
 

STAF
IFRS Inte

Project 

Paper top

CONTACT 

This paper ha
the IFRS Inte
purport to be
Committee o
Committee a
in IASB Upda

 

The IFRS Interpre
IASB premises │ 

 

 

Purpose 

1. The

clas

test

Com

IAS

2. Our

find

3. We

futu

Backgrou

4. At i

disc

rev

dete

Com

FF PA
erpretation

IAS 7

pic Exam

Denise 

as been prepa
erpretations C
 acceptable o
r the IASB ca
re reported in 
ate. 

etations Committee 
30 Cannon Street, L

of this pa

e purpose o

ssification o

ting the prin

mmittee at t

S 7 Stateme

r objective i

dings in this

e will report

ure meeting

und inform

its March 2

cussed a req

iew request

ermining w

mmittee had

 

APER 
ns Commi

7 Statemen

mples illustr

Durant 

ared by the sta
ommittee. Co
r unacceptabl
n make such a
 IFRIC Update

is the interpretative
London EC4M 6XH

per   

f this paper 

of the cash f

nciple for cl

the March 2

ent of Cash F

is not to per

s paper are l

t the Comm

g. 

mation 

2012 meetin

quest from t

ts that it had

whether the B

d recently d

ttee Meeti

nt of Cash

rating the c

ddura

aff of the IFRS
mments made
e application o
a determinatio
e. The approv

 body of the IASB, 
H UK │ Tel: +44 (0

is to analys

flows.  The 

lassification

2012 meetin

Flows could

rform a maj

limited to th

mittee’s obse

ng, the IFRS

the Board (r

d received in

Board could

discussed re

ing IFRS

h Flows 

classificatio

ant@ifrs.org 

S Foundation f
e in relation to
of that IFRS—
on. Decisions 
val of a final In

the independent sta
0)20 7246 6410 │Fa

 

se some exa

analysis pr

n of the cash

ng and to de

d be further

jor revision 

he fact patte

ervations an

S Interpretat

refer to IAS

n relation to

d look colle

garding the

10 Ju

S IC March 20

on of cash

+4

for discussion
o the applicatio
—only the IFRS

made by the I
terpretation by

andard-setting body
ax: +44 (0)20 7246 

amples that 

resented in t

h flows iden

etermine ho

r clarified.  

or restructu

erns analyse

nd conclusio

tions Comm

SB Update,

o IAS 7, wit

ctively at is

e classificati

Agenda re

uly – 11 Ju

012 | IASB Jan

flows 

44 (0)20 7246

 at a public m
on of an IFRS 
S Interpretatio
FRS Interpret
y the Board is

y of the IFRS Found
6411 │ info@ifrs.o

illustrate th

this paper is

ntified by th

w existing g

uring of IAS

ed. 

ons to the Bo

mittee (the C

January 20

th the aim o

ssues that th

ion of cash f

ef 3 

  

uly 2012  

nuary 2012 

6 6469 

meeting of 
do not 

ons 
tations 
s reported 

dation.   
org│  www.ifrs.org 

Page 1 of 4

he 

s aimed at 

he 

guidance in

S 7.  Our 

oard at a 

Committee) 

12) to 

of 

he 

flows under

 

41 

n 

r 



  Agenda ref 3 

 

IAS 7 Statement of Cash Flows│Examples illustrating the classification of cash flows 

Page 2 of 41 

 

IAS 7 (refer to IFRIC Update from November 2011).  The requests reviewed by 

the Committee at the March 2012 meeting are included in Agenda Paper 7 from 

March 2012.   

5. At the March 2012 meeting, the Committee noted that two ‘principles of 

classification’ in IAS 7 have been used to support the Committee’s decisions 

(either for issuing an agenda decision or for proposing an annual improvement).  

These two principles and the Committee’s recommendation were reported in the 

IFRIC Update of March 2012, as follows (emphasis added):  

(a)  cash flows in IAS 7 should be classified in 

accordance with the nature of the activity to which 

they relate, following the definitions of operating, 

investing and financing activities in paragraph 6 of IAS 

71; and  

(b)  cash flows in IAS 7 should be classified 

consistently with the classification of the related or 

underlying item in the statement of financial 

position. This approach could also lead, in some 

circumstances to splitting transactions into their 

different operating, investing and financing 

components2.  

The Committee observed that the primary principle 

behind the classification of cash flows in IAS 7 is that 

cash flows should be classified in accordance with the 

nature of the activity in a manner that is most 

appropriate to the business of the entity in accordance 

with the definitions of operating, investing and 

financing activities in paragraph 6 of IAS 7. The 

Committee noted that it will use this as a guiding principle 

when analysing future requests on the classification of 

cash flows. The Committee also recommended that the 

                                                 
1 In the following pages we will refer this approach as ‘Principle 1’. 
2 In the following pages, we will refer this approach as ‘Principle 2’. 
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Board should clarify the primary principle behind the 

classification of cash flows in IAS 7.  

At a future meeting the staff will present to the Committee 

an analysis that will consider some other fact patterns that 

would illustrate the application of the identified principle 

behind the classification of the cash flows. The staff will 

report the Committee’s observations to the Board at a 

future meeting.  

6. The Committee observed that the primary principle behind the classification of 

cash flows in IAS 7 is that cash flows should be classified in accordance with the 

nature of the activity in a manner that is most appropriate to the business of the 

entity, in accordance with the definitions of operating, investing and financing 

activities in paragraph 6 of IAS 7; this is what we will be referring in this paper as 

‘Principle 1’.  

7. The primary principle identified by the Committee, Principle 1, is based on the 

guidance in paragraph 11 of IAS 7, which states that (emphasis added): 

An entity presents its cash flows from operating, 

investing and financing activities in a manner which is 

most appropriate to its business. Classification by 

activity provides information that allows users to assess 

the impact of those activities on the financial position of the 

entity and the amount of its cash and cash equivalents. 

This information may also be used to evaluate the 

relationships among those activities. 

8. The Committee noted that it will use the identified principle as a guide when 

analysing future requests on the classification of cash flows.  The Committee 

further directed the staff to: 

(a) analyse some examples that would test the application of the identified 

principle; and 

(b) determine how to make this principle clearer in IAS 7. 

9. This paper responds to the Committee’s request from the March 2012 meeting.  
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Unsolicited comment letters on the Committee’s recommendation 

10. We have received two unsolicited comment letters.  One came from the 

Asociación de Empresas Constructoras de Ámbito Nacional (SEOPAN) in Spain 

and the other from the European Construction Industry Federation (FIEC).  We 

reproduce these letters in Appendix C of this paper for the Committee’s 

consideration. 

11. Both commentators strongly disagree with the Committee’s recommendation at 

the November 2011 meeting (refer to IFRIC Update from November 2011) to 

amend paragraph 14 of IAS 7 to explicitly state that cash receipts and payments 

from construction or upgrade services related to service concession arrangements 

within the scope of IFRIC 12 are cash flows from operating activities.  These 

commentators believe that cash outflows relating to construction services under a 

service concession arrangement represent, instead, investing cash flows.   

12. Some of the views expressed in the letter from SEOPAN are presented below 

(emphasis added): 

SEOPAN 

Taking into account the economic substance of the 

business, we understand that cash outflows relating to 

construction services under a service concession 

arrangement should be presented as investing cash 

flow. 

The classification as an investing cash flow can not be 

denied because the investment is executed exchanging a 

construction activity of a new infrastructure against an 

intangible asset or a financial asset in a barter transaction. 

In terms of statement of financial position, the operator is 

recognizing a fixed asset (intangible or financial) as soon 

as the construction activity is performed (see IFRIC 12 

illustrative examples) and in terms of cash, the operator is 

receiving cash from the banks and the shareholders in 

order to pay the investment that will be recovered in the 

future. 
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The conclusion that the cash outflows related to the 

construction of the infrastructure are investment cash 

flows can be concluded not only analyzing the nature 

of the business, but also from a technical point of view 

according IAS 7. 

13. Some of the views expressed in the letter from FIEC are reproduced below 

(emphasis added);  

FIEC 

We strongly believe cash outflow relating to 

construction services under a service concession 

arrangement represent investing cash flow. Our 

analysis below builds on two aspects: the nature of 

the business and the technicality of IAS 7. 

Our position closely corresponds to the principle of 

classification in IAS 7 “b” (cohesiveness principle) 

identified by the Committee, because the assets 

resulting from the construction or upgrade services 

provided are presented as investments in the statement of 

financial position according to IFRIC 12 (i.e. [non-current] 

financial or intangible assets). 

Additionally, the presentation as investing cash flow is 

also supported by principle “a” (nature-of-activity 

principle), because this principle is based on the notion in 

paragraph 11 of IAS 7 that the classification shall be based 

on a judgment of which presentation is most appropriate to 

the business and therefore most decision-useful to the 

users of financial statements 

Our view 

14. We do not think that the issue related to service concession arrangements within 

the scope of IFRIC 12 should be reopened for discussion by the Committee.  This 

is because, to support its conclusions, the Committee used a classification 
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principle that is in line with the Committee’s subsequent discussions in March 

2012.  As reported in the IFRIC Update of November 2011, the Committee 

concluded the following (emphasis added):  

The Committee noted that the principle in IAS 7 

Statement of Cash Flows is to classify the cash flows 

in a manner that is consistent with the activity that 

generated the cash flow. In the case of construction 

services in a service concession arrangement, the 

Committee noted that the activity is an operating 

activity, and hence it is more appropriate to present the 

cash flows as operating cash flows.  

The Committee decided to recommend that the Board 

should propose an amendment, through Annual 

Improvements, to paragraph 14 of IAS 7 to clarify that an 

operator that provides construction or upgrade services in 

a service concession arrangement should present all of the 

cash flows relating to this activity as operating cash flows. 

15. However, in our view, the amendment to paragraph 14 of IAS 7 recommended by 

the Committee at the November 2011 meeting would not be needed if the 

Committee were to agree to a more general amendment to IAS 7 to clarify the 

classification of cash flows.  

16. We will ask at the end of this paper for the Committee’s thoughts about the need 

to make additional amendments to the guidance in IAS 7 beyond what we are 

proposing in this paper. 

