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General  

Scope of the joint project  

EFRAG believes that fundamental issues related to performance reporting should be given 
a higher priority by the IASB.  
 
EFRAG is supportive overall of the IASB and FASB efforts to address some fundamental issues 
and to achieve greater convergence in the area of financial statement presentation. However, as 
indicated in our comment letters on various projects, we believe that some fundamental issues 
underlying performance reporting should be given a higher priority by the IASB. We believe that a 
proper debate is necessary on fundamental issues related to performance reporting, such as:  

(a) the notion of performance and its relationship with business models;  
(b) the content of performance statement(s), including the principles that underpin 

comprehensive income; and  
(c) recycling.  

 
These issues are not currently considered by the IASB within its Financial Statement Presentation 
project or any other project.  
 
The objective of financial reporting is to provide financial information about the reporting entity that 
is useful to existing and potential equity investors, lenders and other creditors, in making decisions 
in their capacity as capital providers.  

Questions to constituents  
Do you share EFRAG’s view that fundamental issues related to performance reporting should be 
given a higher priority on the IASB’s agenda?  

We fully share EFRAG’s view concerning the urgent need to have a comprehensive public debate 
on the above-mentioned fundamental issues related to performance reporting. In each of our 
comment letters, we keep urging the Board to define the notion of performance and its reporting at 
the outset, instead of amending standards on a piecemeal basis. 

Each time the Board decides to use OCI as opposed to net income or to prohibit recycling in the 
latest major projects (Pensions, Financial Instruments, Insurance …) it has the effect of gradually 
shaping the definition of Performance without having set clear rules of the game at the start. 
Therefore, this debate on fundamental issues should not only have been undertaken prior to 
proceeding with presentation matters of course, but also prior to making any major amendments 
related to recognition and measurement (actuarial gains and losses, change in fair value for equity 
instruments, Insurance ….) 

Going back to the presentation issue, and considering proposals in the staff draft, we do not see 
many advantages in undertaking such a fundamental review of IAS 1 and IAS 7. We rather believe 
that these standards should be maintained and improved by incorporating some the concrete 
improvements we have identified in this project. These are mainly the cohesiveness principle and 
the classification based on activities. Many other current proposals (appropriately highlighted in 
this document prepared by EFRAG) are not satisfactory and are likely to increase the gap between 
accounting and financial communication. 
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Overall costs and benefits of a new presentation model  

Questions to constituents  
EFRAG seeks input from constituents, especially from users, on whether a new presentation 
model would result in significantly improved and more useful information.  

EFRAG also seeks input from constituents on whether benefits of the new model would outweigh 
the costs associated with implementing and maintaining it.  

As mentioned above, we believe that the only main proposals for which benefits may outweigh the 
costs are the two overriding principles: cohesiveness and functional classification. Nonetheless, 
the way the IASB proposes to implement them and others propositions, such as the direct method 
for the cash-flow statements obviously does not reach the right cost/ benefit balance. 

We are mainly concerned by the cost of maintaining two different sets of reporting if management 
cannot appropriate and thus communicate on the financial indicators obtained under the new text 
(direct cash-flow, financing and operating activities, for example), because they do not reflect 
elements or methods that are use by the management to manage its business. 

Further questions on the cost of implementing and maintaining the new presentation model are 
included in paragraphs 86 to 88.  

Financial institutions, including insurance  
 
The Draft ED applies equally to all entities, including financial institutions. Some may argue that 
the new presentation model proposed in the Draft ED would not overall improve financial reporting 
for the banking and insurance industry. EFRAG has not formed a tentative view on this issue and 
invites input from constituents.  

Questions to constituents  
EFRAG seeks input from constituents, especially from users, on whether the new presentation 
model would improve financial reporting overall for the banking and insurance industry.  

Do you believe that separate proposals or special application guidance should be developed for 
the banking and insurance industry?  
 

Core principles of financial statement presentation  

EFRAG is supportive overall of cohesiveness and disaggregation as core principles of 
financial statement presentation, but has concerns about the proposed application of these 
principles.  
 
The Draft ED proposes two principles – disaggregation and cohesiveness – which are intended to 
work together to enhance the understandability of information in an entity’s financial statements 
and ensure effective communication to those outside the entity.  
 
EFRAG supports cohesiveness and disaggregation as the core principles underlying the 
presentation of financial statements. We agree that these principles are critical for effective and 
meaningful communication with the users of an entity’s financial statements. However, we have 
concerns about the proposed application of these principles, which are outlined below.  
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Cohesiveness  
  
EFRAG supports the proposal that cohesiveness as a principle should be applied at the category 
level rather than on an item-by-item basis, as originally proposed in the Discussion Paper 
Preliminary Views on Financial Statement Presentation (“the DP”) issued in October 2008. We 
also agree with the arguments for the proposed change to the DP, included in paragraph BC63 of 
the Draft ED, that in some cases the change in an element in the statement of financial position 
may generate effects (either in activity or flow) that relate to multiple lines in the statement of 
comprehensive income and cash flows. However, the drafting appears to imply that although some 
effects generated by a change in assets or liabilities may result in the multiple lines in the 
statement of comprehensive income and cash flows, these multiple lines are restricted to the 
borders of the same category.  
 
