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The views expressed in this paper are those of the staff preparing the paper.  They do not purport to represent the views 
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Comments made in relation to the application of IFRSs or U.S. GAAP do not purport to be acceptable or unacceptable 
application of IFRSs or U.S. GAAP. 

The tentative decisions made by the FASB or the IASB at public meetings are reported in FASB Action Alert or in IASB 
Update. Official pronouncements of the FASB or the IASB are published only after each board has completed its full due 
process, including appropriate public consultation and formal voting procedures. 
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Introduction  

1. At the December 2009 joint board meeting, the boards tentatively decided to add 

a new category to the business section in the statement of financial position (SFP) 

and the statement of comprehensive income (SCI) labelled financing arising from 

operating activities.  The boards indicated that the new category should include 

long-term liabilities tied to operating activities such as a net pension liability (or 

asset) and an asset retirement obligation (ARO). An entity should present cash 

flows related to items in that new category in a category on the statement of cash 

flows (SCF) labelled operating activities and financing arising from operating 

activities.   

2. We had small group meetings in January 2010 to discuss the definition of the 

financing arising from operating activities category and how to display that new 

category.  At those small group meetings, board members also discussed adding a 

category to the financing section for assets and liabilities related to equity 

financing.   
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3. Board members generally supported the staff recommendation on those two 

issues.  At the February joint meeting, we will ask the boards to formally vote on 

those issues, which are described briefly in this paper.   

Issue 1:  Financing arising from operating activities 

Display  

4. The boards agreed at the December 2009 joint meeting that operating cash flows 

and cash flows from items in the financing arising from operating activities 

category will be presented together on the SCF (in an operating plus financing 

arising from operating activities category).  The indirect reconciliation will 

reconcile the combination of operating income and financing arising from 

operating activities expense with the cash flows from the ‘operating plus 

financing arising from operating activities’ category.   

5. The operating category and the financing arising from operating activities 

category need to be combined on the SCF because, as discussed at the December 

2009 joint meeting, the cash flows related to pension plans include both operating 

and financing components that are not separable.  The staff note that cash flows 

related to other items in the financing arising from operating activities category do 

not share this “problem” (because, for example, one can attribute the cash paid on 

a lease to the principle and interest component of that lease).   However, even 

though the other cash flows would be separable, there is still debate on whether 

the flow is the cash realization of the expense (in operating) or the settlement of 

the liability (in the new category). 

6. As discussed in December 2009 and at the January 2010 small group meetings, 

the statements will not be cohesive because the SCF will not have a separate 

operating category or a separate financing arising from operating activities 

category like the SFP and SCI will.   

7. As discussed at the small group meetings, the staff recommend that financing 

arising from operating activities should be presented in a subcategory of the 
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operating category on the SFP and the SCI instead of being a separate category in 

the business section.  In that alternative display, the SCF would not include the 

new subcategory; there would be only an operating category.  The staff suggest 

that a subtotal on the SFP and the SCI for the operating category should be placed 

before the subcategory and after the subcategory. The resulting statements would 

be cohesive at the category level.  See below for a summary of the financial 

statement structure and Appendix B for an example of financial statements with 

the financing arising from operating subcategory. 

SFP SCI SCF 

Business Business Business 

 Operating   Operating  

 Financing arising 
from operating  

 Financing arising 
from operating   

 Operating   

 Investing   Investing   Investing  

   

Financing  Financing  Financing  

 Debt + other  Debt +other  Debt + other  

 Equity   Equity 

 Effect of multicategory trans Effect of multicategory trans 

Income taxes Income taxes Income taxes 

Discontinued ops Discontinued ops Discontinued ops 

 OCI   

Definition  

8. The financing arising from operating activities (sub)category should include all 

liabilities (and assets bound to the related obligation for the purpose of settling the 

liability):  

(a) that do not meet the definition of financing (Appendix A includes the 
working definitions),  

(b) that are initially long term and 

(c) that have a time value of money component that is evidenced by either 
interest or an accretion of the liability due to the passage of time.   
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9. The financing arising from operating activities (sub)category will include the 

following on the SFP:  

(a) A net pension obligation (or asset)  

(b) Lease obligations 

(c) Asset retirement obligations 

(d) Vendor financing (that is, a long-term payable that relates to a supplier 
providing a specific good used in production or providing a specific 
service)   

(e) Deferred compensation arrangements other than share-based payments 
(and any associated asset), such as a bonus earned that is to be paid at a 
later date. 

(f) Structured settlements (for example a worker’s compensation claim that 
has been settled and will be paid out over a period of time). 

