
 

To: AOSSG members Date: 27 November 2014 

From: AOSSG Disclosure Initiative Working Group Agenda Item: 14.2 

Subject: Discussion on the IASB's Disclosure Initiative File:  

 

Introduction 

1. In response to the comments received from the 2011 Agenda Consultation and the Discussion 

Forum on Disclosure in Financial Reporting, the IASB initiated the Disclosure Initiative. The 

IASB is undertaking a broad-based initiative to explore how disclosures in IFRS financial 

reporting can be improved.  

2. The Disclosure Initiative is currently made up of two implementation and three research 

projects: Amendments to IAS 1 and IAS 7, Materiality, Principles of Disclosure, and Review 

of existing Standards. Recently, the IASB decided to finalize the IAS 1 amendments project 

and publish an Exposure Draft of the IAS 7 amendments in the fourth quarter of 2014. 

Therefore, the topics to discuss for this session are mainly for the Principles of Disclosure. 

3. The AOSSG Working Group ('The Group') on the Disclosure Initiative has been monitoring 

the IASB's discussion on an array of issues that may be candidates for the items to be 

included in the Discussion Paper on Principles of Disclosure, which is anticipated to be 

published by the IASB sometime in the middle of next year.  

4. The Group consists of Australia, China, Hong Kong, Japan, Korea, Macao, Malaysia, and 

New Zealand under the co-leadership of Korea and China. 

5. For this annual meeting, the Group identified the following topics as discussion points and 

made a preliminary discussion thereon: 

(a) The role of the primary financial statements and the notes 

(b) Accounting policy disclosures 

(c) Non-IFRS information and location 

Questions 

6. Specifically, the following questions, which were quoted or adapted for our discussion from a 

selection of IASB staff papers for recent IASB meetings, have been preliminarily addressed 

by the Group: 

Question 1. The role of the primary financial statements and the notes  
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(a) Do you agree with the IASB staff recommendation that the Discussion Paper clarify the 

respective roles of the set of statements of financial position, comprehensive income, 

changes in equity and cash flows and the role of the notes? 

(b) If you agree, do you also agree that the role of a financial statement should be described 

as providing structured and comparable summary about an entity’s recognized assets, 

liabilities, equity, income and expenses? 

(c) Do you agree with the IASB staff recommendation that the role of the notes is to further 

explain or supplement the information in a financial statement? If not, how would you 

describe the role of the notes? 

(d) If you agree, do you think distinguishing between explanatory information and 

supplementary information is helpful? 

Question 2. Accounting policy disclosure 

 

Do you agree with the IASB staff analysis that, in particular:  

(a) the objective of accounting policy disclosures is to provide necessary context to, and 

enhance the understandability of, an entity’s material transactions, events and 

circumstances;  

(b) financial statements could include information about entity-specific accounting policies 

for all material transactions, events and circumstances; and  

(c) entities should use judgment to determine which accounting policies should be more 

prominent in the financial statements, but at a minimum the accounting policy 

information where there is a choice, change or significant judgment should be made more 

prominent in the financial statements?  

Question 3. Non-IFRS information and location 

 

(Note) 
We think that two issues listed below can be examined in light of paragraph 49 of 
IAS 1, which provides that: 

Identification of the financial statements 

49  An entity shall clearly identify the financial statements and distinguish them from other 
information in the same published document. 

 

Question 3-1. Non-IFRS information including the presentation of non-GAAP 

performance measures: We would characterize this as the case where non-IFRS 

information is disclosed in IFRS financial statements. 

 

(a) May an entity disclose non-IFRS information in a complete set of IFRS financial 

statements?  

(b) If yes, where in the financial statements can non-IFRS disclosures be made; ie, can they 

be made in the primary financial statements?  
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(c) Is additional Standards-level guidance regarding the disclosure of non-IFRS information 

necessary?  

Question 3-2. Cross-referencing: We would characterize this as the case where 

IFRS information is disclosed in non-IFRS location (ie outside of IFRS financial 

statements).  
 

(a) May an entity use cross-referencing from financial statements to some other statement, 

report or location? 

(b) Do you agree with the IASB staff's view that IFRS should include a general principle for 

cross-referencing that would apply across IFRS and that would replace cross-reference 

guidance in particular Standards? If not, what alternative approach should be considered 

for cross-reference guidance in IFRS? 

Question 3-3. Consistency 

(a) We found that there are some common factors (ie being non-IFRS) between non-IFRS 

information and cross-referencing. As such, we suggest that the IASB should have a 

consistent position on these two fronts: 

(i) If an entity is allowed to disclose non-IFRS information in IFRS financial statements, 

cross-referencing from financial statements to some other statement, report or 

location should (or may) be allowed too; 

(ii) If an entity is not allowed to disclose non-IFRS information in IFRS financial 

statements, cross-referencing from financial statements to some other statement, 

report or location should not be allowed. 

