufacturing segment, the financial liabilities are
used to fund ongoing operations and, therefore, are classified in the
financing liability category. In the financial services segment, the main
operation consists of earning a higher return on financial assets than is
paid on financial liabilities and, therefore, the financial instruments are
classified in the operating category. In the retail segment, the financial
instruments provide a return, but are not used to fund the activities of
the retail business and, therefore, are classified in the investing category.
Thus, in this example, an entity’s financial statements would present
financial instruments in the financing liability, operating and investing
categories in a way that is consistent with how the entity uses those
financial instruments in each reportable segment. Because an entity
should classify assets and liabilities at the reportable segment level, the
classification principles that refer to ‘an entity’ also apply to a reportable
segment.

An entity’s policy for classifying its assets and liabilities in the operating,
investing, financing assets and financing liabilities categories is an
accounting policy and would be described in its accounting policy note
disclosure (see paragraphs 4.2-4.4). A change in an entity’s classification
policy should be implemented through retrospective application of the new
classification policy to prior periods, as required by IFRSs and US GAAP.

How an asset or liability is used might change over time. For example, an
entity might purchase land as an investment but later build a
manufacturing plant on that land. A change in the land’s use should
result in a change in its classification. The boards have yet to discuss
whether and how a change in how an asset or liability is used should be
presented in the financial statements.

An entity might use an asset or liability in its business activities for more
than one function. For example, an entity’s headquarters building might
be used in its operations and also be viewed by management as a real
estate investment. The boards have yet to discuss how management
should classify an item in those circumstances. One possibility would be
to classify the asset or liability on the basis of its predominant purpose
(operating or investing). This treatment would be consistent with the
guidance in IFRSs and US GAAP for classifying cash receipts and payments
that relate to more than one type of activity in the statement of cash flows.
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An entity might use its cash for a variety of functions. However, it might
be difficult, if not impossible, for an entity to identify a specific amount
of cash as having one function and another amount of cash as having
another function. For that reason, an entity should present all of its cash
in a single line item in the statement of financial position, and only one
section or category in the statement of financial position should include
cash. The only situation in which an entity should present cash in more
than one category is when it manages its cash at the reportable segment
level and cash functions in a different manner in two or more reportable
segments.

Some users consider some or all elements of post-employment benefits,
including pensions, part of an entity’s financing activities and exclude
related amounts in analysing an entity’s operating activities. Other users
regard some or all elements of post-employment benefits as related to
employee remuneration or compensation and include them in an
analysis of an entity’s operating activities. Because both IFRSs and
US GAAP require an entity to present plan assets and benefit liabilities on
a net basis in its statement of financial position, the proposed
presentation model requires an entity to classify its net post-employment
benefit asset or liability in a single category in the statement of financial
position. In other words, an entity could not classify the plan assets
separately from the benefit liabilities. Because the net post-employment
asset or liability relates to employee remuneration or compensation, an
entity would most likely classify the net asset or liability in the operating
category.

Following the cohesiveness principle, an entity should classify the related
post-employment benefit expenses, including items such as service cost,
interest cost and return on plan assets, and cash flows in the same
category as its net post-employment benefit asset or liability. Even though
an entity would present all of the components of post-employment
benefit expense in one category in its statement of comprehensive
income, it could present those components on two or more lines in that
category if that would assist users in predicting future cash flows.
The IASB’s discussion paper Preliminary Views on Amendments to IAS 19
Employee Benefits suggests that disaggregating components of pension
costs in the statement of comprehensive income provides useful
information.

The boards believe that net presentation of assets and liabilities in a
post-employment benefit plan is an issue best addressed in a project
focused on post-employment benefits. If the presentation of those assets
and liabilities changes as the result of a future project, that could have
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implications for the presentation of the components of post-employment
benefit cost. For example, if a new presentation permits or requires an
entity to present its plan assets and benefit obligations in different
sections or categories in its statement of financial position, the entity
would classify the related components of post-employment benefit cost
in the corresponding sections or categories in its statement of
comprehensive income.

248  The boards propose that the classification of dividends payable and the
related cash flows should be based on the existing classification of
dividends payable as a liability. Therefore, dividend payments on
ordinary or common shares should be classified as a financing liability in
the statement of financial position and in the financing liability category
in the statement of cash flows, not the equity section. (The classification
of dividends payable and some types of equity instruments may change
in the project on financial instruments with characteristics of equity or
the conceptual framework project.) The boards acknowledge that some
interested parties view dividend payments on ordinary or common shares
as equity cash flows.

Discussion questions

5 The proposed presentation model relies on a management
approach to classification of assets and liabilities and the related
changes in those items in the sections and categories in order to
reflect the way an item is used within the entity or its reportable
segment (see paragraphs 2.27, 2.34 and 2.39-2.41).

(@) Would a management approach provide the most useful
view of an entity to users of its financial statements?

(b) Would the potential for reduced comparability of financial
statements resulting from a management approach to
classification outweigh the benefits of that approach?
Why or why not?

6  Paragraph 2.27 proposes that both assets and liabilities should be
presented in the business section and in the financing section of
the statement of financial position. Would this change in
presentation coupled with the separation of business and
financing activities in the statements of comprehensive income
and cash flows make it easier for users to calculate some key
financial ratios for an entity’s business activities or its financing
activities? Why or why not?
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7  Paragraphs 2.27, 2.76 and 2.77 discuss classification of assets and
liabilities by entities that have more than one reportable segment
for segment reporting purposes. Should those entities classify
assets and liabilities (and related changes) at the reportable
segment level as proposed instead of at the entity level?

Please explain.

8 The proposed presentation model introduces sections and
categories in the statements of financial position, comprehensive
income and cash flows. As discussed in paragraph 1.21(c), the
boards will need to consider making consequential amendments to
existing segment disclosure requirements as a result of the
proposed classification scheme. For example, the boards may need
to clarify which assets should be disclosed by segment: only total
assets as required today or assets for each section or category
within a section. What, if any, changes in segment disclosures
should the boards consider to make segment information more
useful in the light of the proposed presentation model?

Please explain.

9  Are the business section and the operating and investing
categories within that section defined appropriately (see
paragraphs 2.31-2.33 and 2.63-2.67)? Why or why not?

10 Are the financing section and the financing assets and financing
liabilities categories within that section defined appropriately
(see paragraphs 2.34 and 2.56-2.62)? Should the financing section
be restricted to financial assets and financial liabilities as defined

in IFRSs and US GAAP as proposed? Why or why not?

