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Basis for Conclusions on
IAS 1 Presentation of Financial Statements

The International Accounting Standards Board redis&S 1Presentation of Financial
Statementén 2007 as part of its project on financial statamhpresentation. It was not
the Board’s intention to reconsider as part of th@abject all the requirements in
IAS 1.

For convenience, the Board has incorporated infs Basis for Conclusions relevant
material from the Basis for Conclusions on the s@mrn of IAS 1 in 2003 and its
amendment in 2005. Paragraphs have been renumtzer@deorganised as necessary
to reflect the new structure of the Standard.

This Basis for Conclusions accompanies, but ispaot of, IAS 1.

Introduction

BC1 The International Accounting Standards CommitiASC) issued the first
version of IAS 1 Disclosure of Accounting Policiegn 1975. It was
reformatted in 1994 and superseded in 1997 by IAPrdsentation of
Financial Statemenfsin 2003 the International Accounting StandardsrBoa
revised IAS 1 as part of the Improvements projext an 2005 the Board
amended it as a consequence of issuing IFRBin@ncial Instruments:
Disclosures In 2007 the Board revised IAS 1 again as paitsoproject on
financial statement presentation. This Basis fon€asions summarises the
Board's considerations in reaching its conclusionsevising IAS 1 in 2003,
on amending it in 2005 and revising it in 2007.irtludes reasons for
accepting some approaches and rejecting otheridodl Board members
gave greater weight to some factors than to others.

The Improvements project—revision of IAS 1
(2003)

BC2 In July 2001 the Board announced that, as phirts initial agenda of
technical projects, it would undertake a projectifgprove a number of
standards, including IAS 1. The project was undienan the light of queries
and criticisms raised in relation to the standabglssecurities regulators,
professional accountants and other interestedegarlihe objectives of the
Improvements project were to reduce or eliminateraatives, redundancies

" IASC did not publish a Basis for Conclusions.
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and conflicts within standards, to deal with somewergence issues and to
make other improvements. The Board’s intention wasto reconsider the
fundamental approach to the presentation of firdratatements established
by IAS 1 in 1997.

BC3 In May 2002 the Board published an exposureftdod proposed
Improvements to International Accounting Standardehich contained
proposals to revise IAS 1. The Board received mben 160 comment
letters. After considering the responses the Bassded in 2003 a revised
version of IAS 1. In its revision the Board’s maibjectives were:

€) to provide a framework within which an entitgsasses how to
present fairly the effects of transactions and moteeents, and
assesses whether the result of complying with aireapent in an
IFRS would be so misleading that it would not gige fair
presentation;

(b) to base the criteria for classifying liabildieas current or non-
current solely on the conditions existing at thiabee sheet date;

(c) to prohibit the presentation of items of incomed expense as
‘extraordinary items’;

(d) to specify disclosures about the judgements miienagement has

made in the process of applying the entity’'s actiognpolicies,
apart from those involving estimations, and thavehahe most
significant effect on the amounts recognised in fir@ancial
statements; and

(e) to specify disclosures about sources of esiimatncertainty at the
balance sheet date that have a significant ristaasing a material
adjustment to the carrying amounts of assets aidlities within
the next financial year.

BC4 The following sections summarise the Board'ssiterations in reaching its
conclusions as part of its Improvements proje@0da3:

(a) departures from IFRSs (paragraphs BC23-BC30)

(b) criterion for exemption from requirements (ppephs BC34—
BC36)

(c) effect of events after the reporting periodthe classification of
liabilities (paragraphs BC39-BC48)

(d) results of operating activities (paragraphs B@ad BC56)

(e) minority interest (paragraph BC59)

)] extraordinary items (paragraphs BC60-BC64)

“In January 2008 the IASB issued an amended IA€@7solidated and Separate Financial Statements
which amended ‘minority interests’ to non-contmafjiinterests’.
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(9) disclosure of the judgements management hag imatie process
of applying the entity’s accounting policies (pawgghs BC77 and
BC78)

(h) disclosure of major sources of estimation utadety

(paragraphs BC79-BC84).

Amendment to IAS 1— Capital Disclosures (2005)

In August 2005 the Board issued an AmendmentlA8 1—Capital
Disclosures The amendment added to IAS 1 requirements fatatiare of:

€) the entity’s objectives, policies and processesnanaging capital.
(b) guantitative data about what the entity regasisapital.
(c) whether the entity has complied with any cdp#guirements; and

if it has not complied, the consequences of suchammpliance.

The following sections summarise the Board'ssiterations in reaching its
conclusions as part of its amendment to IAS 1 0520

€) disclosures about capital (paragraphs BC85-BC89

(b) objectives, policies and processes for managamital
(paragraphs BC90 and BC91)

(c) externally imposed capital requirements (paplgs BC92-BC97)

(d) internal capital targets (paragraphs BC98-B(§100

Amendments to IAS 32 and IAS 1— Puttable
Financial Instruments and Obligations Arising on
Liquidation (2008)

In July 2006 the Board published an exposuedt @f proposed amendments
to IAS 32 and IAS 1 relating to the classificatioihputtable instruments and
instruments with obligations arising only on ligattbn. The Board
subsequently confirmed the proposals and in Febr2f08 issued an
amendment that now forms part of IAS 1.

Financial statement presentation—Joint project

In September 2001 the Board added to its agdreperformance reporting
project (in March 2006 renamed the ‘financial stadat presentation
project’). The objective of the project was to emt® the usefulness of
information presented in the income statement. Board developed a
possible new model for reporting income and expenaed conducted
preliminary testing. Similarly, in the United Statehe Financial Accounting
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BCS8

BC9

BC10

Standards Board (FASB) added a project on perfocmaeporting to its
agenda in October 2001, developed its model andiumead preliminary
testing. Constituents raised concerns about botelscand about the fact
that they were different.

In April 2004 the Board and the FASB decided work on financial

statement presentation as a joint project. Thegethat the project should
address presentation and display not only in therme statement, but also in
the other statements that, together with the incosteement, would
constitute a complete set of financial statemente—balance sheet, the
statement of changes in equity, and the cash fltatement. The Board
decided to approach the project in two phases.ePhawould address the
statements that constitute a complete set of fiahrstatements and the
periods for which they are required to be presentlthse B would be
undertaken jointly with the FASB and would addresere fundamental
issues relating to presentation and display ofrinfdion in the financial

statements, including:

€) consistent principles for aggregating informatin each financial
statement.

(b) the totals and subtotals that should be reganteach financial
statement.

(c) whether components of other comprehensive ircshould be

reclassified to profit or loss and, if so, the cuderistics of the
transactions and events that should be reclassifiddvhen
reclassification should be made.

(d) whether the direct or the indirect method afgemting operating
cash flows provides more useful information.

In March 2006, as a result of its work in ph&sehe Board published an
exposure draft of proposed amendments to IASA1Revised Presentation
The Board received more than 130 comment letteh® &xposure draft
proposed amendments that affected the presentafiamwner changes in
equity and the presentation of comprehensive in¢dmedid not propose to
change the recognition, measurement or disclostispecific transactions
and other events required by other IFRSs. It alapgsed to bring IAS 1
largely into line with the US standard—SFAS 1R@porting Comprehensive
Income After considering the responses to the exposuadt dhe Board

issued a revised version of IAS 1. The FASB decittedonsider phases A
and B issues together, and therefore did not puldis exposure draft on
phase A.

The following sections summarise the Boardssiderations in reaching its
conclusions as part of its revision in 2007:

€) general purpose financial statements (paragrB@i1-BC13)
(b) titles of financial statements (paragraphs B€B@21)
© IASCF
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equal prominence (paragraph BC22)

a statement of financial position as at theitr@gg of the earliest
comparative period (paragraphs BC31 and BC32)

IAS 34interim Financial Reportingparagraph BC33)

reporting owner and non-owner changes in equity
(paragraphs BC37 and BC38)

reporting comprehensive income (paragraphs B8&%4)
subtotal for profit or loss (paragraphs BC5d &C58)

other comprehensive income-related tax eff¢otsagraphs BC65—
BC68)

reclassification adjustments (paragraphs BCB9%B)

effects of retrospective application or retresfive restatement
(paragraph BC74)

presentation of dividends (paragraph BC75)

IAS 7 Cash Flow Statemen{paragraph BC76)

presentation of measures per share (paragephe1-BC104)
effective date and transition (paragraph BC105)
differences from SFAS 130 (paragraph BC106).

BC11

BC12

General purpose financial statements
(paragraph 7)

The exposure draft of 2006 proposed a chamdket explanatory paragraph
of what ‘general purpose financial statements’udel, in order to produce a
more generic definition of a set of financial staénts. Paragraph 7 of the
exposure draft stated:

General purpose financial statements include thbae are presented
separately or within othgsublic documents such asragulatory filing
or report to shareholders. [emphasis added]

Respondents expressed concern about the pebpbange. They argued that
it could be understood as defining as general m#fimancial statements any
financial statement or set of financial statemdidsl with a regulator and
could capture documents other than annual repodspaospectuses. They
saw this change as expanding the scope of IAS Hdcuments that
previously would not have contained all of the ttisares required by IAS 1.
Respondents pointed out that the change would cpéatly affect some
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BC13

entities (such as small private companies and disvgs of public
companies with no external users of financial regothat are required by
law to place their financial statements on a putilc

The Board acknowledged that in some countfieslaw requires entities,
whether public or private, to report to regulataythorities and include
information in those reports that could be beyohd scope of IAS 1.
Because the Board did not intend to extend theniliefin of general purpose
financial statements, it decided to eliminate thxplanatory paragraph of
what ‘general purpose financial statements’ incjuddile retaining the
definition of ‘general purpose financial stateménts

Financial statements

BC14

BC15

BC16

10

Complete set of financial statements
Titles of financial statements (paragraph 10)

The exposure draft of 2006 proposed changdheditles of some of the
financial statements—from ‘balance sheet’ to ‘staat of financial

position’, from ‘income statement’ to ‘statementmbfit or loss’ and from

‘cash flow statement’ to ‘statement of cash flows'.addition, the exposure
draft proposed a ‘statement of recognised incontk expense’ and that all
owner changes in equity should be included in atéshent of changes in
equity’. The Board did not propose to make any loése changes of
nomenclature mandatory.

Many respondents opposed the proposed chapgésjing out that the
existing titles had a long tradition and were watlderstood. However, the
Board reaffirmed its view that the proposed nevegitbetter reflect the
function of each financial statement, and pointed that an entity could
choose to use other titles in its financial report.