Fact patterns for consideration 

17. We have analysed six fact patterns to test the application of the primary principle 

identified by the Committee for the classification of cash flows.  These fact 

patterns were informally brought to our attention, with the exception of Example 1 

(payments to a long-term employee benefit fund), which is based on a formal 
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submission that we attached to Agenda Paper 7 from March 2012.  The examples, 

which are analysed in detail in Appendix A, are: 

(a) Example 1: Cash contributions to a long-term employee benefit fund 

(b) Example 2: Cash received as compensation for an insured loss 

(c) Example 3: Cash payment to purchase of property, plant and 

equipment (PP&E) on deferred payment terms 

(d) Example 4: Cash payment to meet a rehabilitation obligation 

(e) Example 5: Cash received from a government grant  

(f) Example 6: Cash payments in a reverse factoring agreement. 

Summary of results from the fact patterns analysed 

18. The table below summarises our views regarding what we think the most 

appropriate classification of cash flows for each of the examples should be (the 

detailed analyses are included in Appendix A to this paper): 

Example Cash flows 
classification 

Description of the 
nature of the transaction 

Guidance in 
IAS 7 used to 
support our 
conclusion 

1 Cash contributions to a 
long-term employee 
benefit fund 

Operating 
activities 

Cash outflows are part of 
the compensation for 
employment services and 
would be classified like 
any other cash payment 
on behalf of the 
employees. 

Para. 14(d) 

2 Cash received as 
compensation for an 
insured loss (for 
damaged PP&E) 

Investing 
activities 

Cash inflows are received 
to cover for losses and 
damages of PP&E.  Thus, 
this transaction represents 
‘in substance’ a disposal 
of PP&E and would be 
classified as an investing 
activity. Insurance 
proceeds are not derived 
from the principal 
revenue-producing 
activities of the entity. 

Para. 16(b)  
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Example Cash flows 
classification 

Description of the 
nature of the transaction 

Guidance in 
IAS 7 used to 
support our 
conclusion 

3 Cash payment to 
purchase PP&E on 
deferred payment 
terms 

Investing 
activities 

Cash outflows are to 
acquire PP&E and made 
to a supplier.  
Consequently they would 
be classified as an 
investing activity 
regardless of when cash 
flows will be paid. 

Para. 16(a) 

4 Cash payments to meet 
a rehabilitation 
obligation 

Operating 
activities 

Cash outflows are for 
costs of rehabilitation, 
which are derived from 
the mine’s normal 
operation activities.  
These activities are for the 
decommissioning or 
dismantlement of an 
asset.  They therefore do 
not meet the definition of 
an investing and/or 
financing activity. 

Para. 14 

5 Cash received from a 
government grants 

Financing 
activities 

Cash inflows from a grant 
provide the entity with 
financing for the 
designated asset/activity.  
They are in substance 
financing cash inflows. 

Para. 6 and 
para. 17 

6 Cash payments in a 
reverse factoring 
agreement 

Financing 
activities 

The bank has provided 
credit to the entity to 
enable the entity’s 
liabilities to be settled on 
the due date.  The 
repayment of that amount 
to the bank is a financing 
cash outflow.  

Para. 17(d) 

Main findings derived from our analysis of the fact patterns 

19. On the basis of our analysis, we observed that different conclusions are reached if 

the classification of cash flows is based on the primary principle identified by the 

Committee (Principle 1: identify the nature of the cash flow analysed), rather than 

on the classification of the related or underlying item in the statement of financial 

position (ie Principle 2), as often each of the two principles leads to a different 

answer. 
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20. We consequently think that IAS 7 should clearly indicate that Principle 1 is the 

primary classification principle for cash flows, because this would:  

(a) add clarity to the application of paragraph 11 and make the primary 

principle more robust; and  

(b) promote consistency in the classification of cash flows. 

21. We also think that IAS 7 should provide further guidance on how to implement 

the primary principle. In other words, IAS 7 should provide a description on how 

to identify the nature of the cash flow that is being analysed.  

22. At present, paragraph 11 in IAS 7 requires the identification of cash flows by 

activity (operating, investing, financing); however, it does not mention explicitly 

that in identifying cash flows by activity, management should focus on the 

underlying nature of those cash flows.  

23. Moreover, we observe that: 

(a) the definitions of operating, investing and financing activities in 

paragraph 6 of IAS 7 provide guidance on how to make this distinction 

by activity; however, in our view these definitions are too narrow; and 

(b) the classification of cash flows is driven by lists of examples (included 

within each description by cash flow activity) but these lists are not 

exhaustive.  

24. In our analysis we identified some elements that could help management to 

identify the nature of the cash flow that is being analysed for a particular 

transaction and determine the most appropriate classification of cash flows when 

this classification is not clear.  These elements, are: 

(a) the cause or reason for which the cash flow is received or paid (refer to 

paragraphs 26–29);  

(b) the counterparty who receives or pays the cash flow (refer to paragraphs 

30–33); 

(c) whether cash flows result from transactions that enter into the 

determination of profit or loss (refer to paragraphs 34–41); or 
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(d) the predominant source of cash flows (refer to paragraphs 42–43). 

25. An analysis of the elements identified is provided in subsequent paragraphs.  Our 

analysis also associates these elements with the fact patterns examined.   

The cause or reason for the cash flow 

26. We observe that IAS 7’s objective3 is to classify cash flows according to whether 

they stem from operating, investing, or financing activities. In making this 

distinction we think it is important to identify the cause or the reason for the cash 

flow because users of financial statements are interested in how cash flows are 

used and generated. In this respect, paragraph 3 in IAS 7 states (emphasis added) 

that: 

 Users of an entity’s financial statements are interested in 

how the entity generates and uses cash and cash 

equivalents.  

Fact patterns analysed 

27. In our analysis of cash payments to a long-term employee benefit fund (fact 

pattern 1) we concluded that the substance of these payments is similar to other 

cash payments for employment services; consequently, these payments should be 

classified in the same way as any other cash payments for employment services, 

as part of operating activities. 

28. In our analysis of insurance proceeds that are received as compensation for an 

insured loss  from an insurance company (fact pattern 2), we concluded that 

management should focus on the reason or cause for the cash flow.  In our view, if 

management holds an insurance policy to cover the damage to PP&E this 

transaction represents ‘in substance’ a disposal of PP&E. Consequently, we think 

that the cash proceeds from the insurance company should be classified as part of 

investing activities. In addition, we concluded that insurance proceeds are not 

                                                 
3 The identification of the sources and uses of funds was the objective of the previous IAS 7 Statement of 
Changes in Financial Position (October 1977), which was superseded by the current IAS 7 (issued in 
December 1992 by the IASC and adopted by the IASB in April 2001).  
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derived from “the principal revenue-producing activities of the entity”; and 

consequently they should not be classified as part of an entity’s operating 

activities.   

29. In our analysis of cash inflows from government grants (fact pattern 5), we 

concluded that the grant is providing a source of financing to the entity and 

consequently cash received should be part of the entity’s financing activities.  

The identification of the counterparty 

30. We observe that in IAS 7 the counterparty in the transaction plays an important 

role in the classification of cash flows.  For example,   

(a) “cash outflows to suppliers” are classified as operating activities (refer 

to para. 14(c)); whereas 

(b)  “cash repayments of amounts borrowed to lenders” are classified as 

financing activities (refer to para. 17(d).  

31. In a similar fashion, if an item is acquired: 

(a) through a finance lease, payments of the principal are classified as 

being equivalent to the payment of a loan, therefore being classified as 

a financing cash flow (refer to para. 17(e)); whereas 

(b) through a supplier rather than through a lender,  the repayment to the 

supplier is classified as either an investing or an operating cash flow in 

accordance with para. 14(c) or para. 16(a), respectively.   

Fact patterns analysed 

32. In our analysis of cash inflows from government grants (fact pattern 5), we 

observed that this transaction is in substance a financing transaction, because the 

entity has obtained finance from the government.  

33. In our analysis of cash payments in a reverse factoring agreement (fact pattern 6), 

we observed that this transaction is in substance a financing transaction, because 

the entity has obtained finance from a lender in order to pay amounts due to its 

supplier.  Because the counterparty is a bank (a lender), instead of a supplier, we 
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also concluded that such payments should be classified as part of the entity’s 

financing activities.  

Determine whether cash flows result from transactions that enter into the 
determination of profit or loss 

34. We have consulted some members of our staff who were involved in the 

publication of the current version of IAS 7, and they have confirmed to us that the 

original intention in IAS 7 was to have the operating section of the cash flow 

statement reflect, as much as possible, a cash-basis income statement.  Paragraph 

14 of IAS 7 demonstrates this fact because it states that (emphasis added): 

Cash flows from operating activities are primarily derived 

from the principal revenue-producing activities of the 

entity. Therefore, they generally result from the 

transactions and other events that enter into the 

determination of profit or loss.   

35. Consequently we think that when analysing cash flows by nature, it is important 

to consider whether cash flows result from transactions that enter into the 

determination of profit or loss.   

36. We think that management, when doing so, should determine where the original 

debit or credit is recorded for the transaction (except in the case of noncash 

investing/financing transactions).   

37. We think that if the debit in the original transaction is reported in profit or loss (ie 

the transaction gave rise to an immediate expense), then, regardless of whether the 

credit was to a long- or short-term payable, when the cash is paid, it would be 

classified as an operating cash flow.  For example, in determining the 

classification of the cash outflow for the payment of an employee’s salary, an 

entity would look at the following entries: 

Dr Wages (expense) 

Cr Liability (wages payable) 

To record the liability for wages payable 
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Dr Liability (wages payable) 

Cr Cash (operating cash outflow) 

To record the payroll payment   

38. We think that if the credit in the original transaction is reported in profit or loss (ie 

the transaction gave rise to immediate recognition of income), then, regardless of 

whether the debit is to a short- or long-term receivable, when the cash is received, 

it would be classified as an operating cash flow.  For example, in determining the 

classification for the cash inflows received from a credit sale in the normal course 

of business, an entity would look at the following entries: 

Dr Accounts receivable  

Cr Revenue (income) 

To record the credit sale 

Dr Cash (operating cash inflow) 

Cr Accounts receivable 

To record the receipt of cash from the sale   

Fact pattern analysed 

39. In our analysis of payments to meet a rehabilitation obligation (fact pattern 4), we 

concluded that, these payments are linked to the mine’s operation, consequently, 

on the basis of the definition of operating activities in paragraph 14 of IAS 7 they 

can be considered to be operating cash flows.   

40. We also noted that the rehabilitation activities relate to the removal of an asset 

that produced cash flows in the past and not the construction of an asset that will 

generate cash flows in the future.  We therefore concluded that such payments do 

not meet the definition of ‘investing’.   