Basis for preliminary views on separating and
classifying information into sections and categories

The boards based the proposed classification scheme for financial
statements on the notion that users of an entity’s financial statements
(including management) commonly analyse an entity’s performance
independently of its capital structure. Requiring an entity to separate
amounts in its financial statements related to how it obtains capital and
amounts related to how it uses that capital to create value should help
users in their analyses.
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2.50  Application of the classification principles in paragraph 2.19 will result in:

(a) astatement of financial position that distinguishes business assets
and liabilities (which consist of operating assets and liabilities and
investing assets and liabilities) from financing assets, financing
liabilities and equity.

(b) astatement of comprehensive income that clearly identifies income
from business activities (wWhich consists of income from operating activities
and income from investing activities) and income from financing activities.

2.51  Presenting both assets and liabilities in the business section and in the
financing section will result in a significant change in the format of the
statement of financial position. The statement of financial position will
no longer be classified on the basis of elements (assets, liabilities and
equity), but rather on the basis of functional sections and categories
(see the illustrative statements of financial position for ToolCo and Bank
Corp in Appendix A). The presentation of assets and liabilities in the
business and financing sections will clearly communicate the net assets
that management uses in its business and financing activities. That
change in presentation coupled with the separation of business and
financing activities in the statements of comprehensive income and cash
flows should make it easier for users to calculate some key financial ratios
for an entity’s business activities or its financing activities. In addition,
those ratios should be of higher quality because, for example, the portion
of sales an entity attributes to operating activities can be compared
directly with the operating assets that generated the sales, thereby
enabling users to assess the return on operating assets more easily and
directly than is possible with existing financial statements. As another
example of the benefits of separating financing activities from other
activities, some users prefer a debt-to-equity ratio (or other measure of
financial leverage) in which the numerator is financing liabilities rather
than total debt. Separating an entity’s financing liabilities from its other
liabilities can be difficult using today’s presentation practices.

Defining the financing section
Equity

2.52 In defining the sections and categories within sections, the boards
considered whether an entity should present equity items and
transactions with owners in their capacity as owners as a separate
category within the financing section or in a separate section.
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Equity is part of an entity’s overall financing, and equity instruments
have increasingly become interchangeable with various forms of debt
instruments. In addition, users of financial statements are often
interested in the total capitalisation or financing of an entity. Those
factors suggest that equity items should be presented in the same section
as financing assets and liabilities.

However, because comprehensive income reflects only transactions with
non-owners, one way to satisfy the cohesiveness objective is to separate
owner and non-owner financing. If financing activities with owners, such
as issuing ordinary or common shares, were presented in an equity
category in the financing section, only the statements of financial
position and cash flows would include an equity category. The financing
section in the statement of comprehensive income would not include an
equity category because, by definition, comprehensive income excludes
transactions with owners.

Separate sections for owner and non-owner financing in the statement of
financial position should help users understand the net assets that an
entity employs on behalf of its owners because the total of the owner
financing section would equal total net assets. Similarly, separate owner
and non-owner financing sections in the statement of cash flows should
help users understand the cash flows generated by non-owner
transactions. In addition, an owner financing section in the statements
of financial position and cash flows would be cohesive with the statement
of changes in equity except for dividend payments that would be
classified in the non-owner financing section in the statement of cash
flows (see paragraph 2.48). The statement of changes in equity
summarises the amount of comprehensive income that is either retained
within an entity or distributed to owners by way of dividends or share
repurchases, and it reflects any additional investments by owners.
(This discussion paper refers to the section including equity items and
owner financing activities as the equity section.)

Liabilities

The boards first considered defining the financing section to include all
liabilities. Although conceptually all liabilities are sources of financing
for an entity’s various activities, the boards noted that a classification
scheme that included all liabilities in the financing section would result
in information of limited usefulness if the liabilities serve different
functions within an entity. For example, trade accounts payable may be
used to fund inventory purchases (an operating function), and long-term
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debt may be used to finance a business acquisition or operations in
general (a financing function). In addition, some liabilities, such as an
obligation to deliver a product, clearly stem directly from an entity’s
operations—to classify them as financing could be confusing.

2.57  The boards also considered a narrower definition for the financing
section—only liabilities for which existing accounting standards require
a time-value-ofmoney component to be calculated separately and
presented as part of comprehensive income. The boards did not favour
this narrow definition because it could result in liabilities being added or
removed from the financing section because of changes in accounting
standards, not changes in an entity’s financing structure.

2.58  The boards considered another narrow definition in which the financing
section would include only liabilities arising from capital-raising
activities in capital markets. The boards did not favour this definition
because entities use other types of liabilities to finance their activities, for
example, lease financing.

2.59  In discussing each of the possible definitions, the boards realised that
liabilities that relate to a specific operating activity (for example, working
capital) are different from liabilities that are generated to fund (finance)
an entity’s business(es) more generally. Therefore, the boards decided
that the financing section should not be based solely on a defined subset
of liabilities. Rather, the boards propose that management should have
flexibility in determining which liabilities to classify in the financing
section.

Treasury assets

2.60  The boards then considered whether the financing section should include
assets managed by the treasury function within an entity (treasury
assets). Initially, the boards considered excluding treasury assets on the
basis that they are used to generate a return and thus should be presented
in the business section along with other value-creating activities.

2.61 However, many members of the boards’ advisory and user groups told the
boards that they view treasury assets as part of an entity’s overall
financing activities and include those assets in their analysis of financing
activities, rather than in their analysis of an entity’s business activities.
For example, cash in excess of an entity’s working capital needs would
typically be evaluated alongside an entity’s debt as part of ‘net debt’.
Users reason that an entity could use this excess cash to retire its existing
debt immediately. Thus, the boards decided that an entity should present
treasury assets in the financing section rather than in the business
section, but in a category separate from financing liabilities.
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Having decided that both assets and liabilities could be classified in the
financing section, the boards considered whether the characteristic of an
asset or liability (that it is financial in nature) or its function (that it is
used to provide financing) should determine whether an entity classifies
the item in the financing section. Given the boards’ preference for an
entity classifying its assets and liabilities according to how they are used
within the entity, the boards favoured a functional approach. However,
to add objectivity to the classification process, they decided that only
financial assets or financial liabilities should be included in the financing
section. Therefore, the guidelines in paragraph 2.34 for classifying an
item in the financing section are based initially on the characteristic of
the asset or liability (it must be a financial asset or a financial liability), but
provide flexibility in allowing management to determine which financial
assets and financial liabilities serve the financing function. This means
that an entity may exclude a financial asset or a financial liability from
the financing section but cannot include a non-financial asset or a
non-financial liability in that section.

