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As the IASB and the FASB issued the Staff Draft of ED ‘Financial Statement Presentation’ 
on 1 July, Korea Accounting Standards Board (KASB) prepared this questionnaire and our 
comments for members of the Working Group. 
 
Please answer the following questions and our comments, and return to KASB by 15 
September 2010. 
The comments on the staff paper from AOSSG would be of great help to the progress of their 
FSP project. 

1. Question List 
 
Question 1 
For each of the following, please indicate whether you agree or disagree with the proposed 
definition of the category or subcategory.  If you do not agree with the definition, please 
indicate how you would change it and explain why. 
 (a) Operating category (paragraphs 72–73) 
 (b) Operating finance subcategory (paragraphs 74–80) 
 (c) Investing category (paragraphs 81 and 82) 
 
Question 2 
Do you agree with the level of disaggregating cash flows in the statement of cash flows as the 
staff draft proposes? Why or why not? (Paragraphs 177 - 184) 
 
Question 3 
Do you agree with the proposal that a reconciliation of profit or loss from operating activities 
to net cash flows from operating activities should be presented as part of the statement of 
cash flows? Why or why not? (Paragraphs 172 and 173) 
 
Question 4 
Should the net effects on comprehensive income or cash flows of a single acquisition (or 
disposal) transaction that recognises (or derecognises) assets and liabilities in more than one 
section or category be: 
(a) classified in the multi-category transaction section as the staff draft proposes? (paragraphs 
100-102); or  
(b) allocated to the related sections and categories in the statements of comprehensive income 
and cash flows?; or  
(c) presented in a certain section or category? If so, in which section or category should those 
effects be presented (eg. Operating)? 
 
Please explain your presentation rationale and practice of multi-category transaction in your 
country.  
 
Question 5 
Do you agree with the proposal that the income or expense related to a material event or 
transaction that is unusual or occurs infrequently should be presented separately in the 
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statement of comprehensive income? Why or why not? (Paragraph 155)  
 
 
Question 6 
The disaggregation principle is based on three attributes (function, nature and measurement 
basis). Is this principle understandable and operational? (Paragraphs 46-50) 
Please identify any attributes that should either be added or removed from the overall 
disaggregation principle. Please explain your answer. 
 
Question 7 
Do you agree with the proposal that cash equivalents be classified as short-term investments, 
not as part of cash? Why or why not? (Paragraphs 117 and 118) 
 
<Additional Questions suggested by Japan> 
 
Question 8 
Do you agree with the proposal to prioritize a segmentation by section and by category over 
an traditional segmentation by element (assets, liabilities and equities) ? 
 
Question 9 
Do you agree with the proposal to require an entity to present all cash flows and out flows in 
the statement of cash flow (a direct method statement of cash flows) ? 
 
Question 10 
Do you agree with the proposal to require an entity with deposit activities to include  
transactions between the entity and its deposit accounts in the statement of cash flow? 
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2. Project History&Work Plan 
 

PROJECT HISTORY 

October 2008 
The International Accounting Standards Board (IASB) published 
for public comment discussion paper ‘Preliminary Views on 
Financial Statement Presentation’. 

April 2009 The discussion paper was open for comment until 14 April 2009. 

November 2009 
Asian-Oceanian Standard-Setters Group meeting on the discussion 
paper 

July 2010 
The IASB and the US FASB posted to their websites a staff draft of 
proposed standard that reflect tentative decisions made to date, as a 
basis for extended stakeholder outreach activities. 

September 2010 Asian-Oceanian Standard-Setters Group meeting on the staff paper 

WORK PLAN 

Q1 2011 
The IASB and FASB plan to publish an exposure draft of a 
comprehensive standard. 

Q4 2011 
The IASB and FASB aim to issue an improved and converged 
standard. 
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3. Questions and Comments  
– Related paragraphs of the Staff Draft of ED IFRS X ‘Financial Statement Presentation’ 
 
Question 1 
For each of the following, please indicate whether you agree or disagree with the 
proposed definition of the category or subcategory.  If you do not agree with the 
definition, please indicate how you would change it and explain why. 
 (a) Operating category (paragraphs 72–73) 
 (b) Operating finance subcategory (paragraphs 74–80) 
 (c) Investing category (paragraphs 81 and 82) 
 
(Summary of the Staff Draft) 

- Operating category comprises assets(liabilities) that are related to the entity’s day-to-
day business and all changes in them.  

- Operating finance subcategory comprises; 
 Liabilities that are incurred directly as a result of an operating activity, are 

initially long-term, and has a time value of money component.  
 Assets for the specific purpose of eventually settling the liabilities of the 

operating finance subcategory 
 Income and expenses related directly to the assets or the liabilities classified in 

the operating finance subcategory. 
- Investing category comprises assets or liabilities that an entity uses to generate return 

and any change in them. 
- The board thinks that how an entity organizes its functional activities should be 

considered in a classification approach. Users believe that information about an 
entity’s business activities enable an effective use of the financial statement. 

 
<Changes from the discussion paper to staff draft> 
 

 Discussion Paper Staff Draft 
The definition of 
Business Section 
is not  
independent (*1) 

2.31 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 relate to 
transactions with customers, 
suppliers and employees (in their 
capacities as such) because such 
transactions usually relate directly 

71 An entity’s business section 
comprises its operating activities 
and its investing activities, which 
shall be presented separately. 
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to an entity’s value-creating 
activities. 

Supplementing 
the definition of 
operation 
category (*2) 

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. 

Operating category 
72 An entity shall classify in the 
operating category: 
(a) assets that are used as part of 
the entity’s day-to-day business 
and all changes in those assets; and 
(b) liabilities that arise from the 
entity’s day-to-day business and all 
changes in those liabilities. 

Supplementing 
the definition of 
investing 
category (*3) 

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. 

Investing category 
81 An asset or a liability that an 
entity uses to generate a return and 
any change in that asset or liability 
shall be classified in the investing 
category. No significant synergies 
are created for the entity by 
combining an asset or a liability 
classified in the investing category 
with other resources of the entity.  

Adding financial 
subcategory 
resulted from 
operations (*4) 

N/A 74 An entity’s operating finance 
activities are those that are directly 
related to an entity’s operating 
activities; however, they also 
provide a source of long-term 
financing for the entity. 

(*1) The business section was defined by the discussion paper, however, the definition of the 
business section in the staff draft was revised as the aggregation of the operating category and 
the investment category.  
Per the basis of conclusion, the definition of the business section is as follows: 
BC99 The business section should include assets and liabilities that relate to an entity’s 
income generating activities. The boards propose that an entity should segregate its business 
activities into those that generate revenue through a process that includes the interrelated use 
of its resources and those that generate a return from individual assets. These different 
business activities would be presented in two categories—the operating category and the 
investing category, respectively. 
 
(*2) The definition of the operation category was ambiguous, thus the IASB has decided to 
accept the comment regarding the discussion paper that there was need for the relating 
example or further guidance. 
In a change from the discussion paper, the operating category should reflect the entity’s day-
to-day business activities that generate revenue through a process that requires the 
interrelated use of the net resources of the entity.  
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(*3) The definition of the investment category was ambiguous; thus the IASB has decided to 
accept the comment regarding the discussion paper that there was need for the relating 
example or further guidance. 
In a change from the discussion paper, the investing category should reflect the entity’s 
business activities that generate non-revenue income and create no significant synergies from 
combined assets.  
 
(*4) We have already discussed similar issue at the previous WG meeting. The IASB has 
decided to agree the comment that the presentation of the assets and liabilities related to post-
employment benefits was ambiguous between whether it is the operating activity or the 
financing activity. 
The boards have added a subcategory to the business section in the SFP and SCI labeled 
financing arising from operating activities, which should include all liabilities (and assets 
bound to the related obligation for the purpose of settling the liability) that:  
(a) Do not meet the definition of financing  
(b) Are initially long term  
(c) Have a time value of money component that is evidenced by either interest or an accretion 
of the liability due to the passage of time.  
 
Cash flows related to items in this new category should be presented on the SCF in the 
operating section.  
 
<Comments> 
 
 Australia 
 
AASB staff consider the definitions proposed in the staff draft ED to be too narrow and 
prescriptive. We prefer the notion of “core and non-core activities” proposed in the discussion 
paper.  The definitions proposed in the discussion paper require the use of much judgement, 
however are more principles focussed.  AASB staff are concerned that the phrase “as part of 
the entity’s day to day business” proposed in the staff draft ED lacks clarity and may result in 
inconsistent application.  The AASB staff suggest the IASB reconsider the notion of “core 
and non-core activities” or as an alternative “primary and secondary activities”, which may 
be better understood and applied.   
 
The most useful information for users is likely to be disaggregated revenue and expense 
information about interest that arises explicitly in a financing transaction such as a bank loan 
and interest that arises implicitly from events such as the unwinding of a discount on an 
employee benefit liability.  AASB staff question the need for this level of disaggregated 
information in the statement of financial position.   
 
AASB staff are concerned that the proposed definitions may result in classifications that do 
not necessarily reflect the underlying use of the recognised asset. AASB staff think that it 
should be acceptable for entities to classify what might otherwise be thought of as investing 
and financing activities in operating activities, if that is considered to be the entity’s main 
activity, for example, an investment fund would have its investing activities in operating 
activities.  AASB staff suggest that the guidance accompanying the definitions needs to 
clearly this. 
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 China 
 
We are opposed to the IASB’s plan to make significant amendments to current financial 
statements and categorize them into business section (including operating activities and 
investing activities) and financing section. The reasons are that there is no clear boundary 
between the two sections, and that it doesn’t make much sense in application. In fact, most 
financing activities exist inseparably with operating activities, and financing activities may 
also bring income to the entities. Therefore, it’s not practical or applicable to intentionally put 
artificial labels on daily business activities (i.e. financing section or business section) 
considering integrated management matters. Although the Staff Draft of the Exposure Draft 
provides more guidance than the Discussion Paper, the related definitions are not clear 
enough to fully resolve the applicable issues. 
 
 
 Hongkong 
 
In general: We prefer the definition in the previous DP with the references in the descriptions 
to "related to the central purpose(s) for which the entity is in business" and "unrelated to the 
central purpose‘ which serves as a high-level principle and suggest to us that operating and 
investing categories are based on a notion of "core" and "non-core" activities. Particular 
attention is drawn to the definition of "investment category" which said that "an asset or a 
liability that an entity uses to generate a return and any change in that asset or liability shall 
be classified in the investment category". Such definition is not straight forward if the holding 
of assets and liabilities to generate a return is itself part of the business which the entity is 
engaged. We note that this situation is elaborated as an example in paragraph 82(a), however, 
we do not consider that this is an appropriate way to do so. This together with a list of 
examples is attached to each definition has rendered the definitions of all the categories rather 
rule-based. We believe that what is important is that there should be principle-based 
definitions in order to allow consistent classification across entities. 
 
On operating finance sub-category: We are not convinced of adding this sub-category under 
the operating category as this seems arbitrary and may result in so many lines in the primary 
financial statements that the key messages of those statements will be obscured and might go 
beyond what users require. We understand the reason on why IASB proposes this additional 
sub-category. However, we consider that those examples highlighted in the paragraph 76 or 
other items meeting the definition under paragraph 75 should either be classified as operating 
or financing category based on the board principle/definition of these categories and that the 
classification will result in the most useful and meaningful information being provided to 
users. 
 
 Macao 
 
We agree with the definitions. However, we have reservations about having an operating 
finance subcategory under operating category while there is debt category under financing 
section.  We suggest that the operating finance subcategory be included in the proposed debt 
category in the financing section for the following reasons. 
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1. In BC104, the boards concluded that some liabilities are entered into in exchange for 
a service, a right of use or a good, or are incurred directly as a result of an operating 
activity so that those liabilities should be classified in the operating finance 
subcategory.  However, we believe that in general, most activities of a business 
entity are operating related. Hence, we are not convinced that result of an operating 
activity could justify having an operating finance subcategory.  