41. We also concluded that the payment of cash arising from the performance of 

rehabilitation activities is not the repayment of financing and therefore payments 

do not meet the definition of ‘financing’ in IAS 7. 
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Other findings 

The identification of the predominant source of cash flows 

42. We have observed that the last paragraph in the section describing operating 

activities (after para. 14(g)) implicitly states that in situations in which cash 

inflows and outflows may relate to more than one category of cash flow, the 

appropriate classification should be based on the activity that is likely to be the 

predominant source of cash flows.  This paragraph is reproduced below:  

Some transactions, such as the sale of an item of plant, 

may give rise to a gain or loss that is included in 

recognised profit or loss. The cash flows relating to such 

transactions are cash flows from investing activities. 

However, cash payments to manufacture or acquire assets 

held for rental to others and subsequently held for sale as 

described in paragraph 68A of IAS 16 Property, Plant and 

Equipment are cash flows from operating activities. The 

cash receipts from rents and subsequent sales of such 

assets are also cash flows from operating activities. 

43. We consequently also propose making explicit in IAS 7 that in some 

circumstances an entity should look at the predominant source of cash flows, 

because we think that this could serve as further guidance for implementing the 

primary principle for classifying cash flows4.  

                                                 
4 We note that the guidance in paragraph 10-45-22 of Topic 230 of the FASB Accounting Standards 
Codification® is explicit in this respect. It states that (emphasis added): “Certain cash receipts and 
payments may have aspects of more than one class of cash flows. For example, a cash payment may pertain 
to an item that could be considered either inventory or a productive asset. If so, the appropriate 
classification shall depend on the activity that is likely to be the predominant source of cash flows for 
the item. For example, the acquisition and sale of equipment to be used by the entity or rented to others 
generally are investing activities. However, equipment sometimes is acquired or produced to be used by the 
entity or rented to others for a short period and then sold. In those circumstances, the acquisition or 
production and subsequent sale of those assets shall be considered operating activities”.  
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The occurrence (timing) of the cash flows 

44. Under IAS 7 there is no specific guidance for situations in which cash inflows or 

outflows occur several years after the date of the transaction. For example, on the 

purchase of plant assets through instalment payments, IAS 7 does not distinguish 

for classification purposes between early payments (eg an advance payment) or 

subsequent instalment payments and considers all payments to be investing cash 

flows in accordance with paragraph 16(a)5.   

45. Accordingly, our view is that the classification of a cash receipt or cash payment 

should be determined by analysing its cause (or original purpose) for which it is 

received or paid regardless of when these cash flows are received or paid. 

Fact patterns analysed 

46. From our analysis of a purchase of PP&E on deferred payment terms (fact 

pattern 3) we concluded that because the entity purchased PP&E and makes the 

payment to a supplier, the entity would classify its cash outflows for the 

repayment to the supplier as part of its investing activities regardless of whether 

this payment has been deferred or not.  

47. Our answer to this fact pattern was relatively simple because the purchase of 

PP&E is explicitly addressed in IAS 7.  We observe, however, that for 

transactions that are not explicitly categorised in IAS 7 (eg payments for 

contingent or deferred consideration), it would be unclear whether the occurrence 

(or timing) of cash flows might play a vital role in their classification.  

48. We think that in those cases where the classification of particular cash flows is not 

addressed in IAS 7, the occurrence of the cash flows (ie the ‘when’) is not an 

element that should be  taken into account in identifying the nature of the cash 

flows.  This is because in our view the ‘cause and the reason’ for the cash flow (ie 

                                                 
5 US GAAP is more specific in this respect.  Paragraph–10–45–13 of Topic 230 Statement of Cash Flows in 
the FASB Accounting Standards Codification® states that (emphasis added) “Payments at the time of 
purchase or soon before or after purchase to acquire property, plant, and equipment and other productive 
assets, including interest capitalized as part of the cost of those assets. Generally, only advance payments, 
the down payment, or other amounts paid at the time of purchase or soon before or after purchase of 
property, plant, and equipment and other productive assets are investing cash outflows. However, 
incurring directly related debt to the seller is a financing transaction (see paragraphs 230-10-45-14 
through 45-15), and subsequent payments of principal on that debt thus are financing cash outflows”. 
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the ‘why’) and the counterparty (ie the ‘who’) play an important role in the 

classification of cash flows, as we explained in paragraphs above. 

Expenditures that result in a recognised asset 

49. In November 2007 the IFRIC (the previous name of the IFRS Interpretations 

Committee) received a request for guidance on the classification of exploration 

and evaluation expenditure in extractive industries. This issue was analysed at the 

the Committee meetings in January 2008 (refer to Agenda Paper 7-B) and March 

2008 (refer to Agenda Paper 4B).   

50. While paragraph 16 of IAS 7 appeared to be clear that only expenditures that 

results in the recognition of an asset would be classified as cash flows from 

investing activities, the wording was not definitive in this respect.  At the June 

2008 meeting (refer to IASB Update of June 2008), the Board agreed with the 

Committee’s recommendation to make explicit in paragraph 16 of IAS 7 that: 

Only expenditures that result in a recognised asset in the 

statement of financial position are eligible for classification 

as investing activities.  

51. This amendment was finalised in Improvements to IFRS published in April 2009. 

Our view 

52. We think that the sentence added to paragraph 16 is unnecessary and it is leading 

to misunderstandings about the classification of cash flows, because it is giving 

precedence to Principle 2 as identified by the Committee (ie “cash flows in IAS 7 

should be classified consistently with the classification of the related or 

underlying item in the statement of financial position”).  

53. Consequently, our proposal is to eliminate that (added) sentence from paragraph 

16 of IAS 7 because in our view this clarification is not indispensable and is  

adding confusion to the classification of cash flows. 
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Fact pattern analysed 

54. In our analysis of payments to fulfil a rehabilitation obligation (fact pattern 4), we 

concluded that the fact that the rehabilitation cost is capitalised as part of the cost 

of the investment of a mine does not automatically lead to a classification within 

investing activities.   

55. In our view, these payments should be considered operating cash flows because 

they are linked to the (operating) cost of rehabilitating a mine.  In addition, we 

concluded that this payment should not be classified either as an investing activity 

or as a financing activity, because it does not meet the definition of those 

activities.  

Next steps 

56. If the Committee reaches a consensus that a clarification is needed in IAS 7, the 

next step is to determine what form that clarification needs to take.   

57. We think that the issues identified by the staff (clarification of the primary 

principle for classifying cash flows and guidance to implement this principle) 

could be included as part of the annual improvements project, on the basis of our 

assessment of the annual improvements criteria (refer to the table below paragraph 

60).  

58. We also considered adding examples to IAS 7 (as non-mandatory implementation 

guidance) illustrating the application of paragraph 11 to IAS 7.  However, we 

rejected this approach, because we thought that these examples address limited 

situations arising in practice and are not exhaustive.  We think that this guidance 

could be, instead, included in any current or future educational material on IAS 7. 

59. Finally, we note that the Board currently has no plans to have a separate project 

on IAS 7.   

Annual Improvements criteria assessment 

60. We assessed the potential amendment to IAS 7 to clarify the classification of cash 

flows.  On the basis of the assessment, we recommend that the Committee should 
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recommend to the Board that it should include the proposed amendment in 

Annual Improvements.   

 

Annual improvements criteria Staff assessment of the proposed amendment 

(a) The proposed amendment has one or both of 
the following characteristics: 

(i) clarifying—the proposed amendment would 
improve IFRSs by: 

 clarifying unclear wording in existing IFRSs, 
or  

 providing guidance where an absence of 
guidance is causing concern. 

A clarifying amendment maintains consistency 
with the existing principles within the applicable 
IFRSs.  It does not propose a new principle, or a 
change to an existing principle. 

(ii) correcting—the proposed amendment would 
improve IFRSs by: 

 resolving a conflict between existing 
requirements of IFRSs and providing a 
straightforward rationale for which existing 
requirements should be applied, or  

 addressing an oversight or relatively minor 
unintended consequence of the existing 
requirements of IFRSs. 

A correcting amendment does not propose a new 
principle or a change to an existing principle, but 
may create an exception from an existing principle. 

(a) Yes.  The proposed amendments clarify the 
application of paragraph 11 of IAS 7 when 
classifying cash flows by operating, investing and 
financing activities.   

 

(b) The proposed amendment is well-defined and 
sufficiently narrow in scope such that the 
consequences of the proposed change have been 
considered.  

(b) Yes.  We believe that the proposed 
amendments are well defined and are sufficiently 
narrow in scope that the consequences of the 
proposed change have been considered.  It 
contributes to consistent classification of cash 
flows. 

(c) It is probable that the IASB will reach conclusion 
on the issue on a timely basis.  Inability to reach 
conclusion on a timely basis may indicate that the 
cause of the issue is more fundamental than can 
be resolved within annual improvements. 

(c) Yes.  We think that the IASB will reach a 
conclusion on this issue on a timely basis, because 
it is a clarification of the application of IAS 7. 

(d) If the proposed amendment would amend 
IFRSs that are the subject of a current or planned 
IASB project, there must be a need to make the 
amendment sooner than the project would. 

(d) Yes, because there are no current projects on 
IAS 7.  
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Staff recommendation 

61. As requested by the Committee, we analysed several fact patterns in an attempt to 

clarify the principle for classifying cash flows.  On the basis of our analysis, we 

recommend to the Committee that it should add a clarification to IAS 7 to state 

that Principle 1 is the primary classification principle for cash flows, and that cash 

flows should consequently be classified according to their nature.  

62. We also recommend adding further guidance on how to identify the nature of 

the cash flow that is being analysed.  On the basis of our analysis, we 

concluded that the following elements (among others) are relevant in 

identifying the nature of the cash flows:   

(a) the cause or reason for which the cash flow is received or paid;  

(b) the counterparty who receives or pays the cash flow; 

(c) whether cash flows result from transactions that enter into the 

determination of profit or loss; or 

(d) the predominant source of cash flows. 

63. In addition, we recommend deleting the following sentence in paragraph 16 of 

IAS 7 to avoid confusion about the application of the primary principle for 

classifying cash flows: 

The separate disclosure of cash flows arising from 

investing activities is important because the cash flows 

represent the extent to which expenditures have been 

made for resources intended to generate future income 

and cash flows. Only expenditures that result in a 

recognised asset in the statement of financial position are 

eligible for classification as investing activities. Examples 

of cash flows arising from investing activities are: (...) 