Defining the business section

The boards propose that an asset or liability that is not related to an
entity’s financing activities, a discontinued operation or income taxes
should be classified in the business section. However, to provide more
transparency about an entity’s business activities, the boards propose
that the business section should be further separated into two
categories—operating and investing.

The operating and investing categories are based on a notion of ‘core’ and
‘non-core’ activities. = The boards’ preliminary view is that the
classification of assets and liabilities according to what management
views as the central operations of an entity will provide more useful
information than would a narrow or prescriptive definition of operating
and investing.

As explained in paragraph 2.27, the proposed presentation model
classifies assets and liabilities using a management approach. Therefore,
the way an entity classifies its cash flows today as operating, investing or
financing may not be relevant to classification in the proposed
presentation model. Although the captions for the categories used in the
statement of cash flows today are the same as the categories in the
proposed presentation model, what gets classified in each category
differs. For example, investing activities in IAS 7 Statement of Cash Flows and
SFAS 95 Statement of Cash Flows include acquiring and disposing of
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property, plant and equipment, whereas for many entities those would be
operating activities in the proposed presentation model.

2.66  The boards expect that many entities will have only a few investing assets
or liabilities, and some may not have any. Conversely, an entity may
decide to present all the activities of a particular subsidiary in the
investing category. In that case, the investing category may have line
items for revenues, costs of goods sold, advertising, general and
administrative expenses, and other expenses.

2.67  Because management knows how assets and liabilities are deployed in its
business activities, it is in the best position to determine whether an asset
or liability should be classified in the operating or the investing category.
For example, consider a clothing manufacturer that creates value by
converting raw materials into goods for sale. The assets and liabilities
that this manufacturing entity might classify in the operating category
include accounts receivable, inventory, equipment, accounts payable,
intangible assets and pension obligations. However, an entity that
creates value by providing financial services to others might include in its
operating category cash, commercial paper, available-for-sale securities,
trading portfolio assets and liabilities, deposits, loans and insurance
liabilities. The clothing manufacturer might also have a portfolio of
bonds held for trading purposes that is not related to its central business
purpose. It might classify that asset in the investing or financing assets
category. Likewise, the financial services entity might own a valuable art
collection unrelated to its central business purpose. It would classify that
collection in the investing category.

Classifying cash

2.68  As noted in paragraphs 3.14-3.18, the boards’ preliminary view is that
cash equivalents should no longer be presented in the same manner as
cash. Therefore, paragraphs 2.69 and 2.70 relate only to cash, not to cash
and cash equivalents. Cash is fungible—far more so than any other asset.
Because of its fungibility, an entity generally manages its cash on a
centralised basis, although the degree of centralisation may vary from
one entity to another. Thus, the boards considered whether their
preliminary views on classification should apply to cash in the same way
as they apply to other assets such as receivables, inventory and short-term
or long-term investments.
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The boards observed that it might be difficult, if not impossible, for an
entity to identify some of its cash as having one function and some as
having another function. Accordingly, the boards concluded that unless
cash is used differently in two or more reportable segments, allowing or
requiring an entity to classify and present its cash in more than one
category would not necessarily help to achieve the proposed objectives of
financial statement presentation and it would impose a cost on entities
that would be difficult to justify because of its questionable benefits.

Some might view the proposal that an entity should present its cash in
only one category as inconsistent with or an exception to the
management approach to classification. The boards believe that their
proposal is not an exception to the management approach because the
proposed presentation model does not specify the category in which cash
should be classified. In other words, an entity will determine whether to
classify its cash or that of its reportable segments as operating, investing
or financing.

Activities of a discontinued operation

Users of financial statements say that they use information about the
results of an entity’s operating activities in assessing the amount, timing
and uncertainty of future cash flows. Those assessments are likely to
treat information about the results of discontinued operations, such as
the related earnings and cash flows, differently from the results of
continuing operations because they have different implications for
future cash flows.

Today, IFRSs and US GAAP require an entity to identify discontinued
operations in its financial statements. Thus, the boards’ proposal that an
entity should present information about its discontinued operations
separately from information about its continuing activities is generally
consistent with existing presentation.

The criteria for identifying a discontinued operation differ in IFRSs and
US GAAP. In another project, the boards are jointly considering a new,
common definition of discontinued operations. In September 2008, the IASB
and the FASB each published an exposure document including the
proposed new definition and related disclosures. Therefore, this
discussion paper addresses only the presentation of discontinued
operations in the financial statements.
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Income taxes

2.74  In reaching their preliminary view to retain the existing income tax
allocation requirements, the boards acknowledged that in many cases an
entity will present income tax expense or benefit in more than one
section in the statement of comprehensive income and therefore will not
be able to align that statement with the statements of financial position
and cash flows. The boards considered requiring an entity to present
income tax assets, liabilities and cash flows in the same sections and
categories that contain income tax expense (benefit) so that the
statements would align completely at the category level, which is
consistent with the cohesiveness objective. The boards noted that for the
proposed presentation model to be internally consistent, an entity would
need first to classify its income tax assets and liabilities into sections and
categories and then similarly to classify the related income and expense
items and cash flows. However, the boards reasoned that disaggregating
and presenting income tax assets, liabilities and cash flows in the
operating, investing, financing assets and financing liabilities categories
would require complex and arbitrary allocations that are unlikely to
provide useful information.

2.75  As discussed in paragraphs 3.58 and 3.62, the boards believe that
allocating income taxes in the statement of comprehensive income is
important in helping users assess the amount, timing and uncertainty of
future cash flows (thereby achieving the disaggregation objective), which
is more important than strict adherence to the cohesiveness objective.
Thus, the boards propose that an entity should present income tax assets,
liabilities and cash flows in one separate section in the statements of
financial position and cash flows but propose to retain allocation of
income taxes in the statement of comprehensive income.

