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Presentation of Financial Statements

• BASF Group, one of the largest chemical companies in 
the world, began to use a new term “other 
comprehensive income” in its financial statements of

Case

comprehensive income  in its financial statements of 
2005 and explained as follows:
− In equity, the new item “other comprehensive Income” is 

presented to account for changes that do not affect 
income …… 

− Certain expenses and income have been recorded 
according to IFRS outside of the income statement. 
Included among these are
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− translation adjustments,
− valuation of securities at fair value and 
− changes in the fair value of derivatives held to hedge 

future cash flows.

Sourced from Intermediate Financial Reporting (2008) by Nelson Lam and Peter Lau

Presentation of Financial Statements

• The requirements of reporting “comprehensive income” 
should be dated back to 1997

When Financial Accounting Standards Board (“FASB”) in

Case

− When Financial Accounting Standards Board (“FASB”) in 
the United States issued the Statement of Financial 
Accounting Standards (“SFAS”) No. 130 Reporting 
Comprehensive Income.

• From 2009, the entity adopting the IFRSs in preparing 
and presenting its financial statements has to present its 
− “other comprehensive income” and 
− “total comprehensive income”
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total comprehensive income . 
• In its annual report of 2007, BASF Group briefed the 

goal of the new requirement as follows:
− IAS 1 Presentation of Financial Statements was amended 

by the IASB as of September 6, 2007. 
− The goal is to ease the analysis and comparison of 

financial statements.
Sourced from Intermediate Financial Reporting (2008) by Nelson Lam and Peter Lau
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II Complete Set of Financial Statements

I. Introduction

Today’s Agenda

II. Complete Set of Financial Statements

IV. Structure & Contents of Financial Statements

III. General Features of Financial Statements

1. Statement of Financial Position
2 St t t f C h i I
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2. Statement of Comprehensive Income
3. Statement of Changes in Equity
4. Statement of Cash Flows
5. Notes

I. Introduction

Today’s Agenda
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I. Introduction

• An entity is required to apply IAS 1 Presentation 
of Financial Statements in preparing and 
presenting general purpose financial statementsp g g p p
in accordance with International Financial 
Reporting Standards.
– General purpose financial statements can 

also be referred to as financial statements
and are defined as:
• those intended to meet the needs of users 

who are not in a position to require an 
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p q
entity to prepare reports tailored to their 
particular information needs.

I. Introduction

• International Financial Reporting Standards
(“IFRSs”) are standards and interpretations 
adopted by the International Accounting p y g
Standards Board (“IASB”). 

• They comprise: 
1. International Financial Reporting Standards; 
2. International Accounting Standards; and 
3. Interpretations developed by the International 

Financial Reporting Interpretations Committee 
(IFRIC) or the former Standing Interpretations 

) p
8 Sets in issue (from IFRS 1 
to IFRS 8) up to 2009.07

) p
31 Sets in issue (from IAS 1 
to IAS 41) up to 2009.07

© 2008-09 Nelson Consulting Limited 8

Committee (SIC).
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I. Introduction

• To provide information about
– financial position,

• To meet this objective, financial 
statements provide information p ,

– financial performance,
and

– cash flows of an entity,
That is useful to a wide 
range of users in making 
economic decisions

• To also show the results of

about the entity’s:
– Assets
– Liabilities
– Equity
– Income and expenses, 

including gains and losses
– Other changes in equity
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• To also show the results of 
management’s stewardship 
of the resources entrusted to 
it

– Other changes in equity
– Cash flows

Thus, we have ……

II Complete Set of Financial Statements

Today’s Agenda

II. Complete Set of Financial Statements

© 2008-09 Nelson Consulting Limited 10
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II. Complete Set of Fin. Statements

• A complete set of financial statements comprises:
a) a statement of financial position as at the end of the 

period;

Previously, we call it 
“Balance Sheet”period;

b) a statement of comprehensive income for the period;
c) a statement of changes in equity for the period;
d) a statement of cash flows for the period;
e) notes, comprising a summary of significant accounting 

policies and other explanatory information; and
f) a statement of financial position as at the beginning of 

the earliest comparative period

Previously, we call it 
“Income Statement”

3 years’ “balance 
sheets”
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the earliest comparative period
• when an entity applies an accounting policy 

retrospectively or makes a retrospective restatement 
of items in its financial statements, or 

• when it reclassifies items in its financial statements.
• An entity may use titles for the statements other than 

those used in IAS 1.

II. Complete Set of Fin. Statements

Statement of Financial Position 
as at the end of the period

Complete Set of Financial Statements Previous title
or changes

Previous title: 
“Balance Sheet”

To use a single statement to present 
all items of income and expense

Statement of Comprehensive 
Income for the period

Statement of Changes in Equity for the period

No title change

No title change
(but restructured)

New statement

To use two statements to present all 
items of income and expense

Statement of Comprehensive 
Income for the period

Income Statement for the period

© 2008-09 Nelson Consulting Limited 12

Statement of Cash Flows for the period

Notes

A statement of financial position as at the beginning of 
the earliest comparative period, if required

Previous title:“Cash 
Flow Statement”

(but restructured)

No title change

New requirement

Sourced from Intermediate Financial Reporting (2008) by Nelson Lam and Peter Lau
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Today’s Agenda

III. General Features of Financial Statements
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III. General Features of Fin. Statements

• IAS 1 sets out certain general features that financial statements must 
possess and these general features include:
a. Fair presentation and compliance with IFRSs,a. Fair presentation and compliance with IFRSs,
b. Going concern,
c. Accrual basis of accounting,
d. Materiality and aggregation,
e. Offsetting,
f. Frequency of reporting,
g. Comparative information, and
h Consistency of presentation

© 2008-09 Nelson Consulting Limited 14

h. Consistency of presentation.
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III. General Features of Fin. Statements

a. Fair presentation and compliance with IFRSs
– To achieve the objective of the financial 

statements and adhere to the qualitativestatements and adhere to the qualitative 
characteristics of financial information, 
• IAS 1 requires that financial statements must 

present fairly the financial position, financial 
performance and cash flows of an entity.

– A set of financial statements can be presumed 
as a fair presentation of an entity’s financial 
position, financial performance and cash flows 

© 2008-09 Nelson Consulting Limited 15

p , p
• when the entity prepares the financial statements 

in compliance with the IFRSs with additional 
disclosure when necessary. 

III. General Features of Fin. Statements

a. Fair presentation and compliance with IFRSs

– A fair presentation also requires an entity: 
1. to select and apply accounting policies in accordance 

with IAS 8 Accounting Policies, Changes in 
Accounting Estimates and Errors. IAS 8 sets out a 
hierarchy of authoritative guidance that management 
considers in the absence of an IFRS that specifically 
applies to an item. 

2. to present information, including accounting policies, 
in a manner that provides relevant, reliable, 

© 2008-09 Nelson Consulting Limited 16

comparable and understandable information.
3. to provide additional disclosures when compliance 

with the specific requirements in IFRSs is insufficient 
to enable users to understand the impact of particular 
transactions, other events and conditions on the 
entity’s financial position and financial performance. 
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III. General Features of Fin. Statements

a. Fair presentation and compliance with IFRSs

– An entity whose financial statements comply with 
IFRS i i d t k li it dIFRSs is required to make an explicit and 
unreserved statement of such compliance in the 
notes.

– An entity cannot describe financial statements as 
complying with IFRSs unless they comply with all 
the requirements of IFRSs. 

– An entity cannot rectify inappropriate accounting 
li i ith

© 2008-09 Nelson Consulting Limited 17

policies either 
• by disclosure of the accounting policies used or 
• by notes or explanatory material.

