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IASB/FASB publish ‘staff draft’ of financial statement presentation proposals
What is the issue?

The IASB and FASB published on 1 July 2010 a staff draft of an exposure draft (‘staff draft’) that will propose
changes to the presentation of financial statements under IFRS and US GAAP. The boards believe that the revised
format will allow users of the financial statements to better understand a company’s performance by requiring
entities to subdivide their financial position, comprehensive income and cash flows into core operations and other
activities.

The staff draft reflects the boards’ collective tentative decisions. The boards’ modified convergence strategy delays
the publication of the official exposure draft until the first quarter of 2011. The boards plan to use the extra time to
consult further with stakeholders and evaluate concerns about: (1) the benefits of the proposals compared to the
costs; and (2) the implications for financial reporting of financial institutions. The staff draft was released to provide
information to constituents in connection with the boards’ further consultation.

New format for the financial statements

The staff draft explains the boards’ tentative conclusions on a new format for the primary financial statements, with a
focus on cohesiveness and disaggregation of information. The boards believe that the revised format will allow
users of the financial statements to better understand a company’s performance by separating its financial position,
changes in financial position, and cash flows between core operations and other activities. The proposed new
categories for the statements of financial position and comprehensive income are as follows:

New categories for the New categories for the
‘Statement of financial position’ ‘Statement of comprehensive income’
Business Business
Operating Operating _ o
Financing arising from operating activities Financing arising from operating activities
Investing Total operating income
Discontinuing operations lusesillng
Income taxes Tota! busmess income
Financing Financing
Income taxes
Debt . o .
. Net income from continuing operations
Equity

Discontinued operations

Net income

Other comprehensive income
Total other comprehensive income

Total assets
Total liabilities

Information will be further disaggregated by function in the primary financial statements and by nature in the
footnotes. ‘Function’ refers to an entity’s primary activities in (for example, selling goods or selling services). ‘Nature’
refers to the economic characteristics or attributes that distinguish assets, liabilities, income and expenses (for
example, the nature of expenses includes labour and materials, etc.). The disaggregation and cohesiveness
principles do not apply to the statement of changes in equity.
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Statement of cash flows

The boards have tentatively concluded that cash flows should be presented using the direct method and that a
reconciliation from operating income to net cash from operating activities (that is, an indirect reconciliation) should
also be presented. The boards believe that the direct-method cash flow statement, together with the indirect
reconciliation, provides more transparent and useful cash flow data. The staff draft suggests that direct method cash
flow information could be prepared either using information directly from the accounting records or by deriving it
from changes in assets and liabilities. This is an important clarification from the boards' 2008 discussion paper.

Roll-forward analyses

The staff draft includes a proposal that all companies (except non-public entities) provide a ‘roll-forward’
presentation of changes in significant assets and liabilities. This presentation would include an analysis and
explanation of the nature of transactions and re-measurements that caused the changes in the account balances.

Net debt reconciliation

The IASB has tentatively concluded that all companies present, in a single note, the changes in each item of debt,
cash, short-term investments and finance leases. The staff draft does not define net debt explicitly but requires
presentation of the information needed to determine net debt in a single note. This conclusion reflects comments on
the 2008 discussion paper; the IASB believes the additional disclosure will provide users with the information they
require.

Convergence with US GAAP

The boards’ tentative conclusions are expected to result in similar presentation of financial statements under IFRS
and US GAAP, but there are three key differences between the proposals. (1) the FASB but not IASB will require
the disaggregated information to be provided by segment; (2) the IASB’s proposal includes a separate note that
reconciles changes in debt and related financial balances (a net debt reconciliation); (3) the IASB’s proposal
requires certain additional disaggregated line items in the balance sheet.

Am | affected?

The proposals would change the presentation and disclosure of three of the primary financial statements and would
therefore affect all preparers and users of IFRS, US GAAP and IFRS-converged Indian Accounting Standards as
per the IFRS roadmap issued by the Ministry of Corporate Affairs. The proposals would not apply to not-for-profit
entities, entities applying ‘IFRS for Small and Medium Entities’ and employee benefit plans.

What do | need to do?

The boards have not formally invited comment on the staff draft but would welcome input. They expect to issue the
official exposure drafts during the first quarter of 2011 and final standards at the end of 2011.

The tentative conclusions in the staff draft would significantly alter the presentation and disclosure in the financial
statements. Management should consider the potential impact on the financial statements and the information
needed to comply with the additional disclosure requirements. Management should also consider whether to provide
input for the boards as they work towards finalising their exposure drafts.

If you have questions about this issue, please contact PwC IFRS team.
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