64. Our proposals to amend paragraphs in IAS 7 are shown in Appendix B of this 

paper. 
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 Transition requirements 

65. We are of the opinion that entities (including first-time adopters of IFRSs in 

accordance with IFRS 1 First Time Adoption of International Financial Reporting 

Standards) should apply the proposed amendment retrospectively in accordance 

with the provisions in IAS 8 Accounting Policies, Changes in Accounting 

Estimates and Errors for retrospective application, because we consider that the 

application of the proposed amendment would lead to a better understanding of an 

entity’s cash flows. 

Questions for the Committee—classification of cash flows 

1. Does the Committee agree with the staff’s recommendation to clarify that 

the classification of cash flows should be based on the identification of the 

nature of the cash flow that is being analysed and with our proposal to add 

some elements that could assist in this identification? 

2. Does the Committee have any comments on the proposed amendments to 

IAS 7 as shown in Appendix B? 

3. Does the Committee still wish to go ahead with its proposed amendment to 

paragraph 14 of IAS 7 to provide guidance regarding the classification of cash 

flows for an operator in a service concession arrangement?  
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Appendix A—example fact patterns 

Example 1: cash contributions to a long-term employee benefit fund 

An employer makes contributions to an employee benefit fund 

(accounted for as a defined benefit plan in accordance with IAS 19).   

How should these payments be classified in the statement of cash 

flows? 

Background information 

A1. In accordance with paragraph 56 of IAS 19 Employee Benefits, defined benefit 

plans are wholly or partly funded by contributions by an entity or sometimes by 

its employees to a fund from which employee benefits are paid.   

A2. Cash payments to fund a long-term employee benefit fund may include:  

(a) annual contributions (voluntary or required by law) to fund the 

increased defined benefit obligation arising from employees’ service 

provided during the year; 

(b) special contributions made to remedy a funding deficit in the defined 

benefit plan; or 

(c) contributions to fund past service costs arising from service provided to 

the entity or to a previous sponsoring employer (in the case of a defined 

benefit plan acquired as part of a business combination). 

A3. Contributions held by the fund are invested in plan assets, which, in accordance 

with paragraph 8 of IAS 19 Employee Benefits, exist “solely to pay or fund 

employee benefits” and “are not available to the reporting entity’s own creditors” 

(unless special circumstances are met in accordance with that paragraph).  Plan 

assets are netted against the defined benefit liability in the statement of financial 

position for presentation purposes, in accordance with paragraph 63 of IAS 19. 
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Staff analysis 

Application of Principle 1 

A4. We think that these contribution payments should be considered part of the 

compensation for employment services and should be classified in the same way 

as any other cash payments for employment services.  

A5. Consequently we think that, in line with the description in paragraph 14(d) of 

IAS 7, contribution payments to long-term benefit funds should be considered “on 

behalf of employees” and be classified as part of an entity’s operating activities. 

Application of Principle 2  

A6. A different conclusion could be reached if the classification of cash flows is based 

on the classification of the related or underlying item in the statement of financial 

position (ie which the Committee identified as Principle 2).   

A7. In applying Principle 2, one could conclude that the net pension liability is a 

financing item and that all of the components of the periodic pension cost (with 

the exception of the service cost, which is considered an operating cost) are also 

considered to be financing in nature.   

A8. Consequently, in line with the classification in the statement of financial position 

of the net pension liability, cash payments to a long-term employee benefit fund 

(that settle net pension liability) would be classified as part of the entity’s 

financing activities.  

A9. Some others might think that under Principle 2, contributions to a long-term 

employee benefit fund should be classified as part of investing activities, because 

contributions to a long-term employee fund may lead to the recognition of an asset 

in the SFP (ie if the fund reflects a surplus) in line with the requirement to show 

plan assets as a deduction from the present value of the defined benefit obligation.  

Alternatively, some might focus on the use of the investment of cash payments in 

plan assets (regardless of whether the plan is in surplus or deficit) and conclude 

that the payments should be classified as part of investing activities.    
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A10. Consequently, it could be argued that payments to a long-term employee fund are 

made to invest in resources intended to generate future income and cash flows in 

line with the definition of investing activities in paragraph 16 of IAS 7, which 

states that: “only expenditures that result in a recognised asset in the statement of 

financial position are eligible for classification as investing activities”.  

Our view 

A11. We note that the application of Principles 1 and 2 leads to different answers in 

terms of classification.  In our view, the classification based on Principle 1 should 

take precedence because we think that the substance of these payments is similar 

to other cash payments for employment services.  We think that the application of 

Principle 1 gives an appropriate answer to the classification of cash flows.  

A12. We disagree with the application of Principle 2 because we think that the 

conclusions reached under this principle focus too much on the mechanics of the 

pension arrangement and overlook the ultimate reason for contributing to 

long-term employee benefit funds, which is to compensate employees for their 

services.  

Example 2: cash received as compensation for an insured loss  

As a result of a natural disaster, an entity’s property, plant and 

equipment (PP&E) was significantly damaged.  This entity holds an 

insurance policy covering such losses and receives compensation from 

the insurance company for the items damaged.   

How should the insurance proceeds from the insurance company be 

classified in the statement of cash flows? 

Background information 

A13. The accounting for insurance compensation for PP&E when the compensation 

becomes receivable is addressed in paragraph 65 of IAS 16 Property, Plant and 
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Equipment, which states that the compensation from third parties for items of 

PP&E that were impaired, lost or given up should be recognised in profit or loss.  

A14. IAS 7 does not refer specifically to the classification of cash proceeds from an 

insurance company.   

Staff analysis 

Application of Principle 1 

A15. In determining the nature of the cash inflows received for insurance proceeds, an 

entity should focus on the reason why it holds an insurance policy.  In our view, 

because the entity has insurance coverage on property, plant and equipment, cash 

proceeds from the insurance company should be classified as part of investing 

activities.   

A16. We also think that this transaction represents “in substance” a disposal of PP&E 

in line with paragraph 16(b) of IAS 7, which states that the following activities are 

considered part of investing activities: 

cash receipts from sales of property plant and 

equipment, intangibles and other long-term assets.     

A17. The latter is also consistent with the definition of investing activities in paragraph 

6 of IAS 7, which states that it includes acquisition and disposal of long-term 

assets.  

A18. Another argument supporting the classification of insurance receipts as part of 

investing activities is to analogise this transaction with the accounting of the cash 

flows derived from a position that is being hedged in accordance with the last 

sentence of paragraph 16 of IAS 7. For our fact pattern, one would look at the 

classification of the cash flows for the item being insured to determine the 

classification of the insurance proceeds. Because cash payments to acquire and 

disposed of long-term assets are classified as investing activities in par. 6 of IAS 

7, we think that cash proceeds would follow the same classification.  The last 

sentence of paragraph 16 is reproduced below (emphasis added): 
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When a contract is accounted for as a hedge of an 

identifiable position the cash flows of that contract are 

classified in the same manner as the cash flows of the 

position being hedged.   

A19. In addition, we think that even if the insurance proceeds are used to purchase 

items that are not PP&E (eg for repairs and maintenance), the classification of the 

cash proceeds would still be within investing activities, because the classification 

should reflect the cause for which cash inflows are received (ie to cover for losses 

and damage to PP&E).  

A different view in the application of Principle 1 

A20. In applying Principle 1, one could argue that because the payment of the insurance 

premium is part of an entity’s operating cash flows and the cost of insurance for 

the period is recognised periodically as an operating expense, then insurance 

proceeds should follow the same classification within an entity’s operating 

activities.  

A21. We disagree with this view. We think that including insurance proceeds as part of 

operating activities would be misleading.  This is because insurance proceeds are 

not derived from “the principal revenue-producing activities of the entity” 

(paragraph 14 of IAS 7) and in accordance with paragraph 13 of IAS 7, operating 

activities should reflect cash flows that are generated only by the entity and cash 

proceeds from an insurance company are not generated by the entity.  This 

paragraph states that (emphasis added):  

The amount of cash flows arising from operating activities 

is a key indicator of the extent to which the operations 

of the entity have generated sufficient cash flows to 

repay loans, maintain the operating capability of the 

entity, pay dividends and make new investments 

without recourse to external sources of financing. 

Information about the specific components of historical 

operating cash flows is useful, in conjunction with other 

information, in forecasting future operating cash flows.  
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A22. Furthermore, one could argue that insurance proceeds are considered a one-time 

event and should not be part of the entity’s normal operating activities.  However, 

we did not find any indication in IAS 7 that the classification of the cash flows 

should be based on whether cash flows are recurring or not6.   

Application of Principle 2 

A23. Proponents of this principle would focus on the use of the cash proceeds instead 

of on the nature of the insurance cover.  Consequently, if the entity has the plan to 

purchase, for example, PP&E with the cash proceeds, application of Principle 2 

would lead to the conclusion that the cash inflow should be classified within the 

investing section in accordance with paragraph 16(a) of IAS 7.  However, if the 

insurance proceeds are planned to be used to purchase items that are not PP&E, 

the classification would be different.  For example, if the proceeds are used to buy 

merchandise, cash inflows would be classified in the operating section; whereas if 

insurance proceeds are used to pay off a debt, cash inflows would be classified in 

the financing section. 

Our view 

A24. We note that the application of Principles 1 and 2 leads to different classifications.  

In our view the classification based on Principle 1 should take precedence.  We 

think that the cash proceeds from the insurance company should be classified as 

part of investing activities because we think that this transaction represents ‘in 

substance’ a disposal of PP&E (irrespective of whether insurance proceeds are 

planned to be used to purchase items that are not PP&E).  

A25. In addition, we have concluded that insurance proceeds are not derived from “the 

principal revenue-producing activities of the entity”; consequently, they should 

not be classified as part of an entity’s operating activities.   

                                                 
6 Nevertheless, we believe that this recurring/non-recurring distinction is useful to users of financial 
statements.    
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Example 3: cash payment for the purchase of property, plant and 
equipment on deferred payment terms  

An entity purchases property, plant and equipment (PP&E) on deferred 

payment terms (eg by agreeing to pay cash some years after the date of 

the purchase).   

How are cash flows that are used to settle this deferred payment 

classified in the statement of cash flows? 