III. General Features of Fin. Statements
Case

In Russia, companies also begin to adopt IFRSs in 
preparing and presenting its financial statements, for 
example OAO Gazprom (or simply Gazprom), 
– the largest company in the Russian Federation and one of 

the largest extractor of natural gas in the world.
Gazprom made the following statement in its financial 
statements of 2006:

© 2008-09 Nelson Consulting Limited 18

statements of 2006:
– These consolidated financial statements are prepared in 

accordance with, and comply with, International Financial 
Reporting Standards, including International Accounting 
Standards and Interpretations issued by the International 
Accounting Standards Board.

Sourced from Intermediate Financial Reporting (2008) by Nelson Lam and Peter Lau
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III. General Features of Fin. Statements

a. Fair presentation and compliance with IFRSs

– An entity may be allowed to depart from a requirement of an IFRS 
i i it fi i l t t t b t l “i th t lin preparing its financial statements but only “in the extremely rare 
circumstances”,

– which are also restricted to the circumstances in which management 
concludes that compliance with a requirement in an IFRS would be so 
misleading that it would conflict with the objective of financial 
statements set out in the Framework. 

© 2008-09 Nelson Consulting Limited 19

III. General Features of Fin. Statements

a. Fair presentation and compliance with IFRSs

– When the relevant regulatory framework requires or does not 
hibit tit t h h d t i th t lprohibit an entity to have such a departure in the extremely rare 

circumstances, the entity is required to depart from the requirement 
and disclose:
a. that management has concluded that the financial statements present 

fairly the entity’s financial position, financial performance & cash flows; 
b. that it has complied with applicable IFRSs, except that it has departed 

from a particular requirement to achieve a fair presentation; 
c the title of the IFRS from which the entity has departed the nature of

© 2008-09 Nelson Consulting Limited 20

c. the title of the IFRS from which the entity has departed, the nature of 
the departure, including the treatment that the IFRS would require, the 
reason why that treatment would be so misleading in the 
circumstances that it would conflict with the objective of financial 
statements set out in the Framework, and the treatment adopted; and 

d. for each period presented, the financial effect of the departure on each 
item in the financial statements that would have been reported in 
complying with the requirement.
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III. General Features of Fin. Statements
Case

Société Générale Group
• In respect of its “unauthorised and concealed trading 

activities” incurred in 2008, Société Générale Group 
departed from IFRS and adjusted the loss in 2007.

• It specifically explained in its consolidated financial 
statements of 2007 that the departure was not 
prohibited by relevant regulatory entities:

© 2008-09 Nelson Consulting Limited 21

prohibited by relevant regulatory entities:
This treatment (the departure) has been submitted to 
the banking supervisory body (Secretariat general da la 
Commission bancaire) to the market authority (Autorite 
des Marches Financiers) to confirm its acceptability 
regarding the regulatory framework.

Sourced from Intermediate Financial Reporting (2008) by Nelson Lam and Peter Lau

III. General Features of Fin. Statements

a. Fair presentation and compliance with IFRSs

– When there are such extremely rare circumstances but the relevant 
l t f k hibit d t f IFRS thregulatory framework may prohibit a departure from an IFRS, the 

entity may still be unable to depart from the IFRS. 
– Instead, IAS 1 requires the entity, to the maximum extent possible, 

reduce the perceived misleading aspects of compliance by 
disclosing: 
a. the title of the IFRS in question, the nature of the requirement, and the 

reason why management has concluded that complying with that 
requirement is so misleading in the circumstances that it conflicts with
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requirement is so misleading in the circumstances that it conflicts with 
the objective of financial statements set out in the Framework; and 

b. for each period presented, the adjustments to each item in the 
financial statements that management has concluded would be 
necessary to achieve a fair presentation. 
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III. General Features of Fin. Statements

b. Going concern

– Financial statements must be prepared on the assumption of going 
concern, 

– unless there is an intention to liquidate the entity or to cease trading, 
or there is no realistic alternative.

– Management to make an assessment of the entity’s ability to 
continue as a going concern by taking into account all available 
information about the future, at least (but is not limited to) twelve 
months from the end of the reporting period.
Di l t i l t i ti

© 2008-09 Nelson Consulting Limited 23

– Disclose material uncertainties
– related to events or conditions that

may cast significant doubt upon 
the entity’s ability to continue as 
a going concern.

III. General Features of Fin. Statements

c. Accrual basis of accounting

– An entity is required to prepare its financial 
t t t t f h fl i f tistatements, except for cash flow information, 

using the accrual basis of accounting. 
– When the accrual basis of accounting is 

used, an entity recognises items as assets, 
liabilities, equity, income and expenses (the 
elements of financial statements) when they 
satisfy the definitions and recognition criteria 
for those elements in the Framework

© 2008-09 Nelson Consulting Limited 24

for those elements in the Framework
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III. General Features of Fin. Statements

d. Materiality and aggregation

– An entity is required to present separately:
– each material class of similar items; and
– items of a dissimilar nature or function, unless 

they are immaterial. 
– An entity is not required to provide a specific 

disclosure required by an IFRS if the information is 
not material. 

– Strictly speaking, this materiality consideration is 

© 2008-09 Nelson Consulting Limited 25

y p g, y
applicable on disclosure only.

III. General Features of Fin. Statements

e. Offsetting

– An entity is not allowed to offset assets and 
li biliti i d lliabilities or income and expenses, unless 
required or permitted by an IFRS.

– Certain exceptions:
– Measuring assets net of valuation allowances 

— for example, obsolescence allowances on 
inventories and doubtful debts allowances on 
receivables — is not offsetting.

© 2008-09 Nelson Consulting Limited 26
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III. General Features of Fin. Statements

• For example:
a) gains and losses on the disposal of non current

Example

e. Offsetting

a) gains and losses on the disposal of non-current 
assets, including investments and operating assets,
- are reported by deducting from the proceeds on 

disposal the carrying amount of the asset and 
related selling expenses; and

b) expenditure related to a provision that is
- recognised in accordance with IAS 37 and 
- reimbursed under a contractual arrangement with 
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a third party (for example, a supplier’s warranty 
agreement) 

may be netted against the related reimbursement.

III. General Features of Fin. Statements

G i d l i i f f i il t ti

Can foreign exchange gains and losses be offset?

Example

• Gains and losses arising from a group of similar transactions are 
reported on a net basis
– For example, 

• foreign exchange gains and losses or 
• gains and losses arising on financial instruments held for trading.

• Such gains and losses are, however, reported separately if they are 
material.

© 2008-09 Nelson Consulting Limited 28



15

III. General Features of Fin. Statements

f. Frequency of reporting

– An entity is required to present a complete set of 
fi i l t t t (i l di tifinancial statements (including comparative 
information) at least annually. 

– When an entity changes the end of its reporting 
period and presents financial statements for a period 
longer or shorter than one year, an entity is required 
to disclose, in addition to the period covered by the 
financial statements: 

1 th f i l h t i d
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1. the reason for using a longer or shorter period, 
and 

2. the fact that amounts presented in the financial 
statements are not entirely comparable. 

III. General Features of Fin. Statements

g. Comparative information

– Unless IFRSs permit or require otherwise, 
– an entity discloses comparative 

information in respect of the previous 
period for all amounts reported in the 
current period’s financial statements

– For narrative and descriptive information,
– an entity is only required to include 

comparative information for such 

© 2008-09 Nelson Consulting Limited 30

information when it is relevant to an 
understanding of the current period’s 
financial statements.
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III. General Features of Fin. Statements

g. Comparative information

– An entity has to present, as a minimum, three statements of 
fi i l iti hfinancial position when:

1. the entity applies an accounting policy retrospectively in its 
financial statements;

2. the entity makes a retrospective restatement of items in its 
financial statements; or

3. the entity reclassifies items in its financial statements.