Do you agree with our suggestion? 

Background 

7. The following paragraphs set out the background against which the AOSSG discussion 

should take place. 

The role of the primary financial statements
1
 and the notes 

8. The purpose of the IASB staff paper is to identify ways to describe the main roles or 

attributes of these components that will help the IASB and preparers to determine the best 

place to present or disclose information. The discussion focuses mainly on whether 

information is best presented in one of the financial statements or in the notes. There is some 

discussion about whether information might be best presented in management commentary 

rather than the notes. Those are the only two ‘boundaries’ that are of interest in that paper. 

                                                

1 The Conceptual Framework Discussion Paper proposed introducing the term ‘primary financial statements’ to 

refer to the collective set of financial statements: statements of financial position, profit or loss and other 

comprehensive income, changes in equity, and cash flows. The IASB decided in July 2014 not to use this term in 

the planned Exposure Draft. Nevertheless, the term ‘primary financial statements’ may be conveniently used for 

the purpose of AOSSG discussion. 
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9. There are interesting observations that may draw our attention in the IASB staff paper: 

(a) It seems clear that many preparers and users look at information in the primary financial 

statements and the notes differently.  

(b) A significant portion of investors who read financial statements read only the statement 

of financial position and the statement of comprehensive income and do not read the 

notes. 

(c) Preparers, users of financial statements and standard-setters do seem to care about which 

line items are displayed in the primary financial statements.  

10. In exploring the role of the primary financial statements and the notes, the IASB staff seem to 

have relied on different sources. 

(a) As to the role of primary financial statements, the IASB staff took into consideration 

those views expressed by different constituent groups, including ASAF. 

(b) As to the role of notes, the IASB staff referred to the work previously undertaken by 

other standard-setters: 

(i) Discussion Paper Towards a Disclosure Framework of the Notes, published by the 

EFRAG, FRC, and ANC; 

(ii) Exposure Draft Conceptual Framework for Financial Reporting - Chapter 8: Notes 

to Financial Statements, published by the FASB; and 

(iii) Discussion Paper Thinking about disclosures in a broader context —A road map for a 

disclosure framework, published by the FRC. 

11. While the IASB staff acknowledge that primary financial statements and notes have different 

roles, they make clear that they are not convinced that the primary financial statements should 

be considered to be more important than the notes. Rather, they think that the primary 

financial statements and notes must be viewed together to meet the objective of general 

purpose financial reporting. 
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12. In relation to the role of notes, the IASB staff suggest that a general distinction be made 

between explanatory information and supplementary information by defining each objective 

as follows: 

(a) The objective of explanatory information is to provide users with relevant information 

about how the entity applies IFRS to recognise and measure transactions, events and 

circumstances in the primary financial statements. In other words, explanatory 

information should be mainly considered as relevant information for an understanding of 

the recognition and measurements process of the entity, ie information about the 

financial accounting of the entity. 

(b) The objective of supplementary information in the notes is to provide additional 

disclosures that amplify the primary financial statements with more information about 

the entity’s financial position, financial performance and cash flows that is relevant to 

users of financial statements, or that reflects attributes that are not captured by 

recognition and measurement, such as whether an asset is secured or for which 

alternative measurement disclosures are appropriate. 

13. The IASB staff go on to reason that: 

(a) All explanatory information will be clearly placed in the notes; 

(b) However, it is only when we consider supplementary information that the placement in 

the notes or Management Commentary becomes an issue. 

14. The IASB staff recommend that: 

(a) the respective roles of the set of statements of financial position, comprehensive income, 

changes in equity and cash flows and the role of the notes should be clarified; 

(b) the role of primary financial statements should be described as providing structured and 

comparable summary about an entity’s recognized assets, liabilities, equity, income and 

expenses;  

(c) the role of the notes is to further explain or supplement the information in a financial 

statement; and 

(d) distinction between explanatory information and supplementary information should be 

made. 

Accounting policy disclosures 

15. Accounting policy disclosures are often identified as examples of poor disclosure practice. It 

has been heard that this is because they often include a recitation of accounting literature 

making it difficult to: 

(a) relate the accounting policy to the entity and its activities; and 

(b) assess which accounting policy disclosures are most important. 

16. The IASB staff identify three different views about what factors make an accounting policy 

‘significant’. The views can be depicted as follows: 



 

6 

(a) View 1 - Accounting policies should be disclosed if there is a choice in accounting policy, 

a change in accounting policy or significant judgement in applying the accounting policy. 