EFRAG notes that the cohesiveness principle might not always work without exception. Consider 
an entity that issues equity-settled instruments to its employees and/or suppliers of goods or 
services. Following the proposed approach in the Draft ED, equity-settled, share-based payments 
would be classified in the equity category of the financing section in the statement of financial 
position. However, the nature of the related items in the statement of comprehensive income is 
operating rather than financing, as it represents a consideration to employees or other parties for 
goods or services provided. Another example would be post-employment benefits, which under 
the proposals in the Draft ED would be classified in the operating finance subcategory on the face 
of the statement of financial position. In the performance statement, accretion expense or the 
return on plan assets would be classified in the operating finance subcategory and service costs in 
the operating category.  
  
EFRAG proposes that the Board consider providing some exceptions to the cohesiveness 
principle or making the principle rebuttable, but neither of these options is ideal. Exceptions entail 
problems with the completeness of the list and tend to move the principle-based standard towards 
the rules-based path. Furthermore, the option to rebut a principle may result in reduced 
comparability between entities.  
 

Questions to constituents  
Can you provide other examples of cases in which applying the cohesiveness principle at the 
category level may cause problems?  

We agree with EFRAG that the cohesiveness principle is best applied at a category level rather 
than on an item-by item basis, as originally proposed.  

Concerning specific items for which the cohesiveness principle may cause problems, we have not 
identified other cases than those already mentioned by EFRAG. 

How would you propose to deal with such cases (e.g. provide additional guidance, provide some 
exceptions to the cohesiveness principle, or make the principle rebuttable)?  

Concerning some potential exceptions in applying this general principle, we do not agree that the 
option to rebut a principle will reduce comparability between entities.  Cohesiveness is a general 
principle that indicates the main path to follow. It does not mean that it could not be adjusted in 
certain circumstances as long as it helps providing more useful and relevant information. 
Furthermore, it is likely that exceptions to this principle will be largely shared by all entities and 
therefore will not impair so much comparability. Additionally, such exceptions should be 
highlighted and explained in the notes related to accounting principles.  
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Disaggregation on the face of primary statements  

EFRAG broadly supports the disaggregation principle, but remains concerned about the 
level of detail required on the face of primary statements. This can obscure key messages 
and could complicate rather than improve the communication between preparers and users 
of financial statements.  
 

The IASB has considered the concerns expressed by constituents in response to the DP and 
decided to permit some of the disaggregated information to be presented in the notes to financial 
statements, rather than on the face (for example, income and expenses disaggregated by nature).  
  
The Draft ED may leave some room for discussion as to whether the level of disaggregation on the 
face of primary statements is driven by a principle or by rules. On the one hand, the Draft ED 
requires an entity to consider the relevance of a separate presentation to an understanding of the 
entity’s financial position (paragraph 119) and to consider usefulness of separate presentation for 
understanding the activities of the entity and for assessing the amount, timing and uncertainty of 
future cash flows (paragraph 140) in determining the appropriate level of detail on the face of 
primary statements. The function, the nature and the measurement basis are listed as factors in 
determining the level of disaggregation (paragraph 47).  
 
On the other hand, the Draft ED is rather prescriptive about the required level of detail on the face 
of primary statements. For example, paragraphs 120 and 121 require disaggregation of assets and 
liabilities by nature and by measurement basis on the face of the statement of financial position, 
and paragraph 140 requires disaggregation of all items of income and expense (including other 
comprehensive income) by function on the face of the performance statement(s), unless 
disaggregation by function is not useful to users of financial statements. In addition, paragraph 115 
requires that assets and liabilities are also grouped as short-term and long-term within each 
category in the statement of financial position or presented in order of liquidity.  
 
We are concerned about the level of detail required on the face of the primary statements. We 
believe that these requirements may result in overly detailed primary statements, which could 
obscure key messages and complicate rather than improve the communication between preparers 
and users of financial statements. We believe that the standard should outline the principle that 
should be followed to determine the appropriate level of detail on the face of primary statements.  
 

Questions to constituents  
Do you share EFRAG’s concerns that the disaggregation requirements in the Draft ED might result 
in overly detailed primary statements?  

Yes we do. One of the main benefits of this project, beyond comparability across entities, is to 
keep financial statement closer to financial reporting and communication. Such improvement may 
be cancelled by any excessive desegregation in the face of financial statements. Should all 
proposed requirements concerning disaggregation in the staff draft be applied, financial 
statements would be more like a ledger than a financial reporting. 

It is also important to note that the level of disaggregation imposed by the standard is a major 
factor in reducing implementation costs. If we agree with the IASB that a disaggregation principle 
is needed to improve usefulness of the information provided, we urge the Board not to be so 
prescriptive and excessive in the way they implement this principle. 

Furthermore, we are concerned by the additional disaggregation requirements that are likely to be 
imposed by other projects (Revenue recognition and leasing for instance). All of these 
requirements are likely to impair readability and transparency of the financial information. 
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Do you support EFRAG’s proposal to specify the principles for disaggregation in the standard, 
which should be followed to determine the level of detail on the face of primary statements, or are 
you in favour of the rules, which would set the required level of detail for all entities?  