• Then the entity has to present as a minimum three statements of financial

© 2008-09 Nelson Consulting Limited 31

• Then, the entity has to present, as a minimum, three statements of financial 
position and they are the statements of financial position as at: 
1. the end of the current period, 
2. the end of the previous period (which is the same as the beginning of the 

current period), i.e. the comparative information for the current period, and 
3. the beginning of the earliest comparative period, i.e. the new required 

statement of financial position.

III. General Features of Fin. Statements

‒ When comparative amounts are reclassified, an entity 
h ll di l

g. Comparative information

shall disclose:
a) the nature of the reclassification;
b) the amount of each item or class of items that is 

reclassified; and
c) the reason for the reclassification.

© 2008-09 Nelson Consulting Limited 32
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III. General Features of Fin. Statements

h. Consistency of presentation

– An entity is required to retain the presentation and classification of 
it i th fi i l t t t f i d t th t litems in the financial statements from one period to the next unless:
1. it is apparent, following a significant change in the nature of the 

entity’s operations or a review of its financial statements, that another 
presentation or classification would be more appropriate having regard 
to the criteria for the selection and application of accounting policies in 
IAS 8; or 

2. an IFRS requires a change in presentation.

© 2008-09 Nelson Consulting Limited 33

Today’s Agenda

IV. Structure & Contents of Financial Statements

© 2008-09 Nelson Consulting Limited 34
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IV. Structures & Content of Fin. Statements

• In order to distinguish the financial statements from other information in 
the same published document, an entity is required to clearly identify the 
financial statements and distinguish these two types of information.g yp

• An entity is required to clearly identify each financial statement and the 
notes. 

• It is also required to display the following information prominently, and 
repeat it when necessary for the information presented to be 
understandable:
1. the name of the reporting entity or other means of identification, and any 

change in that information from the end of the preceding reporting period; 
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g p g p g p ;
2. whether the financial statements are of an individual entity or a group of 

entities; 
3. the date of the end of the reporting period or the period covered by the set of 

financial statements or notes; 
4. the presentation currency, as defined in IAS 21; and 
5. the level of rounding used in presenting amounts in the financial statements.

Today’s Agenda

IV. Structure & Contents of Financial Statements

1. Statement of Financial Position
2 St t t f C h i I

© 2008-09 Nelson Consulting Limited 36

2. Statement of Comprehensive Income
3. Statement of Changes in Equity
4. Statement of Cash Flows
5. Notes



19

Complete Set of Fin. Statements

Statement of Financial Position 
as at the end of the period

Complete Set of Financial Statements Previous title
or changes

Previous title: 
“Balance Sheet”

To use a single statement to present 
all items of income and expense

Statement of Comprehensive 
Income for the period

Statement of Changes in Equity for the period

No title change

No title change
(but restructured)

New statement

To use two statements to present all 
items of income and expense

Statement of Comprehensive 
Income for the period

Income Statement for the period

© 2008-09 Nelson Consulting Limited 37

Statement of Cash Flows for the period

Notes

A statement of financial position as at the beginning of 
the earliest comparative period, if required

Previous title:“Cash 
Flow Statement”

(but restructured)

No title change

New requirement

Sourced from Intermediate Financial Reporting (2008) by Nelson Lam and Peter Lau

1. Statement of Financial Position

Statement of Financial Position 
as at the end of the period

Complete Set of Financial Statements Previous title
or changes

Previous title: 
“Balance Sheet”

© 2008-09 Nelson Consulting Limited 38Sourced from Intermediate Financial Reporting (2008) by Nelson Lam and Peter Lau
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1. Statement of Financial Position

• The “statement of financial position” is previously titled as 
“balance sheet”.

• IAS 1 revises its title to align with the contents and functionIAS 1 revises its title to align with the contents and function 
of the statement 

• An entity can still choose to use title other than the one 
used in IAS 1.

• Certain minimum line items are required to present on the 
face of the statement of financial position 

• Other items can be presented either on the face or in the 
notes to the statement

© 2008-09 Nelson Consulting Limited 39

notes to the statement.

1. Statement of Financial Position

• As a minimum, the statement of financial position shall include line items that 
present the following amounts: 

1. property, plant and equipment; 
2 i t t t2. investment property; 
3. intangible assets; 
4. financial assets;
5. investments accounted for using the equity method; 
6. biological assets; 
7. inventories; 
8. trade and other receivables; 
9. cash and cash equivalents; 
10. the total of assets classified as held for sale and assets included in disposal groups 

classified as held for sale;
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classified as held for sale;
11. trade and other payables; 
12. provisions; 
13. financial liabilities; 
14. liabilities and assets for current tax;
15. deferred tax liabilities and deferred tax assets; 
16. liabilities included in disposal groups classified as held for sale; 
17. non-controlling interests, presented within equity; and
18. issued capital and reserves attributable to owners of the parent.
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1. Statement of Financial Position
Case

Consolidated statement of financial position 
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1. Statement of Financial Position

• An entity can present additional line items, headings and 
subtotals on the face of the statement of financial position 
when such presentation is relevant to an understanding of the p g
entity’s financial position. 

• An entity makes the judgement about whether to present 
additional items separately on the basis of an assessment of: 
1. the nature and liquidity of assets; 
2. the function of assets within the entity; and 
3. the amounts, nature and timing of liabilities. 

The use of different measurement bases for different classes

© 2008-09 Nelson Consulting Limited 42

• The use of different measurement bases for different classes 
of assets suggests that their nature or function of the assets 
differs. 
– In consequence, an entity presents the assets with different 

measurement basis as separate line items. 
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1. Statement of Financial Position

Current/Non-current Distinction
• In presenting the assets and liabilities on the face of the statement of 

financial position an entity is required to presentfinancial position, an entity is required to present 
– current and non-current assets, and 
– current and non-current liabilities, 

as separate classifications in its statement of financial position in 
accordance with IAS 1. 

• When a presentation of assets and liabilities in the statement of 
financial position based on liquidity provides information that is reliable 

d l t

© 2008-09 Nelson Consulting Limited 43

and more relevant,
– an entity is required to present all assets and liabilities in order of 

liquidity in the statement.

Current/Non-current Distinction

• Whichever method of presentation is adopted, 

1. Statement of Financial Position

‒ an entity is required to disclose the amount expected to be 
recovered or settled after more than twelve months for each asset 
and liability line item that combines amounts expected to be 
recovered or settled:

1. no more than twelve months after the reporting period, and 
2. more than twelve months after the reporting period.

© 2008-09 Nelson Consulting Limited 44
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Current Assets

• In classifying an asset as current asset, an entity must ensure that one 
f th f ll i diti b f lfill d f th t

1. Statement of Financial Position

of the following conditions can be fulfilled for the asset:
1. it expects to realise the asset, or intends to sell or consume it, in its normal 

operating cycle; 
2. it holds the asset primarily for the purpose of trading; 
3. it expects to realise the asset within twelve months after the reporting 

period; or 
4. the asset is cash or a cash equivalent (as defined in IAS 7) 

l h i i d f b i h d d l

© 2008-09 Nelson Consulting Limited 45

• unless the asset is restricted from being exchanged or used to settle a 
liability for at least twelve months after the reporting period.

• All other assets are classified as non-current assets.

1. Statement of Financial Position

• What is operating cycle?

• The operating cycle of an entity is the time between • The operating cycle of an entity is the time between 

Example

p g y y
– the acquisition of assets for processing and 
– their realisation in cash or cash equivalents. 

• When the entity’s normal operating cycle is not clearly 
identifiable, 
– its duration is assumed to be 12 months.

p g y y
– the acquisition of assets for processing and 
– their realisation in cash or cash equivalents. 

• When the entity’s normal operating cycle is not clearly 
identifiable, 
– its duration is assumed to be 12 months.

