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Exposure Draft ITC 19 Request for Comment on lASS Discussion Paper Preliminary Views 
on Financial Statement Presentation 

I am enclosing a copy of the PricewaterhouseCoopers response to the International Accounting 

Standards Board's (IASB) Discussion Paper Preliminary Views on Financial Statement 

Presentation. The letter reflects the views of the PricewaterhouseCoopers network of firms and as 

such includes our own comments on the matters raised in the Exposure Draft. 

In our view, changes to presentation should be made only if they address weaknesses in the way 

the existing model meets the needs of users. We have therefore recommended that the Boards 

engage specifically with investors and other stakeholders as they redeliberate the proposals to 

ensure that some of the more significant changes proposed in the discussion paper (for example to 

the presentation of cash flows) meet the needs of users. 

In principle, the objectives of financial statement presentation would also be relevant to not-for­

profit and public sector entities, although the Australian Accounting Standards Board (AASB) may 

need to consider additional objectives, depending on whether the users of these entities' financial 

statements look for additional information to be included in financial reports. Accordingly, the 

implementation of the principles, including determining an appropriate format for the financial 

statements which provides relevant information to these users needs to be subject of further 

consideration by the AASB. 
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We would welcome the opportunity to discuss our views at your convenience. Please contact me 

on (03) 8603 3868 if you would like to discuss this further. 

Yours sincerely 

Jan McCahey 

Partner 
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Preliminary Views on Financial Statement Presentation (Discussion Paper) 

We are responding to the invitation 01 the IASB/fASB (lithe Boards") to comment on the above­
mentioned Discussion Paper on behalf of PrlcewaterhouseCoopers. 

Following consultation with members of the PricewaterhouseCoopers network of firms, this 
response 'Summarises the views o~ member firms who commented on the Discussion Paper. 
"PrfcewaterhouseCoopers" refers to the network of member firms of PricewaterhouseCoopers 
International LImited, each of which is a separa1e and Independent legal entity. 

Overall comments 

We welcome the opportunity to comment on the Discussion Paper. Presentatlon is an important 
aspect of financial reporting. Changing the way financial information is presented can enhance the 
usefulness of that information. However, changes should be made only if they address 
weaknesses in the way the 9xlsting model meets the needs of users. The Boards shOuld therefore 
engage specifically with investors and other stakeholders as they redellberate the proposals to 
ensure that some of the more significant changes proposed in the Discussion Paper (for example 
to the presentatIon of cash flows) meet the needs of users. 

The Boards' proposals will require many companies to modify their reporting systems to change the 
way in which financial data Is collected, aggregated. and presented. They will also require users 
and investors to adapt the models and processes they currently use to analyse and Interpret the 
Information in financial statements. There will be a cost associated with these changes. The Boards 
should use the results of the field tests conducted in connection with the Discussion Paper to 
engage with preparers and users to measure the benefits of the proposed improvements against 
the associated implementation costs. 



Objectives of financial statement presentation 

We support the Boards' conclusion that financial statement presentation should be based on 
objectives that can be applied by a range of entities to enhance the transparency of their financial 
information. We support this goal, but are concerned that the objectives explained in the 
Discussion Paper could be ,interpreted In a way that detracts from the Clarity and usefulness of the 
financial statements. for example by requiring excessive disclosure in the primary statements. 

The links between the primary statements would be improved if each statement was organised and 
classified in the same way. This would enhance the transparency of the tlnancial statements, and 
we support this aspect of the cohesiveness Objective. This principle should not be extended, 
however, to every item in the financial statements. It is not necessary that every item be presented 
in the same way or that every line Item in the statement of comprehensive income Is also 
presented in the statement of cash flows. For example, pension expense Includes a service cost 
component and a finance cost comp~nent. These components react differently to economic events 
and the usefulness of the financial information would be improved if they are presented on different 
lines in the statement of comprehensive income. 

We agree with the Boards that information should be disaggregated In a manner useful to users of 
the financial statements. This should not mean, however, that every item is disaggregated to the 
same extent or that excessive detail should be included In the primary statements. DeCision-useful 
information is conveyed by the financial statements as a whole. and therefore it is unnecessary to 
include all of the detail In the primary statements. The iIIustralive examples, and the guidance in the 
Discussion Paper, suggest significant disaggregation. We are concerned that this will make the 
primary statements too detailed and obscure important Information. 

We suggest that the Boards refine the cohesiveness objective in a wa.y that allows for judgment 
and flexibility in presentation. It wOl.lld be helpful for the objective to be based on a principia that 
can be applied in a flexible and pragmatic way to provide decision-useful information. 

The usefUlness of the financial statements is enhanced by providing users witn different analyses 
of the data, for example, by analysing expenses by nature and function or by analysing borrowings 
by currency and by maturity. Many users also find it helpful to see a separate analysis 01 the items 
of income and expense that arise from non-core activities and re-measurements. This Information 
is most helpfully provided In the notes to the financial statements. The clarity of the primary 
statements is enhanoed by Including summarised information on the primary ~tatements, with 
different slices and analyses of that information presented in the notes. We suggest that the Boards 
refine the disaggregation objective to rellect this principle, 

The objectives should also Include a requirement that the financial information explain clearly the 
results of the business. The performance of management affects the ability of the business to 
generate future cash flows, and is therefore of particular interest to users of the financial 
statements. 