We support a principle for disaggregation set at a high level, as we agree that significant elements 
of an entity’s financial position or performance, with different economic characteristics, should be 
displayed separately. We are not in favour of the setting of rules which may result in overly 
detailed and unhelpful presentation on the face of the main financial statements. 

We are in favour of leaving the responsibility with the management to identify and decide the 
appropriate level of disaggregation, on the basis of this general principle. Management should 
have the flexibility to provide relevant details either on the face of the primary statements or in the 
notes.  The purpose of the main financial statements should be to provide a clear and concise 
view of the entity’s financial situation and results which can be used as a vehicle for 
communication between the management and users of different levels of sophistication. 

What other alternatives would you propose to avoid primary statements becoming overly detailed?  

Classification into sections, categories and subcategory  

EFRAG is pleased that the Draft ED clarifies that the overall classification approach based 
on functional activities is a requirement that is not at management’s discretion.  

EFRAG supports the principles underlying the classification of items into sections, 
categories and subcategories, but has concerns about the proposed application of these 
principles.  
 
The Draft ED proposes that classification of items in financial statements into sections, categories 
and subcategory should be based on how those items relate to the entity’s activities. The Draft ED 
clarifies that the overall classification approach based on functional activities is a requirement that 
is not at management’s discretion. EFRAG agrees that classification should reflect the use of 
assets and liabilities in the business, and should take into account the function of these assets and 
liabilities within each reportable segment. Although this proposal may result in similar assets and 
liabilities being classified in different sections and categories, if they are used differently, EFRAG 
believes that it strikes the right balance between flexibility and comparability between entities, and 
thus will improve communication between users and preparers of financial statements.  
 
EFRAG also supports the principles for classifying items into sections, categories and 
subcategories. However, we are concerned about the proposed application of these principles, 
especially in respect of the financing section. These concerns are discussed in detail below.  
 

Definition of financing section and the “net debt” notion  

EFRAG believes that equity should be a separate, standalone section, rather than a 
category within the financing section.  

EFRAG believes that the definition of the financing section should be based on the notion 
of net debt.  
 

The Draft ED proposes that the financing section includes items that are part of an entity’s capital-
raising activities. Depending on the nature of the source of the capital raised, items would be 
classified into either the debt or equity category.  
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EFRAG broadly agrees with the principle that the financing section should reflect an entity’s capital 
structure and its financing activities. EFRAG also supports the IASB’s decision to make the 
definition of the financing section more specific than in the DP and not to restrict it to the items that 
meet the definition of a financial asset or a financial liability. However,  
 

(a) EFRAG disagrees that equity should be considered a category within the financing section. 
EFRAG believes that equity should form a separate section, as debt and equity are 
fundamentally distinct sources of capital. The difference in nature of these sources of capital 
justifies their separate presentation. The IASB is currently working on a project concerning the 
distinction between debt and equity. EFRAG agrees with the objective of that project.  

(b) EFRAG disagrees with the IASB’s decision not to define the financing section based on a 
notion of net debt and to exclude the assets, which are used to manage an entity’s financial 
position (e.g. cash and short-term investments) from the financing section. EFRAG believes 
that it would be more decision-useful if the definition of the financing section were aligned with 
the definition of “net debt”, as this would allow all items related to the financing activities of an 
entity to be presented together. It would better inform the users as to how the financial 
position is being managed. Therefore, EFRAG believes that the financing section should 
include both liabilities and assets used in the financing activities.  

 
We appreciate that the Draft ED includes a proposal in paragraph 255 to provide an analysis of 
changes in the line items that normally constitute net debt. However, this does not take away our 
concerns about the definition of the financing section.  
 
EFRAG acknowledges that there may be concerns that the term “net debt” is not defined and that 
different opinions about its definition exist amongst preparers and analysts. Therefore, some may 
feel reluctant to define a section in financial statements with the reference to an undefined term. 
However, based on the discussions with European users, we understand that users generally do 
not believe that these concerns are critical or cause significant practical issues. The European 
users indicated that, for the purposes of their analysis, net debt does not need to be entirely 
consistent between entities. They also indicated that it is more important that financial statements 
disclose how this term is defined within them, clearly specifying the list of items considered, and 
that this definition is used consistently from period to period.  
 

Questions to constituents  
Do you share EFRAG’s view that equity should be a section on its own rather than form part of the 
financing section?  

We understand the rationale behind this proposal which presents within a same category all items 
constituting capital employed, independently of its sources. Although we prefer an equity category 
distinct from the financing category (as we believe that a clear owner / non-owner distinction is 
desirable), we may accept to present equity as a separate section of the whole financing section.  

Do you share EFRAG’s view that the financing section should include all items (i.e., including 
assets) engaged in the activities related to management of the financial position?  

We fully share the EFRAG’s view as we agree with a classification approach based on functional 
activities. However, in restricting the financing section only to gross financial debt, we believe that 
the Board contradicts this main principle. Financing section should be composed of all liabilities 
AND assets that the entity uses in its financing activities. Maybe the Board’s new restrictive 
approach is a response to some concerns expressed by some who prefer to see uniformity 
outweighing comparability and relevancy. Such decision will only increase the gap between 
internal and external reporting, and therefore weaken the relevance and usefulness of financial 
reporting.  
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Do you share EFRAG’s view that the definition of the financing section should be based on the 
notion of net debt?  
Yes we agree and we share the arguments stated in paragraph 33b): “it will be more decision-
useful if the definition of the financing section were aligned with [a notion] of “net debt”, as this 
would allow all items related to the financing activities of an entity to be presented together. It 
would better inform the users as to how the financial position is being managed”.  
 