© 2008-09 Nelson Consulting Limited 46
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1. Statement of Financial Position

• Cash at bank and deposits at bank may not be classified as current 
t

• Cash at bank and deposits at bank may not be classified as current 
t

Example

Current Assets

assets
‒ if they are pledged to the bank or other parties and are restricted 

from being exchanged or used to settle a liability for at least 
twelve months after the reporting period.

assets
‒ if they are pledged to the bank or other parties and are restricted 

from being exchanged or used to settle a liability for at least 
twelve months after the reporting period.

• Current assets include 
‒ assets (such as inventories and trade receivables) that are sold, 

consumed or realised as part of the normal operating cycle even when

• Current assets include 
‒ assets (such as inventories and trade receivables) that are sold, 

consumed or realised as part of the normal operating cycle even when

© 2008-09 Nelson Consulting Limited 47

consumed or realised as part of the normal operating cycle even when 
they are not expected to be realised within twelve months after the 
reporting period;

‒ assets held primarily for the purpose of trading (financial assets within this 
category are classified as held for trading in accordance with IAS 39); and 

‒ the current portion of non-current financial assets.

consumed or realised as part of the normal operating cycle even when 
they are not expected to be realised within twelve months after the 
reporting period;

‒ assets held primarily for the purpose of trading (financial assets within this 
category are classified as held for trading in accordance with IAS 39); and 

‒ the current portion of non-current financial assets.

1. Statement of Financial Position

• Can a non-current asset reclassified if it fulfil 
the definition of current asset later?
• Assets classified as non-current in accordance• Assets classified as non-current in accordance

with IAS 1 shall not be reclassified as current assets
– until they meet the criteria to be classified as held for sale in 

accordance with IFRS 5
• Assets of a class that an entity would normally regard as non-

current that are acquired exclusively with a view to resale shall not
be classified as current
– unless they meet the criteria to be classified as held for sale in 

© 2008-09 Nelson Consulting Limited 48

y
accordance with IFRS 5

No non-current assets can be classified as current unless 
the criteria in IFRS 5 are fulfilled, mainly
• Available for immediate sale
• Highly probable to make the sale
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1. Statement of Financial Position
Case

• In its 2006 Annual Report, full set of HKFRS was 
adopted and the report set out that:
– Available-for-sale financial assets are non-

derivatives that are 
• either designated in this category or 

t l ifi d i f th th t i

© 2008-09 Nelson Consulting Limited 49

Is it current?

• not classified in any of the other categories. 

– They are included in non-current assets
• unless management intends to dispose of the 

investment within 12 months of the balance 
sheet date.

1. Statement of Financial Position

• IFRS 5 Non-current Assets Held for Sale and Discontinued 
Operations states (IFRS 5.3) that:
– Assets classified as non-current in accordance with IAS 1 Presentation ofAssets classified as non current in accordance with IAS 1 Presentation of 

Financial Statements shall not be reclassified as current assets
• until they meet the criteria to be classified as held for sale in 

accordance with this IFRS.
– Assets of a class that an entity would normally regard as non-current that 

are acquired exclusively with a view to resale shall not be classified as 
current
• unless they meet the criteria to be classified as held for sale in 
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accordance with this IFRS. 

Is it current?

– They are included in non-current assets
• unless management intends to dispose of the 

investment within 12 months of the balance 
sheet date.
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Current Liabilities

• In classifying a liability as current liability, an entity must ensure that 
f th f ll i diti b f lfill d f th li bilit

1. Statement of Financial Position

one of the following conditions can be fulfilled for the liability:
1. the entity expects to settle the liability in its normal operating cycle; 
2. the entity holds the liability primarily for the purpose of trading; 
3. the liability is due to be settled within twelve months after the reporting 

period; or 
4. the entity does not have an unconditional right to defer settlement of the 

liability for at least twelve months after the reporting period.
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• All other liabilities are classified as non-current liabilities.

Revised rules on classifying a liability as current or non-current
• A liability held for being traded ⇒ current
• A financial liability due within 12 months after the B/S date ⇒ current

1. Statement of Financial Position

• A financial liability due within 12 months after the B/S date ⇒ current
– even if an agreement to refinance on a long-term basis is completed 

after the B/S date (only disclosed as non-adjusting event)

• If an entity has discretion to refinance ⇒ non-current
• If an entity without discretion to refinance ⇒ current

• A non-current financial liability is payable on demand with a breach on a 
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condition of its loan agreement on or before the B/S date
– If the lender agreed not to demand payment 

• after the B/S date ⇒ current (only disclosed as non-adjusting event)

• by the B/S date ⇒ non-current
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1. Statement of Financial Position
Case

Note 36 to Financial Statements of 2006Note 36 to Financial Statements of 2006
• Breach of loan covenants

• As at 31 December 2006, in respect of the Syndication Loans with an 
aggregate carrying amount of HK$1,114,831,000 (2005: HK$1,538,300,000), 
the Group breached certain of the financial covenants of the relevant loan 
agreements, which are primarily related to the value of the Group’s 
consolidated tangible net worth, interest cover ratio and current ratio.

• On discovery of the breach, the directors of the Company informed the 
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lenders but no renegotiation of the terms of the Syndication Loans was 
initiated since the Group is planning to settle the Syndication Loans in full in 
July 2007.

• Since the lenders have not agreed to waive its right to demand immediate 
payment as at the balance sheet date, the Syndication Loans have been 
classified as current liabilities in these financial statements at 31 December 
2006.

1. Statement of Financial Position
Example

Can the following be classified as current assets?Can the following be classified as current assets?
• 3-month fixed deposits pledged to a bank to secure

a mortgage loan of 5 years
• 2-year fixed deposits with a bank

Can the following be classified as non-current liabilities?

×
×

© 2008-09 Nelson Consulting Limited 54

• 5-year term loan matured after year end but renewed
for another 5 years after year end (before the issuance
of the financial statements)

• 2-year term loan to be matured with 12 months and the
entity has a right to renew for another 2 years

×

√
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2. Statement of Comprehensive Income
Complete Set of Financial Statements Previous title

or changes

To use a single statement to present 
all items of income and expense

Statement of Comprehensive 
Income for the period

No title change

New statement

To use two statements to present all 
items of income and expense

Statement of Comprehensive 
Income for the period

Income Statement for the period
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2. Statement of Comprehensive Income

• IAS 1 revised in 2007 has restructured the presentation of items of 
income and expense and changes in equity.

• HistoricallyHistorically, 
– IAS 1 required the presentation of an “income statement” that 

included items of income expense recognised in profit or loss. 
– The items of income and expense not recognised in profit or loss 

and the items of owner changes in equity, for example the dividend 
distribution, were presented in “statement of changes in equity”. 

– The statement of changes in equity in substance had included 
profit or loss for a period
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• profit or loss for a period, 
• other items of income and expense not recognised in profit or loss 

during a period, the effects of changes in accounting policies and 
correction of errors, and 

• items of owner changes in equity.



29

2. Statement of Comprehensive Income

• As part of the improvement project in presenting financial 
performance of an entity, 
– IAS 1 revised in 2007IAS 1 revised in 2007

• Defines clearly that owners are holders of instruments 
classified as equity.

• Requires that changes in equity (same as net assets) of 
an entity during a period are separated into two 
categories:
1. Non-owner changes in equity – represent all 

other changes in equity that are also the items of

Non-owner 
changes 
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other changes in equity that are also the items of 
income and expense recognised during a period

2. Owner changes in equity – represent changes 
arising from transactions with owners in their 
capacity as owners

Owner 
changes 

2. Statement of Comprehensive Income

• IAS 1 requires that
– The non-owner changes in equity during a 

period are further separated into two

Changes in equity
in a period

period are further separated into two 
categories:
1.Components of “profit or loss”; and
2.Components of “other comprehensive 

income”.
– All owner changes in equity must be

• presented separately from non-owner 
h i it d

Non-owner 
changes 

Components of 
profit or loss

Components of 
other 

comprehensive 
income
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changes in equity and 
• presented in the statement of changes in 

equity.

