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The International 
Accounting 
Standards Board 
(the IASB)1 proposes 
major changes to 
primary financial 
statements. On  
17th December 
2019, IASB issued 
an Exposure Draft 
titled as ‘General 
Presentation and 
Disclosures’. As per 
the proposals set 
out in the Exposure 
Draft, existing IAS 
1, Presentation 
of Financial 
Statements will 
be replaced with a 
new standard with 
substantial number 
of changes. This 
article contains 
some material from 
publicly available 
presentations and 
documents of IASB.

Background and History:

General Purpose Financial 
Statements are important to 
different users in different 
ways. Users use the financial 
statements of any entity to 
assess its financial performance 
and financial position, its 
solvency, earning capacity, 
growth prospects etc. in order 
to make various decisions. In 
this context, it is imperative that 
information is communicated 
appropriately through financial 
reports.

However, in the absence of a 
specified format of financial 
statements, users have See 
figure below in page with 
the way the information 
is presented currently by 
the entities in the financial 
statements:

Many users use operating profit 
in their analysis; for assessing 
margins and for forecasting 
future cash flows. Companies 
present operating profit (and 
variants) as a subtotal, however 
it is calculated inconsistently 

Contributed by Technical Directorate - ICAI

“Better Communication in Financial 
Reporting: IASB's Exposure Draft on 
General Presentation and Disclosures” 

1. IASB is an independent standard setting body of IFRS Foundation, responsible for developing a single set of high-quality globally accepted Accounting Standards, 
known as IFRS Standards.
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across companies as illustrated 
below: 
Company X Company Y
Revenue Revenue
Net interest on 
defined benefit 
liabilities

Share of 
profit of 
associates 
and JVs

Income from 
investment in 
financial assets
Operating profit Operating 

Profit
Share of profit 
of associates and 
JVs

Income from 
investment 
in financial 
assets
Net interest 
on defined 
benefit 
liabilities

Profit Profit

In India, the situation is 
different i.e. standard format 
of Statement of profit and loss 
prescribed under Schedule 
III of Companies Act, 2013 
does not have a sub-total 
called ‘Operating Profit’ but 
many users and preparers 
use Operating Profit for their 
analysis and for investors, by 
designing their own definition 
and criteria of Operating 
Profit.

Keeping in view the above, 
IASB’s 2011–2012 Agenda 
Consultation stressed the 
importance of having a 
clear, effective, coherent 
and comprehensive but 
concise package of disclosure 
requirements. Based on the 
feedback from stakeholders 
during this Agenda 
Consultation, it had started 
a broad-based initiative to 
explore how disclosures in 
IFRS financial reporting 

can be improved and this 
initiative had a number of 
implementation and research 
projects. Subsequently, in 
response to the stakeholder’s 
feedback during on 2015 
Agenda Consultation, IASB 
prioritised the improvements 
to the communications value of 
financial statements by bringing 
together a number of different 
projects under a central theme 
‘Better Communication in 
Financial Reporting’. Overall, 
spectrum of central theme is as 
depicted below.

Moving forward in the 
direction, keeping in view 
the users’ perspective and 
to address the users’ needs, 
important proposals have 
been announced by IASB 
for presentation of Financial 
Statements that are expected 
to lead to fundamental 
changes as to how entities 
will be required to present 
information within their 

primary statements, particularly 
within the statement of profit or 
loss. The IASB undertook the 
project on “Primary Financial 
Statements” in order to improve 
the communication through 
financial reports/statements. As 
a part of this main project the 
IASB has issued an Exposure 
Draft on “General Presentation 
on Disclosure” with primary 
focus to further improve the 
reporting on performance 
through the statement of Profit 
or Loss and some limited 
revisions in Statement of 

Cash Flows and Statement of 
Financial Position. 
The theme of “better 
communication in financial 
reporting” entails lot of work 
for the IASB for next few years. 
As a subset of the main theme, 
let us understand the major 
milestones in the journey of 
the project “primary Financial 
statements” that are as follows:
Project Timelines

Publish Exposure Draft at end of 2019
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Structure of Exposure 
Draft: Throwing light on 
the key proposals

Overall objective of the project 
is to address the concerns 
of the users with regard to 
transparency, comparability 

and performance reporting 
by further improving the 
presentational and disclosure 
aspects in financial statements. 
The Exposure Draft proposes 
to replace IAS 1 Presentation of 
Financial Statements with a new 

IFRS to be titled as “General 
Presentation and Disclosures”.  
The Following is the snapshot of 
new proposals in the Exposure 
Draft addressing the concerns 
of users along with the benefits 
expected from the same:

In additional to the new 
proposal as depicted in the 
above picture requirements 
have also been brought 
forward from IAS 1 (with few 
changes in wording).  The new 
proposals and requirements 
from the IAS 1 have been 
combined in the Exposure 
Draft in order to provide the 
requirements in a cohesive 
manner.