Classification at the reportable segment level

2.76 If an entity classified its assets and liabilities at the entity level, all
reportable segments of an entity would classify their assets and liabilities
in the same manner. For example, the diversified entity described in
paragraph 2.40 would classify all its financial instruments in the same
category. The boards acknowledge that classification at the entity level
would be less complex than classification at the reportable segment level.
This is because an entity would have one classification policy that would
apply to all its assets and liabilities in what could be a variety of
businesses rather than potentially having a separate policy for each
reportable segment.
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Nevertheless, the boards believe that applying the classification
guidelines at the reportable segment level should better represent the
way an asset or liability is used within an entity because, by definition,
reportable segments include operations that are similar in nature and
economic behaviour. Thus, presumably, the assets and liabilities in those
segments are used in the same manner.

Application to financial services entities

In setting the project scope, the boards initially considered whether the
presentation requirements for entities that provide primarily financial
services (such as banks, building societies, credit unions, stock
brokerages, asset management firms, insurers and similar businesses)
should differ from those for other types of entities. The assets and
liabilities that generate net cash inflows for those entities are likely to be
different from those of other business entities because of the underlying
differences in how they create value. This is because the source of
profitability for a financial services entity is usually the management of
financial assets and financial liabilities. In contrast, for other types of
entities, income from financial assets is often not significant and
expenses on financial liabilities are generally not directly related to
operating activities.

After consulting members of the project’s Financial Institutions Advisory
Group, the boards propose that the classification scheme and
management approach to classification described in this discussion
paper should apply to all business or for-profit entities. The boards’
preference for requiring an entity to explain, as a matter of accounting
policy, its bases for classifying assets and liabilities was important to
advisory group members when they expressed support for having the
same classification scheme and guidelines for all business or for-profit
entities. The boards would expect a financial services entity to classify
many of its financial assets and financial liabilities (for example, cash,
bank loans and bank overdrafts) in the operating category even though
they are financial in nature. In contrast, a manufacturing entity that
does not provide financial services might decide to include the following
in its financing assets and financing liabilities categories: cash, bank
loans, bank overdrafts, bonds and other traded debt, and related accrued
interest, plus financial instruments held to hedge those items.
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Chapter 3: Implications of the objectives and principles for
each financial statement

3.1

This chapter describes the effects on each financial statement of
implementing the boards’ preliminary views on the objectives and
related principles of financial statement presentation, including how
those preliminary views would change present practice. This chapter also
discusses the boards’ preliminary views on issues unique to a particular
financial statement. Appendix A contains illustrative financial
statements (including selected notes to financial statements) for a
manufacturing entity (ToolCo) and a financial services entity (Bank Corp)
using the proposed principles and application guidance included in this
discussion paper (proposed format). Appendix A also includes illustrative
financial statements for ToolCo and Bank Corp using today’s
presentation requirements (traditional format).

Statement of financial position

3.2

3.3

Presenting information about liquidity and financial
flexibility of assets and liabilities

An entity should classify its assets and liabilities (except those related to
a discontinued operation) in the statement of financial position into
short-term and long-term subcategories of the operating, investing,
financing assets and financing liabilities categories unless a presentation
based on liquidity provides information that is more relevant. In a
presentation based on liquidity, an entity should present its assets and
liabilities in increasing or decreasing order of liquidity, and it should
present in the notes to its financial statements information about the
maturities of its short-term contractual assets and liabilities. All entities
should present information about the maturities of their long-term
contractual assets and liabilities in the notes to financial statements.

An asset or liability is short-term if either its contractual maturity or its
expected date of realisation® or settlement is within one year of the
reporting date. In other words, the distinction is based on the shorter of
(a) contractual maturity and (b) expected realisation or settlement.
Otherwise, an asset or liability is long-term. Deferred tax assets and

9

The term realisation encompasses the sale or consumption of an asset.
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liabilities should be classified as short-term or long-term according to the
classification of the related asset or liability as now required by SFAS 109
Accounting for Income Taxes.*°

Why require classification into short-term and long-term
subcategories for some but not all entities?

In practice today, a statement of financial position in which assets and
liabilities are presented in current and non-current categories is referred
to as a classified statement of financial position. Because that term is familiar
to many readers, this discussion paper also refers to a statement of
financial position with short-term and long-term subcategories as a
classified statement of financial position. However, all financial statements
presented in accordance with the boards’ preliminary views on financial
statement presentation would be ‘classified’ in the sense of having the
sections and categories depicted in the table in paragraph 2.22.

As explained below, presenting a classified statement of financial
position would help to achieve the disaggregation objective as well as the
liquidity and financial flexibility objective.

(a) Information about which assets and liabilities are short-term and
which are long-term is pertinent to users’ assessments of the
amount, timing and uncertainty of an entity’s future cash flows.

(b) Presenting assets and liabilities in short-term and long-term
subcategories provides the information users need to compare the
assets expected to be realised or otherwise converted into cash in
the near term with the liabilities expected to be paid or otherwise
settled in the near term.

However, presenting assets and liabilities in short-term and long-term
subcategories may not achieve those objectives for some entities.
For example, an entity that engages in the business of taking deposits,
effecting transactions in securities for the account of others, buying and
selling securities on its own account, underwriting securities and issuing
insurance contracts typically has financial assets and financial liabilities
with a wide range of maturity dates within a short time period. For those

10 IAS 12 Income Taxes requires an entity to present deferred tax assets and liabilities as

non-current in the statement of financial position. The boards are working to align their
income tax standards as part of a convergence project. The IASB plans to publish in 2008
an exposure draft of proposals to replace IAS 12. In that exposure draft, the IASB will
propose, among other things, adopting the guidance in SFAS 109 on the classification of
deferred tax assets and liabilities. The FASB plans to solicit input from its constituents by
publishing a discussion paper containing the IASB’s proposed replacement of IAS 12.
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entities, it would be arbitrary to specify any particular maturity date to
distinguish two maturity subcategories. For those entities, the proposed
short-term and long-term subcategories are too broad to provide useful
information to users of their financial statements. In addition, it often is
not feasible to provide more granular short-term maturity information in
the statement of financial position. Moreover, for those entities, liquidity
information is often more important than an arbitrary split between
short-term and long-term. For those reasons, the boards believe that users
would, in some cases, derive more benefit from a presentation of assets or
liabilities in order of liquidity. The boards propose that each entity
should decide whether to provide a classified presentation or a
presentation based on liquidity, on the basis of the presentation that
provides more relevant information. If an entity adopts a presentation
based on liquidity, it would also disclose information about the
maturities of its shortterm contractual assets and liabilities
(see paragraphs 4.7-4.10).