(b) View 2 - Accounting policies are significant and should be disclosed if they relate to the 

transactions, events and circumstances that are most important, or unique, to the entity’s 

business. 

(c) View 3 - All of the accounting policies applied by the entity in producing its financial 

statements should be disclosed, because: 

(i) not all users of financial statements are familiar with accounting literature; and 

(ii) some users of financial statements consider that the financial statements should be a 

stand-alone document. 

 

17. The IASB staff explore: 

(a) what makes a disclosure about an accounting policy useful, ie what is the objective of 

accounting policy disclosures; and 

(b) what we can assume about the accounting knowledge of users of accounting policy 

disclosures?  

18. Based on the statement of the Conceptual Framework that useful financial information must 

be relevant and must faithfully represent what it purports to represent
2
, the IASB staff think 

that the objective of accounting policy disclosures is to provide necessary context to, and 

enhance the understandability of, an entity’s material transactions, events and circumstances.  

                                                

2 Paragraph QC12 of the Conceptual Framework 
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19. The IASB staff intend to consider accounting knowledge of users of financial statements in 

association with the objective of accounting policy disclosures. In their view, two different 

assumptions on accounting knowledge of users are possible
3
: 

(a) Users of financial statements should have accounting knowledge and do not need to rely 

on the financial statements to understand how IFRS has been applied to produce many 

aspects of the financial statements. 

(b) Users of financial statements are not assumed to have accounting knowledge and should 

not be assumed to know accounting policy requirements. 

20. Applying this to the different Views of what information about accounting policies should be 

disclosed, the IASB staff consider that: 

 

 

21. The IASB staff recommend that: 

(a)  the objective of accounting policy disclosures should be to provide necessary context to, 

and enhance the understandability of, an entity’s material transactions, events and 

circumstances;  

(b) financial statements could include information about entity-specific accounting policies 

for all material transactions, events and circumstances; and  

(c) entities should use judgment to determine which accounting policies should be more 

prominent in the financial statements, but at a minimum the accounting policy 

                                                

3 In other words, there are two different ways of interpreting paragraph QC32 of the Conceptual Framework which 

states: 

Financial reports are prepared for users who have a reasonable knowledge of business and economic 

activities and who review and analyse the information diligently. At times, even well-informed and diligent 

users may need to seek the aid of an adviser to understand information about complex economic phenomena.. 
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information where there is a choice, change or significant judgment should be made more 

prominent in the financial statements. 

Non-IFRS information including the presentation of non-GAAP performance 

measures 

22. What is called 'non-IFRS information' may include: 

(a) Forward-looking information (eg earnings forecast, backlog) 

(b) ‘Performance measures’ such as EBITDA, free operating cash flows, underlying earnings 

(c) Alternative measures (eg profit or loss on non-IFRS basis) 

(d) Pro-forma information 

(e) Ratios (eg ROCE, receivables turnover ratio) 

23. Proponents of the disclosure of non-IFRS information argue that this type of supplementary 

information may be necessary or useful to meet the demands of users of financial statements 

such as analysts and investors.  

24. Opponents of the disclosure of non-IFRS information note: 

(a) There is potential for these types of disclosures to be misleading.  

(b) Furthermore, there are concerns that such additional information increases complexity for 

users of financial statements and harms the effectiveness of disclosure. For example, 

users of financial statements may be confused when additional performance information 

in the primary financial statements or the notes is described with similar-sounding 

financial terms, but is defined in different ways by different reporting entities.  

(c) In addition, concerns have been raised about the consistency of such additional 

information. 

25. How to deal with non-IFRS information seems to differ from jurisdiction to jurisdiction: 

(a) Some jurisdictions added national regulatory guidance that generally limits or even 

prohibits an entity from including non-IFRS financial information in the primary 

financial statements or the notes. 

(b) Some jurisdictions have also provided further guidance on when entities must consider 

providing additional information that is non-IFRS financial information.  

26. The IASB staff think that the Principle Of Disclosure project should explore to what extent 

constituents believe the IASB should develop additional Standards-level guidance regarding 

the disclosure of non-IFRS information in a complete set of IFRS financial statements. 

Cross-referencing 



 

9 

27. Some Standards, including B6 of IFRS 7 and IG62 of IFRS 4, allow an entity to include 

information required by that Standard in a report accompanying the financial statements (such 

as management commentary or a risk report) provided that the financial statements include a 

cross-reference to that other report. The implication of those standards seem to be differently 

taken in practice: 

(a) Some are of the view that the ability to use cross-referencing only relates to IFRS 7 or 

IFRS 4 disclosures and they are unable to use cross-references to other disclosures in 

IFRS, eg disclosures in paragraph 134 of IAS 1 Presentation of Financial Statements 

regarding information to evaluate the entity’s objectives, policies and processes for 

managing capital. 