Background information 

A26. Some assets are frequently purchased on long-term credit contracts through the 

use of notes, mortgages, bonds or other obligations whereby the cash outflows 

may occur several years after the date of the transaction.   

Staff analysis 

Application of Principle 1 

A27. In conformity with Principle 1, the classification of a cash receipt or cash payment 

should be determined by analysing the cause (or original purpose) for which it is 

received or paid regardless of when these cash flows are received or paid.  

A28. Proponents of this view would also think that the identification of the counterparty 

in this transaction is relevant to determining the appropriate classification of cash 

flows.  

A29. Consequently, in this particular fact pattern, proponents of this view think that 

because an entity has purchased PP&E and makes the payment to a supplier, the 

entity would classify this payment as part of its investing activities.    

A30. However, if the entity had entered instead into a financial lease or had borrowed 

amounts from a financial institution to purchase the asset, the classification of the 

cash payments to the lessor or to the bank would be different.  For instance, we 

think that payments of the outstanding liability (to the bank, for example) would 

be classified as part of the entity’s financing activities (in accordance with 
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paragraphs 17(d) and (e) of IAS 7).  This leads proponents of this view to think 

that the identity of the counterparty is relevant to classifying the cash flows. 

Application of Principle 2 

A31. If Principle 2 were to be applied, some could argue that because cash payments 

used to settle a deferred purchase give rise to the recognition of an asset, they 

should be classified as part of an entity’s investing activities, on the basis that 

“only expenditures that result in a recognised asset in the statement of financial 

position are eligible for classification as investing activities” in accordance with 

IAS 7.16. 

A32. An alternative view on the application of Principle 2 would be to focus on the 

existence of the financial liability that was incurred by the entity to purchase the 

asset.  Because payments represent a reduction of this financial liability, these 

payments should be classified as part of the entity’s financing activities.  In 

addition, if the deferral period between the purchasing date and payment date is 

significant, one could argue that it is even clearer that there is a financing element 

implicit in this transaction because the vendor (seller) is providing finance to the 

entity in the purchasing of the asset and consequently, the nature of the payment is 

clearly a financing activity.    

Our view 

A33. We note that the application of Principles 1 and 2 leads to different classifications.  

However, in our view the classification based on Principle 1 is the appropriate 

classification and should take precedence, because the purpose of the purchase, 

and the type of counterparty financing the transaction influences our classification 

of cash flows. We think that additional guidance should be added to IAS 7 to 

highlight this fact.    

A34. We have reflected a similar conclusion in our analysis of fact pattern 6 (cash 

payments in a reverse factoring agreement), which we will discuss in paragraphs 

A52–A62. 
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Example 4: cash payment to meet a rehabilitation obligation  

A mining company has an obligation to rehabilitate land at the end of its 

operations for a specific surface mine.   

How are cash payments that are associated with the activities performed 

to meet the rehabilitation obligation classified in the statement of cash 

flows at the end of the operations of a mine? 

Background information 

A35. The rehabilitation obligation represents a provision of estimated costs required to 

restore mining operations.  The nature of these restoration activities involves 

activities such as closing the mine, recontouring, revegetating, restoring 

waterways and other activities.    

A36. The rehabilitation obligation is recognised as a liability and the estimated 

rehabilitation costs are capitalised as part of the cost of the investment in the mine 

(eg by increasing the carrying amount of the related mining assets) during the 

development/construction of the mine.   

A37. Consequently, we think that in this arrangement the following transactions can be 

identified: 

(a) Management records a provision of future rehabilitation costs:  

Dr Rehabilitation cost of asset  

Cr Provision for rehabilitation 

(b) Management records the unwinding of the discount rate:  

Dr Interest expense 

Cr Provision for rehabilitation 

(c) The entity undertakes the rehabilitation work, or sub contracts to 

another entity 

Dr Provision for rehabilitation 
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Cr Accounts payable (for employee costs, 

materials, subcontractors) 

(d) The performance of the rehabilitation will be some years after the 

provision is recognised, but the payment of the cash will likely be soon 

after the rehabilitation has been performed.  Management pays for the 

wages and materials used in performing the rehabilitation work and for 

sub-contractor’s services:  

Dr Accounts payable  

Cr Cash 

Staff analysis 

Application of Principle 1 

A38. In conformity with Principle 1, the classification of payments related to fulfilling a 

rehabilitation obligation should be determined by analysing the nature of this 

payment.  

A39. Proponents of this view think that cash payments associated with meeting the 

rehabilitation obligation are closely linked to the estimated cost of rehabilitation, 

which is a common and normal cost in the operation of a mine.  Consequently, 

they think that if these payments are related to the principal revenue-producing 

activities of the entity (in accordance with paragraph 14 of IAS 7), they could be 

classified as part of the entity’s operating cash flows.   

A40. In addition, proponents of this view also think that those cash payments are 

neither “investing” nor “financing”: 

(a)  they cannot be “investing”, because rehabilitation activities relate to 

the removal of an asset that produced cash flows in the past and not the 

construction of an asset that will generate cash flows in the future ; and  

(b) they cannot be “financing” because the payment of cash arising from 

the performance of rehabilitation activities is not the repayment of 

financing.  
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.Application of Principle 2 

A41. If Principle 2 were to be applied, some could argue that because the rehabilitation 

costs are capitalised as part of the investment in the cost of a mine and therefore 

an ‘asset’ is created, the payment of the cash associated with meeting the 

rehabilitation obligations should be classified as part of an entity’s investing 

activities, on the basis that “only expenditures that result in a recognised asset in 

the statement of financial position are eligible for classification as investing 

activities” in accordance with IAS 7.16. 

Our view 

A42. We note that the application of Principles 1 and 2 leads to different conclusions.  

We are of the view that although the rehabilitation cost is capitalised as part of the 

cost of the investment of a mine, this should not automatically lead to the 

conclusion that cash payments associated with meeting the rehabilitation 

obligation are part of investing activities, as Principle 2 would suggest7.   

A43. We understand that mining companies are faced with obligations for rehabilitation 

activities that arise during their normal operation.  In addition, we note that 

payments to fulfil a rehabilitation obligation do not meet the definition of 

investing and/or financing activity.  Consequently, we support classifying them as 

part of the entity’s operating activities in line with Principle 1.  

  

                                                 
7 This conclusion is in line with paragraph BC35E of IAS 16 Property, plant and equipment. This 
paragraph explains that even though an asset may be constructed and recognised as an asset in the 
statement of financial position, the expenditure related to this should be presented as an operating cash 
outflow if it relates to the ordinary activities of the entity. In other words, if an outflow of cash results in the 
recognition of an asset, this does not mean that the cash flow should automatically be presented as an 
investing activity. 
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Example 5: cash received from a government grant  

An entity received a government grant in cash to compensate for its 

costs of purchasing new equipment to run one of its production plants.  

The new equipment will be depreciated using the straight-line method 

over a period of three years.   

How should the cash inflows from government grants be presented in 

the statement of cash flows? 

Background information 

A44. Government grants represent a particular form of government assistance in return 

for the fulfilment of certain conditions.  Paragraph 3 of IAS 20 Accounting for 

Government Grants and Disclosure of Government Assistance defines 

‘government grants’ as (emphasis added): 

assistance by government in the form of transfers of 

resources to an entity in return for past or future 

compliance with certain conditions relating to the 

operating activities of the entity. They exclude those 

forms of government assistance which cannot reasonably 

have a value placed upon them and transactions with 

government which cannot be distinguished from the normal 

trading transactions of the entity. 

A45. Accordingly, government grants fall into two categories: 

(a) Grants related to assets—whose condition is that an entity should 

purchase, construct or otherwise acquire long-term assets.  When a 

grant relates to an asset, it is either:  

(i) recognised as deferred income and released to income 

over the expected useful life of the related asset in 

accordance with paragraph 26 of IAS 20; or 

(ii) deducted from the carrying amount of the asset and 

recognised in profit or loss as a depreciation expense in 

accordance with paragraph 27 of IAS 20. 
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(b) Grants related to income—grants other than those related to assets.  

When a grant relates to an expense item, it is recognised in profit or loss 

on a systematic basis (paragraph 12 of IAS 20).  

A46. Neither IAS 20 nor IAS 7 provides specific guidance about the classification of 

government grants in the statement of cash flows.  Paragraph 28 of IAS 20 only 

states that (emphasis added):  

The purchase of assets and the receipt of related grants 

can cause major movements in the cash flow of an entity. 

For this reason and in order to show the gross investment 

in assets, such movements are often disclosed as 

separate items in the statement of cash flows 

regardless of whether or not the grant is deducted from the 

related asset for presentation purposes in the statement of 

financial position.  

Staff analysis 

Application of Principle 1 

A47. Proponents of Principle 1 would determine that a grant represents a source of 

financing for the entity and the government is acting as a capital provider.   

A48. Consequently, proponents of this view think that in accordance with paragraph 

17(d) of IAS 7, cash received should be classified as part of the entity’s financing 

activities in line with the description of financing activities in paragraph 17 of IAS 

7.  

Application of Principle 2 

A49. Proponents of this principle would look at the transaction financed by the grant 

instead of at the grant itself.  In addition, proponents of this view would observe 

that paragraph 28 of IAS 20 implies that the government grant may be deducted 

from the related item for presentation purposes.   

A50. Consequently, if the entity purchases, for example, PP&E with the cash received 

from the grant, application of Principle 2 would lead to conclude that grants 
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received should be deducted from the cash payments to purchase PP&E in the 

investing section of the statement of cash flows.  Accordingly, if the grant is used 

to pay other operating expenses, the cash received from the grant would be shown 

in the operating section of the statement of cash flows.  

Our view 

A51. We support Principle 1 because the grant is providing a source of financing to the 

entity; and consequently cash received should be part of the entity’s financing 

activities.  We disagree with Principle 2 because it would mean focusing on the 

nature of the transaction that is financed by the grant instead of on the nature of 

the grant itself.   

Example 6: cash payments in a reverse factoring agreement  

An entity enters into a reverse factoring agreement with a bank to 

finance the purchase of inventory.  The trade payable has a normal 

45-day due date.  At the due date the bank pays the amount due to the 

supplier on behalf of the entity.  The loan from the bank is paid after 90 

days.   

How are cash flows related to a reverse factoring agreement classified in 

the statement of cash flows? 