Statement of cash flows 

The Boards have proposed that a direct method of presenting cash flows be required. This 
proposal would affect the way most companies present cash flows from business activities. 
although financing and tax cash flows are usually presented using a direct method. 

We agree that some information about the actual cash flows relating to business activities is useful. 
For example, users find it helpful to understand how much cash has been collected from 
customers. We therefore support the proposal to require a direct method 01 presenting information 
about cash flows from business activities. 
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We are concerned, however, that the approach proposed in the Discussion Paper could result in 
excessive disaggregation in the statement of cash flows. The presentation in the statement of cash 
flows of extremely detailed direct cash flow information adds complexity to the financial statements. 
Such detailed information is not usefUl to users and risks obscuring important information. The 
reconciliation of cash flows to the statement of comprehensive income contains some interesting 
information, but also requires significant detail that may be unnecessary and confusing. This level 
01 detail does not provide all of the information about movements in working capital required by 
users and will add time and cost to the preparation of flnancial statements. 

We suggest that the proposals be scaled back to require the presentation of cash receipts from 
customers and cash payments related to business activities. This would enable all 01 the 
information in the statement of cash flows to be presented consistently using a direct method. This 
information should be further dlsaggregated in the notes if management believes the additional 
analysis is useful. We also suggest that the proposed reconciliation schedule be replaced by a 
reconciliation of the profit from business activities to the related cash flows and a requirement to 
disclose material non-cash transactions, 

Existing 'FRS and US guidance require a detailed reconciliation from profit to cash flows when the 
indirect method of presenting cash flows is used. This reconciliation includes adjustments for non­
cash items and for movements In working capital. Many users find this reconciliation useful. We 
suggest tha.t the link from comprehensive income to cash flows be retained by requiring a 
reconcillatlon of the profit or loss and cash flows from business activities. 

Useful Information about an entity's ability to meet its commitments and Its financial flexlbUity is 
provided by a reconciliation of opening and clOSing net borrowing, showing adjustments for 
changes in net borrowings caused by cash floWS, measurement adjustments, and other items. This 
information Is widely presented In some Jurisdictions, and we understand that It is valued by USers. 
We suggest that the Boards' proposals be amended to require this reconciliation. 

Other comprehensive Income and recycling 

The DiSCUssion Paper proposes a single statement of comprehenSive income in which profit or loss 
and other comprehensive income are separated. Many companies and users continue to believe 
that 8 measure of profit or loss is important. We therefore support the requirement to present this 
subtotal within a single comprehensive Income statement 

The Discussion Paper acknowledges that the separation of profit or loss from other comprehensive 
income is one of the key Issues related to financial statement presentation. The purpose of other 
comprehensive income and its separation from profit or loss and recycling are not addressed. The 
extent to which gains and losses on re-measurement to fair value should be reported in profit or 
loss or other comprehensive income is also not addressed. We acknOWledge that these are 
recognition and measurement issues beyond the scope of this project. We suggest the Boardl3 
initiate a separate project to address these ISSlJes as a matter 01 priority. That project should 
develop principles that can be applied consistently to guide the classification of all items of Income 
and other comprehensive income and should not deal with individual Items on a piecemeal ba.sls. 

ronnet of the statement of comprehensive Income 

Flexibility in the way information is presented it) the statement of comprehensive Income is 
essential to allowing companies to present performance in a way that best reflects the business 
and the underlying transactions. It is not possible to develop a "one size fits air' presentation model 
appropriate for a range of entities, from InsuraMe companies to industrial businesses. However, 
we suggest that the Boards artiCUlate a principle that would allow entities to determine how the 
statement of comprehensive income should be prepared to meet the needs of users. 
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The Discussion Paper acknowledges that the proposals may not change the way many entities 
present the statement of comprehensive income. That presentation refleots the current gUidance in 
the relevant IFRS and US standards, Some of those principles should be Incorporated into the 
Boards' proposals. For example, we suggest inoluding the existing principle in lAS 1 that additional 
line items and subtotals be included in th'e statement of comprehensive income when that 
information is relevant and necessary to an understanding of an entity'~ financial performance, 

We suggest that the proposals are also amended to require that line items and subtotals presented 
in the statement of comprehensive income should be unbiased, presented consistently from year to 
year, and should not give undue prominence to any measure of income. Individually material items 
of Income and expense should be shown separately In the statement of comprehensive income 
when necessary to explain performance. More detailed disaggregation of income and expenses 
should be presented In the notes. The basis used to determine the line items and subtotals 
presented on the face of the statement of comprehensive income should be disclosed clearly in the 
accounting policies. 

OUT answers to the specific questions in the discussion paper are attached in the appendix to this 
letteF 

We would be pleased to discuss our comments or answer any questions that the Boards may 
have. Please contact Richard Keys (44 2072124555), Tony de Bell (44 20 72135366), Douglas 
Kangos (1 9732364994) or David Kaplan (1 9732367219) regarding our submission. 