 
2. In BC107, the boards concluded that the statement of cash flows does not have a 

subcategory for operating finance because the cash flows related to some liabilities 
(eg pension plans) include both operating and financing components that are not 
separable.  Obviously, if operating finance subcategory is proposed to be included in 
both statement of financial position and statement of comprehensive income, the 
cohesiveness between the financial statements would be impaired.  

 
3. In BC108, the boards concluded that users who view the segregated liabilities in the 

operating finance subcategory as debt-like could easily make adjustments to the 
leverage ratios.  However, because of the long-term financing nature, in substance, 
liabilities in the proposed operating finance subcategory are debts.  If the 
subcategory is included in the proposed debt category, the information would be 
presented straightforwardly. 

 
 
 New Zealand 

 
FRSB staff agrees with the proposed definitions of the categories in (a), (b) and (c) above. 
 
 
 Korea 

 
We agree with (a) and (c). However, we disagree with (b). The reason we disagree with (b) is 
explained on the ‘1’ below and the next ‘2~4’ has our overall comments on the related 
questions. 
 

1. Due to the below three reasons (A, B, C) we believe dividing up to the operating 
category level is appropriate and division on the operating finance subcategory level 
is unnecessary. 
A. The body of the staff draft defines assets, liabilities, income, and expense that 

should be classified as the operating finance subcategory. However, we need to 
consider the information producers’ possibility of production (cost) and 
information users’ utility (benefit) when subdividing the information. In most 
cases, subdividing information is intended to increase the benefit whilst the cost 
increase. However, within the operating category, there is doubt that dividing 
into additional subcategory will produce higher benefit than the cost of doing so. 
For example, participants of stock market (who can be viewed as the primary 
users of the financial information) use the financial information that is divided 
into operating asset and non-operating asset in their method of valuation. That 
implies it is difficult to conclude that the benefit from dividing into additional 
subcategory is high. Thus, we believe that the further classification beyond 
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category level is not necessary. 
B. In case of the investment category, there is no paragraph regarding a finance 

subcategory. However the staff draft in terms of the operating category requires 
to classify as a finance subcategory if liabilities are resulted from operating 
assets. Paragraph 75 states that liabilities which are “incurred directly as a result 
of an operating activity” should be classified as operating finance subcategory. In 
the light of the requirement, we consider it is appropriate to apply this concept to 
the investment category in terms of consistency. An example can be a regular 
manufacturing company investing in derivatives. Only initial margin will be paid 
when entering in long-term exchange futures contract, but liabilities can also be 
resulted due to fluctuation on foreign exchange rate. This liabilities are resulted 
from the investment. Thus it is not consistent if the company do not account the 
liabilities for financing subcategory. Hence, when recognizing the classification 
of operating finance subcategory, the concept of investment finance subcategory 
is also necessary. It will be superior not to recognize both operating and 
investment subcategory from the cost-benefit perspective.  

C. Current IFRS requires to classify the financial statement only as asset, liability 
and equity. However the staff draft requires to classify as section, category and 
subcategory and represents asset/liability/equity within each class. As a result, 
the financial statement becomes so complicated that the following can happen: 

i. Information users who are familiar with the current standards will have 
difficulty understanding the financial statement. Also, from the financial 
statement preparers’ perspectives, there is higher chance of making a mistake 
due to more complex policy.  

ii. The company’s current charts of accounts (CoA) should also be altered since 
the current classification of accounts should be changed in line with the staff 
draft which classify as section, category and subcategory. As a result, there is 
possibility that high additional cost will occur. 

2. Additional comment in case of maintaining operating finance: Operating finance 
activities are those that provide a source of long-term financing for the entity, it may 
not be appropriate to limit a definition to only long-term activities. Furthermore, there 
has to be clear reason on defining as long-term. For example, according to the staff 
draft, vendor financing is classified as operating finance subcategory if it is long-term. 
If not, it is classified as operating category. 

3. There is a possibility that the operating finance can be classified as financing section. 
For example, a company can pay off the long-term accounts payable through a 
borrowing. In this situation, the loan is classified as the debt category in the financing 
section although it would have classified as the operating category. Thus, the related 
interest-generating transaction can be classified as the operating category in the 
business section or the debt category in the financing section depending on the 
company’s decisions. 

4. The definition of the “Business Section” of the staff draft needs to be supplemented. 
The reasoning behind is explained below as A and B. 
A. According to the staff draft, operating category is defined as the entity’s day-to-

day business, whilst an entity’s business section is defined as an aggregation of 
its operating activities and its investing activities. The definition of the operating 
category includes “Business”. The meaning of “Business” section also includes 
the operating category. Therefore, the definitions of both operating category and 
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business section refer to each other, resulting a cycle. 
B. The relationship between ‘business’ from the business section in the staff draft 

and ‘business’ from business combination in IFRS 3 is uncertain. According to 
the comparison chart below, there is similarity between the two “businesses,” 
however, they are not congruent. Therefore, it should be more clarified.  
 
Current IFRS Glossary’s definition 
of “business” 

Staff draft’s BC suggested definition 
of “business” section 

Business: An integrated set of activities 
and assets that is capable of being 
conducted and managed for the 
purpose of providing a return in the 
form of dividends, lower costs or other 
economic benefits directly to investors 
or other owners, members or 
participants. 

BC99 The business section should 
include assets and liabilities that relate 
to an entity’s income generating 
activities. The boards propose that an 
entity should segregate its business 
activities into those that generate 
revenue through a process that includes 
the interrelated use of its resources and 
those that generate a return from 
individual assets. These different 
business activities would be presented 
in two categories—the operating 
category and the investing category, 
respectively. 

 
C. According to the staff draft, the definition of the operating and investing activies 

are classified as subordinate categories of the business section while the 
financing section is separate from the business section. We recommend 
considering to classify into three sections eliminating the concept of the business 
section: Operating section, Investing section, and Finance section. 

 
Reference 
 
Business section 
71 An entity’s business section comprises its operating activities and its investing activities, 
which shall be presented separately. 
 
Operating category 
72 An entity shall classify in the operating category: 
(a) assets that are used as part of the entity’s day-to-day business and all changes in those 
assets; and 
(b) liabilities that arise from the entity’s day-to-day business and all changes in those 
liabilities. 
 
73 Operating activities generate revenue through a process that requires the interrelated 
use of the entity’s resources. That process also requires the application of employee and 
management expertise. Examples of operating activities and related items that may be 
classified in the operating category include: 
(a) the sale of services by a consulting firm; 
(b) research, production and sale of pharmaceuticals by a pharmaceutical company; 
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(c) deposit-taking and loan-making activities of a bank; 
(d) cash from customers; 
(e) costs associated with producing goods and rendering services; 
(f) cash paid for materials; 
(g) trade accounts receivable and trade accounts payable; 
(h) property, plant and equipment, intangibles and other long-term assets that are used as part 
of an entity’s day-to-day business; 
(i) depreciation and amortisation expense; and 
(j) commodity-based contracts (eg a forward, option or swap contract) that are related to 
operating assets or operating liabilities. 
 
Operating finance subcategory 
74 An entity’s operating finance activities are those that are directly related to an entity’s 
operating activities; however, they also provide a source of long-term financing for the entity. 
 
75 A liability shall be presented separately in the operating finance subcategory if it meets all 
of the following criteria: 
(a) the liability is incurred in exchange for a service, a right of use or a good, or is incurred 
directly as a result of an operating activity (rather than a capital-raising activity that funds 
general business activities, capital expenditures or acquisition activities); 
(b) the liability is initially long-term; and  
(c) the liability has a time value of money component that is evidenced by either interest or 
an accretion of the liability attributable to the passage of time (ie the accounting for the 
liability requires the calculation of an 
interest component). 
 
76 Examples of liabilities that shall be classified in the operating finance subcategory 
include: 
(a) a net post-employment benefit obligation; 
(b) a lease obligation; 
(c) vendor financing (see paragraph 89); 
(d) a decommissioning liability; 
(e) a deferred compensation arrangement other than a share-based payment (eg a bonus 
earned that is to be paid at a later date); and 
(f) a structured settlement (eg a worker’s compensation claim that has been settled and will 
be paid out over a period of time). 
 
77 Assets restricted for the specific purpose of eventually settling a liability described in 
paragraph 75, such as an asset that will settle a decommissioning liability, shall be classified 
in the operating finance subcategory. Similarly, for post-employment benefits, if the net 
defined benefit liability is negative (an asset) it shall be classified within the operating 
finance subcategory. 
 
78 Income and expenses related directly to the finance aspect of an asset or a liability 
classified in the operating finance subcategory, such as interest expense, accretion expense or 
the return on pension plan assets shall also be classified in that subcategory unless another 
IFRS requires the item to be presented in other comprehensive income. 
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79 The operating finance subcategory shall not include the asset or expense that the entity 
acquired or incurred as part of the transaction that resulted in the operating finance liability. 
That asset or expense shall be classified in the operating category. 
For example, an entity classifies service cost related to a post-employment benefit plan in the 
operating category of the statement of comprehensive income. 
 
80 An entity shall present cash flows related directly to assets and liabilities classified in the 
operating finance subcategory of the statement of financial position and in the operating 
category of the statement of cash flows. The statement of cash flows shall not include an 
operating finance subcategory. 
 
Investing category 
81 An asset or a liability that an entity uses to generate a return and any change in that asset 
or liability shall be classified in the investing category. No significant synergies are created 
for the entity by combining an asset or a liability classified in the investing category with 
other resources of the entity. An asset or a liability classified in the investing category may 
yield a return for the entity in the form of, for example, interest, dividends, royalties, equity 
income, gains or losses. 
 
82 Examples of investing activities and related items that may be classified in the investing 
category include: 
(a) the purchase and sale of investments, unless the transaction is part of the business in 
which the entity is engaged (eg financial services entities); 
(b) dividends received on equity investments; 
(c) interest earned on debt investments; 
(d) the purchase and sale of non-financial assets, such as a real estate investment; 
(e) distributions of non-financial investments such as rents, royalties, fees and commissions; 
(f) investments in associates or joint ventures; and 
(g) investments in fixed-income securities and equity securities. 
 
BC78 The structure of the financial statements separates the different functional activities of 

an entity. The boards propose that the functional activity in which an asset or liability 
is used should determine the section, category or subcategory in which it is classified. 

 
BC79 An entity would use the proposed definitions of the sections, categories and 

subcategory to determine the classification of assets, liabilities, equity, income, 
expenses and cash flows. To ensure that related items are classified consistently, an 
entity determines the appropriate classification for its assets and liabilities by 
considering how they relate to the activities of the entity and then similarly classifies 
the related income, expenses and cash flows in the same sections, categories or 
subcategory in the statements of comprehensive income and cash flows. For example, 
a piece of machinery used in the production of goods sold by the entity would be 
classified as an operating asset; the related depreciation expense would be classified in 
the operating category in the statement of comprehensive income; and the cash outflow 
to purchase the machinery would be classified in the operating category in the 
statement of cash flows. 

 
BC80 The discussion paper described the boards’ preliminary view that the statement of 
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financial position should be the starting point for classification. Some respondents to 
the discussion paper asserted that classification in this manner places undue importance 
on assets and liabilities and the statement of financial position. These respondents 
suggested that classification should be based on the statement of comprehensive 
income because management evaluates and manages an entity by operating income, 
and not by assets and liabilities. 

 
BC81 For the boards, the basis for beginning the classification process with the statement of 

financial position is foundational: assets, liabilities and equity are fundamental and are 
logically prior to the concept of income and expense—ie changes in one normally give 
rise to the other. However, in determining the section, category or subcategory in 
which to classify an asset or liability, an entity must consider the activity in which the 
asset or liability is used; consequently, the functional activities depicted in the 
statements of comprehensive income and cash flows are part of the classification 
process. 

 
BC82 The boards think a classification approach that incorporates how an entity organises its 

activities into functions should help users of the financial statements to understand an 
entity’s activities. Users have consistently told the boards that information about an 
entity’s business activities is essential for effective use of the financial statements. 