Why a short-term or long-term distinction instead of a current
or non-current distinction based on operating cycle?

3.7 In practice today, an entity that presents a classified statement of
financial position classifies its assets and liabilities as current or
non-current. The current or non-current distinction is based on the
length of an entity’s operating cycle. The operating cycle is the typical
time between an entity’s acquisition of materials or services used in its
production process and the final conversion of the outputs of that process
to cash. In other words, if an asset or liability is expected to be realised or
settled within its operating cycle, it is classified as current. The result is
that an entity with an operating cycle longer than one year may classify
some assets as current even if it will not convert them to cash for many
years. For example, a whisky distillery might classify its work-in-process
inventory as a current asset for 20 or more years. In contrast, if the
distinction is based on a one-year time frame, inventory expected to be
realised in cash within one year would be considered short-term, and
inventory expected to be realised in more than a year would be
considered long-term. A whisky distillery with a multiyear ageing process
would classify its work-in-process as long-term inventory.

3.8 The boards concluded that a classified statement of financial position
should be based on a one-year distinction rather than the length of an
entity’s operating cycle. A one-year distinction is simpler and easier to
understand than a distinction based on an entity’s operating cycle.
For example, some entities produce a variety of products or services that
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have various operating cycles, which can make implementing an
operating cycle distinction complex and difficult for users to understand,
at least without extensive explanation. Financial statement users with
whom the boards discussed the issue generally preferred a one-year
distinction to the present distinction based on the operating cycle
because the one-year distinction is more objective; it also increases
comparability between entities in different industries.

Expected realisation and contractual maturities

Existing requirements distinguish current from non-current on the basis
of the expected realisation (settlement) of assets (liabilities) rather than
the stated maturities of contractual assets and liabilities. However, in
US GAAP the current liability classification would include all obligations
that by their stated maturities are short-term or those that by their stated
maturities are long-term but are callable or will become callable by the
creditor in the short term unless specific conditions are met.

The boards believe that a distinction based on expected realisation
(settlement) provides more relevant information about liquidity than a
distinction based entirely on contractual maturities. However, the
boards observed that basing the distinction on expected realisation
(settlement) with no consideration of contractual maturity might in
some situations not provide adequate information about the liquidity
and cash consequences of assets and liabilities. For example, an entity
might read a distinction based solely on expected realisation or
settlement as implying that a note payable with a contractual maturity of
six months should be classified as long-term if it expects to refinance the
note and does not expect to make a cash payment on the refinanced note
for 18 months. Because users need to know that the entity must either
settle or refinance the note within one year, the boards decided that the
one-year time frame should be based on the shorter of (a) the contractual
maturity of an asset or liability and (b) its expected realisation!! or
settlement.

How existing practice on classified statements of financial
position would change

IAS 1 requires an entity to present a classified statement of financial
position unless a presentation in increasing or decreasing order of
liquidity would be reliable and more relevant than a classified statement
of financial position. IAS 1 also indicates that a presentation in order of

11 See footnote 9.
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liquidity is likely to be more relevant for an entity that does not supply
goods or services within a clearly identifiable operating cycle. Therefore,
the boards’ proposals would not change practice for entities applying
IFRSs.

US GAAP does not require an entity to present a classified statement of
financial position. Rather, it provides guidance on how to classify assets
and liabilities as current or non-current if an entity chooses to do so. Even
though the boards’ proposals to require a classified statement of financial
position unless a presentation of assets and liabilities in order of liquidity
provides more relevant information would change US GAAP, that
proposal would not significantly change practice for entities applying
US GAAP because most entities other than those providing financial
services present a classified statement of financial position. Financial
services entities generally present assets and liabilities in order of
liquidity.

Classifying income tax assets and liabilities as short-term or long-term
according to the classification of the related asset or liability (as required
in US GAAP) would change practice for entities that apply IFRSs.
IAS 1 paragraph 56 prohibits classifying a deferred tax asset or liability
as current.!?

Discussion question

11 Paragraph 3.2 proposes that an entity should present a classified
statement of financial position (short-term and long-term
subcategories for assets and liabilities) except when a presentation
of assets and liabilities in order of liquidity provides information
that is more relevant.

(a) What types of entities would you expect not to present a
classified statement of financial position? Why?

(b)  Should there be more guidance for distinguishing which
entities should present a statement of financial position in

order of liquidity? If so, what additional guidance is needed?

Presenting cash in the statement of financial position

Cash equivalents should be presented and classified in a manner similar
to other short-term investments. An entity should not present any
securities as part of cash in the statement of financial position.

12 See footnote 10.
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SFAS 95, issued in 1987, introduced the concept of cash equivalents and
focused on the aggregate of cash and cash equivalents because, according
to the FASB’s constituents, an entity’s cash management activities
generally include particular types of short-term investments considered
to be essentially the same as cash. Therefore, the FASB concluded that
whether cash is on hand, on deposit or invested in a short-term
investment that is readily convertible to a known amount of cash is
largely irrelevant to users’ assessments of liquidity and future cash flows.
Accordingly, in today’s practice, the statement of cash flows focuses on
the aggregate of cash and cash equivalents, and the statement of financial
position presents either a line item or a subtotal that includes both cash
and cash equivalents.

The IASB reached similar conclusions in revising IAS 7 in 2003. Thus, the
focus of practice today is on the aggregate of cash and cash equivalents in
the statement of financial position and the statement of cash flows.
Although they use slightly different words, both IAS 7 and SFAS 95 define
cash equivalents as short-term, highly liquid investments that are readily
convertible to known amounts of cash and are so near their maturity that
they present an insignificant risk of changes in value because of changes
in interest rates. Both also state that, generally, only an investment with
a maturity of three months or less from the date an entity acquired it
qualifies using that definition, although the wording of the reference to
three-month maturity is slightly stronger in SFAS 95 than in IAS 7.