Owner 
changes 

Components of 
owner changes

in equity
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2. Statement of Comprehensive Income
Changes in equity

in a period
Single Statement Single Statement 

ApproachApproach
TwoTwo--Statement Statement 

ApproachApproach

• IAS 1 revised in 20007 requires an entity to present
Components of 

profit or loss

Components of 
other 

comprehensive 
income

Non-owner 
changes 

IAS 1 revised in 20007 requires an entity to present 
such non-owner changes in equity in a period in the 
statement of comprehensive income by using either:
1. Single statement approach – present all items of 

income and expense recognised in a period in a 
single statement of comprehensive income, or

2. Two-statement approach – present all items of 
income and expense recognised in a period in 2 
statements:
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statements:
a. a statement displaying components of profit or loss

(i.e. a separate income statement) and
b. a second statement 

– beginning with profit or loss and
– displaying components of other comprehensive 

income (i.e. a statement of comprehensive 
income)

2. Statement of Comprehensive Income
Changes in equity

in a period
Single Statement Single Statement 

ApproachApproach
TwoTwo--Statement Statement 

ApproachApproach

Components of 
profit or loss

Components of 
other 

comprehensive 
income

Non-owner 
changes 

Presented in separate
income statement

Presented in statement
of comprehensive income

Presented in statement
of comprehensive 
income
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Components of 
owner changes

in equity

Owner 
changes 

Presented in statement
of changes in equity

Presented in statement
of changes in equity

Sourced from Intermediate Financial Reporting (2008) by Nelson Lam and Peter Lau
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2. Statement of Comprehensive Income
Changes in equity

in a period
Before 

amendment
Single Statement Single Statement 

ApproachApproach
TwoTwo--Statement Statement 

ApproachApproach

Components of 
profit or loss

Components of 
other 

comprehensive 
income

Non-owner 
changes 

Income 
Statement

Statement of 
changes
in equity

Statement of 
Comprehensive 

income

Income 
statement

Statement of 
comprehensive 

income
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Components of 
owner changes

in equity

Owner 
changes 

in equityStatement of 
changes
in equity

Statement of 
changes
in equity

2. Statement of Comprehensive Income

• Profit or loss
– is the total of income less expenses, excluding 

the components of other comprehensive income.
Components of 

profit or loss

p p
– All items of income and expense are recognised 

in a period in profit or loss unless an IFRS 
requires or permits otherwise. 

• Minimum line items to be disclosed in the 
statement of comprehensive income in respect 
of the component of profit or loss include:
1. revenue
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2. finance costs 
3. share of the profit or loss of associates and joint 

ventures accounted for using the equity method
4 tax expenses 
5. profit or loss ……
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2. Statement of Comprehensive Income

• Other comprehensive income
– Comprises items of income and expense 

(including reclassification adjustments) that are 

Components of 
other 

comprehensive 
income

( g j )
not recognised in profit or loss as required or 
permitted by other IFRSs.
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2. Statement of Comprehensive Income
Example

• The components of other comprehensive income include:
1. changes in revaluation surplus recognised in accordance with IAS 16 

Property, Plant and Equipment;

Components of 
other 

comprehensive 
income

2. changes in revaluation surplus recognised in accordance with IAS 38 
Intangible Assets;

3. actuarial gains and losses on defined benefit plans recognised in 
accordance with IAS 19 Employee Benefits;

4. gains and losses arising from translating the financial statements of a foreign 
operation in accordance with IAS 21 The Effects of Changes in Foreign 
Exchange Rates;

5. gains and losses on remeasuring available-for-sale financial assets in
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5. gains and losses on remeasuring available for sale financial assets in 
accordance with IAS 39 Financial Instruments: Recognition and 
Measurement; and

6. the effective portion of gains and losses on hedging instruments in a cash 
flow hedge recognised in accordance with IAS 39. 

Sourced from Intermediate Financial Reporting (2008) by Nelson Lam and Peter Lau
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2. Statement of Comprehensive Income

• Other comprehensive income
– their components classified by nature to be 

reported in the statement of comprehensive 

Components of 
other 

comprehensive 
income

p p
income and to be presented either: 
1. net of related tax effects, or
2. before related tax effects with one amount 

shown for the aggregate amount of income 
tax relating to those components.

– the amount of income tax relating to each 
component, including reclassification 
adjustments either
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adjustments, either 
1. in the statement of comprehensive income or 
2. in the notes.

2. Statement of Comprehensive Income
Example

• The presentation of components of other comprehensive income in a single 
statement approach is illustrated in IAS 1 net of tax effects or before tax effects 
with one amount shown as an item as follows:

Components of 
other 

comprehensive 
income

Net of related tax effects 2007 2006
Other comprehensive income for the year, after tax:
Exchange differences on translating foreign operations $   4,000 $   8,000
Available-for-sale financial assets (18,000) 20,000
Cash flow hedges (500) (3,000)
Gains on property revaluation 600 2,700
Act arial gains (losses) on defined benefit pension plans (500) 1 000
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Actuarial gains (losses) on defined benefit pension plans (500) 1,000
Share of other comprehensive income of associates 400 (700)
Other comprehensive income for the year, net of tax (14,000) 28,000
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2. Statement of Comprehensive Income
Example

Before related tax effects with one amount shown for the aggregate amount of 
income tax relating to those components

2007 2006

Components of 
other 

comprehensive 
income

2007 2006
Other comprehensive income:
Exchange differences on translating foreign operations $   5,334 $   10,667
Available-for-sale financial assets (24,000) 26,667
Cash flow hedges (667) (4,000)
Gains on property revaluation 933 3,367
Actuarial gains (losses) on defined benefit pension plans (667) 1,333
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Share of other comprehensive income of associates 400 (700)
Income tax relating to components of other comprehensive
income 4,667 (9,334)
Other comprehensive income for the year, net of tax (14,000) 28,000

2. Statement of Comprehensive Income
Example

• Disclosure of tax effects relating to each component of other comprehensive 
income can be made in the statement of comprehensive income or in the notes. 
IAS 1 sets out an example to disclose the tax effects relating to each 
comprehensive income as follows:

Components of 
other 

comprehensive 
income

comprehensive income as follows:
2007

Tax
Before-tax (expense) Net-of-tax

Amount benefit amount
Exchange differences on 

translating foreign operations $   5,334 $  (1,334) $   4,000
Available-for-sale financial assets (24,000) 6,000 (18,000)
Cash flow hedges (667) 167 (500)
G i l i 933 (333) 600
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Gains on property revaluation 933 (333) 600
Actuarial gains (losses) on defined 

benefit pension plans (667) 167 (500)
Share of other comprehensive 

income of associates 400 – 400
Other comprehensive income (18,667) 4,667 (14,000)
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2. Statement of Comprehensive Income

• Other comprehensive income also comprises 
“reclassification adjustments”. 
– Reclassification adjustments are defined as:

Components of 
other 

comprehensive 
income

Reclassification adjustments are defined as:
• amounts reclassified to profit or loss in the 

current period that were recognised in other 
comprehensive income in the current or 
previous periods. 