Do you have concerns about the term “net debt” not being defined? Would this reduce 
comparability between entities?  

No we do not. We believe that uniformity is not a good principle for financial statements as it 
impairs comparability. Comparability objective is to highlight differences across entities in the way 
that they manage their assets and liabilities. Differences which are relevant to users should be 
visible instead of being hidden.  It is therefore important that each entity state what is included in 
its definition of net debt. 

We acknowledge the efforts made by the Board in proposing an analysis of changes in the line 
items that normally constitutes net debt. However we do not believe this is an improvement which 
makes net debt unnecessary.  

Actually, this analysis will neither solve the problem of readability in the Balance sheet, nor the 
relevance of the income statement. In fact, applying the cohesiveness principle with such a 
restrictive definition of the financing category, in the balance sheet, will automatically lead to 
present financial result and operating income in a way which is not consistent with how they are 
perceived and managed by entities. 

If you do not agree with the proposals in the Draft ED in respect of the content of the financing 
section and you do not share EFRAG’s view that it should be defined based on the notion of net 
debt, then what alternative approach would you propose?  

Classification of cash  

EFRAG disagrees with the proposal that all cash should be classified in the operating 
category. Consistent with its view on the definition of the financing section, EFRAG 
believes that cash should be classified together with all other assets and liabilities used in 
the financing activities.  
 
The Draft ED proposes that all cash should be classified in the operating category in the statement 
of financial position. However, an overdraft (i.e., negative cash balance) would be presented in the 
debt category as a short-term borrowing. In support of this proposal, paragraph 103 of the Basis 
for Conclusions to the Draft ED includes an argument outlining 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. In addition, the Board believes that allowing cash to be classified, based on how 
management intends to use that cash in the future, could result in the presentation of misleading, 
rather than useful, information.  
 
We appreciate the practical difficulties of applying a classification approach, based on functional 
activities to cash balances, and have sympathy with the Board’s arguments for proposing to 
classify cash within one category. However, we disagree with the proposal to classify cash in the 
operating category. As indicated earlier in paragraph 33(b), we believe that it would be more 
decision-useful if the definition of the financing section were aligned with the definition of “net 
debt”, and that this would better inform users as to how the financial position is being managed. 
Therefore, we believe that all cash (including negative cash balance) should be classified within 
the financing section.  
 
 

Questions to constituents  
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In which category would you prefer to classify cash?  

Cash should be presented in the category that best reflects its functionality which is in our view 
different from the way that the management intends to use it. 

Should the Board which to impose a single uniform presentation for cash; we agree with EFRAG 
that cash should be classified within the financing section. 

Objective and the bottom line of a cash flow statement, net debt reconciliation  
 

The issues of cash classification and the content of the financing section are closely related to 
questions about the objective of the cash flow statement and the question of whether it should 
portray movements in cash or net debt. EFRAG held preliminary discussions about these issues, 
but did not reach a consensus. Some EFRAG TEG members, however, referred to the alternative 
format for presenting cash flow information included in response to the DP prepared by the 
Corporate Reporting Users’ Forum (CRUF). The alternative statement proposed by the CRUF in 
lieu of a cash flow statement shows changes in the net debt rather than in a cash balance. 
EFRAG’s comment letter on the DP also highlighted the importance of net debt reconciliation; 
however it did not propose that it should replace a statement of cash flows. The CRUF’s response 
to the DP argues that a reconciliation of net debt helps to ensure that users’ assessment of net 
cash flows is not distorted by redemptions or issuance of debt or purchase of money market funds, 
since these transactions are all value neutral to shareholders.  
 
EFRAG seeks views of constituents on these matters.  
 

Questions to constituents  
EFRAG seeks input from constituents, especially from users, on whether a cash flow statement 
should provide information about changes in:  

� cash balance; or  

�  a net figure of assets and liabilities included in the financing section (i.e. “net debt” under 
EFRAG’s proposal).  

Please provide arguments supporting your view.  

Even if we are not regarded as users, we would like to express our strong support for a cash-flow 
statement that reconciles the variation of net debt. Please find attached the alternative model we 
have presented to the IASB in 2009, in response to the IASB’s Discussion Paper. 

Other classification challenges – different sources of financing  
 
The Draft ED proposed that borrowings be classified into different sections and categories 
depending on their source. For example, an entity acquires a building for its activities and it has 
the following options to finance the transaction:  
(a) obtaining a loan from a financial institution, which will be classified in the debt category of the 

financing section under the ED;  

(b) entering into a finance lease transaction, which will be classified in the operating finance 
subcategory of the business section under the ED;  

(c) entering into a long-term borrowing arrangement with the seller, which will be classified in the 
operating finance subcategory of the business section; or  

(d) raising capital by issuing either debt or equity instruments, which will be classified in the 
respective categories in the financing section under the ED.  