Background information 

A52. In a reverse factoring arrangement, a purchaser engages a factor (ie a bank) to 

provide finance for the purchase of goods from a supplier, so the bank pays the 

entity’s trade payables on behalf of the entity (ie the purchaser) to the supplier on 

the due date.  The entity then pays the bank at a later date8.  

A53. IAS 7 does not provide guidance on the classification of cash flows relating to 

factored payables (or receivables) in the statement of cash flows. 

                                                 
8 Our objective in this section is to highlight the main characteristics of a reverse factoring transaction and 
describe it in simple terms. We are aware, however, that these arrangements can be structured in different 
ways (eg they may or may not involve the participation of the vendor).    
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Analysis of the fact pattern 

A54. We think that in a reverse factoring arrangement the following transactions can be 

identified: 

(a) the entity records its trade payable for the purchase of inventory; 

Dr inventory 

Cr Liability to pay for inventory (supplier) 

(b) the entity enters into a reverse factoring agreement; when the bank  

pays the supplier, the entity cancels its liability with the supplier and 

records a financial liability with the bank.  

Dr Liability to pay for inventory (supplier) 

CR Liability to pay for inventory (bank) 

(c) the entity settles its liability for the purchase of inventory when it pays 

the bank at a later date.  

Dr Liability to pay for inventory (bank) 

Cr Cash 

Staff analysis 

Application of Principle 1 

A55. We think that an important element to consider when analysing the nature of the 

cash flows is the identification of the counterparty that receives the payment (we 

have also highlighted this element in our analysis of fact pattern 3 (payment for 

the purchase of PP&E on deferred terms) and fact pattern 5 (cash received from a 

government grant).   

A56. Because the entity pays the bank, rather than the supplier (after the bank has paid 

the supplier on the entity’s behalf), we think that it could be argued that this 

transaction is in substance a financing transaction, because the entity has obtained 

finance from a lender in order to pay amounts due to its supplier.  
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A57. Normal credit terms with a supplier can be argued to also be financing, but the 

established practice in IAS 7 is that such payments are operating cash flows.  

However, if the credit arrangement/financing is with a third-party (the bank), we 

think that in accordance with paragraph 17(d) of IAS 7, a repayment of an amount 

borrowed by the entity should be classified as part of the entity’s financing 

activities.  

Application of Principle 2 

A58. Under Principle 2 an entity would focus on the mechanics of the transaction and 

on the terms and conditions of the arrangement.   

A59. In this fact pattern, the trade payable with the supplier is derecognised and the 

entity recognises a financial liability with the bank.  Consequently, when the 

entity pays the bank, the payment would be classified as a financing outflow. 

Our view 

A60. We note that the application of Principles 1 and 2 to the fact pattern analysed 

(where the transfer gives rise to the derecognition of the trade payable) leads to 

similar conclusions that the cash outflow to the bank should be classified as part 

of the entity’s financing activities, because in this transaction: 

(a) the bank paid the supplier, therefore, the entity no longer has an 

obligation to pay the supplier; and  

(b) the entity paid the bank.  

A variation of the fact pattern 

A61. If under the terms of the reverse factoring agreement the bank does not pay the 

supplier directly and instead transfers cash to the entity as if entity had borrowed 

cash directly from the bank to settle the liability with the supplier, the analysis of 

the cash flows would have been as follows: 

(a) the entity receives consideration from the financial institution and 

recognises a financial liability for the amount borrowed from the bank; 
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this cash inflow will be classified as part of the entity’s financing 

activities; 

Dr Cash (financing) 

Cr Liability to pay for inventory (bank) 

(b) at the due date, the entity pays the supplier (with the cash received from 

the bank) and derecognises the trade payable; this cash outflow will be 

classified as part of the entity’s operating activities, because this 

represents a payment to a supplier.  

Dr Liability to pay for inventory (supplier) 

Cr Cash (operating) 

(c) when the entity pays the bank at a later date, the cash outflow to cancel 

its liability with the bank would be classified as a financing outflow.  

Dr Liability to pay for inventory (bank) 

Cr Cash (financing) 

A62. In this modified fact pattern we can still conclude that the cash outflow to the 

bank is financing in nature under both Principles. The cash transactions that we 

can identify are as follows:  

(a) the cash inflow received from the bank would be financing in nature;  

(b) the cash outflow to pay the supplier would be operating in nature;  

(c) the cash outflow to pay the bank would be financing in nature9.   

  

                                                 
9One could argue, however that the net effect in the statement of cash flows is a cash outflow that is 
operating in nature (irrespective of whether or not the entity received cash directly from the bank to pay the 
supplier in the reverse factoring agreement to purchase the merchandise). We do not agree with this 
conclusion as cash inflows and outflows should be analysed separately and classified accordingly. 
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Appendix B—Proposed changes (IAS 7) 

B1. The proposed amendment to IAS 7 is presented below. 

Amendment to IAS 7 Statement of Cash Flows 

Paragraph 11A is added.  Paragraph 11 is not proposed for amendment but is 
included here for ease of reference. Paragraph 16 is amended. 

 

Presentation of a statement of cash flows 

11 An entity presents its cash flows from operating, investing and financing 
activities in a manner which is most appropriate to its business. 
Classification by activity provides information that allows users to assess 
the impact of those activities on the financial position of the entity and the 
amount of its cash and cash equivalents. This information may also be used 
to evaluate the relationships among those activities 

11A When classifying cash flows by activity an entity shall focus on the nature 
of the transaction that gave rise to the cash receipt or the cash payment.  
Elements that can be used in identifying the nature of a transaction are: 

(a) the cause or reason for which the cash flow is received or paid;  

(b) the counterparty who receives or pays the cash flow; 

 (c) whether cash flows result from transactions that enter into the 
determination of profit or loss, in which case they shall be classified 
as part of an entity’s operating activities; or 

(d) the predominant source of cash flows. 

 

Investing activities 

16 The separate disclosure of cash flows arising from investing activities is 
important because the cash flows represent the extent to which 
expenditures have been made for resources intended to generate future 
income and cash flows. Only expenditures that result in a recognised asset 
in the statement of financial position are eligible for classification as 
investing activities. Examples of cash flows arising from investing 
activities are: 

(a)... 

(b)... 
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Effective date  

58 Annual Improvements [cycle] issued in [date] added paragraph 11A.  An 
entity shall apply that amendment retrospectively in accordance with IAS 
8 Accounting Policies, Changes in Accounting Estimates and Errors for 
annual periods beginning on or after [date].  Earlier application is 
permitted.  If an entity applies the amendment for an earlier period it shall 
disclose that fact. 
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Basis for Conclusions on proposed amendments to IAS 7 Statement 
of Cash Flows  

This Basis for Conclusions accompanies, but is not part of, the proposed 
amendments. 

 

Presentation of a statement of cash flows 

BC1 The Board noted that two ‘principles of classification’ in IAS 7 have 
been used to guide the classification of cash flows.  The first principle, 
based on paragraph 11 of IAS 7, is that cash flows shall be classified in 
accordance with the nature of the activity in a manner that is most 
appropriate to the business of the entity in accordance with the 
definitions of operating, investing and financing activities in paragraph 6 
of IAS 7.  The second principle, based on paragraph 16 of IAS 7, is that 
cash flows should be classified consistently with the classification of the 
related or underlying item in the statement of financial position.  The 
Board considered it important to clarify that that the primary principle for 
classification of cash flows on the basis of paragraph 11 of IAS 7 is the 
classification of cash flows based on its nature.  The Board thinks that 
this principle of classification takes precedence in the event that other 
guidance conflicts with this principle.   

BC2 The Board also considered adding more guidance on the application of 
the primary principle behind the classification of cash flows, to address 
existing diversity in practice regarding the classification of cash flows by 
activity.  This can occur when transactions can be viewed as having 
aspects of operating, investing or financing activities and the appropriate 
classification might not be clear.  The proposed amendment gives 
management some elements that can be used to identify the nature of a 
transaction. For example, in analysing the classification of payments to 
long-term employee benefit funds, management should observe the 
purpose for this funding (ie to fund the employee’s services).  
Consequently in accordance with paragraph 14 of IAS 7, such payments 
should be classified as part an entity’s operating activities. 

BC3 The Board also proposes to delete the guidance in paragraph 16 regarding 
the fact that “only expenditures that result in a recognised asset in the 
statement of financial position are eligible for classification as investing 
activities”.  The Board thinks that this guidance leads to 
misunderstandings about the appropriate classification of cash flows and 
negates the relevance of the primary principle identified by the Board for 
classifying cash flows.  
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Appendix C—Letters from commentators 

C1. The letters received from SEOPAN and FIEC providing comments on the 
Committee’s tentative decision regarding the classification of cash flows for 
construction or upgrading services are reproduced in the appendix. 

 

 

 



 
 

Mr. Wayne Upton 
Chairman 
IFRS Interpretation Committee 
30 Cannon Street 
London EC4M 6XH 
United Kingdom 

 
 
Re: IFRIC-12 Service Concession Arrangement – Presentation of cash flows for 
construction or upgrading services 
 
 

Madrid,  9 March 2012 
 
 
Dear Mr. Upton, 
 
We write to you on behalf of SEOPAN, a grouping of the main Spanish construction 
companies and worldwide leaders in the transport infrastructure concessions industry 
(Public Works Financing publication). 
 
We address you regarding our concerns about the decision taken by the Interpretation 
Committee last November.     
 
At November 2011 meeting, the Interpretation Committee decided to recommend 
that the Board should propose an amendment, through Annual Improvements, to 
paragraph 14 of IAS 7 to clarify that an operator that provides construction or 
upgrades services in a service concession arrangement should present all of the cash 
flows relating to this activity as operating cash flows. 
 
From our point of view, if the Board approved that amendment, it would breach the 
main objective of the International Accounting Standards, contained in the Conceptual 
Framework (paragraph 12), which is to represent faithfully the economic substance of 
the business providing information that is useful for making economic decisions. 
 
From an economic point of view, the business of Services Concessions Arrangements 
is a type of business which normally requires a heavy upfront investment that is 
recovered by the operator with the cash that it receives in terms of tolls subject to 
demand risk (intangible model) or other type of amounts not subjected to demand risk 
(financial asset model).  
 
The nature of this type of business, as a business which normally requires a heavy 
upfront investment, was clearly recognized in the discussions on the IFRIC 12 and the 
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classification of that heavy investment was one of the main issues on the table (see 
paragraph 9 of IFRIC 12 Basis for Conclusions). 
 