• An entity is required to disclose reclassification 
adjustments relating to components of other 
comprehensive income either:
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– in the statement of comprehensive income,
or 

– in the notes (then presents the components of 
other comprehensive income after any related 
reclassification adjustments in the statement of 
comprehensive income)

2. Statement of Comprehensive Income
Example

• Reclassification adjustments arise, for example:
1. on disposal of a foreign operation (see IAS 21);
2. on derecognition of available-for-sale financial assets in accordance with 

Components of 
other 

comprehensive 
income

IAS 39 (see Chapter 17); and
3. when a hedged forecast transaction affects profit or loss in accordance with 

IAS 39 in relation to cash flow hedges.
• Reclassification adjustments do not arise:

1. on changes in revaluation surplus recognised in accordance with IAS 16 or 
IAS 38; or 

2. on actuarial gains and losses on defined benefit plans recognised in 
accordance with IAS 19
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accordance with IAS 19. 
• These two components are recognised in other comprehensive income and are 

not reclassified to profit or loss in subsequent periods. Changes in revaluation 
surplus may be transferred to retained earnings in subsequent periods as the 
asset is used or when it is derecognised. Actuarial gains and losses are 
reported in retained earnings in the period that they are recognised as other 
comprehensive income.
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2. Statement of Comprehensive Income

• In the statement of comprehensive income 
(i.e. single statement approach), an entity is 
required to at least include some line items 

Single Statement Single Statement 
ApproachApproach

Statement of 
Comprehensive 

income

q
that present the amounts for the period

• For example, the following amounts should 
be presented:

1. revenue
2. finance costs 
3. profit or loss
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Total comprehensive income is the change 
in equity during a period resulting from 
transactions and other events, other than 
those changes resulting from transactions 
with owners in their capacity as owners.

4. each component of 
other comprehensive 
income classified by nature

5. total comprehensive income

2. Statement of Comprehensive Income
TwoTwo--Statement Statement 

ApproachApproachUnder the Two-Statement 
Approach, these items are 
presented in the separate

1. revenue
2. finance costs 
3. profit or loss

Income 
statement

Statement of 
comprehensive 

income

presented in the separate 
income statement.
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4. each component of 
other comprehensive 
income classified by nature

5. total comprehensive income

Under the Two-Statement 
Approach, these items are 
presented in the statement of 
comprehensive income.
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2. Statement of Comprehensive Income
Example

Statement of comprehensive statement (under Two-Statement Approach)

2007 2006
Profit for the year $ 121 250 $ 65 500

Statement of comprehensive statement (under Two-Statement Approach)

2007 2006
Profit for the year $ 121 250 $ 65 500Profit for the year $ 121,250 $ 65,500
Other comprehensive income:
Exchange differences on translating foreign operations 5,334 10,667
Available-for-sale financial assets (24,000) 26,667
Cash flow hedges (667) (4,000)
Gains on property revaluation 933 3,367
Actuarial gains (losses) on defined benefit pension plans (667) 1,333
Share of other comprehensive income of associates 400 (700)
Income tax relating to components of other comprehensive 

Profit for the year $ 121,250 $ 65,500
Other comprehensive income:
Exchange differences on translating foreign operations 5,334 10,667
Available-for-sale financial assets (24,000) 26,667
Cash flow hedges (667) (4,000)
Gains on property revaluation 933 3,367
Actuarial gains (losses) on defined benefit pension plans (667) 1,333
Share of other comprehensive income of associates 400 (700)
Income tax relating to components of other comprehensive 
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g p p
income 4,667 (9,334)

Other comprehensive income for the year, net of tax (14,000) 28,000
Total comprehensive income for the year 107,250 93,500
Total comprehensive income attributable to:
Owners of the parent 85,800 74,800
Non-controlling interest 21,450 18,700

107,250 93,500

g p p
income 4,667 (9,334)

Other comprehensive income for the year, net of tax (14,000) 28,000
Total comprehensive income for the year 107,250 93,500
Total comprehensive income attributable to:
Owners of the parent 85,800 74,800
Non-controlling interest 21,450 18,700

107,250 93,500

2. Statement of Comprehensive Income
Case

Consolidated statement of comprehensive income
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2. Statement of Comprehensive Income

• Information can be presented in the notes
– In addition to the minimum line items presented on the face of the statement 

of comprehensive income and separate income statement (if presented), p p ( p ),
when items of income or expense are material,
• an entity is required to disclose their nature and amount separately.

– An entity is required to present an analysis of expenses recognised in profit 
or loss using a classification based on either 
• their “nature” (i.e. “nature of expense method”) or 
• their “function” (i.e. “function of expense method”) within the entity, 
whichever provides information that is reliable and more relevant.
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– An entity classifying expenses by function is required to disclose additional 
information on the nature of expenses, including depreciation and 
amortisation expense and employee benefits expense.

3. Statement of Changes in Equity
Complete Set of Financial Statements Previous title

or changes

Statement of Changes in Equity for the period No title change
(but restructured)
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(but restructured)

Sourced from Intermediate Financial Reporting (2008) by Nelson Lam and Peter Lau
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3. Statement of Changes in Equity
Single Statement Single Statement 

ApproachApproach
TwoTwo--Statement Statement 

ApproachApproach

• IAS 1 revised in 2007• IAS 1 revised in 2007 
– revises the coverage and contents of the 

statement of changes in equity, and 
– clarified all changes in equity arising from 

transactions with owners in their capacity as 
owners to be presented in that statement and 
separately from non-owner changes in equity
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Components of 
owner changes

in equity

Owner 
changes 

Statement of 
changes
in equity

Statement of 
changes
in equity

3. Statement of Changes in Equity

• IAS 1 requires an entity to present the following items in its statement 
of changes in equity:
1. total comprehensive income for the period, showing separately the total1. total comprehensive income for the period, showing separately the total 

amounts attributable to owners of the parent and to non-controlling interest; 
2. for each component of equity, the effects of retrospective application or 

retrospective restatement recognised in accordance with IAS 8; and 
3. for each component of equity, a reconciliation between the carrying amount 

at the beginning and the end of the period, separately disclosing changes 
resulting from: 
a. profit or loss; 
b h it f th h i i d
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b. each item of other comprehensive income; and
c. transactions with owners in their capacity as owners, showing 

separately contributions by and distributions to owners and changes in 
ownership interests in subsidiaries that do not result in a loss of control. 
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3. Statement of Changes in Equity

• An entity is also required to present, either in the statement of changes 
in equity or in the notes,
– the amount of dividends recognised as distributions to ownersthe amount of dividends recognised as distributions to owners 

during the period, and 
– the related amount per share.
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3. Statement of Changes in Equity
Example

Statement of changes in equity is illustrated in IAS 1 (revised in 2007) as follows:

Available-
for-salefor sale

Share Retained financial Revaluation
capital earnings assets surplus Total

Balance at 1 January 2006 $ 600,000 $118,100 $    1,600 $            – $ 719,700
Changes in accounting policy – 400 – – 400
Restated balance 600,000 118,500 1,600 – 720,100
Changes in equity for 2006
Dividends – (10,000) – – (10,000)
Total comprehensive income 

for the year – 53,200 16,000 1,600 70,800
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Balance at 31 December 2006 600,000 161,700 17,600 1,600 780,900
Changes in equity for 2007
Issue of share capital 50,000 – – – 50,000
Dividends – (15,000) – – (15,000)
Total comprehensive income

for the year – 96,600 (14,400) 800 83,000
Transfer to retained earnings – 200 – (200) –
Balance at 31 December 2007 650,000 243,500 3,200 2,200 898,900
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Statement of Cash Flows & Notes
Complete Set of Financial Statements Previous title

or changes
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Statement of Cash Flows for the period

Notes

Previous title:“Cash 
Flow Statement”

No title change

Sourced from Intermediate Financial Reporting (2008) by Nelson Lam and Peter Lau

4. Statement of Cash Flows

• Cash flow information provides users of 
financial statements with a basis to assess the 
ability of the entity to generate cash and cash y y g
equivalents and the needs of the entity to 
utilise those cash flows. 