Questions to constituents  
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EFRAG seeks input from constituents, especially from users, on whether the proposed approach 
to classification of different types of financing arrangements would result in decision-useful 
information.  

Please provide arguments supporting your view.  

We believe that such outcomes clearly show that the proposed model is not robust enough to 
provide relevant information. In our opinion, all financing sources should be presented together in 
the same section as they serve the same purpose. Such an outcome could be reached only if the 
“functional classification” principle is not hindered by rules and if transactions are appropriately 
considered in all different standards. For example, the IASB needs to maintain two different 
categories of lease to make the clear distinction between those that serve a financing purpose 
from those contracts that only provide operational flexibility (and thus are presented within the 
Business section) 

Statement of cash flows  

Direct operating cash flows  

EFRAG disagrees with the proposal to require the direct method for presenting operating 
cash flows accompanied with an indirect reconciliation of operating profit to operating 
cash flows, because the IASB has not provided compelling arguments explaining why the 
change is needed.  
 

The Draft ED proposes to require the direct method for presenting operating cash flows, 
accompanied with an indirect reconciliation of operating profit to operating cash flows, which would 
immediately follow the Statement of Cash Flows. EFRAG disagrees with this proposal.  
  
The IASB argues that the direct method for presenting operating cash flows is more intuitive and 
understandable to a broad range of users of financial statements, and it improves the ability of 
users to predict future cash flows. However, the Board does not specify how that ability would be 
improved and why the indirect cash flow statement does not provide information of the same 
quality.  
  
The IASB also believes that a direct cash flow statement would improve insight into an entity’s 
cash conversion cycle and the relationship between revenue and expenses presented in the 
statement of comprehensive income and cash flows. Although we may agree with the argument 
that the direct method could improve insight into an entity’s cash conversion cycle, we do not 
agree that it would improve insight into the relationship between items presented in the 
comprehensive income and cash flows. In fact, we believe that the indirect method results in more 
useful information about this relationship.  
 
The IASB acknowledges that the costs associated with the preparation of a direct operating cash 
flow, by tracking it at an individual transaction level, could be high. Therefore, the Draft ED 
proposes that the direct operating cash flows could be derived using the indirect-direct approach. 
We understand that this indirect-direct approach is currently used by analysts, for example, in 
calculating the amount of cash received from customers during the reporting period. One of the 
arguments in favour of the direct method for operating cash flows put forward by the IASB is that it 
would result in information that is superior to any derivations at which even the most skilled 
analysts would arrive, and that it results in fewer analytical and processing errors than might result 
by using the indirect method. We are not convinced that information prepared using the indirect-
direct approach would differ in any way from the information currently derived by analysts using 
exactly the same techniques, and therefore would address concerns about accuracy.  
  
We understand that the IASB considered different options for improving the current indirect 
method for presenting operating cash flows. One of the options was to define the starting point for 
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the indirect reconciliation as the profit or loss from operating activities. We agree that the starting 
point for the indirect operating cash flows currently causes comparability issues for users, as some 
entities use operating profit, some use net profit or loss, or some other figure, as a starting point 
for the statement of cash flows. The other option was to require a separate disclosure of cash 
receipts and payments related to the purchase, sale and settlement of operating assets and 
liabilities (e.g., purchase of fixed assets). We are disappointed that the IASB decided, without 
providing sufficient arguments, that these options would not address the shortcomings of the 
indirect method.  
  
We believe that the IASB failed to provide sufficiently convincing and compelling arguments 
supporting the advantages and superiority of the direct method over the indirect method.  
  
We do not believe that the change, which will involve significant costs for preparers, is really 
justified or needed. In our view, the current option of presenting cash flows using the indirect 
method should be retained. However, some improvements to it may be considered; for example, 
by defining the starting point for the statement to improve comparability between entities. Some 
users additionally raised concerns that the proposed indirect-direct method for presenting cash 
flows is an approximation technique, which may produce insufficiently accurate results.  
 

Questions to constituents  
Do you share EFRAG’s disagreement with the removal of the option to present operating cash 
flows using the indirect method?  

We believe that the Statement of cash-flows should be prepared following the indirect method and 
we agree with EFRAG that the Board did not provide any strong and valid argument that could 
justify the very poor benefit/cost balance for the direct method. 

Indirect method corresponds to the way management looks at its Business performance and 
allows entities to report on the following key financial indicators:  

- The Free Cash-Flow which indicates the capacity of Business to grow and pay dividends to 
shareholders; this indicator is mainly used to help to understand how entities can pursue 
opportunities that enhance shareholders’ value (and thus meet the financial flexibility objective 
as stated in the Discussion  Paper) 

- Change in working capital that better connects information about operating assets/ liabilities 
and operating income with operating cash-flows. We believe that change in working capital has 
a better predictive value than direct cash-flows as it allows one, for example,  to make the 
distinction between trends in structural amounts (such as Revenue) and temporary evolutions 
(such as changes in credit terms).   