That upfront investment is normally financed by long term banks borrowing or bonds 
financing that are normally guaranteed only with the future cash flows of the project. 
From a business point of view, it is clear that the banks and bonders do not finance 
operating costs, they finance an investment that will be recovered through future cash 
flows of the project. 
 
Taking into account the economic substance of the business, we understand that 
cash outflows relating to construction services under a service concession 
arrangement should be presented as investing cash flow. 
 
The classification as an investing cash flow can not be denied because the investment 
is executed exchanging a construction activity of a new infrastructure against an 
intangible asset or a financial asset in a barter transaction. In terms of statement of 
financial position, the operator is recognizing a fixed asset (intangible or financial) as 
soon as the construction activity is performed (see IFRIC 12 illustrative examples) and 
in terms of cash, the operator is receiving cash from the banks and the shareholders in 
order to pay the investment that will be recovered in the future. 
 
The conclusion that the cash out flows related to the construction of the 
infrastructure are investment cash flows can be concluded not only analyzing the 
nature of the business, but also from a technical point of view according IAS 7. 
 
The IAS 7 paragraph 6 includes a definition for investing activities aligned with this 
idea: “Investing activities are the acquisition and disposal of long-term assets and other 
investments not included in cash equivalents”. 
 
Paragraph 11 says that an “Entity presents its cash flows from operating, investing and 
financing activities in a manner which is most appropriate to its business” 
 
 Additionally, paragraph 16 of IAS 7 establishes a definition of Investing Activities that 
matches straightforward with the conclusion: “The separate disclosure of cash flows 
arising from investing activities is important because the cash flows represent the 
extent to which expenditures have been made for resources intended to generate 
future income and cash flows. Only expenditures that result in a recognised asset in the 
statement of financial position are eligible for classification as investing activities. 
Examples of cash flows arising from investing activities are: 
 
(a) cash payments to acquire property, plant and equipment, intangibles and other 
long-term assets. These payments include those relating to capitalised development 
costs and self-constructed property, plant and equipment;”. 
 
We don’t see the arguments used to conclude the classification as an operating cash 
flow, because p.13 says that “The amount of cash flows arising from operating 
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activities is a key indicator of the extent to which the operations of the entity have 
generated sufficient cash flows to repay loans, maintain the operating capability of the 
entity, pay dividends and make new investments without recourse to external sources 
of financing. Information about the specific components of historical operating cash 
flows is useful, in conjunction with other information, in forecasting future operating 
cash flows”, and it is clear that out flows related with construction activity in this type 
of contract it is not a indicator of capacity of cash generation by the operator to repay 
loans, but an investment that it is financed by long term loans that will be recovered 
against future cash flows.  
 
We want to remark that this is not only a theoretical discussion on accounting but 
also a practical issue with negative impact in the business, because, if the change 
proposed in IAS 7 by the IFRIC is finally approved, most of the covenants of the debt 
financing these projects, in particular, financial expenses coverage ratio, will be 
affected, as normally that ratio uses operating cash flow as a reference of cash 
generation to pay interest of the debt. 
 
In addition to the economic and technical arguments, we understand that applying 
the criteria proposed by the Committee will lead to some illogical situations of 
comparison between contracts of the same nature: 
 
- In the case of existing infrastructure to which the grantor gives the operator access 
for the purpose of the service arrangement (see p 7 a of IFRIC 12), and the operator 
pays an upfront fee for the use of the infrastructure (Brownfield projects), that 
payment would be considered as investment cash flow, as it is not a cash outflow of a 
construction activity, and then different classification (investing versus operating) will 
be applied for a very similar business, depending if the operator builds the 
infrastructure and then operates it to recover the investment in the construction 
(Greenfield project), or pays for an existing infrastructure and then operates it to 
recover the initial payment  (Brownfield project) 

 
- In the case that the operator acquires the infrastructure from a third party, the 
payments to that third party probably will be classified as investing (as building the 
infrastructure is not the main activity of the operator), arising a new problem of 
comparison with the case in which the operator build the infrastructure by itself. 
 
 
Finally, we would like to point out that most of the world biggest concessions 
infrastructure operators according to the Public Work Financing publication ranking, 
not only Spanish but other European, as for instance, Vinci and Eiffage (France) or 
Bilfinger-Berger (Germany), and non European operators, such as Andrade Gutierrez, 
OHL Brasil and CCR (Brazil); Transurban (Australia) or ICA Group (Mexico), present 
the cash flows relating to this construction activities as investing cash flows (see 
attached Public Work Financing rankings and companies Cash Flow Statements). 
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As a conclusion, and bearing in mind all the arguments mentioned in this paper, we 
ask the IASB to reconsider the position established by the IFRIC on this issue, as 
reflected in November 2011 IFRIC update, in order to conclude that cash outflows 
relating to construction services under a service concession arrangement should be 
presented as investing cash flow. 
 
For this purpose we understand that it could be interesting to increase the scope of 
the outreach activities not only with Standard Setters, but also with the industry 
financial analysts and banks that finance this type of activity, as they are very 
familiar with the economic substance of this type of transactions. 
 
We would be pleased to have a meeting to discuss about this issue, or if you need 
further explanations do not hesitate to contact us:   
 

Jesús Herranz Lumbreras – Planning and Control Director 
jesus.herranz@ferrovial.es 

 
Alberto Laverón Simavilla – Internal Audit Director 
alaverons@grupoacs.com 
 
Laura López Sotomayor – Head of Financial Compliance 
lauralopezsotomayor@ferrovial.es 
 

 
 
Yours sincerely, 

 
Carlos Gasca 
SEOPAN 
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Mr. Hans Hoogervorst 
Chairman 
International Accounting Standards Board 
30 Cannon Street 
London EC4M 6XH 
United Kingdom 

 
 
Re: IFRIC-12 Service Concession Arrangement – Presentation of cash flows for 
construction or upgrading services 
 
 

Madrid,  18 April 2012 
 
 
Dear Mr. Hoogervorst, 
 
We write to you on behalf of SEOPAN, a grouping of the main Spanish construction 
companies and worldwide leaders in the transport infrastructure concessions industry. 
 
We address you regarding our concerns about the decision taken by the Interpretation 
Committee last November.     
 
At November 2011 meeting, the Interpretation Committee decided to recommend 
that the Board should propose an amendment, through Annual Improvements, to 
paragraph 14 of IAS 7 to clarify that an operator that provides construction or 
upgrades services in a service concession arrangement should present all of the cash 
flows relating to this activity as operating cash flows. 
 
From our point of view, if the Board approved that amendment, it would breach the 
main objective of the International Accounting Standards, contained in the Conceptual 
Framework (paragraph 12), which is to represent faithfully the economic substance of 
the business providing information that is useful for making economic decisions. 
 
From an economic point of view, the business of Services Concessions Arrangements 
is a type of business which normally requires a heavy upfront investment that is 
recovered by the operator with the cash that it receives in terms of tolls subject to 
demand risk (intangible model) or other type of amounts not subjected to demand risk 
(financial asset model).  
 
The nature of this type of business, as a business which normally requires a heavy 
upfront investment, was clearly recognized in the discussions on the IFRIC 12 and the 
classification of that heavy investment was one of the main issues on the table (see 
paragraph 9 of IFRIC 12 Basis for Conclusions). 
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That upfront investment is normally financed by long term banks borrowing or bonds 
financing that are normally guaranteed only with the future cash flows of the project. 
From a business point of view, it is clear that the banks and bonders do not finance 
operating costs, they finance an investment that will be recovered through future cash 
flows of the project. 
 
Taking into account the economic substance of the business, we understand that 
cash outflows relating to construction services under a service concession 
arrangement should be presented as investing cash flow. 
 
The classification as an investing cash flow can not be denied because the investment 
is executed exchanging a construction activity of a new infrastructure against an 
intangible asset or a financial asset in a barter transaction.  In terms of statement of 
financial position, the operator is recognizing a fixed asset (intangible or financial) as 
soon as the construction activity is performed (see IFRIC 12 illustrative examples) and 
in terms of cash, the operator is receiving cash from the banks and the shareholders in 
order to pay the investment that will be recovered in the future. 
 
The conclusion that the cash outflows related to the construction of the 
infrastructure are investment cash flows can be concluded not only analyzing the 
nature of the business, but also from a technical point of view according IAS 7. 
 
The IAS 7 paragraph 6 includes a definition for investing activities aligned with this 
idea: “Investing activities are the acquisition and disposal of long-term assets and other 
investments not included in cash equivalents”. 
 
Paragraph 11 says that an “Entity presents its cash flows from operating, investing and 
financing activities in a manner which is most appropriate to its business” 
 
Additionally, paragraph 16 of IAS 7 establishes a definition of Investing Activities that 
matches straightforward with the conclusion: “The separate disclosure of cash flows 
arising from investing activities is important because the cash flows represent the 
extent to which expenditures have been made for resources intended to generate 
future income and cash flows. Only expenditures that result in a recognised asset in the 
statement of financial position are eligible for classification as investing activities. 
Examples of cash flows arising from investing activities are: 
 
(a) cash payments to acquire property, plant and equipment, intangibles and other 
long-term assets. These payments include those relating to capitalised development 
costs and self-constructed property, plant and equipment;”. 
 
We don’t see the arguments used to conclude the classification as an operating cash 
flow, because p.13 says that “The amount of cash flows arising from operating 
activities is a key indicator of the extent to which the operations of the entity have 
generated sufficient cash flows to repay loans, maintain the operating capability of the 
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entity, pay dividends and make new investments without recourse to external sources 
of financing. Information about the specific components of historical operating cash 
flows is useful, in conjunction with other information, in forecasting future operating 
cash flows”, and it is clear that out flows related with construction activity in this type 
of contract it is not a indicator of capacity of cash generation by the operator to repay 
loans, but an investment that it is financed by long term loans that will be recovered 
against future cash flows.  
 
We want to remark that this is not only a theoretical discussion on accounting but 
also a practical issue with negative impact in the business, because, if the change 
proposed in IAS 7 by the IFRIC is finally approved, most of the covenants of the debt 
financing these projects, in particular, financial expenses coverage ratio, will be 
affected, as normally that ratio uses operating cash flow as a reference of cash 
generation to pay interest of the debt. 
 