The Board reaffirmed its conclusion that tike t'statement of financial
position’ not only better reflects the functiontb& statement but is consistent
with the Framework for the Preparation and Presentation dhdncial
Statements which contains several references to ‘financiasifpon’.
Paragraph 12 of thdramework states that the objective of financial
statements is to provide information about therfmal position, performance
and changes in financial position of an entity;ggaaph 19 of thEramework
states that information about financial positionpismarily provided in a
balance sheet. In the Board’s view, the title ‘baka sheet’ simply reflects
that double entry bookkeeping requires debits toakgredits. It does not
identify the content or purpose of the statemehie Board also noted that
‘financial position’ is a well-known and acceptexirh, as it has been used in

© IASCF
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auditors’ opinions internationally for more than @gars to describe what the
‘balance sheet’ presents. The Board decided tigatiag the statement’s title
with its content and the opinion rendered by thditau would help the users
of financial statements.

As to the other statements, respondents stegh#sat renaming the balance
sheet the ‘statement of financial position’ impliedat the ‘cash flow
statement’ and the ‘statement of recognised incanteexpense’ do not also
reflect an entity’s financial position. The Boartiserved that although the
latter statements reflect changes in an entityiarftial position, neither can
be called a ‘statement of changes in financial tmosj as this would not
depict their true function and objective (ie to g@et cash flows and
performance, respectively). The Board acknowleddpad the titles ‘income
statement’ and ‘statement of profit or loss’ ammikir in meaning and could
be used interchangeably, and decided to retaititteéincome statement’ as
this is more commonly used.

The title of the proposed new statement, sketément of recognised income
and expense’, reflects a broader content thandimelr ‘income statement’.
The statement encompasses both income and exgeasegsised in profit or
loss and income and expenses recognised outsifileqrioss.

Many respondents opposed the title ‘statenoéntecognised income and
expense’, objecting particularly to the use of teem ‘recognised’. The
Board acknowledged that the term ‘recognised’ cailsd be used to describe
the content of other primary statements as ‘redagmnj explained in
paragraph 82 of thé&ramework is ‘the process of incorporating in the
balance sheet or income statement an item thatsntkeetdefinition of an
element and satisfies the criteria for recognitg@t out in paragraph 83.
Many respondents suggested the term ‘statementroprehensive income’
instead.

In response to respondents’ concerns and ri@ecge with SFAS 130, the
Board decided to rename the new statement a ‘staienf comprehensive
income’. The term ‘comprehensive income’ is notirkd in theFramework
but is used in IAS 1 to describe the change intgqufi an entity during a
period from transactions, events and circumstantes than those resulting
from transactions with owners in their capacityoasers. Although the term
‘comprehensive income’ is used to describe theegage of all components
of comprehensive income, including profit or loske term ‘other
comprehensive income’ refers to income and expetiegsunder IFRSs are
included in comprehensive income but excluded fpoafit or loss.

In finalising its revision, the Board confirchahat the titles of financial
statements used in this Standard would not be ntarydal he titles will be
used in future IFRSs but are not required to bed Usg entities in their
financial statements. Some respondents to the expodraft expressed
concern that non-mandatory titles will result innfision. However, the

© IASCF 11
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BC22

Board believes that making use of the titles nomatasory will allow time
for entities to implement changes gradually asrtbe titles become more
familiar.

Equal prominence (paragraphs 11 and 12)

The Board noted that the financial performawfcan entity is not assessed by
reference to a single financial statement or alsingeasure within a financial
statement. The Board believes that the financigbpmance of an entity can
be assessed only after all aspects of the finastééments are taken into
account and understood in their entirety. Accorlyinthe Board decided that
in order to help users of the financial stateméatanderstand the financial
performance of an entity comprehensively, all ficiahstatements within the
complete set of financial statements should be eptesl with equal
prominence.

Departures from IFRSs (paragraphs 19-24)

BC23

BC24

BC25

12

IAS 1 (as issued in 1997) permitted an entitgepart from a requirement in
a Standard ‘in the extremely rare circumstanceshnwhanagement concludes
that compliance with a requirement in a Standardlavde misleading, and
therefore that departure from a requirement is sy to achieve a fair
presentation’ (paragraph 17, now paragraph 19). \AWigch a departure
occurred, paragraph 18 (now paragraph 20) requréehsive disclosure of
the facts and circumstances surrounding the depadnd the treatment
adopted.

The Board decided to clarify in paragraph ¥5the Standard that for
financial statements to present fairly the finahcgosition, financial
performance and cash flows of an entity, they maptesent faithfully the
effects of transactions and other events in acemelavith the definitions and
recognition criteria for assets, liabilities, incerand expenses set out in the
Framework

The Board decided to limit the occasions ofnctwvtan entity should depart
from a requirement in an IFRS to the extremely @reumstances in which
management concludes that compliance with the reaugnt would be so
misleading that it would conflict with the objeaiwf financial statements set
out in the Framework Guidance on this criterion states that an item of
information would conflict with the objective ofnfancial statements when it
does not represent faithfully the transactionseio#dvents or conditions that it
either purports to represent or could reasonablgxpected to represent and,
consequently, it would be likely to influence ecomo decisions made by
users of financial statements.

© IASCF
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These amendments provide a framework withiithivlin entity assesses how
to present fairly the effects of transactions, ptnents and conditions, and
whether the result of complying with a requiremienan IFRS would be so
misleading that it would not give a fair presertati

The Board considered whether IAS 1 should ilemtson departures from
IFRSs. The Board decided against making that chabgeause it would
remove the Board’s capability to specify the cigtarnder which departures
from IFRSs should occur.

Departing from a requirement in an IFRS whemstdered necessary to
achieve a fair presentation would conflict with tlegulatory framework in
some jurisdictions. The revised IAS 1 takes intgoamt the existence of
different regulatory requirements. It requires thahen an entity’s
circumstances satisfy the criterion described iagaph BC25 for departure
from a requirement in an IFRS, the entity shoulocped as follows:

(@) When the relevant regulatory framework requires otherwise
does not prohibit—a departure from the requireméimg, entity
should make that departure and the disclosures osit in
paragraph 20.

(b) When the relevant regulatory framework prolsibieparture from
the requirement, the entity should, to the maxinextent possible,
reduce the perceived misleading aspects of congdidny making
the disclosures set out in paragraph 23.

This amendment enables entities to comply withrdguirements of IAS 1
when the relevant regulatory framework prohibitpattures from accounting
standards, while retaining the principle that ésitshould, to the maximum
extent possible, ensure that financial statemenatgge a fair presentation.

After considering the comments received onekgosure draft of 2002, the
Board added to IAS 1 a requirement in paragraplodisclose the effect of
a departure from a requirement of an IFRS in arppiriod on the current
period’s financial statements. Without this disclies users of the entity’s
financial statements could be unaware of the camtin effects of prior
period departures.

In view of the strict criteria for departumori a requirement in an IFRS,
IAS 1 includes a rebuttable presumption that ifeotkentities in similar
circumstances comply with the requirement, thetgatcompliance with the
requirement would not be so misleading that it woagbnflict with the
objective of financial statements set out in Fin@amework

© IASCF 13
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BC31

BC32

BC33

BC34

BC35

14

Comparative information

A statement of financial position as at the beginni ng of the
earliest comparative period (paragraph 39)

The exposure draft of 2006 proposed thattarstnt of financial position as
at the beginning of the earliest comparative pesiooluld be presented as part
of a complete set of financial statements. Thisestant would provide a
basis for investors and creditors to evaluate mfdion about the entity’s
performance during the period. However, many redpofs expressed
concern that the requirement would unnecessarityease disclosures in
financial statements, or would be impracticableessive and costly.

By adding a statement of financial positioratthe beginning of the earliest
comparative period, the exposure draft proposedahantity should present
three statements of financial position and twoaxfteof the other statements.
Considering that financial statements from prioargeare readily available
for financial analysis, the Board decided to reguwnly two statements of
financial position, except when the financial sta¢ats have been affected by
retrospective application or retrospective restatetnas defined in 1AS 8
Accounting Policies, Changes in Accounting Estimated Errors or when a
reclassification has been made. In those circurnstathree statements of
financial position are required.

IAS 34 Interim Financial Reporting

The Board decided not to reflect in paragrépf IAS 34 (ie the minimum

components of an interim financial report) its demi to require the inclusion
of a statement of financial position as at the beigig of the earliest

comparative period in a complete set of financtatesnents. IAS 34 has a
year-to-date approach to interim reporting and does replicate the

requirements of IAS 1 in terms of comparative infation.

Criterion for exemption from requirements
(paragraphs 41-44)

IAS 1 as issued in 1997 specified that whenpilesentation or classification
of items in the financial statements is amendetparative amounts should
be reclassified unless it is impracticable to doAoplying a requirement is
impracticable when the entity cannot apply it afieaking every reasonable
effort to do so.

The exposure draft of 2002 proposed a diftecaterion for exemption from

particular requirements. For the reclassificatibeamparative amounts, and
its proposed new requirement to disclose key assangpand other sources
of estimation uncertainty at the end of the repagrtperiod (discussed in

© IASCF
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paragraphs BC79-BC84), the exposure draft proptsadthe criterion for
exemption should be that applying the requiremenatsid require undue cost
or effort.

BC36 In the light of respondents’ comments on tkeosure draft, the Board
decided that an exemption based on managemenéssament of undue cost
or effort was too subjective to be applied consityeby different entities.
Moreover, balancing costs and benefits was a tasktheé Board when it sets
accounting requirements rather than for entitiesewlthey apply them.
Therefore, the Board retained the ‘impracticabilityiterion for exemption.
This affects the exemptions now set out in pardggai—-43 and 131 of
IAS 1. Impracticability is the only basis on whidRRSs allow specific
exemptions from applying particular requirementsewhthe effect of
applying them is material.

Reporting owner and non-owner changes in equity

BC37 The exposure draft of 2006 proposed to separhénges in equity of an
entity during a period arising from transactionshméwners in their capacity
as owners (ie all owner changes in equity) fromeotbhanges in equity
(ie non-owner changes in equity). All owner changesquity would be
presented in the statement of changes in equipgrately from non-owner
changes in equity.

BC38 Most respondents welcomed this proposal and ®#@s change as an
improvement of financial reporting, by increasifg transparency of those
items recognised in equity that are not reportechas of profit or loss.
However, some respondents pointed out that thestéomner’ and ‘non-
owner’ were not defined in the exposure draft, Fn@meworkor elsewhere
in IFRSs, although they are extensively used inionat accounting
standards. They also noted that the terms ‘ownad’ ‘aquity holder’ were
used interchangeably in the exposure draft. TherdBdacided to adopt the
term ‘owner’ and use it throughout IAS 1 to convemgith SFAS 130, which
uses the term in the definition of ‘comprehensiveoime’.