     Credit terms for customers and suppliers can vary greatly in different industries and different     
countries.  As a gross generalization, expense or revenue provide a reasonable indicator of cash 
flows in the near term, and are probably as good indicators as cash receipts or payments 
computed using the direct method.  However, on their own neither is sufficient.  We think that what 
is required to complement these are indicators of changes in credit terms (such as those provided 
by the indirect method) and information about unusual actual and forecast cash flows, including 
amounts and timing, such as for those items that are non-recurrent.  Entities generally do not use 
the direct cash flow method to monitor historical cash flows and we think that it is both a burden for 
preparers and inadequate for users who wish to make predictions about future cash flows.  
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In our view, indirect method should be improved, and not removed:  

- Operating cash-flows should be calculated using Operating Income as the starting point as it 
will provide a more intuitive reconciliation between income and cash, and will reduce 
reconciling items, improving transparency and comparability.  

- Remaining material reconciliation items should be more detailed, either in notes or in the 
Statement itself. In this regard, it may be noted that the more accounting standards disconnect 
income from cash-flows, the more reconciliation items increase. 

- Change in working capital should be further disaggregated maybe as an integral part of the 
Statement. 

If you are in favour of the proposal to require the direct method for presenting operating cash 
flows, please:  

�state the shortcomings of the indirect method for presenting operating cash flows and explain 
how this affects your analysis;  

� state whether, and if so how, the direct-indirect method proposed by the ED would address 
these shortcomings.  

What do you, as a user, think is necessary to address the IASB’s concerns about shortcomings of 
the indirect method?  

Disaggregating cash flows  

EFRAG is concerned that the proposals as currently drafted would result in the same 
information being presented several times. This overload of information may obscure key 
messages and deteriorate, rather than improve, the communication between an entity and 
its users.  
 
The Draft ED proposes that cash receipts and cash payments be disaggregated in the statement 
of cash flows to reflect the nature of the income or expense to which the cash flow is related (e.g. 
cash received from customers, cash paid for labour and cash paid for advertising). In addition, 
cash flows that are not expected to occur every reporting period would be presented separately 
(e.g. payment of a legal judgement, payment of termination benefits or receipt of an insurance 
settlement).  
  
EFRAG notes that, in addition to the above requirement, the Draft ED also proposes that 
information about cash receipts and payments be included in the analysis of changes in assets 
and liabilities that management regards as important for understanding the current period change 
in the entity’s financial position and in the note providing information about remeasurements. 
EFRAG believes that the IASB did not sufficiently justify why the same information is required to 
be presented several times. EFRAG urges the IASB to analyse the full list of disclosures required 
prior to finalising the ED to avoid superfluous information.  

Questions to constituents  
Does information about different types of operating cash outflows (e.g. cash paid to suppliers, 
cash paid to employees, cash paid for advertising) have substantially different predictive values1 

for users, and therefore should be presented separately? If yes, then please explain why? If not, 
would it be sufficient if information about cash outflows related to operating activities is presented 
as a single amount?  

If you believe that information about operating cash outflows needs to be disaggregated, then 
please provide the preferred principle for disaggregation (e.g. recurring / non-recurring), and 
explain how this information would enhance your analysis.  
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Does information about cash inflows and cash outflows need to be presented in multiple places 
(i.e. statement of cash flows, analysis of changes in assets and liabilities, information about 
remeasurements) or would it be sufficient if it is disclosed only once? If yes, then which disclosure 
would result in the most useful information?  

Such redundancy could easily be avoided if the Board reverses its preliminary decision to require 
a direct method for the cash-flow statement. 

1 Analysts may treat information in financial statements differently depending on the relevance of the information in 
forecasting future cash flows.  

Cash flow information for financial institutions, including insurance entities  

EFRAG believes that the statement of cash flows is of little value for users of financial 
services and insurance entities’ financial statements.  
 

Our discussions with the banking and insurance sector suggest that cash flow statements, 
irrespective of whether they are prepared using the direct or indirect method, are of little use to the 
users of the financial statements of financial services entities, as it does not reflect the value 
generated for the shareholders of the entity. In addition, the cash flow statement is not a tool 
normally used to manage a bank and thus is of limited relevance.  
  
EFRAG also considered the proposals related to the presentation of financial statements included 
in the ED Insurance Contracts. Under the proposals in the ED Insurance Contracts, an insurance 
liability would be presented net in the statement of financial position. Premiums received, claims 
and expenses paid would not be presented gross on the face of the statement of comprehensive 
income, as the ED Insurance Contracts proposes a summarised margin approach. We believe that 
volume information on transactions with customers represents useful information for users of 
insurance entities’ financial statements.  
  
We believe that the proposals included in the ED Insurance Contracts are not consistent with the 
cohesiveness principle outlined in the Draft ED. When considering the “net” presentation proposals 
in the ED Insurance Contracts for the statement of financial position and the statement of 
comprehensive income and the “gross” presentation proposals in the Draft ED for the statement of 
cash flows, one may argue that it may be even more confusing for users. It would not be possible 
to relate the actual cash flows to the items presented on the face of the statements of financial 
position and comprehensive income, as the detailed disclosure on transactions with customers 
and expenses paid will only be included in the notes.  
  