The boards concluded that excluding cash equivalents from the amount
of cash presented in the statement of financial position would better help
to achieve the liquidity and financial flexibility objective (paragraph
2.12). Moreover, as discussed in paragraph 2.1(b), investors, creditors and
other capital providers who invest cash in an entity do so expecting to
receive a return on, as well as a return of, the cash provided. An entity
ordinarily distributes cash—not short-term investments considered to be
the equivalent of cash—to its capital providers. The same is true for its
other cash needs, such as paying employees and other suppliers.
Although an entity would usually be able to convert cash equivalents to
cash quickly to satisfy its needs for cash, no short-term investment can
have all of the characteristics of currency on hand and on-demand
deposits. For example, regardless of how near its maturity, a short-term
investment is subject to some risk of price change attributable to, for
example, sudden changes in the credit environment or the perceived
credit quality of the issuer.
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If cash and cash equivalents were combined in the proposed presentation
model, an entity would be required to present that combined amount as a
single line item in the statement of financial position and would be
precluded from presenting securities considered to be cash equivalents in
a category different from the category in which cash is classified.
The boards decided that allowing cash equivalents to be presented
differently from cash would be more consistent with the management
approach to classification, and it would also help users to assess an entity’s
liquidity and the amount, timing and uncertainty of its future cash flows.

Discussion question

12 Paragraph 3.14 proposes that cash equivalents should be presented
and classified in a manner similar to other short-term investments,
not as part of cash. Do you agree? Why or why not?

Disaggregating similar assets and liabilities with
different measurement bases

An entity should disaggregate similar assets and similar liabilities that
are measured on different bases and present them on separate lines in the
statement of financial position.

In both IFRSs and US GAAP today, assets and liabilities are measured on
several different bases, resulting in a mixed-attribute model. The boards
decided that presenting items in an entity’s statement of financial position
separately according to the basis on which they are measured is consistent
with the disaggregation objective because the additional information will
help users in assessing the amount, timing and uncertainty of an entity’s
future cash flows. The boards considered requiring disaggregation of
assets and liabilities according to their measurement bases only in the
notes to financial statements. However, providing that information in the
statement of financial position is more straightforward and avoids making
users go back and forth between the statement and the notes to find
important information. Separate presentation in the statement of
financial position is also unlikely to impose undue costs on an entity.
Therefore, the boards propose that an entity should not combine similar
assets or similar liabilities measured on different bases into a single line
item in the statement of financial position. For example, an entity should
not aggregate investments in debt securities measured at amortised cost
and investments in debt securities measured at fair value and present the
total in a single line item.
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The boards observed that their preliminary view on disaggregating assets
and liabilities according to their measurement basis is also consistent
with (although not identical to) related requirements in IFRS 7 Financial
Instruments: Disclosures and SFAS 159 The Fair Value Option for Financial Assets
and Financial Liabilities.

Discussion question

13 Paragraph 3.19 proposes that an entity should present its similar
assets and liabilities that are measured on different bases on
separate lines in the statement of financial position. Would this
disaggregation provide information that is more decision-useful
than a presentation that permits line items to include similar assets
and liabilities measured on different bases? Why or why not?

Total assets and total liabilities

An entity should disclose total assets and total liabilities either in the
statement of financial position or in the notes to financial statements.
An entity that presents its assets and liabilities in short-term and
long-term subcategories should also disclose subtotals for short-term
assets, short-term liabilities, long-term assets and long-term liabilities
either in the statement of financial position or in the notes.

As discussed in paragraph 2.51, one result of the boards’ preliminary
views on separating business and financing activities is that the
statement of financial position will no longer be classified on the basis of
elements (assets, liabilities and equity), but rather on functional sections
and categories. The proposed format for the statement of financial
position should make it easier for users to calculate some key financial
ratios, but information about the total assets of an entity as well as its
total liabilities is also useful in calculating other key financial ratios (such
as return on total assets). Thus, the boards propose that an entity should
continue to present those totals in financial statements. Whether the
totals are presented in the statement of financial position or in the notes
should not matter, as long as the information is provided in one location
or the other.
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Statement of comprehensive income

3.24

3.25

3.26

3.27

A single statement of comprehensive income

An entity should present comprehensive income and its components in a
single statement of comprehensive income. Items of other comprehensive
income!® should be presented in a separate section that is displayed with
prominence equal to that of all the other sections (for example, business
or financing).

(@) The statement of comprehensive income should display a subtotal
of profit or loss or net income for the period.

(b) The statement of comprehensive income should also display the
total amount of comprehensive income for the period.

For each item in the other comprehensive income section except a foreign
currency translation adjustment on a consolidated subsidiary (and a
proportionately consolidated joint venture [IFRSs]), an entity should
identify and indicate in the statement of comprehensive income whether
the item relates to (or will relate to) an operating activity, investing
activity, financing asset or financing liability. (See paragraphs 3.37-3.41.)

An entity should reclassify an item in the statement of comprehensive
income from the other comprehensive income section to one of the other
sections or categories in that statement if and as required by existing
standards. The item should be reclassified into the same category as the
asset or liability in the statement of financial position that generated the
income or expense.

IFRSs and US GAAP permit several alternative formats for presenting
comprehensive income and its components. IAS 1 requires an entity to
present all items of income and expense recognised in a period either in
a single statement of comprehensive income or in two separate
statements—a statement displaying profit or loss (an income statement)
and a statement of comprehensive income that begins with profit or loss
and displays items of other comprehensive income. SFAS 130 permits
similar presentation formats and also permits an entity to present other
comprehensive income in its statement of changes in equity. Both IAS 1

13 Other comprehensive income comprises items of income and expense that an entity
does not immediately recognise in profit or loss or net income as required or
permitted by IFRSs and US GAAP.
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and SFAS 130 require an entity to present the amounts of profit or loss or
net income and total comprehensive income for the period, regardless of
the format an entity chooses to present the components of
comprehensive income.

The boards concluded that only one format for presenting comprehensive
income should remain, namely a single statement. A goal of this project
is to develop a high quality standard for presentation of financial
information and, in the process, to eliminate the differences between the
presentation formats used by entities that apply IFRSs and those used by
entities that apply US GAAP. Thus, the boards decided to eliminate the
alternative presentation formats for the statement of comprehensive
income permitted by IFRSs and US GAAP and to require all components
of comprehensive income to be presented in the same financial
statement.

Presenting a single statement of comprehensive income will improve the
comparability of financial statements because all entities will present the
components of comprehensive income in a similar manner in the same
financial statement. The boards also believe that including all income
and expense items in a single statement of comprehensive income will
make it easier for users to understand and use that information in their
analyses because they will need to look to only one financial statement
for information on all non-owner changes in an entity’s net assets.
For example, information about both realised and unrealised changes in
fair value will be presented in the statement of comprehensive income.
Within that statement, comprehensive income would be divided into
profit or loss or net income and other comprehensive income, which is
consistent with existing standards that require profit or loss or net
income to be presented as a component of comprehensive income.