 
BC83 The discussion paper proposed a management approach to classifying assets and 

liabilities. That approach required management to classify the entity’s assets and 
liabilities into sections and categories on the basis of how management uses those 
assets or liabilities in its business or businesses. The definitions of the sections and 
categories in the discussion paper were much more subjective than the definitions that 
the boards are now proposing. Consequently, the management approach to 
classification proposed in the discussion paper involved a large measure of judgement. 

 
BC84 Although the boards propose that management should classify assets and liabilities on 

the basis of the functions in which they are used by the entity, there is much less 
discretion involved in the classification process. The boards therefore decided not to 
use the term ‘management approach’ to describe the proposed classification process. 
Also, the term management approach was often misinterpreted by those who 
responded to the discussion paper, partly because the same term was used with a 
meaning different from (and stricter than) that described in IFRS 8 Operating 
Segments and Topic 280 Segment Reporting. 

 
BC85 In their responses to the discussion paper, preparers of financial statements supported 

the management approach to classification, and they indicated that classifying assets 
and liabilities in a manner that best reflects the way the asset or liability is used within 
an entity should produce relevant information for users of the financial statements. 
They also said that the classification approach should help illustrate the differences 
between entities and provide users with a better foundation on which to make 
comparisons between entities and assessments of their relative performance. 

 
BC86 However, users of financial statements that responded to the discussion paper and 

analysts who took part in the field test expressed concern about the subjective nature of 
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the management approach to classification described in the discussion paper. They 
asserted that it would reduce comparability between entities, including those that are in 
the same industry. Their preference is a classification approach that results in 
consistent and uniform classification of assets, liabilities and items of income and 
expense across entities that use them similarly. 

 
BC87 The boards acknowledge the tension between the principle underpinning a 

management approach to classification and respondents’ requests for robust section 
and category definitions, particularly with regard to the financing section definition. 
Analysts who participated in the field test of the discussion paper expressed similar 
concerns. In response to the concerns raised, the exposure draft proposes that the 
financing section and the investing category should be defined in a more specific 
manner to promote consistent application. 

 
BC99 The business section should include assets and liabilities that relate to an entity’s 

incomegenerating activities. The boards propose that an entity should segregate its 
business activities into those that generate revenue through a process that includes the 
interrelated use of its resources and those that generate a return from individual assets. 
These different business activities would be presented in two categories—the operating 
category and the investing category, respectively. 

 
BC100 In the discussion paper, the operating and investing categories were based on a notion 

of core and non-core activities, respectively. An entity would have to classify its 
business assets and liabilities into those categories according to what management 
viewed as the central operations of an entity. At the time, the boards reasoned that a 
core/non-core distinction would provide more useful information than would a narrow 
or prescriptive definition of operating and investing. However, respondents to the 
discussion paper asked for more guidance and clarity about which items an entity 
should classify in the investing category. 

 
BC101 The boards think that segregating business assets and liabilities on the basis of 

whether they (a) work together to generate revenue (such as from the sale of goods or 
delivery of services) or (b) individually yield a return (such as interest or dividend 
income for a manufacturing entity) will achieve a result similar to the core/non-core 
segregation proposed in the discussion paper. In addition, the definitions of operating 
and investing proposed in the exposure draft align more closely with the concept of 
operating and investing that many respondents and field test participants suggested. 
The advantage of the proposed definitions is that they are less subjective than the 
definitions in the discussion paper and should result in more comparability between 
entities. 

 
BC102 The boards considered eliminating the defined operating and investing categories and 

allowing an entity to decide whether and how the business section should be further 
segregated. However, the boards reasoned that financial statement analysis is best 
served if entities apply a common discipline in determining the items that belong in 
different categories within the business section. The boards were also concerned that, 
without a consistently defined operating category, the usefulness of the information in 
the statement of cash flows might be impaired. 
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BC103 In a change from the discussion paper, the boards propose that an entity should not be 

permitted to classify cash in more than one category in its statement of financial 
position. Because of the fungibility of cash, the boards reasoned 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. Furthermore, the boards think that 
allowing cash to be classified on the basis of how management intends to use that cash 
in the future could result in the presentation of misleading, rather than useful, 
information. 

 
BC104 In discussing which liabilities should be included in the financing section, the boards 

noted that some liabilities are viewed by many users of financial statements as an 
alternative source of financing; however, those liabilities are not part of an entity’s 
capital-raising transactions. Examples include a net post-employment benefit liability 
and a decommissioning liability. Although those liabilities can be viewed as having a 
financing component, the boards concluded that they should not be classified in the 
debt category or the financing section. That is because those liabilities are entered into 
in exchange for a service, a right of use or a good, or are incurred directly as a result of 
an operating activity, whereas capital-raising activities fund an entity’s general 
business activities, capital expenditures and acquisition activities. 

 
BC105 The boards concluded that liabilities such as post-employment benefit or 

decommissioning liabilities are first and foremost related to the operating activities of 
an entity. However, because they are long-term in nature, they have a significant 
financing component. Consequently, the boards propose to segregate liabilities within 
the operating category that (a) are directly related to an entity’s operating activities, (b) 
are entered into as an exchange for a service, a right of use or a good, or are incurred 
directly as a result of an operating activity and (c) have a financing component. The 
exposure draft proposes a category within the operating category for those liabilities—
a subcategory labelled ‘operating finance’.  

 
BC106 Consistently with the cohesiveness principle, all related effects from those liabilities 

would be classified in a similar subcategory in the statement of comprehensive income. 
However, related cash flows would be presented in the operating category in the 
statement of cash flows which, as described in paragraph BC107, does not include an 
operating finance subcategory. The three financial statements would therefore be 
cohesive at the operating category level, and the statements of comprehensive income 
and financial position would be cohesive at the operating finance subcategory level. 

 
BC107 The statement of cash flows does not have a subcategory for operating finance 

because the cash flows related to some liabilities (eg pension plans) include both 
operating and financing components that are not separable. The boards recognise that 
cash flows related to other items in the subcategory are more readily identifiable (eg 
one can attribute the cash paid on a lease to the principal and interest component of 
that lease). However, there is not a common view among users of financial statements 
on whether, for example, that cash payment relates to the cash realisation of the 
expense (operating) or the settlement of the liability (operating finance). 
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BC108 In reaching the decision to segregate items in the operating finance subcategory, the 
boards observed that users of financial statements who view liabilities classified in that 
subcategory as debt-like could easily make adjustments to their leverage ratios because 
those items would be segregated and disaggregated in the statement of financial 
position. To aid those users in their analysis, the exposure draft proposes that an entity 
should include a subtotal in the statements of financial position and comprehensive 
income, both before the subcategory and after the subcategory. 
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Question 2 
Do you agree with the level of disaggregating cash flows in the statement of cash flows 
as the staff draft proposes? Why or why not? (Paragraphs 177 - 184) 
 
(Summary of the Staff Draft) 

- An entity shall disaggregate cash flow in the statement of cash flows by the nature of 
the income or expense to which the cash flow is related.  

- The discussion paper required the same level of disaggregation in the statement of 
cash flows as in the statement of comprehensive income at the line item level by 
function and nature. However, the boards decided that the level of information in the 
statement of cash flows need not align with the information in the statement of 
comprehensive income since the level of disaggregation proposed by discussion 
paper might exceed the level needed to be useful. 

- Definition  
 Nature: The economic characteristics or attributes that distinguish assets, 

liabilities and items of income, expense and cash flow that do not respond 
similarly to similar economic events 

 
<Changes from the discussion paper to staff draft> 
 

 Discussion Paper Staff Draft 
Ease the degree 
of disaggregation 
which compose 
the statement of 
cash flow. (*1) 

3.75 An entity should disaggregate 
cash receipts and payments within 
each of the sections and categories 
in the statement of cash flows in a 
manner that helps users to 
understand how those cash flows 
relate to information presented in 
the statements of comprehensive 
income and financial position. 

177 An entity shall disaggregate 
cash flows in the statement of cash 
flows by classes of cash receipts 
and payments so that the statement 
of cash flows provides a 
meaningful depiction of how the 
entity generates and uses cash.  
178 A meaningful depiction of cash 
receipts and payments shall reflect 
the nature of the income or 
expense (or return on equity) to 
which the cash flow is related. 

 
(*1) The discussion paper required the disaggregation principle the same as the 
comprehensive income. However, according to the staff draft, it revised the principle to  
appropriately reflect the nature. (For example, if comprehensive income is composed of LCD 
sales and Semiconductor sales, on the statement of cash flow, this can be represented as one 
sales number after summing both sales.) 
 
<Comments> 
 
 
 Australia 
 
In Australia, the majority of entities apply the direct method of presenting operating cash 
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flows, although generally not at a detailed level.  This provides decision useful information 
and is more consistent with the cohesiveness and disaggregation objectives.  The direct 
method allows users to link information included in the statement of cash flows to the 
statements of financial position and comprehensive income.  However, AASB staff are 
concerned that the level of disaggregation proposed in applying the direct method is too 
onerous.  This level of disaggregation would also require system changes for Australian 
entities which increases the potential costs of implementing this proposal.   
 
 China 
 
We generally agree with this requirement as the Staff Draft proposes. Such information of 
disaggregating cash flows already has been reflected in the statement of cash flows prepared 
using Chinese accounting standards. 
 
 
 Hongkong 
 
We do not disagree the proposed level of disaggregation of cash flows as this should not lead 
to significant difference from the current IAS 7 approach using the direct method. However, 
we are still not convinced that the option to prepare an indirect method cash flow statement 
should be eliminated. See our reply in Question 9. 
 
 
 Macao 
 
We agree with the proposal in paragraphs 178, 179, 181 and 182.  We believe that such level 
of disaggregation would provide meaningful prediction of how the entity generates and uses 
cash.  In addition, we believe that the proposed requirement of disaggregated by nature, 
instead of by both nature and function (BC180), would be more practicable and less costly.  
 
We don’t agree with the proposal stated in paragraph 183, as it is very similar to the 
requirement in paragraph 155. Please refer to Question 5. 
 
 
 New Zealand 
 
FRSB staff agrees with the proposed level of disaggregating cash flows in the statement of 
cash flows.  The disaggregation is not dissimilar to, nor more onerous than, that currently 
required under IAS 7. 
 
 
 Korea 
 
We disagree. The reasons on our decision is to be followed below: 
 

1. We believe that the level of disaggregation should be consistent to the comprehensive 
income statement. 
A. The basis which disaggregates the statement of comprehensive income and the 
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statement of financial position is function, nature and measurement. However, 
the basis that disaggregates the statement of cash flow is nature. Thus, there is 
inconsistency.  
(The table of disaggregation concept) 

 Statement of financial 
position 

Statement of 
conprehensive income

Statement of cash 
flows 

 Nature 1 Nature 2 Nature 3 Nature 1 Nature 2 Nature 3 Nature 1 Nature 2 Nature 3 

Function 
1 

      
Function 

2 
      

Function 
3 

      

   

 
B. It is not consistent with the cohesiveness principle of financial statement 

presentation.  
C. We also believe that the cost of preparing the statement of cash flows is not too 

much as the board had insisted because an entity can attain the same 
disaggregation level as the SFP and the SCI by adding slightly more efforts  
when an entity supplement its accounting system in order to prepare the direct 
method of cash flows. Moreover, if the statement of financial position and the 
statement of comprehensive income are written by function and nature basis, it is 
possible to use the according information in preparing the cash flow statement. 
Thus, additional costs for preparing the statement of cash flows of the same 
disaggregation level are not expected to be overly high. 
 

Reference 
 
177 An entity shall disaggregate cash flows in the statement of cash flows by classes of cash 
receipts and payments so that the statement of cash flows provides a meaningful depiction of 
how the entity generates and uses cash. 
 
178 A meaningful depiction of cash receipts and payments shall reflect the nature of the 
income or expense (or return on equity) to which the cash flow is related. 
 