Notwithstanding our view that the current option to present operating cash flows using either the 
indirect or direct method should be retained, we have some comments about the netting proposals 
should a financial services entity choose to present operating cash flows using the direct method. 
First of all, we do not support the proposal to present deposit transactions between an entity and 
its customers (e.g. by crediting interest to a customer’s account or deducting fees from a 
customer’s account) as cash inflows and cash outflows of the entity in the statement of cash flows. 
These transactions do not result in actual flow of cash and, as such, should not be included in the 
statement of cash flows. In addition, we would suggest that the list of cash flows arising from 
activities of an entity, with financial services activities where the net presentation is allowed, should 
be expanded to include deposits with governments and other state bodies, where relevant. We 
understand that in some countries, the clearing systems are set up in such a way that the 
government or other state body acts as the clearing house. Therefore, we believe that it is equally 
relevant to present deposits and withdrawals from those entities on a net basis. We believe that 
presentation of transactions with a clearing house on a gross basis would not provide meaningful 
information.  
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Questions to constituents  
Do you share EFRAG’s view that statement of cash flows is of little value for the users of financial 
services and insurance entities’ financial statements?  

What alternative approaches would you propose?  

EFRAG seeks views from the users of financial services (including insurance) entities’ financial 
statements on the following:  

� Please specify the list of items of cash inflows and outflows, which is essential for your analysis 
(e.g. cash received from customers);  

� Please explain why the disclosure of these cash flow items is essential for the analysis.  

Do you share EFRAG’s concerns about the netting proposals, should an entity choose to present 
a direct cash flow statement?  

Information about remeasurements  

EFRAG agrees with the overall objective of the disclosure on remeasurements, i.e. to help 
users of financial statements in assessing the extent to which the various components of 
comprehensive income for a period will recur in the future. EFRAG believes that this 
objective should be articulated clearly in the standard itself and not just in the Basis for 
Conclusions. However, EFRAG has concerns about the proposed approach to meet this 
objective, the proposed definition and the proposed location of the disclosure.  
 

EFRAG agrees with the overall objective of the remeasurements disclosure to help users of 
financial statements in assessing the extent to which the various components of comprehensive 
income for a period will recur in the future. However, we believe that this objective should be 
articulated clearly in the main text of the standard, rather than in the Basis for Conclusions. 
EFRAG believes that the standard should clearly state the requirement, i.e. what should be done, 
and the explanation as to why this should be done, could be included in the Basis for Conclusions. 
This is particularly important because the Basis for Conclusions does not form part of the 
authoritative guidance and is not part of the legal framework in Europe.  
 
Although we agree that some information in the financial statements can be treated differently by 
analysts for their projections of future cash flows, and it may be important for them to distinguish 
between different types of information, we are concerned that the Draft ED fails to articulate clearly 
the principle for distinguishing between items with different predictive value. That may be the main 
reason for defining remeasurements by listing the items, which are included or excluded from the 
definition. We analysed the list of items included and excluded from the definition of 
remeasurements, but failed to identify an underlying principle for allocating items to one group or 
the other. For example, it is not clear why a realised gain or loss on a sale of property, plant and 
equipment is treated differently from a write down of non-current assets held for sale to their fair 
value less cost to sell, as the “realisation” does not seem to be a determining factor in cases of 
changes in fair value of other assets.  
 
We believe that further consultation with the users is required to understand how they distinguish 
between items with different predictive values and what principle they employ. This would also 
help to address concerns about the definition of remeasurements.  
  
In addition, we note that information about remeasurements is required to be presented as part of 
the analysis of changes in assets and liabilities. We do not support duplication of disclosures in 
financial statements. We believe that they should be provided in the context that is most useful to 
the users. In our view, this information is best presented in separate notes for each individual item. 
Therefore, we do not support a proposal to require a separate note on remeasurements.  
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Questions to constituents  
Do you share EFRAG’s concerns about the lack of a principle underlying the definition of 
remeasurements and the duplication of the disclosure requirements?  

What information about remeasurements would you find useful? EFRAG seeks input from 
constituents, especially from users, on the following:  

� do you support the proposed objective for the disclosure on remeasurements, or do you believe 
that it should be further clarified or amended (consider how you use information about 
remeasurements);  

� Please specify the principle you employ for distinguishing between items with different predictive 
value;  

� Please indicate the most useful location for the information about remeasurements.  

Along with EFRAG, we agree with the overall objective of the remeasurement disclosure. Indeed it 
helps users of financial statements in assessing the extent to which the various components of 
comprehensive income for a period will recur in the future. Nonetheless, we believe that the 
method chosen by the Board to achieve this goal is both expensive to implement and inefficient. 

Since the underlying principle is not clearly established, we see no logic in the allocation shown in 
IG 13. In order to verify this, we carried out a brief test amongst ourselves which revealed that the 
principles of the ED are open to very different interpretation and therefore not operational.. 

We believe that the current distinction made in practice by all entities, between recurrent and non-
recurrent operating income, in fact leads to the same outcome at a lower cost. Maybe this practice 
can usefully be extended to the financial and net income for users to identify all non-recurring 
items recognised in that period. Moreover, such alternative allows us to focus only on material 
items while, the model proposed by the Board, requires a systematic tracking of all non-recurring 
items. 

Analysis of changes in assets and liabilities  

EFRAG is concerned that the proposal might result in a requirement to present a 
reconciliation for most items displayed on the face of the statement of financial position.  
 