" In 2006 the IASB issued IFRS@perating SegmentsAs explained in paragraphs BC46 and BC 47 of the
Basis for Conclusions on IFRS 8, that IFRS inclugleexemption from some requirements if the necgssa
information is not available and the cost to depetavould be excessive.
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Statement of financial position

BC38A

BC38B

BC38C

BC38D

BC38E

BC38F

16

Current assets and current liabilities
(paragraphs 68 and 71)

As part of its improvements project in 20€% Board identified inconsistent
guidance regarding the current/non-current clasgifin of derivatives.

Some might read the guidance included in paragi@plas implying that

financial liabilities classified as held for tradiiin accordance with 1AS 39
Financial Instruments: Recognition and Measurenamet always required to
be presented as current.

The Board expects the criteria set out iragaph 69 to be used to assess
whether a financial liability should be presentedcarrent or non-current.
The ‘held for trading’ category in paragraph 9 ASI39 is for measurement
purposes and includes financial assets and liedsilithat may not be held
primarily for trading purposes.

The Board reaffirmed that if a financial lig is held primarily for trading
purposes it should be presented as current regardikits maturity date.
However, a financial liability that is not held ferading purposes, such as a
derivative that is not a financial guarantee cartir a designated hedging
instrument, should be presented as current or naet on the basis of its
settlement date. For example, derivatives that tzaweaturity of more than
twelve months and are expected to be held for ri@ne twelve months after
the reporting period should be presented as nomeictuassets or liabilities.

Therefore, the Board decided to remove thentifled inconsistency by
amending the examples of current liabilities inggmaph 71. The Board also
amended paragraph 68 in respect of current aseeteriove a similar
inconsistency.

Classification of the liability component of a conv ertible
instrument (paragraph 69)

As part of its improvements project in 200Rg tBoard considered the
classification of the liability component of a camiible instrument as current or
non-current. Paragraph 69(d) of IAS 1 states thanvemeentity does not have an
unconditional right to defer settlement of a lighilfor at least twelve months
after the reporting period, the liability should dassified as current. According
to theFramework conversion of a liability into equity is a fornfi gettlement.

The application of these requirements meausit the conversion option can be
exercised by the holder at any time, the liabitignponent would be classified as
current. This classification would be required evethe entity would not be
required to settle unconverted instruments with casther assets for more than
twelve months after the reporting period.
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BC38G IAS 1 and th&rameworkstate that information about the liquidity andvewicy
positions of an entity is useful to users. The tefhiguidity’ and ‘solvency’ are
associated with the availability of cash to an gntdsuing equity does not result
in an outflow of cash or other assets of the entity.

BC38H The Board concluded that classifying theiligbon the basis of the requirements
to transfer cash or other assets rather than dfersent better reflects the
liquidity and solvency position of an entity, arfietefore it decided to amend
IAS 1 accordingly.

BC38l The Board discussed the comments receivedsponse to its exposure draft of
proposed Improvements to IFRSgublished in 2007 and noted that some
respondents were concerned that the proposal iexpesure draft would apply
to all liabilities, not just those that are compotseof convertible instruments as
originally contemplated in the exposure draft. Gangently, inimprovements to
IFRSsissued in April 2009, the Board amended the prageserding to clarify
that the amendment applies only to the classificatif a liability that can, at the
option of the counterparty, be settled by the issdiethe entity’s equity
instruments.

Effect of events after the reporting period on the
classification of liabilities (paragraphs 69-76)
BC39 Paragraph 63 of IAS 1 (as issued in 1997udwed the following:
An enterprise should continue to classify its ldagn interesbearing
liabilities as norcurrent, even when they are due to be settled m

twelve months of the balance sheet date if:

(a) the original term was for a period of more tihaalve months;

(b) the enterprise intends to refinance the oliligadn a long-term
basis; and

(c) that intention is supported by an agreementefinance, or to

reschedule payments, which is completed before fthancial
statements are authorised for issue.
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Paragraph 65 stated:

Some borrowing agreements incorporate undertakitygthe borrower
(covenants) which have the effect that the liapibecomes payable «

demand if certain conditions related to the bormdsvénancial positior

are breached. In these circumstances, the liabgitglassified as non-
current only when:

(@)

(b)

the lender has agreed, prior to the authoosatf the financial
statements for issue, not to demand payment asseeqaence of th
breach; and

it is not probable that further brdms will occur within twelve
months of the balance sheet date.

The Board considered these requirements anduded that refinancing, or
the receipt of a waiver of the lender’s right tav@ad payment, that occurs
after the reporting period should not be taken imtocount in the
classification of a liability.

Therefore, the exposure draft of 2002 proposed

(@)

to amend paragraph 63 to specify that a long-feancial liability
due to be settled within twelve months of the bedasheet date
should not be classified as a non-current liabilitgcause an
agreement to refinance, or to reschedule payments, long-term
basis is completed after the balance sheet datebafmte the
financial statements are authorised for issue. Tdrisendment
would not affect the classification of a liabiliag non-current when
the entity has, under the terms of an existing Ifeaility, the
discretion to refinance or roll over its obligatofor at least twelve
months after the balance sheet date.

© IASCF



BC43

BC44

(b)

IAS 1 BC

to amend paragraph 65 to specify that a longr-fenancial liability
that is payable on demand because the entity bedagtcondition
of its loan agreement should be classified as ouaethe balance
sheet date even if the lender has agreed aftdralamce sheet date,
and before the financial statements are authofisedssue, not to
demand payment as a consequence of the breach.vieiqviethe
lender has agreed by the balance sheet date tapravperiod of
grace within which the entity can rectify the breaand during
which the lender cannot demand immediate repayntieatjability
is classified as non-current if it is due for smtient, without that
breach of the loan agreement, at least twelve nsoafter the
balance sheet date and:

0] the entity rectifies the breach within the pekiof grace;
or
(i) when the financial statements are authorisgddsue, the

period of grace is incomplete and it is probablat tthe
breach will be rectified.

Some respondents disagreed with these prapddady advocated classifying
a liability as current or non-current accordingaoether it is expected to use
current assets of the entity, rather than striciythe basis of its date of
maturity and whether it is callable at the endhaf teporting period. In their
view, this would provide more relevant informatiaout the liability’s
future effect on the timing of the entity’s resoaiftows.

However, the Board decided that the followimguments for changing
paragraphs 63 and 65 were more persuasive:

(@)

(b)

(©

refinancing a liability after the balance shdate does not affect the
entity’s liquidity and solvencyat the balance sheet dat¢he
reporting of which should reflect contractual agaments in force
on that date. Therefore, it is a non-adjusting eéweraccordance
with 1AS 10 Events after the Balance Sheet Dated should not
affect the presentation of the entity’s balancesthe

it is illogical to adopt a criterion that ‘nan#rrent’ classification of
short-term obligations expected to be rolled owerdt least twelve
months after the balance sheet date depends orhevhigte roll-

over is at the discretion of the entity, and thenptovide an

exception based on refinancing occurring after hlaéance sheet
date.

in the circumstances set out in paragraph 6iss the lender has
waived its right to demand immediate repayment mangd a
period of grace within which the entity may rectife breach of the
loan agreement, the financial condition of the tgrdi the balance
sheet date was that the entity did not hold anlatesoight to defer
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repayment, based on the terms of the loan agreekatgranting
of a waiver or a period of grace changes the tesimthe loan
agreement. Therefore, an entity’s receipt fromlémeler, after the
balance sheet date, of a waiver or a period ofegiafcat least
twelve months does not change the nature of thmlitiato non-
current until it occurs.

IAS 1 now includes the amendments propos@®@2, with one change. The
change relates to the classification of a long-teram when, at the end of the
reporting period, the lender has provided a peabgrace within which a
breach of the loan agreement can be rectified,damihg which period the
lender cannot demand immediate repayment of the loa

The exposure draft proposed that such a lbanld be classified as non-
current if it is due for settlement, without thesbch, at least twelve months
after the balance sheet date and:

€) the entity rectifies the breach within the pdrof grace; or

(b) when the financial statements are authorisedsgue, the period of
grace is incomplete and it is probable that theatewill be
rectified.

After considering respondents’ comments, thearB decided that the
occurrence or probability of a rectification of aebch after the reporting
period is irrelevant to the conditions existingthe end of the reporting
period. The revised IAS 1 requires that, for thanldao be classified as non-
current, the period of grace must end at leastvevehonths after the
reporting period (see paragraph 75). Thereforectlitions (a) and (b) in
paragraph BC46 are redundant.

The Board considered arguments that if a fesfagrace to remedy a breach
of a long-term loan agreement is provided befoee ¢hd of the reporting
period, the loan should be classified as non-ctinegardless of the length of
the period of grace. These arguments are basdukorngw that, at the end of
the reporting period, the lender does not havermonditional legal right to
demand repayment before the original maturity diatéf the entity remedies
the breach during the period of grace, it is exditto repay the loan on the
original maturity date). However, the Board conelddhat an entity should
classify a loan as non-current only if it has aramditional right to defer
settlement of the loan for at least twelve montftsrahe reporting period.
This criterion focuses on the legal rights of tiditg, rather than those of the
lender.
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Reporting comprehensive income (paragraph 81)

The exposure draft of 2006 proposed that @fl-owner changes in equity
should be presented in a single statement or instatements. In a single-
statement presentation, all items of income andeesg are presented
together. In a two-statement presentation, thet fatmtement (‘income
statement’) presents income and expenses recognigedfit or loss and the
second statement (‘statement of comprehensive iafobegins with profit
or loss and presents, in addition, items of incaand expense that IFRSs
require or permit to be recognised outside prafitoss. Such items include,
for example, translation differences related teifgm operations and gains or
losses on available-for-sale financial assets. Statement of comprehensive
income does not include transactions with ownethéir capacity as owners.
Such transactions are presented in the statemehbofjes in equity.

Respondents to the exposure draft had mix@asvabout whether the Board
should permit a choice of displaying non-owner g®min equity in one
statement or two statements. Many respondents cgréid the Board's
proposal to maintain the two-statement approach taedsingle-statement
approach as alternatives and a few urged the Bioamtandate one of them.
However, most respondents preferred the two-stateaqgproach because it
distinguishes profit or loss and total compreheméncome; they believe that
with the two-statement approach, the ‘income statghremains a primary
financial statement. Respondents supported theeptason of two separate
statements as a transition measure until the Bdaxelops principles to
determine the criteria for inclusion of items inofir or loss or in other
comprehensive income.