179 Examples of cash receipts and payments that reflect the nature of the income or expense 
include: 
(a) operating activities: cash received from customers, cash paid for labour and cash paid for 
advertising; 
(b) investing activities: cash received from dividends, cash received from interest and cash 
received from rents; and 
(c) financing activities: cash paid for interest. 
 
180 An entity may aggregate related cash flows in a single line in the statement of cash flows 
if the resulting level of disaggregation provides a meaningful depiction of how the entity 
generates and uses cash. In making that assessment, an entity shall take into account the 
magnitude and variability of non-cash items and timing differences between current period 
cash flows and related amounts recognised in the statement of comprehensive income. 
 
181 A meaningful depiction of cash receipts and payments shall also reflect: 
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(a) the nature of assets purchased or sold; 
(b) the nature of liabilities incurred, issued or settled; and 
(c) the nature of equity issued or redeemed. 
 
182 Examples of cash receipts and payments that incorporate the nature of the assets being 
purchased or sold or the nature of the liabilities being incurred, issued or settled include: 
(a) operating activities: purchase of property, plant and equipment, sale of an intangible asset 
and payment of a decommissioning liability; 
(b) investing activities: purchase of fixed-income securities, sales of investments in equity 
securities and purchase of rental property; and 
(c) financing activities: proceeds from issue of ordinary shares, repayments of long-term debt 
and proceeds from issue of preference shares. 
 
183 An entity shall disaggregate cash flows that it does not expect to occur every reporting 
period. 
 
184 Examples of cash flows that may not be expected to occur every reporting period 
include: 
(a) payment of a legal judgement; 
(b) payment of termination benefits; and 
(c) receipt of an insurance settlement. 
 
BC177 The academic research related to this topic that was presented to the boards indicated 
that a direct method statement of cash flows provides information that has better predictive 
value and results in fewer analytical and processing errors than does an indirect method. 
 
BC178 The discussion paper described and illustrated a direct method statement of cash 
flows that was aligned with the disaggregated by-nature and by-function income and expense 
information presented in the statement of comprehensive income. The discussion paper’'s 
proposal to require the same level of disaggregation in the statement of cash flows as in the 
statement of comprehensive income would have resulted in extensive changes to accounting 
systems, as well as significant ongoing costs such as data storage and processing. Some users 
of financial statements indicated that this level of disaggregation might exceed the level 
needed to be useful. 
 
BC179 A small group of preparers assisted the boards in understanding which aspects of the 
proposed direct method statement of cash flows gave rise to the extensive costs that had been 
identified in the comment letters and field tests. Some preparers were concerned about the 
proposal to present cash flow information by function and said that without that proposed 
level of disaggregation, a direct method statement of cash flows might not be as costly to 
prepare. The preparers in that group explained that when an entity purchases an item, the 
entity does not necessarily know what the function of that item will be. To compile cash flow 
information by function, an entity would, for example, have to link its payables 
systematically to the corresponding by-function expense—-something that is not done today. 
 
BC180 The boards decided that the information in the statement of cash flows need not align 
with the information in the statement of comprehensive income at the line item level by 
function and nature. Instead, they propose that cash flows should be disaggregated by nature 
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and that the standard should include guidance on when it would be appropriate to aggregate 
cash flows. By eliminating the complexity inherent in tracking cash flows by function and by 
requiring less disaggregation, the proposed requirements may enable an entity to use a 
derived (indirect-direct) approach to prepare the statement of cash flows. Preparers indicate 
that that approach is less costly than compiling transaction-level data about cash paid or 
received (a direct-direct approach). 
 
BC181 The boards acknowledge that requiring less disaggregation in the statement of cash 
flows would not entirely mitigate the preparation costs that arise from doing business in many 
different countries, which may involve different currencies and diverse accounting and 
reporting systems. The boards observe that these costs would arise to some extent whenever 
there is a substantial change in the way an entity prepares or presents its financial information, 
but believe that in this case the benefits would outweigh the costs. 
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Question 3 
Do you agree with the proposal that a reconciliation of profit or loss from operating 
activities to net cash flows from operating activities should be presented as part of the 
statement of cash flows? Why or why not? (Paragraphs 172 and 173) 
 
(Summary of the Staff Draft) 

- An entity shall present a reconciliation of profit or loss from operating activities to 
net cash flows from operating activities by adjusting the effects of non-cash items, 
working capitals, and capital expenditures.  

- Users of financial statements stated that an indirect reconciliation helps to explain 
non-cash transaction information and the changes in the statement of financial 
position. 

 
 
<Changes from the discussion paper to staff draft> 
 

 Discussion Paper Staff Draft 
Presenting a 
reconciliation of 
profit or loss 
from operating 
income to net 
cash flows from 
operating 
activities as part 
of the statement 
of cash flows 
(*1) 

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. 

172 An entity shall present a 
reconciliation of profit or loss from 
operating activities to net cash 
flows from operating activities as 
an integral part of the statement of 
cash flows. 

 
(*1) The discussion paper required presenting the reconciliation of each account from the 
statement of financial position and the statement of comprehensive income to a direct method 
statement of cash flows. However, staff draft requires only presenting the reconciliation from 
operating income to operating cash. 
As another change from the discussion paper, the board requires the presentation of a 
reconciliation of operating income to operating cash flows and present as part of the 
statement of cash flows. 
 
<Comments> 
 
 
 Australia 
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AASB staff agree that a reconciliation of profit or loss from operating activities to net cash 
flows from operating activities should be required, however we disagree that the 
reconciliation should be presented as an integral part of the statement of cash flows.  Instead, 
AASB staff suggest that the reconciliation would be better placed as part of the note 
disclosures.   
 
Australian users expressed mixed views about the proposal for requiring a reconciliation of 
profit or loss from operating activities to net cash flows from operating activities and the need 
to present the reconciliation as part of the statement of cash flows.  
 
 
 China 
 
We agree with this proposal. According to Chinese Accounting Standards for Business 
Enterprises No.31: Statement of Cash Flows (ASBE 31) , the entity should prepare the 
statement of cash flows by using both of the direct method and indirect method. That means 
that as a part of the statement of cash flows, the reconciliation of profit or loss from operating 
activities to net cash flows from operating activities is mandatorily required in China 
 
 
 Hongkong 
 
We agree that such reconciliation should be presented if a direct method is used in preparing 
the cash flow statement. However, we do not agree that such reconciliation should be 
presented as part of the statement of cash flows as we believe that it might distract 
users‘ attention in understanding and assessing the information about the change in cash 
flows e.g. cash receipts and payments which is key objective of a cash flow statement and 
therefore reduce the usefulness of the information provided. Also, this will be adding too 
much information to be presented in the primary statements of the financial statements. We 
suggest that such reconciliation should be put as a note to the financial statements instead. 
 
 
 Macao 
 
We agree with the proposal, as the reconciliation would meet the proposed cohesiveness 
principle stated in paragraph 57, and provide decision-useful information to financial 
statement users. 
 
 
 New Zealand 
 
FRSB staff agrees with the proposal that a reconciliation of profit or loss from operating 
activities to net cash flows from operating activities should be required.  However, FRSB 
staff is of the view that this reconciliation should be presented in the notes rather than as part 
of the statement of cash flows.  The reconciliation identifies the non-cash adjustments that 
comprise the difference between the cash flows from operating activities and the operating 
profit.  The reconciliation could highlight potential difficulties where an entity is not 
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generating sufficient cash flows to sustain its operating activities. 
 
 
 Korea 
 
We disagree. The ‘1’ is the reasoning behind our disagreement. The next ‘2 and 3’ are the 
additional comments relating to the questions and our reasons on supporting the indirect 
method. 
 

1. We believe it is appropriate to reconcile from net income to operating cash flows. Our 
reasoning is explained below as A and B. 
A. The benefit which is vested to shareholders who are primary users of financial 

statements is not operating income but net income. As a result, information about 
the reconciliation on the difference between net income which is primary interest 
to shareholders and operating cash flows is their primary concern. 

B. The presentation of non-cash item is not sufficient when the reconciliation 
begins with operating income. For example, information such as gain or loss on 
disposition of investment stock using the equity method is not presented if the 
reconciliation begins from the operation income. 

2. We agree with presenting with an indirect method statement of cash flows. Our 
reasons behind is explained below: 
A. If a direct method statement of cash flows under cash basis is presented as 

financial statements, the information users who is not an expert in accounting 
will be confused in understanding the statement of comprehensive income since 
it is prepared under accrual basis. For example, if the sales under accrual basis 
are 100 and sales under cash basis are 80; the information users may not 
understand the reason for the difference. 

B. Most of the current accounting system is constructed based on accrual basis. 
Thus, when preparing the direct method statement of cash flows under cash basis, 
tracing back the origin of cash transaction occurrence may not be complete. As a 
result, there is possibility of presenting some inaccurate information on the 
statement of cash flows. This can affect the reliability of the financial statements. 

3. Instead of directly preparing a direct method statement of cash flows, we suggest a 
method of converting cash flows of an indirect method into cash flows of a direct 
method. In this case, we can expect to decrease the cost of preparing for the statement 
of cash flows meanwhile maintaining the usefulness of the direct method statement of 
cash flows. 
A. Appendix A shows that an entity prepares a reconciliation schedule presenting 

the process of converting an indirect method cash flows to a direct method cash 
flows without additional costs. 

B. An entity may classify the non-cash revenues/expenses and the 
increases/decreases in current assets/liabilities resulting from operation into one 
of following three categories; accruals other than remeasurement, recurring fair 
value changes, and all other. 

 
Reference 
 
172 An entity shall present a reconciliation of profit or loss from operating activities to net 
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cash flows from operating activities as an integral part of the statement of cash flows. 
 
173 The net cash flows from operating activities is reconciled by adjusting profit or loss from 

operating activities for the effects of: 
(a) non-cash operating income items such as depreciation or share-based remuneration; 
(b) changes during the period in operating assets or liabilities such as inventories, 
receivables and payables; and 
(c) cash flows from the purchase, sale or settlement of operating assets or liabilities (such 
as capital expenditures or the settlement of a decommissioning liability for cash). 

 
BC182 Users of financial statements stated that the reconciliation of income to operating cash 

flows currently provided in an indirect method statement of cash flows provides useful 
information that they would like to retain. Users explained that a direct method 
statement of cash flows would be best understood when accompanied by a similar 
indirect reconciliation because it helps to explain the changes in the statement of 
financial position. 

 
BC183 In response to user interest in the working capital information included in an indirect 

method statement of cash flows, the boards propose requiring an entity to present a 
reconciliation of operating income to operating cash flows as a supplement to the 
statement of cash flows. That reconciliation differs from what is currently provided in 
an indirect method statement of cash flows because it begins with income from 
operating activities as defined in the exposure draft rather than with profit or loss or net 
income (or another measure of income in IFRSs). Starting the reconciliation with profit 
or loss or net income necessitates including in the reconciliation items such as interest, 
taxes and the income, expense, gains and losses of investing activities. However, if the 
reconciliation starts with income from operating activities (the subtotal of the operating 
category), those items (and their effects on the changes in asset and liability line items) 
are not part of the reconciliation. Consequently, the reported operating cash flows are 
exclusive of cash flows from non-operating assets and liabilities. 

 
BC184 The boards propose retaining existing requirements to include information about non-

cash transactions in the financial statements because information about those 
transactions is essential to understanding the totality of an entity’s transactions and the 
impact of non-cash transactions on an entity’s asset and capital structure. 

 
BC185 The exposure draft proposes that the presentation of non-cash transaction information 

and the reconciliation of operating income to operating cash flows should be an 
integral part of the statement of cash flows. Users of financial statements observed that 
having this information as part of the statement it supplements is most useful because 
an analysis of the statement of cash flows would be incomplete without it. The boards 
thus decided, in a change from the discussion paper, that an entity should not be 
permitted to present the reconciliation and non-cash information in the notes to 
financial statements. 
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Question 4 
Should the net effects on comprehensive income or cash flows of a single acquisition (or 
disposal) transaction that recognises (or derecognises) assets and liabilities in more than 
one section or category be: 
(a) classified in the multi-category transaction section as the staff draft proposes? 
(paragraphs 100-102); or  
(b) allocated to the related sections and categories in the statements of comprehensive 
income and cash flows?; or  
(c) presented in a certain section or category? If so, in which section or category should 
those effects be presented (eg. Operating)? 
 