• An entity is required to present a statement of 
cash flows and IAS 7 sets out requirements 
for the presentation and disclosure of cash 
flow information. 

• Chapter 24 illustrates the requirements of 
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p q
presenting statement of cash flows.
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5. Notes

• Notes of the financial statements are one of the integral parts of the 
financial statements. 

• All IFRSs requires certain information and details to be disclosed in theAll IFRSs requires certain information and details to be disclosed in the 
notes while IAS 1 specifies the overall structure of the notes and some 
other minimum disclosures that are not listed in any specific IFRS, 
including:
– disclosure of accounting policies, 
– management judgements (apart from those involving estimations),
– sources of estimation uncertainty,
– capital disclosure, and
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cap ta d sc osu e, a d
– other disclosures.

5. Notes – Structure of Notes

Structure of the Notes
• In general, an entity is required to have the notes to present or disclose 

the following information that are not required in any specific IFRS:the following information that are not required in any specific IFRS:
1. present information about the basis of preparation of the financial 

statements and the specific accounting policies used in accordance with 
IAS 1;

2. disclose the information required by IFRSs that is not presented elsewhere 
in the financial statements; and

3. provide information that is not presented elsewhere in the financial 
statements, but is relevant to an understanding of any of them.
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• For the structure and order of the notes,
– an entity is required to, as far as practicable, present notes in a systematic 

manner and is required to cross-reference each item in all the statements 
of the financial statements to any related information in the notes. 
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5. Notes – Disclosure of A. Policies

Disclosure of Accounting Policies
• An entity is required to disclose a summary of significant accounting 

policies in the notes of the financial statements and certain IFRSs alsopolicies in the notes of the financial statements and certain IFRSs also 
require specific disclosures of accounting policies.

• IAS 1 specifically requires an entity to disclose in summary of 
significant accounting policies:
1. the measurement basis or bases used in preparing the financial 

statements, and 
2. the other accounting policies used that are relevant to an 

d t di f th fi i l t t t
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understanding of the financial statements.

5. Notes – Disclosure of A. Policies
Case

Sberbank (Savings Bank of the Russian Federation)
• One of the largest banks in Russian Federation and principally 

owned by the Central Bank of the Russian Federation,
• Made the following statement of compliance and measurement 

bases in its financial statements of 2006:
These financial statements have been prepared in accordance
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– These financial statements have been prepared in accordance 
with International Financial Reporting Standards (“IFRS”) under 
the historical cost convention, as modified by 
• the revaluation of premises, revaluation of available for sale 

financial assets, financial assets held at fair value through profit 
or loss and all derivative contracts.

Sourced from Intermediate Financial Reporting (2008) by Nelson Lam and Peter Lau
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5. Notes – Judgement and Estimate

Management Judgements and Accounting Estimates
• In the process of applying the entity’s accounting policies, management 

makes various judgements and estimations that can significantly affectmakes various judgements and estimations that can significantly affect 
the amounts it recognises in the financial statements. 

• The entity is then required to separate disclose:
1) the management judgements apart from those involving estimation and
2) the sources for the estimation uncertainty that management have also 

made judgements.
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5. Notes – Judgement and Estimate

Foster’s Group LimitedFoster’s Group Limited
• Australia based drinks company one of the few entities

Case

• Australia based drinks company, one of the few entities
that has clearly separated the disclosure of judgements
from key sources of estimation uncertainty. 

• Its annual report of 2007 disclosed a note of “critical judgements in applying the 
entity’s accounting policies” with the details in respect of the useful life of 
intangible assets as follows:
‒ The useful lives of intangible assets are assessed to be either finite or indefinite.
‒ Brand names that have indefinite lives are not amortised.

M t j d t i d t i i h th i di id l b d ill h
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‒ Management use judgement in determining whether an individual brand will have a 
finite life or an indefinite life. In making this determination, management make use of 
information on the long-term strategy for the brand, the level of growth or decline of 
the markets that the brand operate in, and the history of the market and the brand’s 
position within that market.

‒ If a brand is assessed to have a finite life, management will use judgement in 
determining the useful life of the brand and will consider the period over which 
expected cash flows will continue to be derived in making that decision.

Sourced from Intermediate Financial Reporting (2008) by Nelson Lam and Peter Lau
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5. Notes – Capital Disclosure

Capital Disclosure
• The level of an entity’s capital and how it manages capital are important 

factors for users to consider in assessing the risk profile of an entityfactors for users to consider in assessing the risk profile of an entity 
and its ability to withstand unexpected adverse events. 

• The level of capital may also affect the entity’s ability to pay dividends. 
• In consequence, IAS 1 requires an entity to disclose information that 

enables users of its financial statements to evaluate the entity’s 
objectives, policies and processes for managing capital.

• To comply with the capital disclosure requirement, an entity bases on 
the information provided internally to key management personnel to
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the information provided internally to key management personnel to 
disclose the following: 
– qualitative information about its objectives, policies and processes 

for managing capital,
– summary quantitative data about what it manages as capital, and 

etc. 

5. Notes – Capital Disclosure

• We used to consider that capital is ……

Capital Assets Liabilities= –

• IAS 1 considers 
‒ “whether an entity can have a view of capital that differs from what IFRSs 

define as equity.” (IAS 1.BC47)
• It further clarifies that, although for the purposes of this disclosure 
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‒ capital would often equate with equity as defined in IFRSs,
‒ it might also include or exclude some components. 

• It also noted that the capital disclosure in IAS 1 is intended to give 
entities the opportunity to describe
– how they view the components of capital they manage, if this is different 

from what IFRSs define as equity ……



46

5. Notes – Capital Disclosure

• Based on the Framework & IFRSs, the accounting equation should be:

Capital Assets Liabilities= –

EquityEquity Assets Liabilities= –
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• For some entities

• For some other entities

Capital = EquityEquity

Capital = EquityEquity ‒ Some 
Equity + Some 

Liabilities

5. Notes – Capital Disclosure

• An entity shall disclose information that enables users of its financial 
statements to evaluate
– the entity’s objectives policies and processes for managing capitalthe entity s objectives, policies and processes for managing capital.

• To comply with the capital disclosures, the entity discloses the 
following:
a) qualitative information about its objectives, policies and processes 

for managing capital, including (but not limited to):
i) a description of what it manages as capital;
ii) when an entity is subject to externally imposed capital 
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requirements, the nature of those requirements and how those 
requirements are incorporated into the management of capital; 
and

iii) how it is meeting its objectives for managing capital.

Capital = EquityEquity ‒ Some 
Equity + Some 

Liabilities
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5. Notes – Capital Disclosure

Example disclosure
• The Group’s objectives when managing capital are: 

to safeguard the entity’s ability to continue as a going

Example

Objectives
– to safeguard the entity s ability to continue as a going 

concern, 
• so that it can continue to provide returns for 

shareholders and benefits for other stakeholders, 
and

– to provide an adequate return to shareholders by pricing 
products and services commensurately with the level of 
risk. 

G f
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• The Group sets the amount of capital in proportion to 
risk.

5. Notes – Capital Disclosure

• The Group manages the capital structure and makes 
adjustments to it in the light of

Example

Example disclosure
How

adjustments to it in the light of
– changes in economic conditions and 
– the risk characteristics of the underlying assets.

• In order to maintain or adjust the capital structure, the 
Group may
– adjust the amount of dividends paid to shareholders, 
– return capital to shareholders, 

issue new shares or
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– issue new shares, or 
– sell assets to reduce debt. 
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5. Notes – Capital Disclosure

• Consistently with others in the industry, the Group 
monitors capital on the basis of

Example

Example disclosure
How

monitors capital on the basis of 
– the debt-to-adjusted capital ratio. 

• This ratio is calculated as net debt ÷ adjusted capital. 