(g) Contingencies that are discounted pursuant to IAS 37, Provisions 
Contingent Liabilities and Contingent Assets. (Paragraphs 45 and 46 of 
IAS 37 say that where the effect of the time value of money is material, 
the provision should be discounted to present value.  US GAAP does not 
have a similar requirement.)  

10. The financing arising from operating activities (sub)category will include the 

following expenses:  

(a) Periodic pension cost and return on plan assets (except service cost and 
any amount required to be presented in other comprehensive income) 

(b) Interest expense related to a capital lease obligation  

(c) Accretion expense related to the ARO (and return on any trust fund assets 
bound to the liability) 

(d) Interest expense related to vendor financing 

(e) Accretion expense related to deferred compensation  

(f) Interest on a structured settlement 

(g) Accretion expense related to contingencies that are discounted. 

11. At one small group meeting, it was suggested that only the total of financing 

expenses arising from operating activities needs to be presented on the SCI, while 

the details could be presented in the notes.  The staff think that is consistent with 

presenting by-function information on the SCI and by-nature information in the 

notes.  See the illustrative statement of comprehensive income in Appendix B.   
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Other aspects of the new (sub)category  

12. Under this definition, the new (sub)category will not include any type of treasury 

asset.  The only assets it will include are those that are bound or tied to the 

obligation for purposes of paying off that obligation – such as pension plan assets 

and an ARO trust fund.  As with all other sections and categories, hedges and 

derivatives that have been designated against an asset or liability within the 

financing arising from operating activities (sub)category will be presented in that 

new (sub)category.   

13. The exposure draft would clarify that the resulting asset that is obtained or service 

that is procured would be included within the operating category on the SFP or 

SCI (such as the inventory obtained or the compensation cost), whereas the 

resulting costs associated with the financial characteristics of the liabilities (as 

well as the return on the assets bound to the obligations) would be classified in the 

new (sub)category on the SCI (such as interest charged by the vendor for the 

financing arrangement or the accretion of deferred compensation liabilities).   

Staff recommendation 

14. The staff recommend that a subcategory for financing arising from operating 

activities be included in the operating category of the SFP and the SCI for all 

liabilities (and assets bound to the related obligation for the purpose of settling the 

liability)  

(a) that do not meet the definition of financing,  

(b) that are initially long term and 

(c) that have a time value of money component evidenced by either interest 
or an accretion of the liability due to the passage of time.   

Question 1 

The staff recommend that financing arising from operating activities (as defined in 
paragraph 14) be included in a new subcategory in the operating category of the 
SFP and the SCI for financing items. Do the boards agree with this 
recommendation? 
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Issue 2: Redefining the debt category in the financing section 

15. The question has come up as to what to do with dividends payable or instruments 

entered into as part of an entity’s capital raising activities that do not meet the 

definition of equity.  Examples include a written put option on an entity’s own 

stock or a prepaid forward purchase contract for an entity’s own stock.  These 

items do not meet the definition of debt as presented in Appendix A (paragraph 

A10).  These items exist because an entity utilizes equity as part of its capital 

structure. 

16. The staff think these items and their related flows clearly meet the definition of 

financing (see paragraph A8 in Appendix A).  Initially, the staff thought adding a 

category within the financing section called assets and liabilities arising from 

equity would be the best way to present these items.  

17. At the small group meetings, board members seemed reluctant to create another 

category and favored expanding the debt category to include those non-equity 

items.  If we were to redefine the debt category to include these items, the last part 

of the definition might read as follows: 

The debt category should also include assets and liabilities that 

arise from transactions involving an entity’s own equity such as a 

dividend payable, a written put option on an entity’s own shares or 

a prepaid forward purchase contract for an entity’s own shares.  

Assets and liabilities that arise from transactions involving an 

entity’s own equity are presented separately from borrowing 

arrangements within the debt category. 

18. However, at the last small group meeting board members noted that if assets and 

liabilities that arise from transactions involving an entity’s own equity are 

combined in the debt category there would be no subtotal for debt on the SFP or 

for the related expenses on the SCI.  Without those totals, users of financial 

statements would not be able to readily calculate common ratios such as cost of 

debt.   
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19. The following illustrates what the financing section might look like if we included 

assets and liabilities that arise from transactions involving an entity’s own equity 

in the debt category and what it would look like if we included those items in a 

separate category in the financing section. 