Please explain your presentation rationale and practice of multi-category transaction in 
your country. 
 
(Summary of the Staff Draft) 

- An example of a multi-category transaction is a business combination. Any net gain 
and net cash outflow are classified in the multi-category transaction section. 

- The board think that an entity should not be required to make any determination 
about where the comprehensive income and cash flow effects of a multi-category 
transaction are best presented in the financial statements.  

 
 
<Changes from the discussion paper to staff draft> 
 

 Discussion Paper Staff Draft 
Require separate 
presentation of 
multi-category 
transaction (*1) 

3.90 The Boards did not reach a 
preliminary view on how to 
classify and present the effects of 
basket transactions in the 
statements of comprehensive 
income and cash flows. Instead, 
they decided to seek respondents’ 
views on that issue. The Boards 
note that a fundamental decision 
would be whether the effects 
should be: 
a. Classified in more than one 
section or category, thereby 
requiring an allocation of the total 
effect; or 
b. Classified in a single section or 
category, which would not require 
allocation of the total effect. 

100 The net effects on 
comprehensive income and cash 
flows of an acquisition that results 
in the recognition of assets and 
liabilities in more than one section 
or category in the statement of 
financial position shall be 
classified in the multicategory 
transaction section of the 
statements of comprehensive 
income and cash flows. Similarly, 
the net effects of a disposal 
transaction (that is not a disposal of 
a discontinued operation) resulting 
in the derecognition of assets and 
liabilities in more than one section 
or category in the statement of 
financial position shall also be 
classified in the multi-category 
transaction section of the 
statements of comprehensive 
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income and cash flows. 
(*1) The discussion paper requested comments upon whether the net effects on 
comprehensive income or cash flows from a single acquisition transaction that recognizes 
assets and liabilities in more than one category should be classified in the multi-category 
transaction section or allocated to the related sections and categories in the statements of 
comprehensive income and cash flow. The boards noted that allocating to the related sections 
and categories would require complex and arbitrary judgment that would be unlikely to 
provide useful information; thus, the boards require the presentation of the effects of a basket 
transaction in a distinct section in the statement of financial position and the statement of 
comprehensive income. 
 
<Comments> 
 
 
 Australia 
 
AASB staff agree that the net effects on comprehensive income or cash flows of a single 
acquisition (or disposal) transaction should be classified separately from other information in 
the financial statements.  We support options (a) and (c) but do not have a preference for one 
in particular at this stage.  AASB staff think disaggregated information related to the effects 
of such transactions should be included as note disclosures.  In doing so, users interested in 
such detailed information can readily access the information. 
 
AASB staff consider the need for clarification about whether the proposed requirement to 
classify the net effects on comprehensive income and cash flows of an acquisition or a 
disposal transaction in the multicategory transaction section should be done individually or in 
aggregate.  For example, if an entity acquires twenty businesses, is that entity required to 
present the information for each acquisition separately within the multicategory transaction 
section?  AASB staff note that IAS 7 Statement of Cash Flows requires similar cash flow 
information to be disclosed in aggregate.   
 
 
 China 
 
We are not opposed to the proposal of the multi-category transaction section, if a single 
acquisition (or disposal) transaction can hardly be classified in a certain section or category. 
We also would like to see clarifications when multi-category transaction section exists in both 
of the statement of comprehensive income and the statement of cash flows but not in the 
statement of financial position, which would lead to internal inconsistency within the 
financial statements system. 
 
 
 Hongkong 
 
We acknowledge that alternative (b) can achieve the most of the cohesiveness objective. 
However, we consider that this is another area where cohesiveness needs to be tempered with 
pragmatism. Moreover, we consider that allocating the effects of basket transactions would be 
arbitrary, not provide decision-usefulness information, and lead to excessive disaggregation. 
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Therefore we do not agree to this alternative. Alternative (c) is neither an appropriate 
approach. Presenting the effects of basket transactions in a certain section or category would 
be easy to implement and may be viewed as a practical expedient since most effects are 
merely accounted for in a designated section/category (e.g. operating). However, we are 
concerned that some basket transactions would relate to the acquisition or disposal of assets 
or liabilities that are predominantly related to something category (e.g. investment category) 
other than that section/category being designated (e.g. operating category) (e.g. a sale of a 
group of assets and liabilities where the primary asset is an equity investment categorized in 
investing), hence against cohesiveness objective. Moreover, it is difficult to determine what is 
the appropriate section/category to be designated. 
 
Therefore we prefer alternative (a) which is more pragmatic. We believe that this approach, if 
supported by note disclosures, would be sufficient to meet the needs of users. 
 
Hong Kong is adopted Hong Kong Financial Reporting Standards which are converged with 
IFRSs and accordingly, the net effect on the comprehensive income arisen from business 
combinations (e.g. negative goodwill) would be accounted for according to HKFRS 3 
Business Combinations which is converged with IFRS 3 Business Combinations whereas the 
net effect on the comprehensive income arisen from disposal of subsidiaries losing control 
(e.g. gain/loss on disposal) would be accounted for according to HKAS 27 Consolidated and 
Separate Financial Statements which is converged with IAS 27 Business Combinations or for 
cash flow statement purpose, in accordance with HKAS 7 Statement of Cash Flows which is 
converged with IAS 27 Statement of Cash Flows. 
 
 
 Macao 
 
We think that the net effects should be allocated to the related sections and categories in the 
statement of comprehensive income and cash flows, for this treatment would be consistent 
with the proposed cohesiveness principle stated in paragraph 58.  In addition, we suggest 
that the allocation base be disclosed in the notes in order to avoid arbitrary allocation.  
 
According to the current Macao Financial Reporting Standard, the Cash Flow Statement is 
the only one in which the information is presented by categories (operating activities, 
investing activities and financing activities).  In the case of multi-category transaction, the 
cash flow is required to be separated into categories. 
 
 
 New Zealand 
 
FRSB staff supports option (a) above, that is, the net effects of a single acquisition or disposal 
transaction classified in the multi-category section of the statement of comprehensive income 
and the statement of cash flows.  This is a pragmatic and cost-effective proposal which 
would show the net effect of the transaction all together in one place in the statements.  
Option (b) above is rejected on the grounds that it is not pragmatic and could be costly.  
Option (c) above is rejected on the grounds that it would be inappropriate to specify operating 
or investing as a category as the transaction could fall into either category. 
In New Zealand, the net effect of a multi-category transaction that arises as a result of a 
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business combination is accounted for in accordance with the New Zealand equivalent to 
IFRS 3 Business Combinations, that is, in profit or loss. The net effect of a transaction where 
a parent loses control of a subsidiary is accounted for in accordance with the New Zealand 
equivalent to IAS 27 Consolidated and Separate Financial Statements, that is, in profit or loss.  
The cash flows related to the single acquisition or disposal transaction would be presented in 
accordance with IAS 7 Statement of Cash Flows, that is, as a cash flow from investing 
activities. 
 
 
 Korea 
 
We agree with (b); therefore, we disagree with the staff draft. Our decision is based on the 
following: 
 

1. We believe that the net effects on comprehensive income or cash flows of a single 
acquisition (or disposal) transaction that recognizes (or derecognizes) assets and 
liabilities in more than one section or category should be allocated to the related 
sections and categories in the statement of comprehensive income and cash flows. 
Following A and B are our reasons behind. 
A. If multi-category transaction section is categorized separately, there is benefit 

since the company will have decrease in discretional allocation or necessity of 
decision-making. However, according to the cohesiveness principle, it is not 
appropriate.  
 
Following chart can be used for a sample situation assuming a basket transaction 
acquiring three assets, A, B and C. 

 
Statement of 

financial position 

Statement of 
comprehensive 

income 

Statement of cash 
flows 

Asset A  N/A N/A 
Asset B  N/A N/A 
Asset C  N/A N/A 

Multi-category 
Section 

N/A   

  
B. It is not consistent with other standards to classify the transaction in the multi-

category transaction section. Other standards (*1, *2) require for an entity to 
allocate the purchase amount on a reasonable and consistent basis when the 
acquisition contains multiple assets or liabilities.  
Examples) 
(*1) IAS 16 Property, Plant and Equipment, Paragraph 24 One or more items of 
property, plant and equipment may be acquired in exchange for a non-monetary 
asset or assets, or a combination of monetary and non-monetary assets. The 
following discussion refers simply to an exchange of one non-monetary asset for 
another, but it also applies to all exchanges described in the preceding sentence. 
The cost of such an item of property, plant and equipment is measured at fair 
value unless (a) the exchange transaction lacks commercial substance or (b) the 
fair value of neither the asset received nor the asset given up is reliably 
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measurable. The acquired item is measured in this way even if an entity cannot 
immediately derecognise the asset given up. If the acquired item is not measured 
at fair value, its cost is measured at the carrying amount of the asset given up. 
 
(*2) IFRS 3(R) Business Combination, Paragraph 18The acquirer shall measure 
the identifiable assets acquired and the liabilities assumed at their acquisition-
date fair values. 

 
 
Reference 
 
100 The net effects on comprehensive income and cash flows of an acquisition that results in 
the recognition of assets and liabilities in more than one section or category in the statement 
of financial position shall be classified in the multicategory transaction section of the 
statements of comprehensive income and cash flows. Similarly, the net effects of a disposal 
transaction (that is not a disposal of a discontinued operation) resulting in the derecognition 
of assets and liabilities in more than one section or category in the statement of financial 
position shall also be classified in the multi-category transaction section of the statements of 
comprehensive income and cash flows. 
 
101 An example of a multi-category transaction is a business combination in which the 
acquirer acquires 100 per cent of the equity instruments of the acquiree for cash; the 
acquiree’'s assets and liabilities are then consolidated with the existing assets and liabilities of 
the acquirer. The acquirer classifies and presents the assets and liabilities acquired in more 
than one section or category in its consolidated statement of financial position. Any net gain 
(eg for a bargain purchase) and the net cash outflow arising from the acquisition are classified 
in the multi-category transaction section of the statements of comprehensive income and cash 
flows.  
 
102 The aggregate cash flows arising from obtaining or losing control of a subsidiary or other 
business are presented separately and classified in the statement of cash flows as multi-
category transactions if the assets and liabilities that give rise to the cash flows are classified 
in multiple sections or categories in the statement of financial position. 
 
BC113 The boards propose that an entity should classify in a distinct section in the 
statements of comprehensive income and cash flows the net effects on comprehensive income 
or cash flows of a single acquisition (or disposal) transaction that recognises (or 
derecognises) assets and liabilities that are classified in more than one section or category. 
The boards considered requiring an entity to allocate the comprehensive income or cash flow 
effects of a multi-category (or multi-section) transaction to the sections or categories in which 
the related assets and liabilities are classified because this would be consistent with the 
cohesiveness principle. However, the boards reasoned that the allocation would be arbitrary, 
and that it would not provide meaningful information to users of financial statements. 
 
BC114 The boards also considered classifying the comprehensive income or cash flow 
effects of a multi-category transaction in the section or category that reflects the predominant 
use of the assets and liabilities that the entity acquired or disposed of. The boards 
acknowledged that this alternative would avoid arbitrary allocations; however, they thought 
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that it would be difficult for an entity to determine the predominant use of the related assets 
and liabilities. 
 