Yours faithfully 

P/I 'u-v ,.,y~tJfA-u..6 .:!;U--J' 

PricewaterhouseCoopers LLP 
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APPENDIX 

Detailed responses to the questions in the discussion paper 

Question 1 

Would the objectives of financial statement presentation proposed in paragraphs 2.5-2. 13 
improve the usefulness of the information provid8d in an antity's finanoial statements and help 
users make better decisions in their capacity 8S capital provIders? Why or why not? Should the 
boards consider any other objeotives of financial statement presentation in addition to or Instead of 
the objeotives proposed in this discussion paper? If so, please describe and explain. 

We support the Boards' conclusion that financIal statement presentation should be based on 
objectives that can be applied by a range of entities to enhance the transparency of their financial 
information. These objectives should be consistent wi\h the objectives of financial reporting to 
supply providers Qf capital with decision-useful Information set out in the Exposure Draft of Chapter 
1 of An Improved Conceptual Framework for Financial Reporting, which we support. 

We understand that the Boards have developed the objectives explained in the Discussion Paper 
from the overall objectives of financial reporting. We are concerned, however, that In some areas 
the proposed cohesiveness and disaggregation objectives are nol balanced with the overriding 
requirement to present decision-useful information. 

We have the following recommendations: 

Cohesiveness 

The linkage between the primary statements would be Improved if each statement wa,s 
organised and classified in a similar way. This will·make it easier for users to understand the 
relationships between an entity's assets, cash flows and income and the Interaction between 
the statements of comprehensive income, financial position, and cash flows. 

We also agree that in many cases II will be appropriate to present individual items In the same 
category or section of each primary statement. This will not always be appropriate, however, 
and we believe that the cohesiveness objective should be balanced with a requirement that 
classification reflects the nature of the transactions and balances. For example, it Is not useful 
to: 

* present both the depreciation and finance expenses associated with an asset held 
on a finance lease as operating expenses in the statement 01 comprehensive 
income because the asset is classified in the operating category in the statement of 
financial position; and 

o present all items of income and expense related to defined benefit pension plans as 
operating costs because the obligation is classified in the operating category in the 
statement of financial position. 

We also note that management and users of finanCial statements continue to focus on 
information about the income and cash flows of a business. They attach as mUCh, or more, 
Importance to this information as they do to information in the balance sheet. It is therefore not 
appropriate to classify items in ali the primary statements based on the balance sheet 
classification when this does not properly reflect the way management evaluates and manages 
the business. 

We suggest the Boards refine the balance sheet-driven cohesiveness objective tO,balance it with 
the need to reflect the nature of transactions and balances. We suggest they articulate a principle 
for Improving the links between the primary statements that can be applied In a flexible and 
pragmatiC way to provide decision-usefullnforrnation. 
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Disaggregation 

We agree that a prlnciple for the disaggregation of financial information should result in more 
decision-useful information. We also agree that there should be a requirement to report 
separately items that react differently to economic events. This information helps users predict 
future cash flows and understand the performance of the business. 

The requirement for disaggregation should not result in the presentation of so much detail that 
important information Is obscured. Appropriate disaggregation should not, for example, require 
that every item is disaggregated to the same extent or that excessive detail Is included in the 
primary statements. We are concerned that the proposed guidance and, In particular, the 
illustrative examples, will result in too much information being presented in the primary 
statements. 

We suggest that the Boards refine the disaggregation principle to ensure that the clarity of the 
primary statements is enhanced by including only appropriately summarised information. 
Different slices of that information should be presented in the notes. We have commented 
specifically on the disaggregation of expenses in our response to Question 16. 

Stewardship 

The Exposure Dratt of Chapter 1 of An Improved Conceptual Framework for Financial 
Reporting notes that financial reporting should provide information that allows equity investors 
of the Group to assess the performance of management in discharging its responsibilities. The 
performance of management and the business usually affects the ability of the business to 
generate future cash flows and Is therefore also of Interest to other Users of the financial 
statements. The objectives of financial statement presentation should include a requirement 
that the financial statements explain the performance of management 01 the business. 

Question 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)7 Why or why not? 

The separation of business activities from finanoing activities using a management approach 
throughout the finanCial statements will provide decision-useful information. Such separation allows 
Users to analyse the performance of an entity independently of its capital structure. The definition of 
the finanoing section and financing assets and liabilities should Include all items that management 
regards as being used to finance the entity's activities. We comment further in our response to 
Question 10. 

We understand that many users find a reconciliation of opening 10 closing net borrowings useful 
and that this information is provided In some jurisdictions. The Boards' proposal WOuld require 
companies to disclose separately the assets and liabilities related to financing activities, which 
provides some of this information. We suggest that the proposals also require a reconciliation of 
opening to closing net assets related to financing activities, showing separately movements related 
to cash flows, re-measurements, and exchange differences. 

Question 3 

Should equity be pr8sented as a section separa.te from the 'fInancing section or should It be 
Inoluded as <'I category in the financing section (see paragraphs 2. 19(b). 2.36 and 2.52-2. 55} 7 Why 
or why not7 
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We agree 'hat equity should be presented separately from the financing section. Equity is part 01 
an entity's overall financing strategy, but transactions with owners are not reflected in the 
statement of comprehensive income under either IFRS or US GAAP. Separating the cash flows 
and balances relating to transactions with owners Is therefore consistent with the cohesiveness 
objective and with the principles of both accounting frameworks. This presentation should be 
retained as long as the current definitions of debt and equity under IFRS and US GAAP are used. 