(b) Others see these requirements as being available more generally, even if an IFRS does 

not contain this specific wording. For example it is observed that some entities present 

their segment information (as required by IFRS 8 Operating Segments) in the 

management commentary, with the financial statements including only cross-references 

to those management commentary disclosures. 

28. The IASB staff think that the role of cross-referencing is to enhance the understandability of 

information in financial statements. It does this by: 

(a) linking related information so that the relationships between items of information are 

clear; and/or 

(b) preventing redundancy of information, ie making financial information more concise for 

users by avoiding unnecessary duplication. 

29. The IASB staff discussed, with constituents, including preparers, users and enforcement 

representatives, the idea of whether to extend the current possibilities in IFRS requirements 

for cross-referencing. The idea would be to broaden these possibilities into a general principle 

that would apply to all disclosure requirements in the notes to the financial statements. 

Although there was support for broadening cross-referencing possibilities, many expressed 

concerns about it. 

30. Those concerns are: 

(a) Cross-referencing to information outside financial statements can make it more difficult 

to clearly identify what forms part of the IFRS financial statements and hence whether 

those financial statements are complete. 

(b) The use of cross-referencing could make it more difficult for an auditor to verify that the 

entity has complied with paragraph 49 of IAS 1 ie that an “entity shall clearly identify the 

financial statements and distinguish them from other information in the same published 

document”. 

(c) Given that users of financial statements prefer to access information from a single place, 

there are concerns about access, particularly in the case where the cross-reference 

referred to a location outside of the annual report (or other compliance document) eg a 

separately published document or to a website. 
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31. The IASB staff recommend that the cross-referencing possibilities in particular Standards 

(including conditions for when cross-referencing is appropriate) should be shifted to a general 

principle that would apply to all disclosures. 

32. In order to address concerns over unintended consequences of cross-referencing, the IASB 

staff set out the following conditions on which cross-referencing may be warranted. 

(a) The entity should disclose—together with the unreserved statement of compliance in 

accordance with paragraph 16 of IAS 1—a list of cross-referenced information placed 

outside the financial statements that forms part of a complete set of financial statements 

in accordance with IFRS. 

(b)  The cross-referenced information located ‘outside’ financial statements should be 

depicted or visualised as being information prepared in accordance with IFRS and 

forming part of the financial statements (and audited if applicable). 

(c) The cross-referencing must be direct and be precise as to what it relates to. 

Preliminary views of the AOSSG Working Group leaders 

33. Due to time restraint, we were not able to collect sufficient feedback to formulate the 

Working Group's view as a whole. Instead of presenting its incomplete views in this paper at 

the time of writing, the Group agreed that the preliminary views of the co-leaders, the KASB 

(Korea) and the CASC (China), should be presented so that AOSSG members are stimulated 

into developing their thoughts on the co-leaders' preliminary view. 

34. AOSSG members are asked to read this paper keeping in mind that views and reasoning as 

presented hereafter are the co-leaders' only, not the Working Group's as a whole. 

Question 1. The role of the primary financial statements and the notes  

35. Both members generally agree that the IASB should clarify the respective roles of the set of 

statements and the role of the notes in the Discussion Paper.  

36. In addition, they agree with the role of the primary financial statements and the role of the 

notes that the IASB staff proposed. The IASB staff described: 

(a) the role of the primary financial statements is to provide structured and comparable 

summary about an entity’s recognized assets, liabilities, equity, income and expenses; 

and  

(b) the role of the notes is to further explain or supplement the information in a financial 

statement. 

37. Based on the role of the notes, both members think that the distinction between explanatory 

and supplementary information could be helpful while they both are concerned about whether 

a clear-cut distinction between explanatory and supplementary can be made for each note. 

The KASB thinks that the distinction may have some merits in that the accounting policies 

and the use of cross-references can be explained by the distinction between explanatory and 

supplementary information.  
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(a) Significant accounting policies: Among all of the accounting policies applied, the most 

important items including management inputs may be seen as explanatory information, 

and the rest of the accounting policies may be seen as supplementary information to 

enhance the understandability of the related information. 

(b) Cross-references: The IASB staff indicated in the staff paper for Oct. 2014 IASB meeting 

this distinction could be helpful to clarify the limits of incorporating information by 

cross-referencing to some other statements. 