BC115 The boards think that an entity should not be required to make any determination 
about where the comprehensive income and cash flow effects of a multi-category transaction 
are best presented in the financial statements. Instead, an entity should classify the effects in a 
section separate from all others, resulting in consistent treatment. Classification in a distinct 
section also presents the exception to the cohesiveness principle in a prominent manner. 
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Question 5 
Do you agree with the proposal that the income or expense related to a material event or 
transaction that is unusual or occurs infrequently should be presented separately in the 
statement of comprehensive income? Why or why not? (Paragraph 155) 
 
<Summary of the Staff Draft> 

- The boards think that the disaggregation principle would not necessarily result in the 
separate presentation of unusual or infrequently occurring items due to their 
economically similar nature even though additional attention may be needed to those 
items for separate consideration. 

- Definition 
 Unusual: highly abnormal and only incidentally related to the ordinary and 

typical activities of an entity, given the environment in which the entity operates. 
 Infrequently occurring: not reasonably expected to recur in the foreseeable future 

given the environment in which an entity operates. 
 
 
<Changes from the discussion paper to staff draft> 
 
 Discussion Paper Staff Draft 
Clarification on 
presenting 
‘unusual’ and 
‘infrequent event’ 
on the statement 
of comprehensive 
income. (*1) 

3.49 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 
also should be presented separately 
in the statement of comprehensive 
income. 
4.48 An entity should present 
information about unusual or 
infrequent events or transactions as 
part of the reconciliation schedule. 
[FASB’s preliminary view] 

155 An entity shall present 
separately a material event or 
transaction that is unusual 
or occurs infrequently. An unusual 
or infrequently occurring event or 
transaction shall be presented 
separately in the appropriate 
section, category or subcategory in 
the statement of comprehensive 
income. A description of each 
unusual or infrequently occurring 
event or transaction and its 
financial effects shall be disclosed 
in the statement of comprehensive 
income or in the notes to financial 
statements 

 
(*1) Unusual, infrequently occurring items may not be disaggregated appropriately if we 
apply the general disaggregation principle which is function, nature and measurement; thus, 
an exception on disaggregation principle for unusual and infrequently occurring items is 
recommended. The FASB’s opinion on this matter is reflected for the staff draft. 
 
The IASB agreed to include a requirement in the staff draft to present the effects of unusual 
or infrequently occurring events or transactions in the statement of comprehensive income 
and disclosure of related information in the notes to financial statements 
 
<Comments> 
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 Australia 
 
AASB staff think that, in principle, providing such information is useful.  However, it may 
raise concerns in practice.  For example, many Australian constituents think that this would 
be a return to the past where ‘abnormal’ and ‘extraordinary’ items were presented within the 
financial statements.  This was difficult to regulate, a source of significant debate between 
auditors and clients and found to detract from the usefulness of the financial statements.   
 
Consistent with paragraph 85 of IAS 1 Presentation of Financial Statements, paragraph 153 
of the staff draft ED proposes that an entity present additional line items, headings and 
subtotals in the statement of comprehensive income if such information is useful in 
understanding the entity’s financial performance.  AASB staff consider this sufficient to 
capture those income or expense items that relate to a material event or transaction that is 
unusual or occurs infrequently, and therefore do not consider it necessary to have a separate 
requirement for “unusual” items. 
 
 
 China 
 
We generally agree with this proposal, because it will provide useful information to help the 
users to predict an entity’s cash flows in the future. 
 
 
 Hongkong 
 
We agree that the income or expense related to a material event or transaction that is unusual 
or occurs infrequently shall be separately presented in the statement of comprehensive 
income. In this way, we believe that users would like to have information about events and 
transactions that are genuinely unusual or infrequent as it enables them to identify the 
recurring items and use those to make assessments about the future. Moreover, we agree that 
a description of this item shall be disclosed in the statement of comprehensive income or in 
the notes to financial statements as this would provides greater flexibility to describe the 
financial effect of an infrequent or unusual event when that financial effect straddles more 
than one accounting period, for example when a legal case becomes protracted and results in 
changes in provisions and legal expenses being recorded in more than one period 
 
 
 Macao 
 
We don’t agree with the proposal.  In paragraphs 140-149, we understand that the proposed 
disaggregation of income and expense items emphasises function and nature.  With such 
disaggregation, we consider that additional disclosure in the notes to the statement is 
sufficient for the financial statement users.  In contrast, the proposal in paragraph 155 may 
add complexity in the statement and make it less understandable. 
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 New Zealand 
 
FRSB staff does not agree with the proposal that a material event or transaction that is 
unusual or occurs infrequently should be presented separately in the statement of 
comprehensive income.  FRSB staff is of the view that such an event or transaction is 
captured by the definition of materiality in Appendix A and this is likely to require separate 
presentation, or explanation in the notes, of the item because of its nature or amount. 
 
 
 Korea 
 
We agree; however, we recommend to supplement the following problems below: 
 

1. There needs to be clarification and more detailed definition of ‘Unusual’ and 
‘Infrequently occurring items’ to distinguish those items from ordinary activities. 
A. However, it requires subjective judgment to classify some items as unusual 

or infrequently occurring items, and it will have negative impact on 
reliability and comparability of the financial statements.  

B. Thus, it is necessary to provide further definition in the light of the defined 
terms of appendix A in the staff draft. The definition of the terms, ‘Unusual’ 
and ‘Infrequent occurring’, contains uncertain words. In particular, there 
needs to be more detailed guideline on “highly abnormal” of the definition 
on ‘Unusual’ and “not reasonably expected to recur” of the definition on 
‘Infrequently occurring’. 

2. We believe that it is more appropriate for those items to be disclosed in the 
footnote, not in the statement of comprehensive income. 
A. It is possible to separately present unusual increase in profit or loss on the 

statement of comprehensive income; however, it is difficult to separately 
present the unusual decrease in profit or loss. As a result of that, an entity 
may present asymmetric information if the entity disaggregates the unusual 
and infrequently occurring items. 

B. For the reason that it is beneficial for a user of the financial statements to be 
provided with those items in spite of the limitation noted above, we propose 
to disclose those items in the footnote.  

 
 
Reference 
 
 
155 An entity shall present separately a material event or transaction that is unusual 
or occurs infrequently. An unusual or infrequently occurring event or transaction shall be 
presented separately in the appropriate section, category or subcategory in the statement of 
comprehensive income. A description of each unusual or infrequently occurring event or 
transaction and its financial effects shall be disclosed in the statement of comprehensive 
income or in the notes to financial statements 
. 
156 An entity shall not describe any item of income or expense as an extraordinary item 
either in the statement of comprehensive income or in the notes. [IAS 1.87 with modification] 
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Extraordinary items 
 
BC168 The FASB proposes that the effects of events and transactions that are both unusual 
and occur infrequently should not be presented as extraordinary items in the statement of 
comprehensive income, as currently required by Subtopic 225-20 Income Statement—
Extraordinary and Unusual Items (originally issued as APB Opinion No. 30). The FASB 
thinks that separate classification of extraordinary items is not necessary to provide useful 
information because the disclosure and discussion surrounding the event lends the greatest 
value to a financial statement user. Furthermore, although some transactions and events can 
be considered extraordinary, it is impossible to define such items in a way that (a) clearly 
isolates the effect of the extraordinary transaction or event and (b) sufficiently limits the 
scope of items captured by the definition. The FASB noted that its decision is consistent with 
IAS 1, which prohibits the presentation of items of income and expense as extraordinary 
items in the financial statements. As described in paragraphs BC169 and BC170, the boards 
considered the separate presentation of the effects of events and transactions that are unusual 
or occur infrequently.  
 
Unusual or infrequently occurring items 
 
BC169 US GAAP currently requires separate presentation of unusual or infrequently 
occurring items in the statement of comprehensive income and disclosure of related 
information in the notes to financial statements. The discussion paper included the FASB’s 
preliminary view that an entity should present information about unusual or infrequently 
occurring events or transactions in a memo column on the proposed reconciliation schedule. 
The boards revisited this issue in the light of their decision not to require a reconciliation 
schedule as proposed in the discussion paper. 
 
BC170 The boards think that separate presentation of unusual or infrequently occurring items 
draws attention to items that may need separate or additional consideration by a user in 
assessing an entity’s performance and future cash flows. However, application of the 
disaggregation principle would not necessarily result in the separate presentation of these 
items because an entity may view the item as economically similar in nature to other items 
during the period and therefore may not disaggregate the item. Consequently, the boards 
decided that an entity should be required to present information about unusual or infrequently 
occurring events or transactions. The income or expense related to an unusual or infrequently 
occurring event or transaction would be presented in the statement of comprehensive income 
in the appropriate section, category or subcategory. A description of the event or transaction 
and its financial effects (eg a reduction in sales or the effect on raw materials or inventory) 
would be disclosed in the note 
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Question 6 
The disaggregation principle is based on three attributes (function, nature and 
measurement basis). Is this principle understandable and operational? (Paragraphs 46-
50) 
Please identify any attributes that should either be added or removed from the overall 
disaggregation principle. Please explain your answer. 
 
(Summary of the Staff Draft) 

- In this [draft] IFRS, ‘function’ refers to the primary activities of an entity such as 
selling goods, ‘nature’ refers to the economic characteristics of items such as whole 
sale revenues, and ‘measurement basis’ refers to the method used to measure  

- The board thinks the additional information provided by disaggregating information 
according to function, nature and measurement basis can assist users in 
understanding an entity’s financial position and performance, and predicting future 
cash flows. 

 
 
<Changes from the discussion paper to staff draft> 
 

 Discussion Paper Staff Draft 
More definitive 
policy on 
disaggregation. 
(*1) 

2.7. 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.  

46 An entity shall present 
information in its financial 
statements so that: 
(a) the activities the entity engages 
in are clear; 
(b) the cash flows of the entity are 
clear; and 
(c) the relationships between an 
asset or a liability and the effects of 
a change in that asset or liability 
are faithfully represented across 
the statements of financial position, 
comprehensive income and cash 
flows. 
47 An entity shall use the 
following factors in determining 
the items to disaggregate and 
present in its financial statements: 
(a) the function of the item; 
(b) the nature of the item; and 
(c) the measurement basis of the 
item. 

 
(*1) The discussion paper noted “a manner that makes it useful in assessing the amount, 
timing, and uncertainty of its future cash flows”; however, the staff draft stated detailed 
requirement noting “function, nature and measurement basis.” 
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<Comments> 
 
 
 
 Australia 
 
AASB staff think the costs of implementing the disaggregated information proposals based 
on three attributes are likely to outweigh the benefits.   
 
AASB staff think that mixed presentation is not useful and only presentation by function or 
nature should be required on the face of the statements, with the alternative as well as the 
measurement basis, disclosed in the notes, where this level of information is considered 
useful.  This would help limit the line items being presented on the face of the statements 
which may otherwise detract from the usefulness of the information presented.     
 
 
 China 
 
Further disaggregation is helpful for decisions making; however, it could turn the financial 
statements too tedious, and also disperse attention of financial statement users on key 
information. Therefore, we suggest listing information of disaggregation (on nature and 
measurement basis) as notes to financial statements.  Besides, the Staff Draft of the ED also 
proposed that “disaggregation by nature within a functional grouping may also include, for 
example, disaggregating revenue from selling goods into wholesale and retail components.” 
We hope to have more clarified guidance on how to disaggregating revenue by nature within 
a functional grouping. 
 
 
 Hongkong 
 
We agree that disaggregation of items based on these three attributes provide more decision-
useful information. However, we have concern that providing the information of assets and 
liabilities in different measurement basis in the face of the financial statements will be too 
lengthy and less understandable. It is more appropriate to present the disaggregation of assets 
and liabilities based on measurement basis in the notes to financial statements. 
 
 
 Macao 
 
We agree with the three attributes in disaggregation principle, as we believe that they would 
be helpful in providing much more relevant information to financial statements users. 
 
 
 New Zealand 
 
FRSB staff is of the view that the disaggregation principle is not operative.  What is the 
driver (that is, what comes first) – function, nature or measurement?  Presenting income and 
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expenses by both function and nature results in disclosure overload, which means that the 
message to be conveyed by the performance statement could be lost in the detailed 
disclosures.  The disclosure of most key elements of income, expenses, assets and liabilities 
is currently required by other relevant IFRSs, for example, IAS 16 Property, Plant and 
Equipment requires disclosure of the measurement bases used for determining the gross 
carrying amount of each class of property, plant and equipment (PP&E) and information on 
impaired PP&E in accordance with IAS 36 Impairment of Assets. 
 
