I FRS IASB Agenda ref 21

November 2017

IASB® Meeting

Project Primary Financial Statements

Paper topic  Cover note
CONTACT(S) Michelle Fisher mfisher@ifrs.org +44 (0)207246 6918

This paper has been prepared for discussion ata public meeting ofthe International Accounting Standards
Board (Board) and does not representthe views of the Board or any individual member ofthe Board.
Comments on the application of IFRS® Standards do not purportto set out acceptable or unacceptable
application ofIFRS Standards. Technical decisions are made in public and reported in IASB Update.

Purpose of the meeting

1. At this meeting, we will follow up on the discussions from the September 2017 Board
meeting about the staff proposals for introducing an investing category and two
additional subtotals—*profit before investing, financing and income tax’ and EBIT (or
‘profit before financing and income tax’)—into the statement(s) of financial
performance. We will also discuss a new topic, better ways to communicate
information about other comprehensive income.

Papers for this meeting

2. This Agenda Paper (Agenda Paper 21) provides the following background
information for the Board:
@ planned next steps (paragraph 6);

(b) Appendix A—summary of tentative decisions to date;
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3. Agenda Paper 21A sets out the staff's proposals for introducing an investing

category into the statement(s) of financial performance.

4. Agenda Paper 21B sets out the staff’s proposals for defining finance

income/expenses (the ‘I’ in EBIT).

5. Agenda Paper 21C sets out the staff’s proposals for improving the presentation of

other comprehensive income (OCI).

Next steps

6. At future Board meetings, we plan to discuss:

@ how to develop the proposals for this meeting further to address more

complex scenarios, for example entities providing financial services;

(b) guidance on the use of performance measures including a management

performance measure subtotal and alternative earnings per share measures;

(© other principles of aggregation and disaggregation, including considering

thresholds and the need for additional minimum line items;

(d) development of illustrative examples/templates for the primary financial

statements for a few industries; and

(e some targeted improvements in the statement of cash flows.
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Appendix A—Summary of tentative decisions to date

December 2016 Board meeting

Agenda Paper 21: Scope of the project—cover note

The Board tentatively decided to focus on targeted improvements to the statement(s) of financial performance
and to the statementofcash flows. All 11 Board members agreed with this decision.

The Board will decide at a later stage of the project whether it willissue a Discussion Paper oran Exposure Draft
as the first due process outputof the project. All 11 Board members agreed with this decision.

Agenda Paper 21A: Scope of the project—statement(s) of financial performance

Board members tentativelydecided, by consensus, to explore the following topics:

a. requiring additional subtotal(s) in the statement(s) of financial performance —earnings before interest
and tax (EBIT) and/or operating profit;

b. removing some ofthe options for presentation ofincome and expenses in existing IFRS Standards (eg
presentation of net interestcoston the net defined benefitliability);

c. providing guidance onthe use of performance measures, including separate presentation ofnon-
recurring, unusual orinfrequentlyoccurring items; and

d. better ways to communicate information aboutother comprehensive income (OCI).

Agenda Paper 21B: Scope of the project—other primary financial statements and segment reporting

The Board tentatively decided to explore the following topics:

a. elimination of options for the classification ofthe cash effects of interestand dividends in the statement
of cash flows. All 11 Board members agreed with this decision.

b. alignmentofthe operating section acrossthe statementofcash flows and the statement(s) of financial
performance. All 11 Board members agreed with this decision.

c. requiringaconsistentstarting pointforthe indirectreconciliation ofcash flows. All 11 Board members
agreed with this decision.

d. developmentoftemplates forthe statement(s) offinancial performance, the statementofcash flows and
the statementoffinancial position fora small numberofindustries. Eightof 11 Board members agreed
and three members disagreed with this decision.

e. developmentofa principle for aggregating and disaggregating items in the primaryfinancial statements.
All 11 Board members agreed with this decision.

The Board tentatively decided notto considertargeted improvementsto the statementoffinancial position unless
work on other areas of the primaryfinancial statements identifies possible improvements to that statement. All 11
Board members agreed with this decision.

Additionally, the Board tentatively decided that segmentreporting or the presentation of discontinued operations
should notbe part of the scope of the project. All 11 Board members agreed with this decision.
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March 2017 Board meeting
Earnings before interestand tax (Agenda Paper 21A)

The Board agreed (by consensus) thatthe staff should continue to explore:
a. requiringthe presentation ofan earnings before interestand tax (EBIT) subtotal in the statement(s) of
financial performance;
defining EBIT as profit before finance income/expenses and tax; and
c. describingfinance income/expenses as income/expenses related to the entity's capital structure.