Question 2. Accounting policy disclosures  

38. Both members generally agree with the IASB staff's analysis provided. However, the KASB 

emphasizes that the financial statements should, rather than could, include information about 

entity-specific accounting policies for all material transactions, events and circumstances as 

part of elements of management input.  

39. In September IASB meeting paper 11A(b), a lack of clear disclosure objectives was pointed 

out as an application problem with accounting policies, because a clear objective is necessary 

in order to decide what information is relevant to certain disclosures. To support that idea, the 

KASB thinks that the above objective can be reflected in paragraph 117 of IAS 1, which is 

the first paragraph of 'Disclosure of accounting policies'. Also, there is a possibility that 

categorizing the accounting policy disclosures into measurement basis and other basis can be 

misleading. It may cause users or preparers to have a wrong perception that measurement 

basis is always considered to be significant and therefore should be necessarily disclosed in 

the notes separately from other accounting policies. Rather than the requirement of the 

measurement basis and the other basis, the above objective would provide a better picture of 

what information is relevant for accounting policy disclosures as the first paragraph of the 

related requirements. 

40. In addition, among the three examples (a summary of accounting policies in one note, an 

index in the front of the notes, or an appendix) provided by the IASB staff, the KASB 

supports the idea of providing the guidance in IAS 1 to promote the prominence of the 

necessary accounting policies within one note, because it would not significantly impair the 

comparability of disclosure formats between entities unlike the other examples. 

Question 3.  Non-IFRS information and location 

 General view 

41. The KASB believes that two issues such as non-IFRS information and cross-referencing 

disclosures can be examined in light of paragraph 49 of IAS 1, which provides that: 

 49  An entity shall clearly identify the financial statements and distinguish them from 

 other information in the same published document. 
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 Non-IFRS information 

42. Both members agree that an entity should be allowed to non-IFRS information in a complete 

set of IFRS financial statements in their jurisdictions.   

43. Both members think that non-IFRS disclosures can be made only in the notes, but not in the 

primary financial statements. The KASB provides an example of disclosing non-IFRS 

information in the jurisdiction. The regulatory body in the jurisdiction requires an entity to 

identify the difference between the minimum loan loss provision per regulatory guidance and 

the amount of loan loss provision according to the accounting standards as loan loss reserve. 

This regulatory body requires an entity to disclose this information in the financial statements. 

44. In both members' view, additional guidance is necessary. The CASC thinks that guidance is 

necessary regardless of its level. Alternatively, the KASB suggests the IASB set some 

conditions as standards-level guidance for non- IFRS information. For example, the IASB can 

consider conditions like the following:  

(a) they shall not be used to cause intentional misunderstanding or complexity;  

(b) they shall be explicitly stated in the notes that they do not comply with IFRSs; and 

(c) they shall not be more prominent in the financial statements. 

 Cross-referencing 

45. In relation to the use of cross-references, the KASB and the CASC agree that an entity should 

be allowed to use cross-referencing. The KASB however is not aware of any entity actually 

using cross-referencing in practice in Korea as the requirement in paragraph 49 of IAS 1 is 

assumed to be quite clear. 

46. Both the KASB and the CASC agree that IFRS should include a general principle for cross-

referencing that would apply across IFRS. Especially, the KASB thinks that it is necessary to 

develop a standards-level general principle with the following reasons.  

(a) Since there is inconsistency between paragraph 49 of IAS 1 and IFRS 7 or IFRS 4, the 

KASB thinks the IASB definitely needs to set a general principle for cross-referencing in 

Standards, which should be consistently applicable across IFRS. 

(b) As the IASB asked the IASB staff, in October Updates, to limit the use of cross-

referencing to information disclosed in the management commentary and to 

circumstances in which the discrete nature and magnitude of the disclosure justifies the 

use of cross-referencing, it should be clearly noted that some jurisdictions do not use the 

management commentary. Therefore, the use of cross-referencing would generally be 

limited to circumstances in which the nature and magnitude of the disclosure justify the 

use of cross-referencing. In this case, a general principle applicable across IFRS should 

be useful. 

47. In the KASB's view, as guidance, the IASB can consider conditions like the following:   

(a) it shall be clearly stated that all information cross-referenced to outside of financial 

statements complies with IFRSs 
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(b) it shall be used only when information cross-referenced to outside of financial statements 

is available on the same terms of the IFRS financial statements at the same time 

 Consistency 

48. Lastly, both members support the view that the IASB should have a consistent position in 

non-IFRS information and the use of cross-references. The KASB believes that allowing non-

IFRS information and non-IFRS location are the two sides of the same coin as they share the 

same attribute of being 'non-IFRS'. 
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