Question 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). D08S this presentation provide 
decision-useful information? Instead of presenting this information In a separate section, should an 
entity present information about its discontfnued operations in the relevant categories (operating, 
Investing, financing assli'Jts and finanolng /laMitles)? Why or why not? 

We agree that discontinued operations should be presented in a separate section of the primary 
financial statements. This is appropriate disaggregation that makes it easier for users to assess the 
performance of the continuing operations. It therefore enhances the decision-usefulness of the 
financial statements. When discontinued operations are a significant part 01 the entity's bUSiness, 
the results should be 1urther dlsaggregated into the business and financing oategories in the notes 
to the financial statements Additional disaggregation into the individual line items may be given if 
this is necessary to explain the performance of the entity and management. 

Question 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 sect/ons and categories in order to 
reflect the wayan 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? 

(a) 

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

(a) We support the management approach to the classification of assets and liabilities and the 
related changes In those items. We agree that this approach provides the most useful information 
about an entity's performance and tlie way it Is managed. 

We are concerned that the Discussion Paper implies that classification is an accounting policy 
choice over which management has complete discretion. This is not necessarily the case. 
Management has discretion about how assets and liabilities are used in the business, but the 
classification of those items should follow the way they are used. We suggest that this be clarified. 

The management approach requires high quality transparent disclosure of the basis used to 
classify assets and liabilities. We suggest the illustrative examples in the Discussion Paper be 
enhanced to demonstrate these dlsolosures. 

We are also concerned that the DiSCUSsion Paper proposes that the allocation of assets and 
liabilities in the statement of financial position drives classification throughout the primary 
statements. This gUidance may not be appropriate in all circumstances as we have explained in our 
answer to Question i. There may be circumstances in which it is appropriate to classify items 
based on the way management evaluates and manages the related income or expense or cash 
flows. 

(7) 



We suggest that the proposals be revised to articulate a principle that the management approach 
should be applied to each item In the financial statements in a way that provides the most decision­
useful information. This might require that the different components of income and expense related 
to a single balance sheet item (for example, the pension obligation) be presented on different lines 
in the statement of comprehensive income. 

(b) We do not believe the potential for reduced comparability outweighs the benefits of the 
management approach. Companles that use their assets and liabilities In different ways are often 
subject to different economic forces. Differences in the way items are used should be reflected in 
differences In the way the items are presented. 

Question 6 

Paragraph 2.27 proposes that both assets and liabilitfes should be presented in the business 
section and in the financing section of the statement of "mme/af posltlOI1. Would this change in 
presentation coupled with the separation of business and finanoing 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? 

The proposals will have a Significant impact on the presentation of the statement of financial 
pOSition. Assets and liabilities will be classified under the different sections, although the 
information required to calculate key financial ratios should be readily available from sub-totals of 
total current and non-current assets and liabilities. We suggest that the presentation of these sub­
totals be required. 

Question 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 entitles 
classify assets and liabilities (and related changes) at the reportable segment level as proposed 
instead of at the entity level? Please explain, 

We agree that assets and liabilities should be classified at the reportable segment level rather than 
at the entity level. This is consistent with the management approach. An entity-wide classification 
would not necessarily enable an entity to classify Its assets and liabilities according to their use, as 
the same type of a.ssets or liabilities may be used differently in different segments. This could result 
in allocations that do not reflect the management approach and therefore less useful information. 

Question 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 (0), the boards will 
need to consider makIng consequential amendments to exIsting segment disclosure 
requirements as a result of the proposed classification scheme. For (fJxample, 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. 

We do not believe that any consequential changes should be made to the principles of the segment 
reporting standards as a result of this project. The segment reporting standards under IFRS and 
US GAAP requlre that segment disclosures reflect the information provided to the chief operating 
decision maker (CODM) and focus on the information that management believes is Important to 
running the business. These requirements should not be changed as a result of the proposed 
changes to the classification of Items In the primary statements. The Boards should not mandate 
disclosure of segment information that Is not provided to the CODM. 
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The segment reporting standards require that the segment disclosures be reconciled to the 
statement of comprehensive income and the statement of financial position. The reconciliation Is 
essential if the segment disclosures are to provide useful information. The changes to the format of 
the primary statements may make this reconciliation more complioated because the measures of 
segment assets and liabilities may not reconcile naturally to the line !tems presented in the primary 
statements. It would be consistent with the proposed presentation model for segment assets and 
liabilities to be disclosed and reconciled by category, as long as this information is provided to tM 
CODM. 

Question 9 

Are the busIness section and the operating and investing categories within that sectfon defined 
appropriately (see paragraphs 2.31-2.33 and 2. 63-2. 67)? Why or why not? 

The proposed definition of business activities is appropriate and consisten1 with the management 
approa.ch to classification. 

The Discussion Paper explains that many companies will not include any Items in the investing 
category in their financial statements because the definition is relatively narrow and applies only to 
assets and liabilities unrelated to the central purpose for which an entity is in business. 