The Exposure Draft entails 
various new additions/ 
amendments to existing ones 
with reference to application 
of new proposals as discussed 
above. A snapshot of the same 
is given below:

Tectonic shift in the 
presentation theme of 
Statement of Financial 
Performance 

 Proposals advocate a 
tectonic shift in the way 
in which the various items 
of income or expense are 
presented and segregated 
in the Statement of 
Financial Performance and 
introduce three useful sub-
totals, namely:

	Operating profit

	Operating profit and 
share of profit or loss 
of integral associates 
and Joint Ventures

	Profit before financing 
and income tax. 

  Income and expense items 
are further segregated into 
three broad categories viz. 
operating, financing and 
investing activities. A key 
rationale is to align the 
performance presentation 
to the users needs and 
approach of analyzing 
performance of entities. 

  Following diagram gives 
a broad summary of 
guidance as provided in 
the ED for classifying the 
income and expenses into 
above-mentioned broad 
categories:
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Operating

•	 Includes information about income and expenses from an entity’s main business 
activities.

•	 Default category – income and expenses would be classified in the operating 
category unless they are classified in the other categories.

Investing

•	 Includes items such as fair value changes on investment property and financial 
assets (other than cash and cash equivalents).

•	 Aims to capture income and expenses from investments that investors typically 
seek to analyse separately from an entity’s operations.

Financing

•	 Includes income and expenses from cash and cash equivalents, income and 
expenses on liabilities arising from financing activities and interest income and 
expenses on other liabilities, such as the unwinding of a discount on pension 
liabilities.

•	 Would help investors compare companies’ performance independently of the 
effects of companies’ financing decisions.

  The IASB seems to have 
found it better from 
standard-setting perspective 
to define specifically 
financing and investing 
activities and consider 
the operating activities as 
residual category.

  Based on the proposals in 
Exposure Draft, the format 
of statement of financial 
performance of an entity is 
illustrated as follows:

  A latitude has been retained 
for presentation of additional 
subtotals by the entities, 
other than the three required 
subtotals, provided that these 
subtotals fit with the structure 
of the statement of profit or loss 
proposed by the IASB and that 
they meet the requirements of 
IAS 1 regarding the additional 
subtotals (i.e. the same is 
relevant to an understanding 
of the entity’s financial 
performance).

Exception to the proposed 
new norms: Financial 
Institutions 

IASB recognised the fact, 
that while uniformity across 
entities is required but ‘one size 
fits all’ approach has its own 
demerits. Accordingly, it has 
provided suitable exceptions in 
above mentioned classification 
norms in case of entities whose 
predominant activity is financing 
activity, such as banking entities,  
for classification of income and 
expense as operating activities, 
for those which would normally 
form part of  financing activities 
in case of other entities. 

Application of amendments 
proposed in Statement of 
Financial performance to 
financial entities is depicted as 
below:
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Proposed income statement for financial entities
20XX

Interest revenue calculated using the effective interest method X
Interest expense (X)
Net interest income X
Fee and commission income X
Fee and commission expenses (X)
Net fee and commission income X
Net trading income X
Net investment income X
Credit impairment losses (X)
Employee benefits (X)
Operating Profit X
Share of profit or loss of integral associates and joint ventures
Operating profit and income and expenses from integral associates and joint ventures X
Share of profit or loss of non-integral associates and joint ventures X
Profit before tax X
Income tax expense (X)
profit for the year X

Management Performance 
Measures: IASB’s proposal 
not to define EBITDA
The IASB is proposing not to 
define Earnings before Interest, 
Taxes, Depreciation and 
Amortisation (EBITDA) because 
it could not identify a single 
underpinning concept—there is 
no consensus among users about 
what EBITDA represents, other 
than it being a useful starting 
point for various analyses. Its 
calculation is diverse in practice.
Proposal with regard to 
Improved Disaggregation:
 Since this Exposure Draft 

aims to improve the 
communication of financial 
information in the financial 
statements, it is critical to 
understand the role, objective 
of the primary financial 
statements and notes so 
as to exercise appropriate 
judgment in deciding 
the information to be 
provided under these heads. 
Accordingly, the Exposure 
Draft explains the role and 
objective of primary financial 
statements and notes: 

Roles of the primary 
financial statements 
and the notes

•	 Role of the primary financial statements 
is to provide a structured and comparable 
summary of a reporting entity’s recognised 
assets, liabilities, equity, income, expenses 
and cash flows. 