 

20. To present a cohesive picture, the financing section on the SCF should not have 

any categories.  The reason for this is similar to the reason for not differentiating 

the cash flows for “financing arising from operating activities” from the operating 

activity cash flows.  There will be cash flows that settle liabilities in the “assets 

and liabilities related to equity” category (or in the redefined debt category) that 

have everything to do with equity such as dividends paid.  Furthermore, a user of 

the financial statements should be able to easily distinguish the cash paid/received 

for these items in the financing section even if that section does not have 

categories. 
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Staff recommendation 

21. The staff recommend that the definition of debt be revised as noted in 

paragraph 17 and items that meet the financing section definition that are not 

equity be presented in the debt category.  The staff think that this presents the 

information on the types of financing an entity engages in while not creating 

excess disaggregation.   The staff note that the financing section in the SCF will 

not be cohesive with the SFP at the category level as the SCF will not have 

categories.    

Question 2 

The staff recommend that the debt definition be revised to include the following: 

The debt category should also include assets and liabilities that arise from 
transactions involving an entity’s own equity such as a dividend payable, a written 
put option on an entity’s own shares or a prepaid forward purchase contract for an 
entity’s own shares.  Assets and liabilities that arise from transactions involving an 
entity’s own equity are presented separately from borrowing arrangements within the 
debt category.   

Do the boards agree with this recommendation? 
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Appendix A: Working definitions  

A1. The following paragraphs reflect the boards’ tentative decisions made at the 

October 2009 joint meeting on the section and category definitions.   

The business section  

A2. The business section shall include items that are part of a reporting entity’s 

ongoing, value-creating activities.  The business section shall include the effects 

of transactions related to the production of goods or provision of services that are 

associated with the revenue-generating activities of the entity.  The business 

section shall report the effects of transactions with customers, suppliers and 

employees (in their capacities as such) because such transactions usually relate 

directly to a reporting entity’s value-creating activities. 

Operating 

A3. Assets and liabilities used in business activities shall be presented together in a 

separate category titled operating if the business activity: 

(a) is part of a reporting entity’s day-to-day business activities; and 

(b) the business activity generates revenue through a process that requires the 

interrelated use of the resources of the reporting entity.  That process also 

includes the application of employee and management expertise. 

A4. Operating liabilities arising from business activities are likely to be replaced by 

similar obligations within a reporting entity’s operating cycle.   

A5. Any derivative that arises from or is linked to part of a reporting entity’s operating 

business activities shall be presented in the operating category.  For example, a 

derivative held to offset currency or commodity price risk in a reporting entity’s 

business activities would be reported within the operating category, regardless of 

whether that derivative is an asset or a liability at the reporting date. 

Investing 

A6. Assets and liabilities used in business activities shall be presented together in a 

separate category titled investing if the business activity generates income not 

related to sales of products or services and if no significant synergies are created 

from combining “investing” assets. 
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A7. Items related directly to assets and liabilities classified in the investing category, 

such as interest income and dividend income, shall also be classified in that 

category.  A derivative held as part of a reporting entity’s investing activities, 

regardless of whether it is an asset or a liability at the reporting date, shall also be 

presented in the investing category. 

The financing section  

A8. The financing section shall include items that are part of a reporting entity’s 

activities to obtain (or repay) capital. The financing section provides transparency 

about a reporting entity’s capital structure and the financing activities the 

reporting entity engages in.   

A9. A reporting entity shall make transparent its capital structure by grouping its 

financing activities into categories that reveal how related resources and claims 

are used to provide capital to the reporting entity.  That capital structure may 

consist of two categories of financing activities: debt and equity. 

Debt 

A10. The debt category shall include liabilities where the nature of those liabilities is a 

borrowing arrangement entered into for the purpose of raising capital.  That 

borrowing arrangement is usually transacted on an arm’s-length basis on market 

terms.   

A11. A reporting entity may enter into a borrowing arrangement with its own suppliers 

or customers as a mutually beneficial arrangement.  If such a borrowing 

arrangement is entered into primarily to facilitate a supplier arrangement for the 

provision of a specific good used in production or the provision of a specific 

service, that borrowing arrangement shall be classified in the operating category.   

A12. Items related directly to liabilities classified in the debt category, such as interest 

payable and fees, shall also be classified in that section.  A derivative held as part 

of an entity’s debt financing, regardless of whether it is an asset or a liability at the 

reporting date, shall also be presented in the debt category. 

Equity 

A13. A reporting entity should refer to existing accounting standards when classifying 

items in the equity category. 

Page 10 of 15 



FASB/IASB Staff paper 
 
 
 

Appendix B—Illustration of new sub-
category
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