We agree that u:;;ers find it helpful when entitles disclose separately Items of income and expense, 
cash flows, and assets and liabilities that arise from unusual events or transactions outside the 
core activities of the entity. This Information could be provided without requiring a separate section 
of the primary statements. We believe it would be more decision-useful if information about these 
items was disaggregated in the notes to the financial statements. This would provide the 
information that users neoo, but avoid the disclosure of unnecessary detailln the primary 
statements. 

We therefore suggest eliminating the investing category. which will reduce the volume of 
information presented in the primary statements. Unusual items of income or expense or Items that 
arise outside a company's ordinary business activities should be included in the bUsiness section 
and explained in the notes to the financial statements if this information is useful. 

There will inevitably be an element of judgment in the classification of some items. The Discussion 
Paper proposes that the operating category of the business section is the default category when 
classification is unclear. This may result in a classification that does not reflect the management 
approach in some circumstances. We suggest that the principle of the management approach to 
classification require that items be classified in the manner that best reflects the way they are used 
and the per10rmance of the business. 

The term "investing" is currently well understood In the context of the cash flow statement and the 
category required by lAS 7 and FAS 95. The Discussion Paper proposes that the term be used 
differently, which could be confusing to users and preparers. Should the Boards decide to require 
an additional category within the business section in the primary statements, we suggest that the 
term be revised to eliminate the risk of misunderstanding and better reflect the context in which it is 
used. We suggest that "non-core activities" would be more easily understood than investing 
activities. 

Question 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)7 Should the financing 
section be (e5tn'oted to financial assets and financial/iabl/ities as defined in IFRSs and US GAAP 
as proposed? Why or why not? 

We support the proposed definition of the financing section and we agree that this should Include a 
financing asset and a financing liability oategory. 
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We agree that the financing section should generally Include only the balances, cash flows, and 
comprehensive income statement items that relate to financial assets and liabilities that 
managemen1 views as being used to finance the entity's business activities. However. this section 
should not be restricted only to financial assets and liabilities within the scope 01 the flnancial 
instruments standards. For example, management might view the pension obligation as one of the 
liabilities used to finance its operations. Management might also regard lease finance as an integral 
part of Its financing activities. It is inconsistent with the management approach to classification to 
require classification that Is inconsistent with management's perspective. ' 

The Discussion Paper notes that including only financial assets and liabilitle,s as defined in the 
financial instruments standards in the financing section will add objectivity to the classification. We 
belieVe this proposal will result in classification that is inconsistent with the proposed management 
model. A more appropriate principle would require that the finanoing section include all financial 
assets and liabilities that management views as being part of its financing aotivities. The related 
cash flows and income and expense should be presented in the financing section when the 
liabilities are used In this way. 

Chapter 3: Implications of the oblectlves and principles for each financIal ~tatement 

Question 11 

Par!3graph 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 classifili1d 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 guic,fance is needed? 

We agree that a classified statement of financial position provides useful information about an 
entity's financial flexibility and therefore that it should be retained. The notion of the operating cycle 
is difficult to apply. We agree that it should be removed from t,he classifioation guidance. so that 
items are Classified as current if their contractual maturity or expected settlement is within one year 
of the reporting date. We suggest that the classification of Items required in the statement of 
financial position be consistent with the classification required in the liquidity disclosure guidance in 
the financial instruments standards. 

(a) We expect that banks and other depOSit-taking Institutions and Insurance companies would not 
present a classified statement of financial position due to the nature of their assets and liabilities. 
These entities are likely to present their assets and liabillties in order of liquidity. 

(b) There is a prinCiple in the Discussion Paper that is unambiguous, so we do not believe that 
there is a need for more guidance for dIstInguishing whIch entitles should present a statement of 
finanCial position in order of liquidity. We suggest, however. that entities be required to explain why 
the order of liquIdity model has been selected and the basis used to determine the order of liquidity. 

Question 12 

Paragraph 3.14 proposes that cash equivalents should be pr@sentedandclassifledln a manner 
similar to other short-term investments, not as part of cash. Do you agree? Why or why not? 

A statement of cash flows based on movements in cash rather than oash and cash equivalents 
provides better information about an entity's liquidity and financial flexibility. Cash eqUivalents. no 
mattar how short the maturity, ~re dtfferent from demand deposits and are subject to greater risk of 
changes in fair value. They should be presented on a different line Item in tI)e statement of cash 
flows and the statement of financial position. Items that are presented as cash equivalents under 
the current guidance should be presented as short term investments under the proposal. 
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The eXisting guidance has caused inconsistency in practice, which decreases the usefulness of the 
information. The Boards' proposal will eliminate this diversity and is consistent with the 
management approach to classification. We therefore support the proposal to separate cash from 
cash equlvalen\s and to present casn equIvalents as short-term investments. 

Management sometimes uses cash and cash equivalents together as part of its overall financing 
structure. Useful information about changes in an entity's financing structure would be provided by 
the reconciliation of opening and closing net assets used in financing activities as suggested in our 
answer to Question 2. 

Quootion 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 presentatfon that permits 
fine items to include sImilar assets and liabilities measured on different bases? Why or why not? 