In addition to the economic and technical arguments, we understand that applying 
the criteria proposed by the Committee will lead to some illogical situations of 
comparison between contracts of the same nature: 
 
- In the case of existing infrastructure to which the grantor gives the operator access 
for the purpose of the service arrangement (see p 7 a of IFRIC 12), and the operator 
pays an upfront fee for the use of the infrastructure (Brownfield projects), that 
payment would be considered as investment cash flow, as it is not a cash outflow of a 
construction activity, and then different classification (investing versus operating) will 
be applied for a very similar business, depending if the operator builds the 
infrastructure and then operates it to recover the investment in the construction 
(Greenfield project), or pays for an existing infrastructure and then operates it to 
recover the initial payment  (Brownfield project) 

 
- In the case that the operator acquires the infrastructure from a third party, the 
payments to that third party probably will be classified as investing (as building the 
infrastructure is not the main activity of the operator), arising a new problem of 
comparison with the case in which the operator build the infrastructure by itself. 
 
 
Finally, we would like to point out that most of the world biggest concessions 
infrastructure operators according to the Public Work Financing publication ranking, 
not only Spanish but other European, as for instance, Vinci and Eiffage (France) or 
Bilfinger-Berger (Germany), and non European operators, such as Andrade Gutierrez, 
OHL Brasil and CCR (Brazil); Transurban (Australia) or ICA Group (Mexico), present 
the cash flows relating to this construction activities as investing cash flows (see 
attached Public Work Financing rankings and companies Cash Flow Statements). 
 
As a conclusion, and bearing in mind all the arguments mentioned in this paper, we 
ask the IASB to reconsider the position established by the IFRIC on this issue, as 
reflected in November 2011 IFRIC update, in order to conclude that cash outflows 
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relating to construction services under a service concession arrangement should be 
presented as investing cash flow. 
 
For this purpose we understand that it could be interesting to increase the scope of 
the outreach activities not only with Standard Setters, but also with the industry 
financial analysts and banks that finance this type of activity, as they are very 
familiar with the economic substance of this type of transactions. 
 
We would be pleased to have a meeting to discuss about this issue, or if you need 
further explanations do not hesitate to contact us:   
 

Jesús Herranz Lumbreras – Planning and Control Director 
jesus.herranz@ferrovial.es 

 
Alberto Laverón Simavilla – Internal Audit Director 
alaverons@grupoacs.com 
 
Laura López Sotomayor – Head of Financial Compliance 
lauralopezsotomayor@ferrovial.es 
 

 
 
Yours sincerely, 

 
Carlos Gasca 
SEOPAN 
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International Accounting Standards Board 

30 Cannon Street, London EC4M 6XH, 
United Kingdom 

 

Brussels, 21st May 2012 

 

Ref.: IFRIC12 Service Concession Arrangements – Presentation of cash flows for construction or 
upgrading services 
 

Dear Mr. Hoogervorst, 

FIEC is the European Construction Industry Federation, created in 1905, representing via its 34 national 

Member Federations in 29 countries (27 EU & EFTA, Croatia and Turkey) construction enterprises of all 

sizes, i.e. small and medium-sized enterprises as well as 'global players', carrying out all forms of building 

and civil engineering activities. 

We address you regarding our concerns about the decision taken by the Interpretation Committee last 

November 2011 meeting. In particular at November 2011 meeting, the Interpretation Committee decided to 

recommend that the Board should propose an amendment, through Annual Improvements, to paragraph 14 

of IAS 7 to clarify that an operator that provides construction or upgrade services in a service concession 

arrangement should present all of the cash flows relating to this activity as operating cash flows.  In a 

subsequent analysis (see: IFRIC Update, March 2012), the Committee noted that two ‘principles of 

classification’ in IAS 7 have been used to support the Committee’s decisions (either for issuing an agenda 

decision or for proposing an annual improvement): 

a. cash flows in IAS 7 should be classified in accordance with the nature of the activity to which they relate, 

following the definitions of operating, investing and financing activities in paragraph 6 of IAS 7; and 

b. cash flows in IAS 7 should be classified consistently with the classification of the related or underlying item 

in the statement of financial position. This approach could also lead, in some circumstances, to splitting 

transactions into their different operating, investing and financing components. 

The Committee observed that the primary principle behind the classification of cash flows in IAS 7 is that 

cash flows should be classified in accordance with the nature of the activity in a manner that is most 

appropriate to the business of the entity in accordance with the definitions of operating, investing and 

financing activities in paragraph 6 of IAS 7. The Committee noted that it will use this as a guiding principle 
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when analyzing future requests on the classification of cash flows. The Committee also recommended that 

the Board should clarify the primary principle behind the classification of cash flows in IAS 7. 

We strongly believe cash outflow relating to construction services under a service concession arrangement 

represent investing cash flow. Our analysis below builds on two aspects: the nature of the business and 

the technicality of IAS 7. 

Our position closely corresponds to the principle of classification in IAS 7 “b” (cohesiveness principle) 

identified by the Committee, because the assets resulting from the construction or upgrade services provided 

are presented as investments in the statement of financial position according to IFRIC 12 (i.e. [non-current] 

financial or intangible assets). 

Additionally, the presentation as investing cash flow is also supported by principle “a” (nature-of-activity 

principle), because this principle is based on the notion in paragraph 11 of IAS 7 that the classification shall 

be based on a judgment of which presentation is most appropriate to the business and therefore most 

decision-useful to the users of financial statements. 

 

We thank you for the opportunity to submit our contribution on this matter and we would be pleased to have 
a meeting to discuss about this issue. 

 

Yours sincerely, 

 

Ulrich Paetzold 

FIEC Director General 
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DETAILED COMMENTS: 

 
The business of Services Concessions Arrangements is a type of business which normally requires 
a heavy upfront investment that is recovered by the operator with the cash that it receives in terms of 
tolls subject to demand risk (intangible model) or other type of amounts not subjected to demand 
risk (financial asset model).  

The nature of this type of business, as a business which normally requires a heavy upfront investment, was 

clearly recognized in the discussions on the IFRIC 12 and the classification of that heavy investment was 

one of the main issues on the table (see paragraph 9 of IFRIC 12 Basis for Conclusions).That upfront 

investment is normally financed by long term bank borrowing or bonds financing that are normally 

guaranteed only with the future cash flows of the project. From a business point of view, it is clear that the 

banks and bonders do not finance operating costs; they finance an investment that will be recovered through 

future cash flows of the project. Taking into account the economic substance of the business, we understand 

that cash outflows relating to construction services under a service concession arrangement should be 

presented as investing cash flow. The classification as an investing cash flow cannot be denied because the 

investment is executed exchanging a construction activity of a new infrastructure against an intangible asset 

or a financial asset in a barter transaction. In terms of statement of financial position, the operator is 

recognizing a fixed asset (intangible or financial) as soon as the construction activity is performed (see IFRIC 

12 illustrative examples) and in terms of cash, the operator is receiving cash from the banks and the 

shareholders in order to pay the investment that will be recovered in the future. 

 

The conclusion that the cash outflows related to the construction of the infrastructure are investment 
cash flows can be concluded not only analyzing the nature of the business, but also from a technical 
point of view according IAS 7.  

The IAS 7 paragraph 6 includes a definition for investing activities aligned with this idea: “Investing activities 

are the acquisition and disposal of long-term assets and other investments not included in cash equivalents”. 

Paragraph 11 says that an “Entity presents its cash flows from operating, investing and financing activities in 

a manner which is most appropriate to its business”. Additionally, paragraph 16 of IAS 7 establishes a 

definition of Investing Activities that matches straightforward with the conclusion: “The separate disclosure of 

cash flows arising from investing activities is important because the cash flows represent the extent to which 

expenditures have been made for resources intended to generate future income and cash flows. Only 

expenditures that result in a recognized asset in the statement of financial position are eligible for 

classification as investing activities. Examples of cash flows arising from investing activities are: 

(a) cash payments to acquire property, plant and equipment, intangibles and other long-term assets. These 

payments include those relating to capitalized development costs and self-constructed property, plant and 

equipment. 
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We don’t see the arguments used to conclude the classification as an operating cash flow, because 

paragraph 13 says that “The amount of cash flows arising from operating activities is a key indicator of the 

extent to which the operations of the entity have generated sufficient cash flows to repay loans, maintain the 
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operating capability of the entity, pay dividends and make new investments without recourse to external 

sources of financing. Information about the specific components of historical operating cash flows is useful, 

in conjunction with other information, in forecasting future operating cash flows”, and it is clear that out flows 

related with construction activity in this type of contract it is not a indicator of capacity of cash generation by 

the operator to repay loans, but an investment that it is financed by long term loans that will be recovered 

against future cash flows. 

 

Last but not least we want point out also a practical issue with negative impact in the business, 

because, if the change proposed in IAS 7 by the IFRIC is finally approved, most of the covenants of the debt 

financing these projects, in particular, financial expenses coverage ratio, will be affected, as normally that 

ratio uses operating cash flow as a reference of cash generation to pay interest of the debt. In addition to the 

economic and technical arguments, we understand that applying the criteria proposed by the Committee will 

lead to some illogical situations of comparison between contracts of the same nature: 

- In the case of existing infrastructure to which the grantor gives the operator access for the purpose of 

the service arrangement (see paragraph 7 a of IFRIC 12), and the operator pays an upfront fee for 

the use of the infrastructure (Brownfield projects), that payment would be considered as investment 

cash flow, as it is not a cash outflow of a construction activity, and then different classification 

(investing versus operating) will be applied for a very similar business, depending if the operator 

builds the infrastructure and then operates it to recover the investment in the construction 

(Greenfield project), or pays for an existing infrastructure and then operates it to recover the initial 

payment (Brownfield project). 

- In the case that the operator acquires the infrastructure from a third party, the payments to that third 

party probably will be classified as investing (as building the infrastructure is not the main activity of 

the operator), arising a new problem of comparison with the case in which the operator build the 

infrastructure by itself. 

 

Finally,  we would  like  to  remark  that most  of  the  world  biggest  concessions  infrastructure 
operators present the cash flows relating to this construction activities as  investing cash flows. 
Therefore,  the  proposed  change  is  not  going  to  provide  useful  information  for  the  financial 
information’s users (i.e. industry financial analysts and banks that finance this type of activity), 
who are very familiar with the economic substance of this type of transactions. 

 

As a conclusion, and bearing in mind all the arguments mentioned in this paper, we ask the IASB to 
reconsider the position established by the IFRIC on this issue, relating to construction services 
under a service concession arrangement should be presented as investing cash flow. 
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