The exposure draft of 2006 expressed the Bogmeference for a single
statement of all non-owner changes in equity. TlarB provided several
reasons for this preference. All items of non-owaleanges in equity meet
the definitions of income and expenses in Eneamework The Framework
does not define profit or loss, nor does it providiteria for distinguishing
the characteristics of items that should be induideprofit or loss from those
items that should be excluded from profit or lo¥&erefore, the Board
decided that it was conceptually correct for arited present all non-owner
changes in equity (ie all income and expenses résed in a period) in a
single statement because there are no clear pescipr common
characteristics that can be used to separate in@meexpenses into two
statements.

However, in the Board'’s discussions with iegted parties, it was clear that
many were strongly opposed to the concept of aleistatement. They
argued that there would be undue focus on the motine of the single
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statement. In addition, many argued that it wasnatere for the Board to
conclude that presentation of income and expensesimgle statement was
an improvement in financial reporting without aladdressing the other
aspects of presentation and display, namely degidimat categories and line
items should be presented in a statement of resedrincome and expense.

In the light of these views, although it prede a single statement, the Board
decided that an entity should have the choice efgmting all income and
expenses recognised in a period in one statemeint wvo statements. An
entity is prohibited from presenting componentsnmome and expense (ie
non-owner changes in equity) in the statement ahgls in equity.

Many respondents disagreed with the Boards$epence and thought that a
decision at this stage would be premature. In thieiw the decision about a
single-statement or two-statement approach shoeldsubject to further
consideration. They urged the Board to address atbgects of presentation
and display, namely deciding which categories and items should be
presented in a ‘statement of comprehensive incoifieé. Board reaffirmed
its reasons for preferring a single-statement aggraand agreed to address
other aspects of display and presentation in thestage of the project.

Results of operating activities

IAS 1 omits the requirement in the 1997 verdio disclose the results of
operating activities as a line item in the incontatesnent. ‘Operating
activities’ are not defined in IAS 1, and the Boafelcided not to require
disclosure of an undefined item.

The Board recognises that an entity may dectlisclose the results of
operating activities, or a similar line item, evérough this term is not
defined. In such cases, the Board notes that thigy should ensure that the
amount disclosed is representative of activitieat ttvould normally be

regarded as ‘operating’. In the Board's view, ituleb be misleading and
would impair the comparability of financial stateme if items of an

operating nature were excluded from the resultspafrating activities, even
if that had been industry practice. For exampleyatld be inappropriate to
exclude items clearly related to operations (sushnaentory write-downs

and restructuring and relocation expenses) beddeseoccur irregularly or

infrequently or are unusual in amount. Similartywbuld be inappropriate to
exclude items on the grounds that they do not wevalash flows, such as
depreciation and amortisation expenses.

Subtotal for profit or loss (paragraph 82)

As revised, IAS 1 requires a subtotal for prof loss in the statement of
comprehensive income. If an entity chooses to ptesemprehensive income
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by using two statements, it should begin the seatattment with profit or
loss—the bottom line of the first statement (thecdme statement’)—and
display the components of other comprehensive ircimmediately after
that. The Board concluded that this is the best wagchieve the objective of
equal prominence (see paragraph BC22) for the ptatsen of income and
expenses. An entity that chooses to display congms&tie income in one
statement should include profit or loss as a sabtweithin that statement.

BC58 The Board acknowledged that the items incluotegrofit or loss do not
possess any unique characteristics that allow tttebe distinguished from
items that are included in other comprehensiverreoHowever, the Board
and its predecessor have required some items tedognised outside profit
or loss. The Board will deliberate in the next sta§ the project how items of
income and expense should be presented in therstateof comprehensive
income.

Minority interest (paragraph 83)

BC59 IAS 1 requires the ‘profit or loss attributaltb minority interest’ and ‘profit
or loss attributable to owners of the parent’ e&whbe presented in the
income statement in accordance with paragraph B&8sd& amounts are to be
presented as allocations of profit or loss, noit@®s of income or expense.
A similar requirement has been added for the stat¢rof changes in equity,
in paragraph 106(a). These changes are consisténtA$% 27 Consolidated
and Separate Financial Statementghich requires that in a consolidated
balance sheet (now called ‘statement of finanaoisitpn’), minority interest
is presented within equity because it does not iretlefinition of a liability
in theFramework

Extraordinary items (paragraph 87)

BC60 IAS 8Net Profit or Loss for the Period, Fundamental Es@nd Changes in
Accounting Policies(issued in 1993) required extraordinary items ® b
disclosed in the income statement separately floenprofit or loss from
ordinary activities. That standard defined ‘extdinary items’ as ‘income or
expenses that arise from events or transactionsathaclearly distinct from
the ordinary activities of the enterprise and tf@eare not expected to recur
frequently or regularly’.

BC61 In 2002, the Board decided to eliminate thecept of extraordinary items
from IAS 8 and to prohibit the presentation of iseof income and expense
as ‘extraordinary items’ in the income statemert #re notes. Therefore, in

"I January 2008 the IASB issued an amended IAE@7solidated and Separate Financial Statements
which amended ‘minority interests’ to non-contmafjiinterests’.
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accordance with IAS 1, no items of income and espere to be presented
as arising from outside the entity’s ordinary atiis.

Some respondents to the exposure draft of 20§@ed that extraordinary
items should be presented in a separate compofiéhe gncome statement
because they are clearly distinct from all of thleeo items of income and
expense, and because such presentation highlightssérs of financial
statements the items of income and expense to wihiehleast attention
should be given when predicting an entity’s futpegformance.

The Board decided that items treated as extirsary result from the normal
business risks faced by an entity and do not wapasentation in a separate
component of the income statement. The natureratifan of a transaction or
other event, rather than its frequency, should rdete its presentation
within the income statement. Items currently clésdias ‘extraordinary’ are
only a subset of the items of income and expereteniay warrant disclosure
to assist users in predicting an entity’s futurefggenance.

Eliminating the category of extraordinary itermliminates the need for
arbitrary segregation of the effects of relatecemdl events—some recurring
and others not—on the profit or loss of an entity & period. For example,
arbitrary allocations would have been necessargdiimate the financial
effect of an earthquake on an entity’s profit addf it occurs during a major
cyclical downturn in economic activity. In additioparagraph 97 of 1AS 1
requires disclosure of the nature and amount oéniztitems of income and
expense.

Other comprehensive income—related tax effects
(paragraphs 90 and 91)

The exposure draft of 2006 proposed to allommmonents of ‘other
recognised income and expense’ (now ‘other commste income’) to be
presented before tax effects (‘gross presentation’after their related tax
effects (‘net presentation’). The ‘gross preseantdti facilitated the

traceability of other comprehensive income itemgptofit or loss, because
items of profit or loss are generally displayed doef tax. The ‘net

presentation’ facilitated the identification of ethcomprehensive income
items in the equity section of the statement cérfitial position. A majority
of respondents supported allowing both approaches.Board reaffirmed its
conclusion that components of other comprehensiveome could be
displayed either (a) net of related tax effect@dmbefore related tax effects.

Regardless of whether a pre-tax or post-taplay was used, the exposure
draft proposed to require disclosure of the amatfinhcome tax expense or
benefit allocated separately to individual compdseri other comprehensive
income, in line with SFAS 130. Many respondentseadrin principle with
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this disclosure, because they agreed that it hdipaéshprove the clarity and
transparency of such information, particularly whesmponents of other
comprehensive income are taxed at rates different those applied to profit
or loss.

However, most respondents expressed conceut &aving to trace the tax
effect for each one of the components of other gehgnsive income.
Several observed that the tax allocation proceagbisrary (eg it may involve
the application of subjectively determined tax satand some pointed out
that this information is not readily available feome industries (eg the
insurance sector), where components of other cdmpsive income are
multiple and tax allocation involves a high degadesubjectivity. Others
commented that they did not understand why tax Ishbe attributed to
components of comprehensive income line by lineemwlhis is not a
requirement for items in profit or loss.

The Board decided to maintain the disclosurénoome tax expense or
benefit allocated to each component of other cohmmsive income. Users of
financial statements often requested further infdiom on tax amounts
relating to components of other comprehensive irgobecause tax rates
often differed from those applied to profit or lo3$he Board also observed
that an entity should have such tax informationilatsée and that a disclosure
requirement would therefore not involve additiomalst for preparers of
financial statements.

Reclassification adjustments (paragraphs 92—-96)

In the exposure draft of 2006, the Board psepothat an entity should
separately present reclassification adjustmentgsé@hadjustments are the
amounts reclassified to profit or loss in the cotrgeriod that were
previously recognised in other comprehensive incomfe Board decided
that adjustments necessary to avoid double-countilegns in total
comprehensive income when those items are redkdsd profit or loss in
accordance with IFRSs. The Board’s view was thptuse presentation of
reclassification adjustments is essential to infosars of those amounts that
are included as income and expenses in differeribgee—as income or
expenses in other comprehensive income in preypeui®ds and as income
or expenses in profit or loss in the current perlthout such information,
users may find it difficult to assess the effecteflassifications on profit or
loss and to calculate the overall gain or loss@ased with available-for-sale
financial assets, cash flow hedges and on traoslaii disposal of foreign
operations.

Most respondents agreed with the Board's @tectiand believe that the
disclosure of reclassification adjustments is intgatr to understanding how
components recognised in profit or loss are rel&tedther items recognised
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in equity in two different periods. However, sonespondents suggested that
the Board should use the term ‘recycling’, rathmart ‘reclassification’ as the
former term is more common. The Board concluded twh terms are
similar in meaning, but decided to use the termolassification adjustment’
to converge with the terminology used in SFAS 130.

The exposure draft proposed to allow the mtasen of reclassification
adjustments in the statement of recognised incom# expense (now
‘statement of comprehensive income’) or in the sot®lost respondents
supported this approach.

Some respondents noted some inconsistenciesthén definition of
‘reclassification adjustments’ in the exposure tfabw paragraphs 7 and 93
of IAS 1). Respondents suggested that the Boandldlexpand the definition
in paragraph 7 to include gains and losses recedriis current periods in
addition to those recognised in earlier periods, make the definition
consistent with paragraph 93. They commented thiahout clarification,
there could be differences between interim and anmeporting, for
reclassifications of items that arise in one imeperiod and reverse out in a
different interim period within the same annualiper

The Board decided to align the definition eflassification adjustments with
SFAS 130 and include an additional reference torrésu periods’ in
paragraph 7.