We agree that it would provide decision-useful information if similar assets and liabilities that are 
measured on different bases are presented separately where the impact is significant. It is not 
necessary, however, for this information to be given within the primary statements. Companies 
should be permitted to provide this information In the notes to the financial statements, which would 
reduce the number 01 line items required in the statement of financial pOS\\\Ofl. 

Question 14 

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

We agree that the financial statements would provide more decision-useful information jf allincoma 
and expense Items were presented in a single statement of comprehensive income, with the 
options for alternative presentation eliminated. Many companies and users contInue to believe that 
a measure of profit or loss is important. We therefore support the requirement to present this sub· 
total within a Single comprehensive income statement. 

We understand that some investors and others do not use total comprehensive Income. There is, 
however, Important decision useful Information contained In the components of other 
comprehensive income, such as actuarial gains and losses and changes in the fair value of 
hedging instruments. This Information should be presented in the primary statements. We there.fore 
agree that it would be help1ul to present aU items of l!'\Come aM expense In one statement 

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? 

We agree that it would be decision-useful to allocate items of other comprehensive income 
between categories in some circumstances, although there might be situations in which the 
allocation would be obvious. This information should be provided in the notes to the financial 
statements, if it is useful, to avoid presenting excessive detail in the primary statements. 

(II) 



Question 16 

Paragraphs 3.42-3.48 propose that an entity should further dfsaggrogate 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 fo users in their capacity as capital providers? Why or why not? 

Disaggregation of items that respond differently to economic events provides decision-useful 
Information. It Is Important for example, for users to understand which costs are fixed and which 
vary according to activity and to identify Income and expenses that arise from events outside the 
core activities of the company and from re-measurements. We therefore agree with the proposal 
that \urther disaggregation 01 revenues, expenses, gains and losses by !unction or nature should 
be required. 

The Discussion Paper requires disaggregation only "If it enhances the usefulness of the information 
in predicting the entity's future cash flows". We suggest that disaggregation either by function or by 
nature should be required in the notes to the financial statements in a way that provides the most 
useful information. 

The Discussion Paper proposes that Income and expenses are first disaggregated by function, with 
additional disaggregation by nature if this enhances use1ulness In predicting cash flows. An entity 
that does not disaggregate by function shOuld disaggregate by nature if this provides useful 
information. This implies that most entities will disaggregate by function, with additional information 
provided by nature. We believe that disaggregation should reflect the circumstances of each 
company and there should be no preference tor one approach over the other. We suggest that the 
language in the proposal be modified to accommodate this. 

There is no requirement to disclose additional information about expenses by nature when an entity 
disaggregates by function unless this provides useful information. We understand that many users 
find an analYSIS of expenses by nature helpful and there are unlikely to be circumstances where 
this information Is not useful. There is existing guidance in lAS 1 that requires disclosure of some 
expenses by nature when the remainder of the disaggregation is by funotion. We suggest that this 
be retained. 

Decision-useful Information is also provided when income and expenses tllat relate to unusual 
events or to fair value and other re-measurements or transactions outside the core activities of the 
entity are disaggregated. We suggest that entities be encouraged to provide this information in the 
notes to the financial statements. 

Question 17 

Paragraph 3.55 proposes that an entity should allocate and present Income taxes within the 
statemenf of comprehensive income in accordance with existing requirements (see paragraphs 
3.56--3.(2). 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. 

Further allocation of Income taxes should not be addressed in this project. A more detailed 
allocation of income taxes would be consistent with the cohesiveness objective, but would not 
provide more decision-useful information. The existing allocation guidance under IFRS and US 
GAAP is arbitrary and sometimes difficult to apply because the tax effects of individual transactions 
are interrelated. Further allocation of income taxes to the business, investing, and financing 
seotlons would 1hereiore be arbitrary and would not lmprove the usefulness of the statement oj 
comprehensive income. 
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Question 18 

Paragraph 3.63 proposes that an entity should present foreign currency transaction gains and 
losseJ$, Inoludlng 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 capaoity as capital providers? 

Please explain why or why not and disouss any alternative methods of presenting this 
Information. 

(b) What costs should the boards consider related to presenting the components of net foreign 
ourrency transaction gains or losses for presentation In different sections and categories? 

The benefits of an allocation of foreign currency transaction gains and losses to Individual sections 
would not outweigh the associated costs of collecting the necessary information. There will often be 
no consistent basis for the allocation, which would therefore be unlikely to enhance usefulness. 
The allocation of foreign currency transaction gains and losses should not be mandatory, but 
should be permitted when management believes i1 would be useful to present this information in 
notes to the statement of comprehensive income. 

Entities that choose not to allocate foreign exchange transaction gains and losses should 
determine which category is most appropriate for the majority 01 their gains and losses and present 
the full amount in that category. 

Question 19 

Paragraph 3.75 proposes that an entity should use a direct method of presenting cash flows in 
the statement of cash flows. 
(a) 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 cohesiveness and disaggregation 

objectives (see paragraphs 3.75-3.00) than an indirect method? Why or why not? 
(0) Would the information ourrently provided using an indirect method to present operating oash 

flows be provided in the proposed reoonoiliatlon schedule (see paragraphs 4.19 and 4.45)? 
Why or why not? 