 
 Korea 
 
We agree; however, we recommend the following on the implementing method. 
 

1. It is uncertain how those three attributes should be applied in practice, whether an 
attribute is prior to others or an entity should consider the attributes collectively. Thus, 
there needs to be more detailed guideline on the method of implementing 
disaggregation. 

 
Reference 
 
Disaggregation principle 
46 An entity shall present information in its financial statements so that: 
(a) the activities the entity engages in are clear; 
(b) the cash flows of the entity are clear; and 
(c) the relationships between an asset or a liability and the effects of a change in that asset or 
liability are faithfully represented across the statements of financial position, comprehensive 
income and cash flows. 
 
47 An entity shall use the following factors in determining the items to disaggregate and 
present in its financial statements: 
(a) the function of the item; 
(b) the nature of the item; and 
(c) the measurement basis of the item. 
 
48 In this [draft] IFRS, ‘function’ refers to the primary activities (and assets and liabilities 
used in those activities) in which an entity is engaged, such as selling goods, providing 
services, manufacturing, advertising, marketing, business development or administration. 
 
49 In this [draft] IFRS, ‘nature’ refers to the economic characteristics or attributes that 
distinguish assets, liabilities, income and expense items3 and cash flows that do not respond 
similarly to similar economic events, such as wholesale revenues and retail revenues; 
materials, labour, transport and energy costs; or fixed-income investments and equity 
investments. 
 
50 In this [draft] IFRS, ‘measurement basis’ refers to the method or basis used to 
measure an asset or a liability, such as fair value or historical cost. 
 
BC66 Financial statement analysis aimed at objectives such as assessing the amount, timing 
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and uncertainty of future cash flows requires financial information that is segregated into 
reasonably homogeneous groups of items. If items differ economically, users of financial 
statements may wish to take that difference into account in predicting future cash flows. The 
boards reasoned that the additional information provided by disaggregating information 
according to function, nature and measurement basis can assist users in understanding an 
entity’s financial position and performance, and in predicting future cash flows. 
 
BC67 The disaggregation objective in the discussion paper proposed that an entity should 
disaggregate information in its financial statements in a manner that makes it useful in 
assessing the amount, timing and uncertainty of future cash flows. Application of that 
objective was addressed on an individual statement basis. The discussion paper proposed that 
an entity should disaggregate its income and expenses in the statement of comprehensive 
income by both function and nature. Additionally, the discussion paper proposed that in the 
statement of financial position an entity should disaggregate otherwise similar assets and 
similar liabilities by measurement bases. 
 
BC68 The boards decided that the three disaggregation attributes used in the discussion paper 
(function, nature and measurement basis) should not be limited to individual financial 
statements. Rather, the proposed core financial statement presentation principle of 
disaggregation should include those three attributes. The boards think that applying those 
attributes to the financial statements both individually and in concert with each other would 
provide the best representation of how an entity uses its resources to generate income and 
cash flows. 
 
BC69 In responding to the discussion paper, users of financial statements noted that enhanced 
disaggregation could provide them with additional information that would permit improved 
analysis of and insight into an entity’s financial position and performance. The additional 
detail also could improve their understanding of an entity and provide a better basis upon 
which to make more informed investment decisions. 
 
BC70 However, some respondents noted that the level of disaggregation proposed in the 
discussion paper had the potential to distract users from an overall view of an entity’s 
financial position and financial performance. Respondents asked that appropriate 
consideration should be given to materiality and clarity in the financial statements, and that 
disaggregation should be balanced against understandability. To improve the usefulness of the 
individual statements, respondents suggested that some of the disaggregated information 
should be presented in the notes to financial statements. 
 
BC71 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 principle should lead to sufficient, but not excessive, disaggregation. To 
address respondents’ concerns, the boards decided to permit much of the disaggregated 
information that respondents were concerned about (eg disaggregation by nature of income 
and expense items) to be presented in the notes to financial statements. 
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Question 7 
Do you agree with the proposal that cash equivalents be classified as short-term 
investments, not as part of cash? Why or why not? (Paragraphs 117 and 118) 
 
(Summary of the Staff Draft) 

- The boards observed that cash equivalents possess the different characteristics as 
cash. Thus they should be classified as short-term investments regardless of their 
liquidity or nearness to maturity. 

 
 
<Changes from the discussion paper to staff draft> 
 

 Discussion Paper Staff Draft 
Elimination of 
word ‘Cash 
equivalents’(*1) 

3.14. 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. 

117 Cash shall be classified in the 
operating category in the statement 
of financial position. 
118 Cash does not include short-
term investments regardless of 
their liquidity or nearness to 
maturity. 

 
(*1) In the discussion paper, the concept of cash equivalents was maintained and related 
items were classified as short-term investment; however, the concept of cash equivalents as 
whole is eliminated in the staff draft. 
 
<Comments> 
 
 
 Australia 
 
AASB staff think the current requirements provide useful information to users about 
relatively liquid assets and therefore think that entities should be not prevented from 
presenting and classifying cash equivalents with cash.    
 
AASB staff consider that the staff draft ED does not make a sufficient case for changing the 
current requirements.  We suggest the current requirements should remain until a principle 
can be identified to justify a particular alternative classification.  For example, is the basis of 
the classification allowing users to ascertain the ready cash available to the entity?  If so, 
why stop at recognised assets?  Lines of credit may be immediately accessible as cash and 
therefore AASB staff question whether this should also be part of the relevant disclosure?   
Furthermore, further thought needs to be given to distinguishing between “cash” and those 
items that are “near cash”.  It should be clarified whether cash includes: 
 money that can be accessed within one hour; 
 money that can be accessed within one day; and 
 foreign currency on hand that can only be converted into a usable currency within three 

days. 
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 China 
 
We generally agree with this proposal. 
 
 
 Hongkong 
 
We agree with the proposal that cash equivalents be classified as short-term investments not 
as part of cash as it does not possess the same characteristics as cash and have different risks 
from cash. 
 
 
 Macao 
 
We agree with the proposal, because we share Boards’ view in BC126 that cash equivalents 
do not process the same characteristics as cash and have different risks from cash.  Hence, 
according to the proposed disaggregation principle stated in paragraph 49, with different 
nature, cash equivalents should be presented as short-term investments, separately from cash. 
 
 
 New Zealand 
 
FRSB staff agrees with the proposal that cash equivalents be classified as short-term 
investments rather than as part of cash.  Cash equivalents have different economic 
characteristics and risks from cash so should be treated separately from cash. 
 
 
 Korea 
 
We disagree; Explanations are to be followed below. 
 

1. We assert that among the short-term investment balance, some portion should be 
classified as cash in the operating category. The reasoning behind our assertion is 
followed below: 
A. We expect an entity will retain little cash at the reporting date since it is 

beneficial to save cash in deposit accounts to yield interest rather than holding as 
cash, and the deposit accounts will be presented as short-term investments in the 
investment category; However, some amount of cash in the short-term 
investments would have been saved merely to take temporal advantage, not for 
the purpose of investment. That amount should be classified as an operating 
category regarding economic characteristics. 

B. According to the staff draft, the risks between cash and cash equivalents are 
different; However in practice, cash equivalents are saved in stable accounts and 
managed with cash and many companies maintain cash equivalents for the 
purpose of the same function as cash. Thus, it is highly difficult to conclude that 
cash equivalents has different risks compared to cash. 
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C. We believe that the most portion of the short-term investment that we consider it 
should be classified as the operating category are the balance that have been 
classified as cash equivalent according to the current IFRS. 
 

Reference 
 
117 Cash shall be classified in the operating category in the statement of financial position. 
 
118 Cash does not include short-term investments regardless of their liquidity or nearness to 
maturity. 
 
BC126 As in the discussion paper, the boards propose eliminating the concept of cash 
equivalents from both IFRSs and US GAAP. The boards observed that cash equivalents do 
not possess the same characteristics as cash and have different risks from cash. Thus, 
presenting cash equivalents separately from cash avoids grouping dissimilar assets in the 
same line item. Additionally, that presentation better reflects liquidity in the statement of 
financial position.  
 
BC127 Some respondents to the discussion paper disagreed with the proposal to present cash 
and cash equivalents separately, noting that an entity usually manages those items together 
because cash equivalents can be a critical component of an entity’'s cash management 
function. In reaching their conclusion, the boards observed that although cash and cash 
equivalents may be managed similarly, they are different assets. The boards noted that the 
proposal to classify assets and liabilities on the basis of their use was not meant to provide 
management with flexibility to aggregate items that do not have the same economic 
characteristics. 
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Additional questions – Suggested by Japan 
 

Question 8 
Do you agree with the proposal to prioritize a segmentation by section and by category 
over an traditional segmentation by element (assets, liabilities and equities)  ? 
 
 
<Comments> 
 
 
 Australia 
 
 
 
 Hongkong 
 
We agree with the proposal provided that the final standard is a pragmatic one and would not 
result in that an overall general picture or a financial snap-shot of the reporting entity is lost 
and that too lengthy /detailed information impair the cost-effectiveness of using information 
in financial statements for decision-making. 
 
 
 Japan 
 
(Reason) 
1) This is a fundamental issue. 
2) The traditional segmentation is by element. (Namely, by assets, liabilities, and equities.)  

Further classifications are provided within each element. 
3) The proposal would require segmentation by section and by category. Assets, liabilities, 

and equities would be presented in each determined section-category.  
4) Some of our Japanese constituents prefer the elements to be higher level than sections and 

categories. They think that total assets, total liabilities and equities continue to be one of 
the most important figures and the financial statements should be so designed as to show 
these numbers and their contents clearly.  They prefer the sections and categories being 
shown within the elements. 

 
 Korea 
 
We support the opinion of current Staff draft.  
 
-  In the light of “Presenting meaningful subtotals and headings” of paragraph 112, we 
believe the users of the financial statements will be provided with sufficient information. 

-  The staff draft requires the presentation of total assets, total liabilities and total equities. 
 

Reference 
 
62 An entity shall present information in its financial statements about its assets, liabilities, 
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equity, income, expenses and cash flows in sections, categories and a subcategory 
that are cohesive across the statements of financial position, comprehensive income 
and cash flows. An entity’s financial statements shall include the following sections, 
categories and subcategory if applicable: 

(a) a business section, containing: 
(i) an operating category; 
(1) an operating finance subcategory; and 
(ii) an investing category. 
(b) a financing section, containing: 
(i) a debt category; and 
(ii) an equity category. 
(c) an income tax section. 
(d) a discontinued operation section. 
(e) a multi-category transaction section. 

63 An entity’s financial statements may not include every section or category or the 
subcategory. A section, category or subcategory listed in paragraph 62 is included in 
the financial statements if an entity determines that its activities meet the criteria for 
segregation in that section, category or subcategory. 

64 This [draft] IFRS does not prescribe the order in which an entity presents its sections 
or categories in the financial statements. In selecting the order in which to present 
sections and categories, an entity shall try to align the sections and categories across 
the statements. However, an entity shall choose an order that produces the most 
understandable depiction of its activities and allows for presentation of meaningful 
subtotals and totals. 

 
BC74 The statements of financial position, comprehensive income and cash flows 

evolved over time to address particular user needs and were not specifically 
designed to work together. Application of the core financial statement presentation 
principles should enhance the relationships among the statements and, as a result, 
the financial information in each statement should tell a unified story. As described 
in the paragraphs that follow, the boards’ proposals achieve that by: 

(a) defining sections, categories within sections and a subcategory that produce 
relevant and useful groupings of disaggregated information in each of the 
financial statements; and 

(b) linking each statement through the alignment of the sections, categories and 
subcategory as well as subtotals and line item descriptions. 