The Draft ED replaces the detailed line-by-line reconciliation schedule proposed in the DP for all 
items in the statement of financial position, with an analysis of changes in balances of those 
assets and liabilities that management regards as important for understanding the current period 
change in the entity’s financial position. EFRAG is supportive of this development and agrees that 
the reconciliation will provide decision-useful information, as it helps users to distinguish between 
items with different predictive value.  
 

However, we are concerned that when all factors listed in paragraph 244 of the Draft ED are 
considered, the proposal might result in a requirement to present an analysis of changes for nearly 
all items displayed on the face of the statement of financial position.  
 
In addition, we understand that the requirement to present changes from cash inflows and outflows 
will not cover all items on the face of the statement of financial position, but only those linked 
directly to the cash inflow or outflow. For example, the Draft ED proposes that changes in the 
inventory balance will not include cash outflows, as cash paid for it is likely to be disclosed in the 
analysis of changes in the accounts payable. We agree with the proposed approach, which allows 
avoiding duplication of information in the financial statements. However, we note that if this 
approach is applied consistently, then information about cash outflows related to acquisition of 
items of property, plant and equipment would not be provided separately, but included as part of 
the reconciliation for accounts payable.  
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We understand that this is not the intention, as information about capital expenditure and cash 
received from disposal of property, plant and equipment is required to be disclosed separately. We 
recommend that the IASB review and clearly articulate the principles for presenting or not 
presenting information about cash inflows and outflows related to separate items. In addition, we 
recommend that requirements are not duplicated. Therefore, if information about cash inflows or 
outflows is required to be disclosed in the analysis of changes in assets or liabilities, then such 
information should not be required in the statement of cash flows. This is an additional argument 
against the proposal to require a direct statement of cash flows.  
 

Questions to constituents  
Do you share EFRAG’s concerns about the proposals on the analysis of changes in assets and 
liabilities?  

We too welcome the removal of the detailed line-by-line reconciliation schedule proposed in the 
DP in favour of an analysis of changes in the balances of those assets and liabilities judged by the 
entity to be significant. 

We do not share the concerns expressed by EFRAG in its last paragraph as we believe that 
paragraph 249 in the staff draft proposes a pragmatic approach that is actually already used in 
current practice. 

Finally, although as a general rule we seek to avoid repetitive disclosures, we believe that in some 
circumstances, it will be clearer and more helpful to the user to present cash for PPE investments, 
even if that information is already provided in the statement of cash-flows. 

Comparative information for changes in classification following a change in use  

EFRAG disagrees with the proposal to require reclassification of comparative information 
in all cases, including a change in presentation following a change in an entity’s activities.  
 
EFRAG disagrees with the proposal to require reclassification of comparative information in all 
cases, including a change in presentation following a change in an entity’s activities. EFRAG 
acknowledges that this proposal reflects the current requirements in IAS 1 Presentation of 
Financial Statements, but believes that the proposal is inconsistent with the classification principle 
proposed in the Draft ED, which is based on the functional activities. If the underlying principle is 
considered to be that financial statements reflect the functions in which assets and liabilities are 
used, and the functions of a particular asset are different in different periods, then this should be 
reflected in the financial statements. The change in classification may be explained in the notes.  
 

Questions to constituents  
Do you share EFRAG’s view about the requirement to reclassify comparative information for a 
change in presentation, following the change in the entity’s activities?  

Yes we agree. This requirement to restate comparative information is contrary to the main 
principle that all presented periods should reflect the way assets and liabilities are managed during 
each of these periods. We do not expect a lot of changes in entity’s activities that would lead to 
changes in assets and liabilities classification but, when it is the case, this change should be 
highlighted in the period it occurs. New classification may be relevant for the current and 
forthcoming reporting periods, not for the previous ones. 

 We think it is necessary to harmonise the requirement for restatement which are contained in the 
staff draft and some other relevant standards.  Both IFRS 5 in the case of discontinued operations 
and IFRS 8 require restatement of prior periods based on a fairly high threshold of materiality and 
it should be clear that the requirements of these standards are not overridden by the staff draft.   
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Because of the articulation of the principles for disaggregation in the staff draft and the large 
amount of detail that it appears to require to be presented on the face of the financial statements, 
the potential for the restatement of comparative amounts is correspondingly high.  It would 
therefore be helpful if the staff draft laid out clear principles for the restatement of comparative 
figures to ensure that minor reclassifications do not result in an extensive mist of restatement.  
Only material reclassifications should result in prior period restatement and all other 
reclassifications should be dealt with in the current period only. 

 

Implementation costs and timeline  
 
Questions to constituents  
 
Please provide an estimate of costs to implement this proposed standard,that includes estimates 
of the following:  
 
1) Systems costs (software and consulting)  

a) Changes to the consolidation and reporting systems  
b) Changes to sub-ledger systems  
c) Other system changes (please explain)  

 
2) Business process change costs  

a) Documentation of new business processes and controls  
b) Accounting policy documentation  
c)  Training of employees  

 
If you are not able to provide an accurate quantitative cost estimate, please provide a qualitative 
assessment.  
 
 
Please provide a summarised implementation timeline that contains your best estimate of 
expected activities and the time required to complete those activities.  
 
Please provide an estimate of costs to maintain the financial reporting using the new presentation 
model.  
 

 
 