(a) We agree that some information about the actual cash flows relating to business activities is 
useful. For example, users find it helpful to understand how much cash has been collected from 
customers. We therefore, support the proposal to require a direct method of presenting Information 
about cash flows from business activities. This would enhance the usefulness of the statement of 
cash 1lows, which would be presented consistently using a direct method. 

We understand that many preparers and users are unsure about the proposed requirement to ·use 
a direct method of presenting cash flows" and whether it Is necessary to aggregate an entity's 
individual cash flows. lAS 7 provides a helpful explanation of the different ways in which an entity 
may derive the Information required to present direct method cash flow information. We suggest 
that this guidance be retained. 

(b) The direct method is consistent with the proposed cohesiveness objective, as it provides users 
with a link between the statement of cash flows and statement of comprehensive income. We 
suggest, however, that guidance for dealing with cash flows collected or paid on behalf of third 
parties, for example, sales taxes, and transactions in which an entity settles net with its customers, 
be inclUded so that relevant Information is not obscured by grossing up transactions that are 
actually settled net. 
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We are concerned that the approach proposed in the Discussion Paper would result in excessive 
disaggregation in the statement of cash flows. The presentation of extremely detaHed cash flow 
Information is not useful to users and risks obscuring important information. We therefore suggest 
the proposals be scaled back to require only the presentation of cash receipts and cash payments 
tram business activities. . 

(0) We understand that some of the information currently provided by entitles using an Indirect 
method to present cash flows is valuable to users. Much of this could be extracted from the 
proposed reconciliatlon schedule, although the information is n01 easy to identify and analyse. We 
have explained in our answer to Question 23 that we do not support the requirement for this 
reconciliation. We believe It would be better to provide the bridge from comprehensive Income to 
cash fiows in a format similar to that used for the indirect method cash flow statement under 
existing IFRS and US GAAP guidance. The reconciliation should include adjustments for non-cash 
items and movements in working capital. 

Que~tlon 20 

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? 

Preparers and users will necessarily Incur some costs associated with establishing systems and 
processes to capture the information needed to present cash flows using the direct method. The 
nature and extent of these costs will vary between entitles depending on their current systems and 
processes. These costs might be significant, even though they may not recur. 

The approach used to capture direot method cash flow information will affect the cost of 
implementation. Information that Is derived from movements In assets and liabilities Is likely to be 
less expensive to obtain than information obtainoo by aggregating individual cash nows. 
Implementation costs would be redUCed by reducing the level 6f disaggregation required in the 
cash flow statement as proposed in our response to Question 19 (b) and Question 23. 

Question 21 

On the basis of the disoussion in paragraphs 3.88-3.95, should (he effects of basket 
transactions be a/{ocated 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? 

The requirement to allocate the impact of basket transactions between categories is consistent with 
the cohesiveness objective. This allocation, however, will always be arbitrary to some extent, and 
will not improve the decision-usefulness of the financial statements. 

The impact of business combinations and disposals is not necessarily indicative of future cash 
flows It is Important therefore that users are able to separate the impact of bUsiness combinations 
and disposals from other events that affect the financiar statements. This means the impact of such 
transactions should be separated and disclosed. 

We suggest the effects of basket transactions be presented as a single line flem in the most 
appropriate oategory in the statements of comprehensive income and cash flows. This will most 
often be the business activities section. The single line item should be further analysed In the notes 
to the extent that disaggregation is useful. An analysis of the impact of basket transactions on the 
statement of financial position should be presented in the notes in accordance with the 
requirements of the business combinations standards. 
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Chapter 4: Notes to financial statements 

Question 22 

Should an entity that presants assets and liabilities in order of liquidity in its statement of financial 
positIon disclosQ information about the maturitIes of Its short-term contractual assets and 
liabilities in the notes to financial statements 8S proposed in paragraph 4.7? Should a/l entities 
present this Information? Why or why not? 

We agree that entities that present assets and liabilities In order of liquidity should disclose 
information about the maturities of its short-term and long-term contractual assets and liabilities. 
We are not clear, however, what Is meant by"oontractual assets and liabilities" and we suggest 
that this be defined. 

Short-term liquidity information is particularly useful for banks and financial institutions. This 
information would assist users in predicting future cash flows for those entities. This information 
should be presented conSistently with the liquidity information required by financial instruments 
standards. Entities that present a classified statement of financial position should not be required to 
present further disclosure about contractual maturities of assets and liabilities falllng due within 12 
months, unless this information is required by the liquidity disclosures in the financial instruments 
standards. 

QUestion 23 

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 
inoome into four components: (a) cash received or paid other than in transaotions with owners, (b) 
aocruals 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. 

(a) Would the proposed reconcJlfat/on $chedul6 inorease users' understanding of the(~mount, . 
timing and uncertainfy of an 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 componants described in 
paragraph 4.197 Please explain your rationale for any component you would either add or 
omit. 

(c) 1$ 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. 