The boards note that when it was first introduced, the concept of
comprehensive income was new to both entities and users of their
financial statements. Permitting alternative formats for displaying the
components of comprehensive income for several years allowed
preparers and users of financial statements to become familiar with the
new concept. But SFAS 130 has been in effect for more than a decade now.
The IASB recently revised IAS 1 (in 2007) to use the same terminology as
SFAS 130 and to provide similar (but more limited) options for presenting
the components of comprehensive income. The boards concluded that it
is time to make the information easier to find and use by requiring it to
be presented in a single format that displays all of the components of
comprehensive income in the same financial statement.
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The boards’ preliminary view that an entity should present all
components of comprehensive income in a single financial statement is
consistent with evidence in several research studies that users appear to
react more to other comprehensive income information that is presented
in the location in which they expect to see it and fail to react to
information when it appears in unexpected locations. Thus, if all entities
present other comprehensive income information in the same statement,
users’ ability to attend consistently to the information should be
enhanced."

One of the key issues related to presentation of information in the
statement of comprehensive income is whether items of other
comprehensive income should continue to be presented in a manner
different from all other income or expense items. In paragraph 3.24, the
boards propose that all items that constitute comprehensive income
should be presented in a single statement of comprehensive income.
The boards discussed a range of views on how income or expense items
that are currently presented outside profit or loss or net income could be
presented in that statement, including the following:

(@) All items of other comprehensive income should be presented in
the same manner as all other non-owner changes in assets and
liabilities. In other words, the existing requirements to recognise
and present other comprehensive income items outside profit or
loss or net income should be eliminated as well as the need to
reclassify those items subsequently into profit or loss or net
income.

(b)  Criteria should be established that determine which, if any, items
that constitute comprehensive income should be presented
differently from all other non-owner changes in assets and
liabilities, perhaps in a section outside profit or loss or net income.

(c) If some income or expense items that constitute comprehensive
income are to be presented separately in the statement of
comprehensive income outside profit or loss or net income, there

14 D Eric Hirst and Patrick E Hopkins, ‘Comprehensive Income Reporting and Analysts’
Valuation Judgments’, Journal of Accounting Research 36 (1998, Supplement): 47-75;
Laureen A Maines and Linda S McDaniel, ‘Effects of Comprehensive-Income
Characteristics on Nonprofessional Investors’ Judgments: The Role of Financial
Statement Presentation Format’, The Accounting Review 75, 2 (2000): 179-207;
Dennis Chambers, Thomas J Linsmeier, Catherine Shakespeare and Theodore Sougiannis,
‘An Evaluation of SFAS No. 130 Comprehensive Income Disclosures’, Review of Accounting
Studies 12, 4 (2007): 557-593.
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may be arguments for not subsequently reclassifying some of those
items into profit or loss or net income.

To resolve those views, the boards would need to address recognition and
measurement issues that are beyond the scope of a project on financial
statement presentation, and might need to change existing standards.
Therefore, as stated in paragraph 1.22, the boards decided not to discuss
those views further in this project and to focus this project on presenting
items of other comprehensive income in a manner that is consistent with
existing standards.

Discussion question

14 Should an entity present comprehensive income and its
components in a single statement of comprehensive income as
proposed (see paragraphs 3.24-3.33)? Why or why not?

If not, how should they be presented?

Profit or loss or net income component of comprehensive
income

The boards propose that the statement of comprehensive income should
continue to present a subtotal for a component of comprehensive income
like the one generally designated as profit or loss (in IFRSs) or net income
(in US GAAP). Profit or loss or net income would be the sum of the
business, financing and discontinued operations sections and related
income tax amounts.

The boards acknowledge that many of their constituents view profit or
loss or net income as useful performance measures and that profit or loss
or net income as a subtotal or a phrase is deeply ingrained in the economy,
business and investors’ minds. Users from all sectors incorporate profit
or loss or net income in their analyses, either as a starting point for
analysis or as the main indicator of an entity’s performance. The boards
reasoned that their proposed format for the statement of comprehensive
income would allow users to become familiar with the notion of
comprehensive income, while still retaining the touchstone of profit or
loss or net income.

As proposed in paragraph 2.23, an entity should present subtotals for
each section and category within a section in the statement of
comprehensive income. In addition, an entity is permitted to present
additional subtotals in the statement of comprehensive income if such
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presentation is helpful in understanding changes in the entity’s financial
position. For example, if an entity has a discontinued operation, it might
present a subtotal for income from continuing operations, which would be the
sum of the business and financing sections.

The other comprehensive income component of
comprehensive income

3.37  In paragraph 3.25, the boards propose that an entity should identify and
indicate the category in the statement of financial position to which each
item in the other comprehensive income section relates (or to which it
will relate). Doing so should help users to understand:

(@) the relationship between the statement of comprehensive income
and the statement of financial position

(b) the section or category in which potential future reclassification
adjustments will be presented in profit or loss or net income in
future statements of comprehensive income.

3.38 For most items of other comprehensive income, making that
identification should be straightforward. However, as explained below,
the boards developed additional classification guidance for gains and
losses on cash flow hedges and for foreign currency translation
adjustments on consolidated subsidiaries (and proportionately
consolidated joint ventures [[FRSs]).

3.39 A cash flow hedge may relate to future cash flows associated with a
recognised asset or liability, such as interest associated with a variable
rate investment in an available-for-sale security. Identifying the category
to which a gain or loss in other comprehensive income relates would be
straightforward for such cash flow hedges. However, a gain or loss on a
cash flow hedge may relate to an asset or liability yet to be recognised.
In that situation, the boards propose that a practical approach would be
to look to the category into which the related asset or liability would be
classified when the transaction occurs. For example, if a cash flow hedge
relates to a forecast purchase of inventory, an entity would indicate that
a gain or loss on the hedging instrument presented in the other
comprehensive income section relates to the operating category if the
inventory will be classified as an operating asset when the transaction is
made.
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The only other comprehensive income item that an entity does not need
to identify with a section or category in the statement of financial
position is a foreign currency translation adjustment on a consolidated
subsidiary (and a proportionately consolidated joint venture [IFRSs]). This
is because the translation adjustment may relate to more than one
category of assets and liabilities in the statement of financial position.