Statement of changes in equity

BC74

BC75
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Effects of retrospective application or
retrospective restatement (paragraph 106(b))

Some respondents to the exposure draft of 28@6d the Board to clarify
whether the effects of retrospective applicatiorrairospective restatement,
as defined in IAS 8, should be regarded as non-paim@nges in equity. The
Board noted that IAS 1 specifies that these effests included in the
statement of changes in equity. However, the Bdarided to clarify that the
effects of retrospective application or retrospectirestatement are not
changes in equity in the period, but provide a med@tion between the
previous period’s closing balance and the openaigrize in the statement of
changes in equity.

Presentation of dividends (paragraph 107)

The Board reaffirmed its conclusion to require presentation of dividends
in the statement of changes in equity or in theesiobecause dividends are
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distributions to owners in their capacity as ownarsl the statement of
changes in equity presents all owner changes iityedihe Board concluded

that an entity should not present dividends indfa¢ement of comprehensive
income because that statement presents non-owaeges in equity.

Statement of cash flows

BC76

Notes

IAS 7 Cash Flow Statements (paragraph 111)

The Board considered whether the operatingoseof an indirect method
statement of cash flows should begin with total poehensive income
instead of profit or loss as is required by IA&E&sh Flow Statement§/hen
components of other comprehensive income are nsinitams, they would
become reconciling items in arriving at cash fldwan operating activities
and would add items to the statement of cash flawshout adding
information content. The Board concluded that arregment to IAS 7 is not
required; however, as mentioned in paragraph B@&&4Board decided to
relabel this financial statement as ‘statementashdiows’.

BC77

BC78

Disclosure of the judgements that management
has made in the process of applying the entity’s
accounting policies (paragraphs 122-124)

The revised IAS 1 requires disclosure of tidggments, apart from those
involving estimations, that management has madberprocess of applying

the entity’s accounting policies and that have st significant effect on

the amounts recognised in the financial statemg@s paragraph 122). An
example of these judgements is how management niets whether

financial assets are held-to-maturity investmeiiise Board decided that
disclosure of the most important of these judgemevduld enable users of
financial statements to understand better how tmounting policies are

applied and to make comparisons between entitigardeng the basis on

which managements make these judgements.

Comments received on the exposure draft o 20@icated that the purpose
of the proposed disclosure was unclear. Accordinty Board amended the
disclosure explicitly to exclude judgements invalyiestimations (which are
the subject of the disclosure in paragraph 125) added another four
examples of the types of judgements disclosedfaesgraphs 123 and 124).
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Disclosure of major sources of estimation
uncertainty (paragraphs 125-133)

IAS 1 requires disclosure of the assumptianxerning the future, and other
major sources of estimation uncertainty at the @rttie reporting period, that
have a significant risk of causing a material anijent to the carrying
amounts of assets and liabilities within the newraificial year. For those
assets and liabilities, the proposed disclosurdsdie details of:

(a) their nature; and

(b) their carrying amount as at the end of the mépg period (see
paragraph 125).

Determining the carrying amounts of some asseid liabilities requires
estimation of the effects of uncertain future eseon those assets and
liabilities at the end of the reporting period. Fxample, in the absence of
recently observed market prices used to measurdotlmving assets and
liabilities, future-oriented estimates are necessarmeasure the recoverable
amount of classes of property, plant and equipmehg effect of
technological obsolescence of inventories, promsisubject to the future
outcome of litigation in progress, and long-termpéoyee benefit liabilities
such as pension obligations. These estimates ievadgumptions about items
such as the risk adjustment to cash flows or discoates used, future
changes in salaries and future changes in pricestiefg other costs. No
matter how diligently an entity estimates the ciagyamounts of assets and
liabilities subject to significant estimation untzenty at the end of the
reporting period, the reporting of point estimateshe statement of financial
position cannot provide information about the eation uncertainties
involved in measuring those assets and liabiliaesl the implications of
those uncertainties for the period’s profit or loss

TheFrameworkstates that ‘The economic decisions that are rhgdesers of
financial statements require an evaluation of thdita of an entity to
generate cash and cash equivalents and of thegtiemd certainty of their
generation.” The Board decided that disclosure wformation about
assumptions and other major sources of estimatimertainty at the end of
the reporting period enhances the relevance, iftiabnd understandability
of the information reported in financial statemerfthese assumptions and
other sources of estimation uncertainty relate stimates that require
management’s most difficult, subjective or compjesdgements. Therefore,
disclosure in accordance with paragraph 125 ofrélvésed IAS 1 would be
made in respect of relatively few assets or litibgi (or classes of them).
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The exposure draft of 2002 proposed the disco of some ‘sources of
measurement uncertainty’. In the light of commeeteived that the purpose
of this disclosure was unclear, the Board decided:

(a) to amend the subject of that disclosure to rses of estimation
uncertainty at the end of the reporting periodd an
(b) to clarify in the revised Standard that thecltisure does not apply

to assets and liabilities measured at fair valugetbeon recently
observed market prices (see paragraph 128 of IAS 1)

When assets and liabilities are measuredratdbue on the basis of recently
observed market prices, future changes in carrgmgunts would not result
from using estimates to measure the assets anititiésbat the end of the
reporting period. Using observed market prices ¢éasure assets or liabilities
obviates the need for estimates at the end ofaperting period. The market
prices properly reflect the fair values at the efdhe reporting period, even
though future market prices could be different. Tiective of fair value
measurement is to reflect fair value at the measent date, not to predict a
future value.

IAS 1 does not prescribe the particular formdetail of the disclosures.
Circumstances differ from entity to entity, and thature of estimation
uncertainty at the end of the reporting period masy facets. IAS 1 limits
the scope of the disclosures to items that havgrafisant risk of causing a
material adjustment to the carrying amounts oftasmed liabilities within the
next financial year. The longer the future periodwhich the disclosures
relate, the greater the range of items that woubtlify for disclosure, and the
less specific are the disclosures that could beenadibut particular assets or
liabilities. A period longer than the next finaricigear might obscure the
most relevant information with other disclosures.

Disclosures about capital (paragraphs 134
and 135)

In July 2004 the Board published an exposurat-dED 7 Financial
Instruments: DisclosuresAs part of that project, the Board considered
whether it should require disclosures about capital

The level of an entity’s capital and how it mages capital are important
factors for users to consider in assessing themiskle of an entity and its
ability to withstand unexpected adverse events. [Elel of capital might
also affect the entity’s ability to pay dividen@onsequently, ED 7 proposed
disclosures about capital.

In ED 7 the Board decided that it should rintitl the requirements for
disclosures about capital to entities that are exttbjo external capital
requirements (eg regulatory capital requirementzbéished by legislation or
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other regulation). The Board believes that infoioragbout capital is useful
for all entities, as is evidenced by the fact thatne entities set internal
capital requirements and norms have been establigivesome industries.
The Board noted that the capital disclosures areimended to replace
disclosures required by regulators. The Board alsted that the financial
statements should not be regarded as a substitutistlosures to regulators
(which may not be available to all users) becabsefunction of disclosures
made to regulators may differ from the functionthbse to other users.
Therefore, the Board decided that information aboapital should be
required of all entities because it is useful terasof general purpose
financial statements. Accordingly, the Board did distinguish between the
requirements for regulated and non-regulated eatiti

Some respondents to ED 7 questioned the redevaf the capital disclosures
in an IFRS dealing with disclosures relating toafigial instruments. The
Board noted that an entity’'s capital does not eelablely to financial

instruments and, thus, capital disclosures haveengeneral relevance.
Accordingly, the Board included these disclosunesliAS 1, rather than

IFRS 7Financial Instruments: Disclosurethe IFRS resulting from ED 7.

The Board also decided that an entity’s denisd adopt the amendments to
IAS 1 should be independent of the entity’s decidio adopt IFRS 7. The

Board noted that issuing a separate amendmenitdsed separate adoption
decisions.

Objectives, policies and processes for managing
capital (paragraph 136)

The Board decided that disclosure about daphauld be placed in the
context of a discussion of the entity’s objectivpslicies and processes for
managing capital. This is because the Board beli¢hvat such a discussion
both communicates important information about thetgs capital strategy

and provides the context for other disclosures.

The Board considered whether an entity care lmwiew of capital that
differs from what IFRSs define as equity. The Boaotked that, although for
the purposes of this disclosure capital would of¢gjuate with equity as
defined in IFRSSs, it might also include or exclusteme components. The
Board also noted that this disclosure is intendedgive entities the
opportunity to describe how they view the composeaf capital they
manage, if this is different from what IFRSs defaseequity.
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Externally imposed capital requirements
(paragraph 136)

The Board considered whether it should reqdiselosure of any externally
imposed capital requirements. Such a capital requent could be:

€)) an industry-wide requirement with which alligas in the industry
must comply; or
(b) an entity-specific requirement imposed on aipalar entity by its

prudential supervisor or other regulator.

The Board noted that some industries and cesnhave industry-wide
capital requirements, and others do not. Thus,Bbard concluded that it
should not require disclosure of industry-wide liegments, or compliance
with such requirements, because such disclosureldwowt lead to
comparability between different entities or betwesimilar entities in
different countries.

The Board concluded that disclosure of thesterce and level of entity-
specific capital requirements is important inforimatfor users, because it
informs them about the risk assessment of the adgul Such disclosure
improves transparency and market discipline.

However, the Board noted the following argutsemgainst requiring
disclosure of externally imposed entity-specifipital requirements.

€) Users of financial statements might rely priitgaon the regulator’s
assessment of solvency risk without making theirnowsk
assessment.

(b) The focus of a regulator's risk assessmentois those whose

interests the regulations are intended to protegtdepositors or
policyholders). This emphasis is different from tthaf a
shareholder. Thus, it could be misleading to sugdbat the
regulator’s risk assessment could, or should, bsulsstitute for
independent analysis by investors.

(c) The disclosure of entity-specific capital reganents imposed by a
regulator might undermine that regulator’s abilityimpose such
requirements. For example, the information couldseadepositors
to withdraw funds, a prospect that might discounaggilators from
imposing requirements. Furthermore, an entity’s ulagry
dialogue would become public, which might not bgrapriate in
all circumstances.

(d) Because different regulators have differentlgoavailable, for
example formal requirements and moral suasiongaimrement to
disclose entity-specific capital requirements cautd be framed in
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a way that would lead to the provision of inforroatithat is
comparable across entities.