The Board asked the staff to consider:
a. howto define anentity's capital structure; and
b. whetheradditional guidance would be needed on the treatment of particularitems ofincome and
expense (for example, the netintereston net defined benefitliabilities and income/expenses from
investments).

Management operating performance measure (Agenda Paper 21B)

The Board agreed (by consensus) thatthe staff should continue to explore:

a. requiringthe presentation ofa managementoperating performance measure, rather than seeking to
define operating profit, in the statement(s) offinancial performance;

b. allowingitems to be excluded from the managementoperating performance measure as long as the
subtotal meets the requirements in existing paragraphs 85,85Aand 85B of IAS 1 Presentation of
Financial Statements; and

c. requiring additional disclosuresto provide transparencyaround presentation ofthe management
operating performance measure.

General guidance on classification, aggregation and disaggregation (Agenda Paper 21C)

The Board tentatively decided to develop, along the lines suggested in Agenda Paper21C:
a. principles foraggregation and disaggregation in the financial statements;
b. definitions ofthe notions ‘classification’, ‘aggregation’ and ‘disaggregation; and
c. guidance onthe steps involvedin applying ‘classification’, ‘aggregation’ and ‘disaggregation’ when
preparing financial statements.

Ten Board members agreed and two disagreed with this decision.

The Board tentatively decided to explore providing more guidance on aggregation characteristics. Eleven Board
members agreed and one disagreed.

June 2017 Board meeting

The Board continued its discussion from the March 2017 Board meeting aboutintroducing two subtotals in the
statement(s) of financial performance—earnings before finance income/expenses and tax(EBIT) and a
management performance measure. No decisions were made atthis meeting.
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September 2017 Board meeting

Structure of the statement(s) of financial performance—introduction of an investing category and
additional subtotals (Agenda Paper 21A)

The Board tentatively decided to prioritise introducing into the statement(s) offinancial performance subtotals that
facilitate comparisons between entities, such as EBIT, over introducing a management-performance measure
subtotal. At a future meeting, the Board will discuss how a management-performance measure could be included
in the financial statements. All Board members agreed with this decision.

The Board agreed withoutvoting to explore the introduction of an investing category into the statement(s ) of
financial performance.

The Board tentatively decided that, if it introduces both an investing category and an EBIT (or profit before
financing and income tax) subtotal, finance income or expenses should consistofthe following separate line
items in the statement(s) of financial performance:

‘income related to capital structure’;
‘expenses related to capital structure’;
'interestincome on a net defined benefitassetora net assetthatarises when aliabilitynot part of an
entity's capital structure qualifies for offsetwith an asset’;and
d. 'interestexpenses onliabilities notpartof an entity's capital structure'.

Ten of 14 Board members agreed and four disagreed with this decision

Analysis of expenses by function and by nature (Agenda Paper 21B)

The Board tentatively decided to:

a. describethe 'nature of expense'method and the ‘function of expense'method used to analyse expenses
required by paragraph 99 of IAS 1 Presentation of Financial Statements. Fourteen Board members
agreed.

b. continue to require an entity to provide an analysis ofexpenses using the methodology, either by-
function or by-nature, that provides the mostuseful information to users. Twelve of 14 Board members
agreed with this decision and one member disagreed. One memberwas absent.

c. develop criteria that entities could follow to determine whether a by-function or by-nature methodology
provides the mostusefulinformation to users. One of those criteriawould be that a function of expense
analysis would notbe appropriate if an entity is unable to allocate natural components to the functions
presented on a consistentand non-arbitrarybasis. Ten of 14 Board members agreed with this decision
and three members disagreed. One memberwas absent.

d. provide norequirementforentities that use the ‘nature of expense’ method to provide additional
information using the ‘function ofexpense’ method. Thirteen of 14 Board members agreed with this
decision and one member disagreed.

e. require an entity to:

i presentits primaryanalysis of expenses in the statement(s) of financial performance;and
ii. discloseinasingle note any additional information required aboutexpenses (ie an analysis by
nature when an entity uses a ‘function of expense' method). Fourteen Board members agreed.
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