(a) The reconCiliation schedule provides some useful information that may enhance a user's 
understanding of the amount, timing, anel uncertainty of an entity's future cash fiows but the 
Schedule contains so much detail that il risks obscuring important information. We are also aware, 
as we explain In our answer to Question 19, that users obtain helpful information from the 
reoonciliation required when an Indirect cash How method of presenting cash flows is used. Not aU 
this information Is available from the proposed schedule. ' 

We believe the additional complexity introduced by this SChedule is not supported by the value of 
the information It provides. We suggest tile reconciliation be replaced by a reconciliation of the 
profit to the cash flows from business activities and by a reconciliation of opening and closing net 
assets used in finanCing activlties as suggested in our answer to QUestton 19. Separate disclosure 
of materia! nOrl-cash transactions shOUld also be required in the notes to the timmcial statements. 
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The proposed reconciliation would result in additional costs to some entities. Systems changes 
may be required to capture the detaH required by the reconciHation and some entities would need 
to modify group reporting schedules. This would add complexity to the financial statements and the 
preparation process. We believe the needs of users can be met by providing the more limited 
reconciliations described above and from more summarised information. 

(b) We agree that the disaggregation 01 cash flows from accruals and re-measurements provides 
useful information, but we do not believe this information is required for each line item. Users' 
needs would be met by providing information about Significant non-cash movements, including 
accruals and re-measurements, combined with the more limited reconciliations described above. 

(0) We have not iden1ified any areas in which clarity or additional guidance Is required. 

Question 24 

Should the boards address fWiher disaggregation of changes In fsir value In a future project (see 
paragraphs 4.42 and 4.43)1 Why Dr why not? 

Disaggregation of the income and expense that arises from changes In fair value or other reo 
measurements from other items of income and expense provides decision-useful information that 
enhances a user's ability to understand a company's performance and to predict future cash flows. 
This is an Important issue, which we agree is beyond the scope of this project. 

The current financial environment h&3 also raised questions about the extent to which changes in 
the fair value of some financial Instruments should be recognised in profit and loss. We believe that 
the changes in the fair value of financial Instruments that do not reflect the economic exposures 
created by an entity's business model should not be reflected in its performance and therefore its 
prom or loos. 

We agree that the Boards should address as a priority further disaggregation of changes In fair 
value and other fe-measurements in the notes to the financial statements. We suggest that this 
project also address the extent to which changes in fair value should be reflected in profit or loss 
and the purpose of other comprehensive Income and recycling. This project should develop 
prinCiples that can be applied consistently to guide the classification of all Items of income and 

. comprehensive income and should not deal with indiVidual items on a piecemeal b&3ls. 

Question 25 

Should the boards consider other alternative reconCiliation formats for dis aggregating 
information in the financ/al statements, such as the statement of financial position reconoiliation 
and the statement of comprehensive income ma.trix described in Appendix B, paragraphs 810-
822? For example, should entities that primarily manage assets and liabilities rather than cash 
flows (for example, entities in the financial seNices industries) be required to use the statement of 
financial posftion reconciliation format rather than the proposed format that reconcifes cash flows to 
comprehensive Incoma? Why or why not? 

As noted in our response to Question 23, we do not support the detailed reconciliations proposed 
in the Discussion Paper. Full reconciliation Of) a line-by-line basis provides excessive detail Which 
is likely to obscure important information. 

We have suggested in our answer to Question 23 that a more measured approach is required. 
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Question 26 

The FASB'::; 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 Brl;J often presented as special items in earnings reports (see paragraphs 4.48-4.52). As noted 
in pa.ragraph 4.53, the IASB is not supportive of Including information in the reconciliation schedule 
about unusua.l 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 
pla.oed on information presented in this column? 

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

(a) We agree that the disclosure of Information about unusual or Infrequent events would be 
decision-useful and consistent with the disaggregation objective. We also believe it would be 
decision-useful to require disclosure of individually material items of income and expense. We do 
not, however, support the detailed reconciliation statement as we have explained in our answer to 
QUestion 23, so we do not support the memorandum column. 

We suggest an alternative approach in which information about material, unusual or infrequent 
events is disclosed separately in the notes to the financial statements, unless presentation within 
the primary statements Is necessary to explain the company's performance. This would be 
consistent with the disaggregation obJec11vs and would provide decision-use1ul information. 
Providing this information in the notes would avoid presenting excessive detail in the primary 
statements. lAS 1 currently requires that additional line items be included in the statement of 
comprehensive income when relevant and necessary to an understanding of an entity's finanCial 
performance, together with a requirement to disaggregate unusual or infrequent items In the notes. 
We suggest that this be retaIned. 

(b) We agree that the definitions included in APB Opinion No. 30 are helpful in considering whether 
items are unusual or infrequent and should, therefore, be disclosed. We consider, however, that 
these definitions may be too prescriptive. It would be better to require disclosure of items 
necessary to an understanding ot the company's performance. 

(0) Qualitative information alone is unlikely to provide enough information about unusual or 
individually material transactions. Entities should be required to provide both quantitative and 
narrative explanation of unusual or infrequent events or transactions. 

Question specific to the 

Question 27 

As noted in paragraph 1.18(0), 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. 

The linal standard should be applicable to all entities, both public and non-public, in order to retain 
comparability and reduce the unnecessary complexity that two different reporting formats would 
create. Our suggestions wlll allow a preparer to scale its reporting appropriately to its particular 
user group. 
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