(e) Disclosure of capital requirements (and hencegulatory
judgements) could hamper clear communication tcetitéy of the
regulator's assessment by creating incentives ¢éonagral suasion
and other informal mechanisms.

)] Disclosure requirements should not focus oritgspecific capital
requirements in isolation, but should focus on remtity-specific
capital requirements affect how an entity manageks determines
the adequacy of its capital resources.

(9) A requirement to disclose entity-specific capirequirements
imposed by a regulator is not part of Pillar 3 b& tBasel Il
Framework developed by the Basel Committee on Beanki
Supervision.

Taking into account all of the above argumetite Board decided not to
require quantitative disclosure of externally impadscapital requirements.
Rather, it decided to require disclosures abouttdrethe entity complied
with any externally imposed capital requirementsirdy the period and, if
not, the consequences of non-compliance. This netaionfidentiality

between regulators and the entity, but alerts userbreaches of capital
requirements and their consequences.

Some respondents to ED 7 did not agree tleaiches of externally imposed
capital requirements should be disclosed. Theyeatghat disclosure about
breaches of externally imposed capital requiremeantd the associated
regulatory measures subsequently imposed could ibprogortionately
damaging to entities. The Board was not persuadedhbse arguments
because it believes that such concerns indicaté itifarmation about
breaches of externally imposed capital requiremeratg often be material by
its nature. Thd&-rameworkstates that ‘Information is material if its omimsi
or misstatement could influence the economic dewtsbf users taken on the
basis of the financial statements.” Similarly, B@ard decided not to provide
an exemption for temporary non-compliance with tatpuy requirements
during the year. Information that an entity is &iéntly close to its limits to
breach them, even on a temporary basis, is usafulsers.

Internal capital targets

The Board proposed in ED 7 that the requirgnterdisclose information
about breaches of capital requirements should apglgally to breaches of
internally imposed requirements, because it betlethe information is also
useful to a user of the financial statements.
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However, this proposal was criticised by resfmts to ED 7 for the
following reasons:

(a) The information is subjective and, thus, nomparable between
entities. In particular, different entities will tsiternal targets for
different reasons, so a breach of a requirementhimgignify
different things for different entities. In conttag breach of an
external requirement has similar implications fadf antities
required to comply with similar requirements.

(b) Capital targets are not more important tharewotimternally set
financial targets, and to require disclosure onflycapital targets
would provide users with incomplete, and perhapslaading,
information.

(c) Internal targets are estimates that are suliipathange by the
entity. It is not appropriate to require the ensityperformance
against this benchmark to be disclosed.

(d) An internally set capital target can be maraped by management.
The disclosure requirement could cause manageneerset the
target so that it would always be achieved, prowdittle useful
information to users and potentially reducing tlfilectiveness of
the entity’s capital management.

As a result, the Board decided not to reqdiselosure of the capital targets
set by management, whether the entity has complidthose targets, or the
consequences of any non-compliance. However, therdBoonfirmed its
view that when an entity has policies and proce$sesnanaging capital,
qualitative disclosures about these policies amitgsses are useful. The
Board also concluded that these disclosures, tegeatith disclosure of the
components of equity and their changes during tkar y(required by
paragraphs 106-110), would give sufficient inforimatabout entities that
are not regulated or subject to externally impassgultal requirements.

Puttable financial instruments and obligations
arising on liquidation

BC100A The Board decided to require disclosure mfbrimation about puttable

instruments and instruments that impose on théyesti obligation to deliver
to another party a pro rata share of the net assfethe entity only on
liquidation that are reclassified in accordancénwwiiragraphs 16E and 16F of
IAS 32. This is because the Board concluded thatdisclosure allows users
of financial statements to understand the effettnyg reclassifications.

BC100B The Board also concluded that entities vgpititable financial instruments

classified as equity should be required to discladditional information to
allow users to assess any effect on the entityjsidity arising from the
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ability of the holder to put the instruments to tissuer. Financial
instruments classified as equity usually do notude any obligation for the
entity to deliver a financial asset to another yarfTherefore, the Board
concluded that additional disclosures are needdfidse circumstances. In
particular, the Board concluded that entities sti@i$close the expected cash
outflow on redemption or repurchase of those fimgnostruments that are
classified as equity and information about how #mabunt was determined.
That information allows liquidity risk associatedttwthe put obligation and
future cash flows to be evaluated.

Presentation of measures per share

The exposure draft of 2006 did not proposehange the requirements of
IAS 33 Earnings per Sharen the presentation of basic and diluted earnings
per share. A majority of respondents agreed witls thecision. In their
opinion, earnings per share should be the only uregser share permitted or
required in the statement of comprehensive incom& ehanging those
requirements was beyond the scope of this stagbeofinancial statement
presentation project.

However, some respondents would like to #eenative measures per share
whenever earnings per share is not viewed as thg ratevant measure for
financial analysts (ie credit rating agencies floaus on other measures). A
few respondents proposed that an entity should dilggdlay an amount per
share for total comprehensive income, becausewéss considered a useful
measure. The Board did not support including adteve measures per share
in the financial statements, until totals and stdlp and principles for
aggregating and disaggregating items, are addressbdiscussed as part of
the next stage of the financial statement presentatoject.

Some respondents also interpreted the cupemisions in IAS 33 as
allowing de facto a display of alternative meastirethe income statement.
In its deliberations, the Board was clear that gexph 73 of IAS 33 did not
leave room for confusion. However, it decided tithe wording in
paragraph 73 could be improved to clarify thatralitive measures should be
shown ‘only in the notes’. This will be done whekSl 33 is revisited or as
part of the annual improvements process.

One respondent commented that the use ofwibel ‘earnings’ was
inappropriate in the light of changes proposechin éxposure draft and that
the measure should be denominated ‘profit or lassghare’, instead. The
Board considered that this particular change imiteology was beyond the
scope of IAS 1.
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Transition and effective date

BC105 The Board is committed to maintaining a ‘Eablatform’ of substantially
unchanged standards for annual periods beginnihgele@ 1 January 2006
and 31 December 2008. In addition, some prepardrsieed time to make
the system changes necessary to comply with thesioeg to IAS 1.
Therefore, the Board decided that the effectivee daft IAS 1 should be
annual periods beginning on or after 1 January 20® earlier application
permitted.

Differences from SFAS 130

BC106 In developing IAS 1, the Board identified tfedlowing differences from
SFAS 130:

(a) Reporting and display of comprehensive income Paragraph 22 of
SFAS 130 permits a choice of displaying comprehengicome
and its components, in one or two statements ofnfiral
performance or in a statement of changes in eqUi$% 1 (as
revised in 2007) does not permit display in a statet of changes
in equity.

(b) Reporting other comprehensive income in the equity section of
a statement of financial position Paragraph 26 of SFAS 130
specifically states that thimtal of other comprehensive incorse
reported separately from retained earnings andtiaddl paid-in
capital in a statement of financial position at &mal of the period.
A descriptive title such asaccumulated other comprehensive
incomeis used for that component of equity. An entitgaltises
accumulated balances for each classification int theparate
component of equity in a statement of financial if@s, in a
statement of changes in equity, or in notes to financial
statements. IAS 1 (as revised in 2007) does natifsgly require
the display of a total of accumulated other comensive income
in the statement of financial position.

(c) Display of the share of other comprehensive income items of
associates and joint ventures accounted for using the equity
method Paragraph 82 of IAS 1 (as revised in 2007) reguile
display in the statement of comprehensive incomthefinvestor's
share of the investee’s other comprehensive inc&®amgraph 122
of SFAS 130 does not specify how that informatidroidd be
displayed. An investor is permitted to combine pt®portionate
share of other comprehensive income amounts wstlowin other
comprehensive income items and display the aggregathose
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amounts in an income statement type format or statement of
changes in equity.
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Dissenting opinions on IAS 1

DO1

DO2

DO3

DO4

DO5

Dissent of Mary E Barth, Anthony T Cope,
Robert P Garnett and James J Leisenring

Professor Barth and Messrs Cope, Garnett aigktheng voted against the
issue of IAS 1Presentation of Financial Statemems2007. The reasons for
their dissent are set out below.

Those Board members agree with the requirerteneport all items of
income and expense separately from changes inssetsathat arise from
transactions with owners in their capacity as ownbtaking that distinction
clearly is a significant improvement in financieporting.

However, they believe that the decision to perentities to divide the
statement of comprehensive income into two sepastitements is both
conceptually unsound and unwise.

As noted in paragraph BC51, theameworkdoes not define profit or loss, or
net income. It also does not indicate what critestaould be used to
distinguish between those items of recognised imcand expense that
should be included in profit or loss and those gdhat should not. In some
cases, it is even possible for identical transastito be reported inside or
outside profit or loss. Indeed, in that same paplgr the Board

acknowledges these facts, and indicates that itahpiference for reporting
all items of income and expense in a single statentelieving that a single

statement is the conceptually correct approachsd@Bmard members believe
that some items of income and expense that wilem@lly bypass the

statement of profit and loss can be as signifidanthe assessment of an
entity’s performance as items that will be includedntil a conceptual

distinction can be developed to determine whetheyr ems should be

reported in profit or loss or elsewhere, financi&htements will lack

neutrality and comparability unless all items aeparted in a single

statement. In such a statement, profit or loss lmarshown as a subtotal,
reflecting current conventions.

In the light of those considerations, it is gdirmy that most respondents to the
exposure draft that proposed these amendments riecvqermitting a two-
statement approach, reasoning that it ‘distingusidhetween profit and loss
and total comprehensive income’ (paragraph BC5@tiriguishing between
those items reported in profit or loss and thospomed elsewhere is
accomplished by the requirement for relevant salgaio be included in a
statement of comprehensive income. Respondents stdged that a two-
statement approach gives primacy to the ‘incomeestant’; that conflicts
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with the Board’s requirement in paragraph 11 of IASto give equal
prominence to all financial statements within acfdtnancial statements.

Those Board members also believe that the aments are flawed by
offering entities a choice of presentation methddee Board has expressed a
desire to reduce alternatives in IFRSs. Pheface to International Financial
Reporting Standardsn paragraph 13, states: ‘the IASB intends ngigomit
choices in accounting treatment ... and will continogeconsider ... those
transactions and events for which IASs permit aiaghoof accounting
treatment, with the objective of reducing the numtethose choices.” The
Preface extends this objective to both accounting and namp The same
paragraph states: ‘The IASB’s objective is to reguike transactions and
events to be accounted fand reportedn a like way and unlike transactions
and events to be accounted ford reporteddifferently’ (emphasis added).
By permitting a choice in this instance, the IASBshabandoned that
principle.