•	 Role of the notes is to: 

  provide further information 
necessary for users of financial 
statements to understand the items 
included in the primary financial 
statements; and 

  supplement the primary financial 
statements with other information 
that is necessary to meet the 
objective of financial statements.

Required line items

New required line items would include: 

•	 Goodwill (statement of financial position) 

•	 Separate line items for integral and non-
integral associates and joint ventures 
(statement of profit or loss, cash flows and 
financial position)

•	 Income or expenses from financing 
activities

 Some additional clarification 
and guidance on the 
principle of aggregation 

and disaggregation has 
been proposed in the ED as 
follows:
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Principles for 
aggregation & 
disaggregation

•	 Identify assets, liabilities, equity, income and expenses that arise from individual 
transactions or other events 

•	 Classify items into groups based on shared characteristics, resulting in line 
items in the primary financial statements that share at least one characteristic 

•	 Separate those line items based on further characteristics, resulting in the 
separate disclosure of material items in the notes

Grouping dissimilar 
immaterial items

•	 Companies should use meaningful labels for groups of immaterial items, 
avoiding line items such as ‘other expenses’.

•	 If that is not possible, companies would be required to provide information in 
the notes about the content of such groups of items.

  The principle has 
been derived from the 
“Conceptual Framework’. 
As per the Exposure Draft, 
the new principle would 
ensure that the obscuration 
of material and relevant 
information is avoided. 

  Definitions i.e. 

classification, aggregation 
and disaggregation and 
guidance to apply the 
principle has also been 
provided.

  The Exposure Draft also 
states that sometimes there 
may be need to aggregate 
immaterial items with 

dissimilar characteristics 
under the head “others’. 
However, to ensure that 
information has been 
faithfully represented, 
appropriate detail on 
the aggregation must 
be provided for the 
understanding of the users.

Strengthening current requirement on analysis of expenses:

Statement of profit or loss Notes
Use method for analysis of operating expenses (by 
nature or by function) that provides the most useful 
information

Disclose analysis by nature in the notes if analysis 
by function is presented in the statement of profit 
or loss

 Not a free Choice- the IASB proposes to 
provide a set of indicators to help companies 
select a method

 Companies should not mix the two methods
 Would remove option to present analysis of 

expenses in the notes only

Analysis of total operating expenses- no requirement 
to analyse each functional line item by nature

Unusual Income or expenses:

In order to address the concern of users with regard to unusual income or expenses, following is the 
proposal of the IASB on the same:

important considerations proposals in the Exposure Draft

 limited predictive value
 non-persistent
 any item may not be unusual by type but may be  
    unusual by amount
 based upon expectation about future rather than past  
    occurrences etc

Entities shall disclose in a single note:
 amount 
 narrative description 
 line item in which the same has been  

   included
 an analysis by nature, if company  

   presents operating expenses by function  
   in the statement of profit or loss
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Information on these income 
and expenses is useful 
in decision making and 
accordingly guidance on its 
presentation/disclosure in 
financial statements would 
add great value to the financial 
statements of the entities. 
IFRS Standards previously 
required presentation of 
extraordinary items after tax 
in a separate category of the 
statement of profit or loss, 
separately from profit or 

loss from ordinary activities. 
Later, the IASB concluded 
that extraordinary items do 
not warrant such separate 
presentation and prohibited 
presentation of extraordinary 
items. Applying the IASB’s 
proposals, unusual items 
would not be presented in 
a separate category in the 
statement of profit or loss. 
Instead, unusual items would 
be presented together with 
‘usual’ income and expenses 

in their respective categories 
in the statement(s) of financial 
performance, according to 
their nature, function or other 
characteristics. Unusual items 
would be separately identified 
and explained in the notes.

Management performance 
measures:

Management performance 
measures are subtotals of 
income or expenses that are:

Keeping in view the concerns of 
the users the IASB has made an 
attempt to define the disclosures 
in this regard in the Exposure 
Draft in such a way that the 
same ensures transparency and 
clarity on management’s view, 
consistent from one period to 
another, easy to reconcile with 
the related measures specified 
by IFRSs.
Changes proposed in 
statement of cash flows:

Exposure Draft is proposing 
limited changes to the 
Statement of Cash Flows.  
Exposure Draft proposes 
to require an entity to use 
the operating profit or loss 
subtotal as the starting point 

for the indirect method of 
reporting cash flows from 
operating activities. Exposure 
Draft also proposes to reduce 
the presentation alternatives 
currently permitted by IAS 
7 and to require that, in the 

statement of cash flows, an 
entity classifies interest and 
dividend cash flows. (See figure 
below in the page)
It may be noted that Ind AS 7 has 
already carved-out from IAS 7 the 
options available in this area. 
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What is the Impact on 
Indian Companies?