The boards observe that some other items of other comprehensive income
might relate to an asset or liability that is classified in more than one
category. For example, an entity might classify some of its
available-for-sale securities in the investing category and others in the
financing asset category. In those instances, the related other
comprehensive income item (for example, a gain or loss on available-for-
sale securities) should be presented on two lines so that the section or
category in which future reclassification adjustments will be presented
can be clearly identified.

Discussion question

15 Paragraph 3.25 proposes that an entity should indicate the
category to which items of other comprehensive income relate
(except some foreign currency translation adjustments)

(see paragraphs 3.37-3.41). Would that information be
decision-useful? Why or why not?

Disaggregating income and expense items

An entity should disaggregate by function income and expense items
within the operating, investing, financing assets and financing liabilities
categories in the statement of comprehensive income to the extent that
this will enhance the usefulness of the information in predicting the
entity’s future cash flows.

Function refers to the primary activities in which an entity is engaged,
such as selling goods, providing services, manufacturing, advertising,
marketing, business development or administration.

An entity should further disaggregate its income and expense items by
their nature within those functions to the extent that this will enhance the
usefulness of the information in predicting the entity’s future cash flows.
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Nature refers to the economic characteristics or attributes that
distinguish assets, liabilities, and income and expense items that do not
respond equally to similar economic events. Examples of disaggregation
by nature include disaggregating total revenues into wholesale revenues
and retail revenues or disaggregating total cost of sales into materials,
labour, transport and energy costs.

If presenting by-function subcategories and by-nature information
within those subcategories results in a statement of comprehensive
income that management believes is too lengthy or detracts from the
overall understandability of the information in that statement, an entity
may present some or all of its by-nature information in the notes to
financial statements. (See Note 4 of Illustration 1A in Appendix A.)

In determining whether to present a by-nature amount in the notes, an
entity should consider the cohesiveness objective and the goal of aligning
line items across the statements. Accordingly, if the entity (a) presented
a related line item separately in the statement of financial position
or (b) would disaggregate the related cash flow information because it
would be useful in predicting the entity’s future cash flows, then the
entity should present the by-nature amount in the statement of
comprehensive income and not in the notes.

An entity that does not disaggregate its income and expense items by
function because such disaggregation would not enhance the usefulness
of the information in predicting the entity’s future cash flows should
nevertheless disaggregate those items by their nature to the extent that
this will enhance the usefulness of the information in predicting the
entity’s future cash flows.

If an entity has an income or expense item that is not presented
separately by function or nature and separate presentation of that item
enhances the usefulness of the information in predicting the entity’s
future cash flows, that item should also be presented separately in the
statement of comprehensive income.

For example, in Illustration 1A in Appendix A, ToolCo has a ‘cost of goods
sold’ functional subcategory within the operating category that includes
expenses related to manufacturing goods for sale. ToolCo realised a gain
on the disposal of manufacturing equipment. Because management
views that gain as unrelated to its manufacturing function, it presented
the gain outside the ‘cost of goods sold’ subcategory, even though the
equipment was used only in the entity’s manufacturing activities.
The loss on sale of receivables is also presented outside a functional
subcategory because although the receivables relate to ToolCo’s function
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of selling (and collecting payment for) its goods, management views the
loss arising from this transaction as unrelated to its normal process of
collecting outstanding receivables. The impairment loss on goodwill is
also presented outside a functional subcategory because management
views the impaired goodwill asset as relating to several of the entity’s
functions and thus does not believe it should be presented as part of a
single function.

Why disaggregate by nature and function?

The boards initially expressed a preference for presenting information in
the statement of comprehensive income by function because they
thought that doing so would usually describe an entity’s overall
operations better than would disaggregating information by nature.
The boards also observed that disaggregating information by function is
more consistent with the higher level functional categories in the
classification scheme (the operating, investing, financing assets and
financing liabilities categories). However, users of financial statements
told the boards that although this disaggregation assists in the analysis of
overall business trends (such as in gross margins and operating margins),
it aggregates items with different economic drivers (for example, labour
and raw materials) and thus reduces the predictive value of the
information. = Therefore, the boards propose disaggregating the
by-function information within the categories by nature as well.

The boards observed that entities in some industries currently
disaggregate income and expense items by nature only. The entities that
do so tend to be service oriented (such as banks, utilities and healthcare
providers), for which costs of sales and gross margins are not an
important aspect of their financial results. The boards reasoned that
although those entities are able to disaggregate their expenses by
function, they choose not to do so because that information is not as
relevant to the analysis of the performance of their business as is other
information.  Thus, presenting expenses separately for different
functions to satisfy a by-function presentation requirement might result
in less relevant information. The boards contend that requiring those
entities to disaggregate information within the categories by function
would be inconsistent with one of the primary goals for presenting
disaggregated information—providing information that will be useful in
assessing the amount, timing and uncertainty of future cash flows.
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How practice in disaggregating by nature and function
would change

3.53 IAS 1 requires an entity to ‘present an analysis of expenses recognised in
profit or loss using a classification based on either their nature or their
function within the entity, whichever provides information that is
reliable and more relevant’ (paragraph 99). IAS 1 also requires an entity
that classifies expenses by function to disclose additional information on
the nature of expenses, including depreciation, amortisation and
employee benefits expense. Thus, the boards’ preliminary view on
disaggregation by nature and function might not result in a major
change in practice for entities using IFRSs.

3.54  Because US GAAP has no similar requirements, the boards’ preliminary
view would change US practice. (Regulation S-X requires presentation of
a few by-nature line items in the statement of comprehensive income,
such as expenses related to rental income.) Because the level of
disaggregation is largely at management’s discretion (in both IFRSs and
US GAAP), most entities present only a few line items in the income
statement (for example, sales, cost of sales, and selling, general and
administrative expenses). This change would be responsive to the needs
of many users who have expressed dissatisfaction with the current level
of disaggregation in the statement of comprehensive income.

Discussion question

16 Paragraphs 3.42-3.48 propose that an entity should further
disaggregate within each section and category in the statement of
comprehensive income its revenues, expenses, gains and losses by
their function, by their nature or both if doing so will enhance the
usefulness of the information for predicting the entity’s future
cash flows. Would this level of disaggregation provide
information that is decision-useful to users in their capacity as
capital providers? Why or why not?
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Allocating income ta