Finally, the four Board members believe thalowihg a choice of

presentation at this time will ingrain practicedamake achievement of the
conceptually correct presentation more difficulttbs long-term project on
financial statement presentation proceeds.
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Guidance on implementing
IAS 1 Presentation of Financial Statements

This guidance accompanies, but is not part of, 1AS

lllustrative financial statement structure

IG1 IAS 1 sets out the components of financial estents and minimum
requirements for disclosure in the statements afarftial position,
comprehensive income and changes in equity. It ééseribes further items
that may be presented either in the relevant fimhrgtatement or in the
notes. This guidance provides simple examples ofswia which the
requirements of IAS 1 for the presentation of th&tesnents of financial
position, comprehensive income and changes in yedguight be met. An
entity should change the order of presentationtitles of the statements and
the descriptions used for line items when necessarguit its particular
circumstances.

IG2 The guidance is in three sections. Paragra@Bs-liG6 provide examples of
the presentation of financial statements. Paragrd@v—IG9 provide an
example of the determination of reclassificatiofjuatinents for available-
for-sale financial assets in accordance with IASF&®ancial Instruments:
Recognition and MeasuremeRaragraphs 1G10 and 1G11 provide examples
of capital disclosures.

IG3 The illustrative statement of financial positishows one way in which an
entity may present a statement of financial positiistinguishing between
current and non-current items. Other formats mayeqeally appropriate,
provided the distinction is clear.

1G4 The illustrations use the term ‘comprehenshe@me’ to label the total of all
components of comprehensive income, including prafi loss. The
illustrations use the term ‘other comprehensiveoime’ to label income and
expenses that are included in comprehensive indamexcluded from profit
or loss. IAS 1 does not require an entity to usesehterms in its financial
statements.

IG5 Two statements of comprehensive income are igedy to illustrate the
alternative presentations of income and expensessimgle statement or in
two statements. The single statement of comprebeimstome illustrates the
classification of income and expenses within profitoss by function. The
separate statement (in this example, ‘the incoratestent’) illustrates the
classification of income and expenses within projitnature.
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IG6 The examples are not intended to illustrateagfiects of IFRSs, nor do they
constitute a complete set of financial statememtsch would also include a
statement of cash flows, a summary of significactoanting policies and
other explanatory information.

Part I: lllustrative presentation of financial
statements

XYZ Group — Statement of financial position as at 31 December 20X7

(in thousands of currency units)

31 Dec 31 Dec
20X7 20X6
ASSETS
Non-current assets
Property, plant and equipment 350,700 360,020
Goodwill 80,800 91,200
Other intangible assets 227,470 227,470
Investments in associates 100,150 110,770
Available-for-sale financial assets 142,500 156,000

901,620 945,460

Current assets

Inventories 135,230 132,500

Trade receivables 91,600 110,800

Other current assets 25,650 12,540

Cash and cash equivalents 312,400 322,900

564,880 578,740

Total assets 1,466,500 1,524,200
continued...
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...continued
XYZ Group — Statement of financial position as at 31 December 20X7

(in thousands of currency units)

31 Dec 31 Dec
20X7 20X6
EQUITY AND LIABILITIES
Equity attributable to owners of the parent
Share capital 650,000 600,000
Retained earnings 243,500 161,700
Other components of equity 10,200 21,200
903,700 782,900
Non-controlling interest 70,050 48,600
Total equity 973,750 831,500
Non-current liabilities
Long-term borrowings 120,000 160,000
Deferred tax 28,800 26,040
Long-term provisions 28,850 52,240
Total non-current liabilities 177,650 238,280
Current liabilities
Trade and other payables 115,100 187,620
Short-term borrowings 150,000 200,000
Current portion of long-term borrowings 10,000 20,000
Current tax payable 35,000 42,000
Short-term provisions 5,000 4,800
Total current liabilities 315,100 454,420
Total liabilities 492,750 692,700
Total equity and liabilities 1,466,500 1,524,200
continued...
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...continued

XYZ Group — Statement of comprehensiv e income for the year ended 31
December 20X7

(illustrating the presentation of comprehensive inc ome in one statement and
the classification of expenses within profit by fun ction)

(in thousands of currency units)

20X7 20X6
Revenue 390,000 355,000
Cost of sales (245,000) (230,000)
Gross profit 145,000 125,000
Other income 20,667 11,300
Distribution costs (9,000) (8,700)
Administrative expenses (20,000) (21,000)
Other expenses (2,100) (1,200)
Finance costs (8,000) (7,500)
Share of profit of associates® 35,100 30,100
Profit before tax 161,667 128,000
Income tax expense (40,417) (32,000)
Profit for the year from continuing operations 121,250 96,000
Loss for the year from discontinued operations - (30,500)
PROFIT FOR THE YEAR 121,250 65,500
Other comprehensive income:
Exchange differences on translating foreign operations(b) 5,334 10,667
Available-for-sale financial assets® (24,000) 26,667
Cash flow hedges® (667) (4,000)
Gains on property revaluation 933 3,367
Actuarial gains (losses) on defined benefit pension plans (667) 1,333
Share of other comprehensive income of associates® 400 (700)
Income tax relating to components of other comprehensive
income® 4,667 (9,334)
Other comprehensive income for the year, net of tax (14,000) 28,000
TOTAL COMPREHENSIVE INCOME FOR THE YEAR 107,250 93,500

continued...
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...continued
XYZ Group — Statement of comprehensive income for the year ende  d
31 December 20X7
(illustrating the presentation of  comprehensive income in one
statement and the classification of expenses within profit by
function)
(in thousands of currency units)

Profit attributable to:

Owners of the parent 97,000 52,400

Non-controlling interest 24,250 13,100
121,250 65,500

Total comprehensive income attributable to:

Owners of the parent 85,800 74,800

Non-controlling interest 21,450 18,700
107,250 93,500

Earnings per share (in currency units):

Basic and diluted 0.46 0.30

Alternatively, components of other comprehensiwine could be presented in
the statement of comprehensive income net of tax:

Other comprehensive income for the year, after 20X7 20X7
tax:

Exchange differences on translating foreign

operations 4,000 8,000
Available-for-sale financial assets (18,000) 20,000
Cash flow hedges (500) (3000)
Gains on property revaluation 600 2,700

Actuarial gains (losses) on defined benefit pension
plans (500) 1,000

Share of other comprehensive income of associates
400 (700)

Other comprehensive income for the year, net
of tax @ (14,000) 28,000

(a) This means the share of associates’ profit attiftietto owners of the associates, ie it is afteatal non-
controlling interests in the associates.

(b) This illustrates the aggregated presentation, digblosure of the current year gain or loss and
reclassification adjustment presented in the nétksrnatively, a gross presentation can be used.

(c) This means the share of associates’ other compseteeimcome attributable to owners of the asscgjate
ie it is after tax and non-controlling interestdtie associates.

(d) The income tax relating to each component of atbemprehensive income is disclosed in the notes.
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XYZ Group — Income statement for the year ended 31

(illustrating the presentation of comprehensive inc
and classification of expenses within profit by nat

(in thousands of currency units)

Revenue

Other income

Changes in inventories of finished goods and work in

progress
Work performed by the entity and capitalised
Raw material and consumables used
Employee benefits expense

Depreciation and amortisation expense
Impairment of property, plant and equipment
Other expenses

Finance costs

Share of profit of associates®

Profit before tax

Income tax expense

Profit for the year from continuing operations
Loss for the year from discontinued operations
PROFIT FOR THE YEAR

Profit attributable to:
Owners of the parent
Non-controlling interest

Earnings per share (in currency units):

Basic and diluted

December 20X7

ome in two statements

20X7 20X6
390,000 355,000
20,667 11,300
(115,100)  (107,900)
16,000 15,000
(96,000)  (92,000)
(45,000)  (43,000)
(19,000)  (17,000)
(4,000) -
(6,000) (5,500)
(15,000)  (18,000)
35,100 30,100
161,667 128,000
(40,417)  (32,000)
121,250 96,000
—~  (30,500)
121,250 65,500
97,000 52,400
24,250 13,100
121,250 65,500
0.46 0.30

(e) This means the share of associates’ profit attitietto owners of the associates, ie it is afteata

non-controlling interests in the associates.
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XYZ Group — Statement of comprehensive income fort  he year ended
31 December 20X7

(illustrating the presentation of comprehensive inc ome in two statements)

(in thousands of currency units)

20X7 20X6
Profit for the year 121,250 65,500
Other comprehensive income:
Exchange differences on translating foreign operations 5,334 10,667
Available-for-sale financial assets (24,000) 26,667
Cash flow hedges (667) (4,000)
Gains on property revaluation 933 3,367
Actuarial gains (losses) on defined benefit pension plans (667) 1,333
Share of other comprehensive income of associates® 400 (700)
Income tax relating to components of other 4,667 (9,334)
comprehensive income®
Other comprehensive income for the year, net of tax (14,000) 28,000
TOTAL COMPREHENSIVE INCOME FOR THE YEAR 107,250 93,500
Total comprehensive income attributable to:
Owners of the parent 85,800 74,800
Non-controlling interest 21,450 18,700
107,250 93,500

Alternatively, components of other comprehensiveine could be presented, net of tax.
Refer to the statement of comprehensive incomstititing the presentation of income and
expenses in one statement.

(f) This means the share of associates’ other compsiteeimcome attributable to owners of the

associates, ie it is after tax and non-controliirtgrests in the associates.
(9) The income tax relating to each component of atberprehensive income is disclosed in the notes.
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XYZ Group

Disclosure of components of other comprehensive inco ~ me®
Notes

Year ended 31 December 20X7

(in thousands of currency units)

20X7 20X6
Other comprehensive income:
Exchange differences on translating
foreign operations® 5,334 10,667
Available-for-sale financial assets:
Gains arising during the year 1,333 30,667

Less: Reclassification
adjustments for gains included
in profit or loss (25,333) (24,000) (4,000) 26,667

Cash flow hedges:

Gains (losses) arising during the
year (4,667) (4,000)

Less: Reclassification
adjustments for gains (losses)
included in profit or loss 3,333 -

Less: Adjustments for amounts
transferred to initial carrying

amount of hedged items 667 (667) - (4,000)
Gains on property revaluation 933 3,367
Actuarial gains (losses) on defined
benefit pension plans (667) 1,333
Share of other comprehensive income of associates 400 (700)
Other comprehensive income (18,667) 37,334
Income tax relating to components of other
comprehensive income? 4,667 (9,334)
Other comprehensive income for the year (14,000) 28,000

(h) When an entity chooses an aggregated presentattbe statement of comprehensive income, the
amounts for reclassification adjustments and ctiyear gain or loss are presented in the notes.