BC75 In determining the basic structure of the financial statements, the boards began with 
the notion that users of financial statements commonly analyse an entity’s 
performance independently of its capital structure. Consequently, the boards 
propose that an entity should separate items in its financial statements that relate to 
how it obtains capital from all other items in the financial statements. Those items 
would be presented in what is referred to as the financing section (paragraphs 
BC90–BC98). 

BC76 The boards propose that an item unrelated to obtaining or raising capital should be 
presented in another section on the basis of whether it relates to day-to-day or other 
income-generating activities (business section), a discontinued operation 
(discontinued operation section), income taxes (income tax section) or is an effect 
of a transaction that recognises or derecognises assets and liabilities classified in 
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more than one section or category (multi-category transaction section). 
BC77 A statement of changes in equity presents information about all changes in equity 

for the reporting period. The boards decided not to structure the statement of 
changes in equity in the same manner as the other statements that constitute a 
complete set of financial statements. This is because the statement of changes in 
equity presents information solely about changes in items classified in the equity 
category in the statement of financial position. Thus the boards’ proposed structure 
is not relevant to that statement. 
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Question 9 
Do you agree with the proposal to require an entity to present all cash flows and out 
flows in the statement of cash flow (a direct method statement of cash flows) ? 
 
 
<Comments> 
 
 
 
 Australia 
 
 
 
 Hongkong 
 
We consider that both the direct and indirect method of presenting operating cash flows 
would provide decision-useful information and can meet the proposed cohesiveness and 
disaggregation objectives. Some users prefer an indirect method because it provides a helpful 
link between income from continuing operations, changes in some line items in the statement 
of financial position and net operating cash flows. Moreover, the direct method is generally 
more costly in term of the maintenance/tracking of required receipts and payments 
information at the proposed level of disaggregation. Therefore, we believe that there is not 
sufficient persuasive argument that the direct method of presenting operating cash flow 
provides information that is more decision-useful than an indirect method. 
 
 
 Japan 
 
(Reason) 
1) This change would have the biggest impact to the preparers of financial reporting. They 

would incur tremendous costs to apply a direct method for the statement of cash flow.    
2) Almost all of Japanese preparers prefer an indirect method of a cash flow statement. They 

believe that cash flow statement under the indirect method, which shows the link between 
the net (operating) income and cash flows, is providing more useful information to users 
than the direct method. We would like to know how this issue is perceived in other 
member countries. 

 
 
 Korea 
 
We do not support the staff draft; Please refer to the Question 3. 
 

Reference 
 
168 A statement of cash flows shall present information about the change in cash during 

the reporting period in a manner that relates the cash receipts and cash payments to 
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information presented in the statements of financial position and comprehensive 
income. 

169 The total amounts of cash shown at the beginning and end of the period in the 
statement of cash flows shall be the same as the amounts shown in the cash line 
item in the statement of financial position. 

 
BC171 The boards propose requiring an entity to present all cash inflows and outflows in 

the statement of cash flows (a direct method statement of cash flows). Prior to this 
proposal, an entity had a choice of presenting operating cash flows using either a 
direct method or an indirect method. Investing and financing cash flows are 
currently presented using a direct method. In an indirect method statement of cash 
flows, operating cash inflows and outflows are not presented; instead, profit or loss 
or net income (or other profit measures in IFRSs) is reconciled to total operating 
cash flows. 

BC172 The discussion paper included the boards’ preliminary view that a direct method 
statement of cash flows should be required in all cases. In their deliberations, the 
boards affirmed that preliminary view on the basis of input received from users of 
financial statements and academic research and in the light of the proposed changes 
to the amount of information to be presented in the statement of cash flows 
(compared with the discussion paper proposal). The boards think that operating 
cash receipts and payments (as well as investing and financing cash receipts and 
payments) should be presented in the statement of cash flows because that 
presentation:  

(a) is more intuitive and understandable to a broad range of users of financial 
statements; 
(b) improves the ability to predict future cash flows; 
(c) improves insight into an entity’s cash conversion cycle and the relationship 

betweenrevenues and expenses presented in the statements of comprehensive 
income and cash flows; 

(d) when accompanied by a reconciliation of operating cash flows to operating 
income, links the statement of financial position and the statement of cash 
flows;  

(e) provides information that academic research has shown leads to better 
decisionmaking and results in information that is superior to any derivations at 
which even the most skilled analyst would arrive; and 

(f) provides the ability to develop trends and comparisons not currently achievable. 
BC173 Preparer respondents to the discussion paper generally opposed the proposal to 

require all cash flows to be presented using a direct method in the statement of cash 
flows. In their view, the benefits provided by the direct method statement of cash 
flows proposed in the discussion paper do not outweigh the costs to prepare that 
type of statement. The one-off preparation costs include major entity-wide systems 
modifications or replacements that would also require business process analysis and 
redesign, validation testing and staff training, documentation of systems and 
processes for internal control purposes, and audit fees associated with any new 
processes or systems. Ongoing costs related to the direct method statement of cash 
flows proposed in the discussion paper would include costs for increased data 
storage and management, increased personnel costs because of additional upfront 
transaction processing and additional internal and external audit costs because there 



50 
 

would be a need for more transaction testing. 
BC174 Users of financial statements responding to the discussion paper indicated that a 

direct presentation of all cash flows can be used: 
(a) to compare similar types of cash receipts and payments across entities; 
(b) to develop questions about how the amount, timing and uncertainty of cash 

flowsdiffer from income and expense items in the statement of comprehensive 
income; 

(c) to perform a more meaningful cash flow variance analysis; and 
(d) to analyse the sensitivity of different types of cash flows to changes in production 

volume. 
BC175 Most of the 43 analysts who took part in the discussion paper field test found a 

direct method statement of cash flows more useful than an indirect method 
statement of cash flows. Several analyst participants said that a direct method 
presentation of cash flows is more intuitive and makes it easier for users of 
financial statements to grasp the sources and uses of cash. 

BC176 A majority of the 540 analysts who took part in a survey conducted by the CFA 
Institute either strongly agreed or agreed that information about operating cash 
flows presented using a direct method would better enable them to forecast future 
cash flows of an entity than using an indirect method. A majority of the same 
participant group also strongly agreed or agreed that a direct method presentation 
would be more useful in assessing the degree to which an entity’s earnings are 
likely to recur than an indirect method. 

BC177 The academic research related to this topic that was presented to the boards 
indicated that a direct method statement of cash flows provides information that has 
better predictive value and results in fewer analytical and processing errors than 
does an indirect method. 

BC178 The discussion paper described and illustrated a direct method statement of cash 
flows that was aligned with the disaggregated by-nature and by-function income 
and expense information presented in the statement of comprehensive income. The 
discussion paper’s proposal to require the same level of disaggregation in the 
statement of cash flows as in the statement of comprehensive income would have 
resulted in extensive changes to accounting systems, as well as significant ongoing 
costs such as data storage and processing. Some users of financial statements 
indicated that this level of disaggregation might exceed the level needed to be 
useful. 

BC179 A small group of preparers assisted the boards in understanding which aspects of 
the proposed direct method statement of cash flows gave rise to the extensive costs 
that had been identified in the comment letters and field tests. Some preparers were 
concerned about the proposal to present cash flow information by function and said 
that without that proposed level of disaggregation, a direct method statement of 
cash flows might not be as costly to prepare. The preparers in that group explained 
that when an entity purchases an item, the entity does not necessarily know what 
the function of that item will be. To compile cash flow information by function, an 
entity would, for example, have to link its payables systematically to the 
corresponding by-function expense—something that is not done today. 

BC180 The boards decided that the information in the statement of cash flows need not 
align with the information in the statement of comprehensive income at the line 
item level by function and nature. Instead, they propose that cash flows should be 
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disaggregated by nature and that the standard should include guidance on when it 
would be appropriate to aggregate cash flows. By eliminating the complexity 
inherent in tracking cash flows by function and by requiring less disaggregation, the 
proposed requirements may enable an entity to use a derived (indirect-direct) 
approach to prepare the statement of cash flows. Preparers indicate that that 
approach is less costly than compiling transaction-level data about cash paid or 
received (a direct-direct approach). 

BC181 The boards acknowledge that requiring less disaggregation in the statement of 
cash flows would not entirely mitigate the preparation costs that arise from doing 
business in many different countries, which may involve different currencies and 
diverse accounting and reporting systems. The boards observe that these costs 
would arise to some extent whenever there is a substantial change in the way an 
entity prepares or presents its financial information, but believe that in this case the 
benefits would outweigh the costs. 
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Question 10 
Do you agree with the proposal to require an entity with deposit activities to include 
transactions between the entity and its deposit accounts in the statement of cash flow? 
 
 
<Comments> 
 
 
 Australia 
 
 
 
 Hongkong 
 
We agree with the proposal as this would provide more useful information . 
 
 
 Japan 
 
(Reasons) 
1) We are not sure whether the statement of cash flow for an entity with deposit activities 

would provide much more useful information to users of financial statements, if this 
change were to be made.  

2) The question relates to paragraphs 190-191 and BC192-194. 
 

 Korea 
 

We agree with the position of the staff draft. 
 

- We consider it is difficult to say that this is not useful information. 
 
 
Reference 
 
190 Transactions between an entity and its customers that involve amounts on deposit 

with the entity shall be presented as cash inflows or cash outflows of the entity in 
its statement of cash flows. Transactions between depositors and the entity that are 
presented as cash flows of the entity may include but are not limited to: 
(a) the crediting of interest to a customer’s account; 
(b) the deduction of fees from a customer’s account; and 
(c) the transfer of amounts between depositors’ accounts and the bank for payment 

on a loan. 
191 For example, a commercial bank that credits a depositor’s account for interest earned 

or deducts a fee from a depositor’s account has cash flows that do not change the 
entity’s cash balance. Even though the total cash balance of the bank does not 
change, a cash flow takes place between the bank and its customer. These amounts 
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are included in the statement of cash flows as a cash outflow (the interest credited 
to a customer’s account) and a cash inflow (the deduction of the fee). The offset to 
these transactions is the net change to the deposit accounts. 

 
BC192 Respondents to the discussion paper stated that neither an indirect method nor a 

direct method statement of cash flows would be useful in analysing the results of a 
financial services entity. The boards considered how a direct method statement of 
cash flows could be made more useful for those entities. Users of financial 
statements indicated that direct cash flow information would be useful in analysing 
the financial statements of a financial services entity if transactions between the 
entity and its deposit accounts were incorporated into the entity’s statement of cash 
flows. For example, when a bank credits a customer’s account for interest earned, 
the transaction does not result in a change in the entity’s cash balance, but a cash 
flow has occurred. 

BC193 The cash inflows to and outflows from an entity that takes deposits do not 
necessarily correspond with amounts presented in the statement of comprehensive 
income or the statement of financial position, because these amounts in some part 
are settled through deposit accounts. This settlement does not result in a net change 
in cash to the entity, and therefore the entity may not present it as a cash flow in a 
direct method statement of cash flows. 

BC194 Users of financial statements said that a statement of cash flows that incorporates 
cash flows as described in paragraphs BC192 and BC193 and information about 
gross loan originations and loan principal receipts would be useful in their decision-
making. Furthermore, users think that the categorisation changes proposed for the 
statement of cash flows should result in more meaningful subtotals (eg cash flows 
from operating activities, from investing activities and from financing activities). 
Therefore, the boards propose that entities with deposit activities should incorporate 
cash flows that occur between the entity and its deposit accounts 
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Notes 
 
<Australia> 
Disclaimer:  The comments provided below on IASB Staff Draft ED Financial 

Statement Presentation are the tentative views of AASB staffs and are not 
necessarily the views of the AASB.  The AASB staffs plan to perform research 
and consult with Australian constituents when the IASB publish the exposure draft 
in quarter 1 of 2011. AASB staffs tentative views may alter as a result of the 
research and consultation process to be undertaken next year. 

 
 
<Hongkong> 
Please note that the above represents the preliminary comments from HKICPA SSD only 

and not the official view of the HKICPA which is a representative view of the 
accounting profession based on the comments we received. 
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