• Net debt 
is calculated as 
– Total debt (as shown in the 

balance sheet)

• Adjusted capital 
– comprises all components of 

equity (i.e. share capital, share 
premium, minority interest, 
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)
– Less: cash & cash equivalents retained earnings, and 

revaluation reserve) 
– other than amounts 

recognised in equity relating 
to cash flow hedges, and

– includes some forms of 
subordinated debt.

5. Notes – Capital Disclosure

• An entity shall disclose information that enables users of its financial 
statements to evaluate
– the entity’s objectives policies and processes for managing capitalthe entity s objectives, policies and processes for managing capital.

• To comply with the capital disclosures, the entity discloses the 
following:
b) summary quantitative data about what it manages as capital. 

Some entities regard some financial liabilities (e.g. some forms of 
subordinated debt) as part of capital.
Other entities regard capital as excluding some components of 
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equity (e.g. components arising from cash flow hedges).
c) any changes in (a) and (b) from the previous period.

Capital = EquityEquity ‒ Some 
Equity + Some 

Liabilities
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5. Notes – Capital Disclosure

Example disclosure (continued from previous example)

Example

• During 20X4, the Group’s strategy, which was unchanged from 20X3, was to 
maintain the debt-to-adjusted capital ratio at the lower end of the range 6:1 tomaintain the debt to adjusted capital ratio at the lower end of the range 6:1 to 
7:1, in order to secure access to finance at a reasonable cost by maintaining a 
BB credit rating. The debt-to-adjusted capital ratios at 31 December 20X4 and 
at 31 December 20X3 were as follows:

31.12.X4 ($’M) 31.12.X3 ($’M) 
Total debt 1,000 1,100 
Less: cash and cash equivalents (90) (150)
Net debt 910 950
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Total equity 110 105 
Add: subordinated debt instruments 38 38 
Less: amounts recognised in equity 

relating to cash flow hedges (10) (5)
Adjusted capital 138 138

Debt-to-adjusted capital ratio 6.6 6.9

5. Notes – Capital Disclosure

• An entity shall disclose information that enables users of its financial 
statements to evaluate
– the entity’s objectives policies and processes for managing capitalthe entity s objectives, policies and processes for managing capital.

• To comply with the capital disclosures, the entity discloses the 
following:
d) whether during the period it complied with any externally imposed 

capital requirements to which it is subject.
e) when the entity has not complied with such externally imposed 

capital requirements, the consequences of such non-compliance.
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These disclosures shall be based on the information provided 
internally to the entity’s key management personnel.

Capital = EquityEquity ‒ Some 
Equity + Some 

Liabilities
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5. Notes – Capital Disclosure
Example

Example disclosure
• Entity A filed its quarterly regulatory capital return for 

30 September 20X7 on 20 October 20X730 September 20X7 on 20 October 20X7. 
• At that date, Entity A’s regulatory capital was below the 

capital requirement imposed by Regulator B by $1 
million. 

• As a result, Entity A was required to submit a plan to 
the regulator indicating how it would increase its 
regulatory capital to the amount required. 

• Entity A submitted a plan that entailed selling part of its

For example, 
SFC or 
banks
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• Entity A submitted a plan that entailed selling part of its 
unquoted equities portfolio with a carrying amount of 
$11.5 million in the fourth quarter of 20X7.

• In the fourth quarter of 20X7, Entity A sold its fixed 
interest investment portfolio for $12.6 million and met 
its regulatory capital requirement.

5. Notes – Capital Disclosure
Case

China Communications Construction Co. Ltd.

• The Group’s objectives when managing capital are to safeguard 
h G ’ bili i i i dthe Group’s ability to continue as a going concern in order to 

provide returns for shareholders and benefits for other stakeholders 
and to maintain an optimal capital structure to reduce the cost of 
capital.

• In order to maintain or adjust the capital structure, the Group may 
adjust the amount of dividends paid to shareholders, return capital 
to shareholders, issue new shares or sell assets to reduce debt.

• The Group monitors capital on the basis of the gearing ratio. 
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– This ratio is calculated as net debt divided by total capital. 
– Net debt is calculated as total borrowings as shown in the consolidated 

balance sheet, less cash and cash equivalents.
– Total capital is calculated as total equity as shown in the consolidated 

balance sheet plus net debt. 

• The Group aims to maintain the gearing ratio at a reasonable level.

Sourced from Intermediate Financial Reporting (2008) by Nelson Lam and Peter Lau



51

5. Notes – Capital Disclosure
Case

China Communications Construction Co. Ltd.

2007 2006
RMB million RMB million

Total borrowings 34,461 30,689
Less: Cash and cash equivalents (22,473) (30,793)
Net debt/(cash) 11,988 (104)
Total equity 53,962 36,727
Total capital 65,950 36,623
Gearing ratio 18% —
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The increase in the gearing ratio during 2007 resulted primarily from 
the significant decrease in cash and cash equivalents, which is 
mainly due to the increase in cash used in investing activities.

Sourced from Intermediate Financial Reporting (2008) by Nelson Lam and Peter Lau

5. Notes – Capital Disclosure
Case

Capital management (2007)
• The primary objective of the Group’s capital management is to ensure that it 

maintains a strong credit rating and healthy capital ratios in order to support its 
business and maximize shareholder value.

• The Group manages its capital structure and makes adjustments to it, in light of 
changes in economic conditions. To maintain or adjust the capital structure, the 
Group may adjust the dividend payment to shareholders, return capital to 
shareholders or issue new shares. No changes were made in the objectives, 
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g j
polices or processes during the years end 31 December 2007 and 31 
December 2006.

• The Group monitors capital using a gearing ratio, which is the Group’s total 
liabilities over its total assets. The Group’s policy is to keep the gearing ratio 
between 20% and 35%. 

• The Group’s gearing ratio as at 31 December 2007 was 29.7% (2006: 32.3%).
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5. Notes – Other Disclosure

Other Disclosure
• Details for puttable financial instruments classified as equity 

instrumentsinstruments
• Dividends proposed and declared, and cumulative preference 

dividends not recognised
• Certain corporate information, including:

– the domicile and legal form of the entity, its country of incorporation 
and the address of its registered office (or principal place of 
business, if different from the registered office); 

d i ti f th t f th tit ’ ti d it i i l
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– a description of the nature of the entity’s operations and its principal 
activities; 

– the name of the parent and the ultimate parent of the group; and
– if it is a limited life entity, information regarding the length of its life.

5. Notes – Other Disclosure
Case

Sberbank (Savings Bank of the Russian Federation)
• Disclosed detailed corporate information in its notes of the financial 

statements of 2006 as follows:
– The Bank is a joint stock commercial bank established in 1841 and operated 

in various forms since then. The Bank was incorporated and is domiciled in 
the Russian Federation. The Bank’s principal shareholder, the Central Bank 
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of the Russian Federation (the “Bank of Russia”), owns 63.8% of ordinary 
shares or 60.6% of the issued and outstanding shares at 31 Dec. 2006.

– The Bank’s principal business activity is corporate and retail banking 
operations within the Russian Federation. The Bank has operated under a 
full banking license issued by the Bank of Russia since 1991.

– The Bank’s registered address is: Vavilova str., 19, Moscow, Russian 
Federation.

Sourced from Intermediate Financial Reporting (2008) by Nelson Lam and Peter Lau
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One World, One Standard ……

China

India

Hong Kong

Russia

U.S.U.S.
Korea (2011)

Japan (2011?)

Canada Canada 
(2011)(2011)

2014?
Europe
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India 
(2011)

天下大勢 合久必分 分久必合

《三國演義》

同一個世界，同一套準則 …… 
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Presentation of Financial Statements
(IAS 1) 25 April 2009

Full set of slides in PDF can be found in 
www.NelsonCPA.com.hk
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