Companies may see significant 
changes in their income 
statements, with new subtotals 
and/or aligning their self-
defined subtotals with the new 
definitions in the proposals. 
The impact on companies may 
vary depending on current 
presentation practice under 
Ind AS, which may have been 
influenced by previous GAAP or 
other regulatory requirements.
There could be some major 
challenges also. The most 
significant areas of change 
wrt existing presentation and 
reporting practices, relate to:
 fewer presentation options 

in the statement of profit or 
loss

 mandating certain subtotals 
in the statement of profit or 
loss

 enhancing presentation 
and disclosures for integral 

investments in associates 
and joint ventures

 limiting the use of non-
descriptive labels such as 
‘other’ 

 bringing the reporting of 
Management Performance 
Measures into IFRS 
framework

 Impact on formats 
prescribed by various 
regulators: 
 For Banking and 

insurance companies 
the formats will be 
amended once the  date 
of implementation 
of Ind AS is finalised 
by the regulators of 
Banking and Insurance 
companies through the 
Banking Regulations 
Act, 1949 and Insurance 
Regulatory and 
Development Authority 
of India Act, 1999.

	Formats for 

Financial Results and 
Implementation of 
Ind AS prescribed by 
Securities and Exchange 
Board of India will also 
require a change.

	For companies (Division 
II (Ind AS companies) 
and Division III (for 
NBFCs) of Schedule 
III of Companies Act 
2013 will have to be 
amended. 

	Consequent to the 
amendments in the 
aforesaid Schedule III, 
form AOC4 for XBRL 
filing will have to be 
amended.

Proposed Amendments to 
Other IFRSs:

This would require compelling 
judgement. The Exposure 
Draft sets out a proposed new 
IFRS Standard and proposed 
amendments to other IFRS 
Standards.

S.No. iFrS Standards Major changes

1. IAS 7 Statement of Cash 
Flows

Amendments will require  the following:
  operating profit as the single starting point for the indirect method 

for reporting cash flows from operating activities; 
  require a split between cash flows from investments in integral 

and non-integral associates and joint ventures, consistent with its 
proposed approach for the statement of profit or loss; and
  remove the classification choice for interest and dividend cash 

flows for most companies.

2. IFRS 12 Disclosure of 
Interests in Other Entities

Introduce definitions of ‘integral’ and ‘non-integral’ associates and 
joint ventures and require separate disclosures for each.

3. IAS 33 Earnings per Share Restrict the numerator used to calculate adjusted earnings per share to 
subtotals specified by IFRS Standards or a management performance 
measure, attributable to ordinary equity holders of the parent.

4. IAS 34 Interim Financial 
Reporting

Require disclosure of information about management performance 
measures in interim financial statements. Some of the Board’s other 
proposals (including subtotals) would also apply to interim financial 
statements, without the Board needing to amend IAS 34.
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amendments to move parts of iaS 1 into other Standards

5. IAS 8 Accounting Policies, 
Changes in Accounting 
Estimates and Errors 

Include, without amendment, requirements from IAS 1 on general 
features of financial statements, including the definition of material. 
Change the title of the Standard to ‘Basis of Preparation, Accounting 
Policies, Changes in Accounting Estimates and Errors’.

6. IFRS 7 Financial 
Instruments: Disclosures

Include, without amendment, disclosure requirements from IAS 1 on 
puttable instruments classified as equity.

What next?

•	 IASB’s deadline for comments on the Exposure Draft is 30th June 2020. 

•	 ASB, ICAI has also initiated steps to provide opportunity to Indian stakeholders to participate in the 
IFRS Standards setting process and to gather their views and comments for submission to IASB. 

•	 The IASB will consider feedback on the Exposure Draft in developing its final requirements.

•	 IASB also plans to do extensive field testing of the proposals in the Exposure Draft as to what would be 
the impact of the new requirements and its practical application before finalizing the amendments to 
the IFRS Standards. 

•	 ASB, ICAI is seeking expression of interest from Indian entities who are interested in contributing to 
this step of field testing, a critical component of stakeholder’s consultation process.   
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