(i) There was no disposal of a foreign operation. Thegethere is no reclassification adjustment ffiar t
years presented.

() The income tax relating to each component of atbenprehensive income is disclosed in the notes.
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XYZ Group

Disclosure of tax effects relating to each component of other comprehensive
income

Notes

Year ended 31 December 20X7
(in thousands of currency units)

20X7 2006

Before- Tax Net-of-tax Before- Tax Net-of-

tax  (expense amount tax  (expense tax

amount ) benefit amount )  amount
benefit

Exchange

differences on

translating

foreign

operations 5,334 (1,334) 4,000 10,667 (2,667) 8,000

Available-for-
sale financial
assets (24,000) 6,000 (18,000) 26,667 (6,667) 20,000

Cash flow
hedges (667) 167 (500) (4,000) 1,000 (3,000)

Gains on

property

revaluation 933 (333) 600 3,367 (667) 2,700
Actuarial gains

(losses) on

defined benefit
pension plans (667) 167 (500) 1,333 (333) 1,000

Share of other

comprehensive

income of

associates 400 - 400 (700) - (700)

Other
comprehensive
income (18,667) 4,667  (14,000) 37,334 (9,334) 28,000
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XYZ Group — Statement of changes in equity for the

(in thousands of currency units)

Share
capital

Retained Translation

earnings

-for-sale
financial
assets

of foreign
operations

Available Cash flow

hedges

Revalu- Total
ation

surplus

year ended 31 December 20X7

Total
equity

Non-
controlling
interests

Balance at
1 January

20X6 600,000

118,100

(4,000) 1,600

2,000

- 717,700

29,800 747,500

Changes in
accounting

policy -

400

- 400

100 500

Restated

balance 600,000

118,500

(4,000) 1,600

2,000

— 718,100

29,900 748,000

Changes in
equity for
20X6

Dividends

Total

comprehensive

income for the

year(k) -

(10,000)

53,200

6,400 16,000

(2,400)

—(10,000)

1,600 74,800

— (10,000)

18,700 93,500

Balance at
31 December

20X6 600,000

161,700

2,400 17,600

(400)

1,600 782,900

48,600 831,500

Changes in
equity for
20X7

Issue of
share capital

Dividends

50,000

Total
comprehensive
income for the

year® -

Transfer to
retained
earnings -

(15,000)

96,600

200

3,200 (14,400)

(400)

— 50,000
—(15,000)

800 85,800

(200) -

— 50,000
— (15,000)

21,450 107,250

Balance at
31 December

20X7 650,000

243,500

5,600 3,200

(800)

2,200 903,700

70,050 973,750
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(k) The amount included in retained earnings for 20K63;200 represents profit attributable to ownédrs o
the parent of 52,400 plus actuarial gains on deflmenefit pension plans of 800 (1,333, less tax B33
non-controlling interest 200). The amount includtethe translation, available-for-sale and castwfl
hedge reserves represent other comprehensive infooreach component, net of tax and non-controlling
interest, eg other comprehensive income relatedadable-for-sale financial assets for 20X6 of0DB),
is 26,667, less tax 6,667, less non-controllingriegt 4,000. The amount included in the revalnatio
surplus of 1,600 represents the share of other meimepsive income of associates of (700) plus gains
property revaluation of 2,300 (3,367, less tax 6635 non-controlling interest 400). Other
comprehensive income of associates relates salggins or losses on property revaluation.

() The amount included in retained earnings for 20K969600 represents profit attributable to ownédrs o
the parent of 97,000 plus actuarial losses on défbenefit pension plans of 400 (667, less tax [E88,
non-controlling interest 100). The amount includtethe translation, available-for-sale and caetwfl
hedge reserves represent other comprehensive irfooraach component, net of tax and non-controlling
interest, egg other comprehensive income relatéidettranslation of foreign operations for 20X7 of
3,200 is 5,334, less tax 1,334, less non-contlilimerest 800. The amount included in the rev@oa
surplus of 800 represents the share of other cdrepsive income of associates of 400 plus gains on
property revaluation of 400 (933, less tax 333 lesn-controlling interest 200). Other comprehessiv
income of associates relates solely to gains sebsn property revaluation.

Part II: lllustrative example of the determination of
reclassification adjustments

IG7 The Standard requires an entity to disclosdassiication adjustments
relating to each component of other comprehensiseme.

IG8 This guidance provides an illustration of tredcalation of reclassification
adjustments for available-for-sale financial assetognised in accordance
with IAS 39.

1G9 On 31 December 20X5, XYZ Group purchased 1,Gd@res (equity
instruments) at 10 currency units (CU) per shalassified as available for
sale. The fair value of the instruments at 31 Ddmmm20X6 was CU12; at 31
December 20X7 the fair value had increased to ClMl%of the instruments
were sold on 31 December 20X7; no dividends wereladed on those
instruments during the time that they were held XyZ Group. The
applicable tax rate in accordance with IASI&a2ome Taxess 30 per cent.
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Calculation of gains
(in currency units)
Before tax Income tax  Net of tax

Gains recognised in other
comprehensive income:

Year ended 31 December 20X6 2,000 (600) 1,400
Year ended 31 December 20X7 3,000 (900) 2,100
Total gain 5,000 (1,500) 3,500

Amounts reported in profit or loss and other compre hensive income
for the years ended 31 December 20X6 and 31 December  20X7

20X7 20X6
Profit or loss:
Gain on sale of instruments 5,000
Income tax expense (1,500)
Net gain recognised in profit or loss 3,500
Other comprehensive income:
Gain arising during the year, net of tax 2,100 1,400
Reclassification adjustment, net of tax (3,500) _
Net gain (loss) recognised in other
comprehensive income (2,400) 1,400
2,100 1,400

50 © IASCF



IAS11G

Alternatively, components of other comprehensive in come may be
shown gross of tax with a separate line item forta  x effects:

20X7 20X6

Profit or loss:
Gain on sale of instruments 5,000
Income tax expense (1,500)
Net gain recognised in profit or loss 3,500
Other comprehensive income:
Gain arising during the year 3,000 2,000
Reclassification adjustment (5,000) -
!ncome tax relating to other comprehensive 600 (600)
income
Net gain (loss) recognised in other (1,400) 1,400
comprehensive income

2,100 1,400

Part IlI: lllustrative examples of capital disclosu res

(paragraphs 134-136) An entity that is not aregula  ted
financial institution

IG10 The following example illustrates the applicatof paragraphs 134 and 135
for an entity that is not a financial institutiomdais not subject to an
externally imposed capital requirement. In thisregke, the entity monitors
capital using a debt-to-adjusted capital ratio.eD#ntities may use different
methods to monitor capital. The example is alsatradly simple. An entity
decides, in the light of its circumstances, how muetail it provides to
satisfy the requirements of paragraphs 134 and 135.
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52

Facts

Group A manufactures and sells cars. Group A includesmace subsidiary that
provides finance to customers, primarily in theniasf leases. Group A is not
subject to any externally imposed capital requinetsie

Example disclosure

The Group’s objectives when managing capital are:

. to safeguard the entity’s ability to continueaagoing concern, so that it can
continue to provide returns for shareholders anefies for other
stakeholders, and

. to provide an adequate return to shareholdeggibing products and
services commensurately with the level of risk.

The Group sets the amount of capital in proportorigk. The Group manages the
capital structure and makes adjustments to itenight of changes in economic

conditions and the risk characteristics of the ulydey assets. In order to maintal
or adjust the capital structure, the Group may adhesamount of dividends paid
to shareholders, return capital to shareholdessgisew shares, or sell assets tg
reduce debt.

=

=

Consistently with others in the industry, the Groumitors capital on the basis @
the debt-to-adjusted capital ratio. This ratioafcalated as net debt + adjusted
capital. Net debt is calculated as total debt (asvehin the statement of financial
position) less cash and cash equivalents. Adjustpilat comprises all
components of equity (ie share capital, share prarnhon-controlling interest,
retained earnings, and revaluation surplus) otiean amounts accumulated in
equity relating to cash flow hedges, and includesestorms of subordinated deht.

continued...
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...continued

During 20X4, the Group’s strategy, which was unchangad £20X3, was to
maintain the debt-to-adjusted capital ratio atltireer end of the range 6:1 to 7:1]
in order to secure access to finance at a reasoabt by maintaining a BB cred
rating. The debt-to-adjusted capital ratios at 3tddeber 20X4 and at 31
December 20X3 were as follows:

it

31 Dec 31 Dec 20X3
20X4
CuU CU million
million
Total debt 1,000 1,100
Less: cash and cash equivalents (90) (150)
Net debt 910 950
Total equity 110 105
Add: subordinated debt instruments 38 38
Less: amounts accumulated in equity
relating to cash flow hedges (10) (5)
Adjusted capital 138 138
Debt-to-adjusted capital ratio 6.6 6.9

The decrease in the debt-to-adjusted capital datitng 20X4 resulted primarily
from the reduction in net debt that occurred onsidle of subsidiary Z. As a resu
of this reduction in net debt, improved profitatyiland lower levels of managed
receivables, the dividend payment was increasedJ@® &million for 20X4 (from
CU2.5 million for 20X3).
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An entity that has not complied with externally imp osed
capital requirements

IG11 The following example illustrates the applioatof paragraph 135(e) when
an entity has not complied with externally impossapital requirements
during the period. Other disclosures would be mtegito comply with the
other requirements of paragraphs 134 and 135.

Facts

Entity A provides financial services to its customand is subject to capital
requirements imposed by Regulator B. During the gealed 31 December
20X7, Entity A did not comply with the capital requitents imposed by
Regulator B. In its financial statements for tharyended 31 December 20X7,
Entity A provides the following disclosure relatingits non-compliance.

Example disclosure

Entity A filed its quarterly regulatory capital retufor 30 September 20X7 on 20
October 20X7. At that date, Entity A’s regulatory capias below the capital
requirement imposed by Regulator B by CU1 million.@A®sult, Entity A was
required to submit a plan to the regulator inditgthow it would increase its
regulatory capital to the amount required. Entitgubmitted a plan that entailefd
selling part of its unquoted equities portfolio wétlcarrying amount of CU11.5
million in the fourth quarter of 20X7. In the fourtjuarter of 20X7, Entity A sold
its fixed interest investment portfolio for CU12.6llian and met its regulatory
capital requirement.
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