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Introduction

« So far we have excluded financial entities from the Board’s
tentative decisions in the PFS project (appendix 3).

* By ‘financial entities’ we mean:
— Banks

— Insurance companies
— Investment entities
— Conglomerates that conduct financing activities

« Staff have commenced preliminary research on financial
entities, focussing on banks. Staff plan to do further work
relating to other financial entities.
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Purpose of this session

1. Discuss how the Board'’s tentative decisions to date could apply to
financial entities:

-

\-

Same principles could
apply to all entities,
without specific
provisions for financial
entities

J

2. Brainstorm ideas for dealing with financial entities

Same principles could
apply to all entities, with
different specific
provisions for financial

entities
\_ )

r

-

Different principles
might be needed for
financial entities

\

J

3. Share information about evidence that would be useful to the Board In

making decisions relating to financial entities




Questions for ASAF

1. For which, if any, areas in the project scope (slide 18),
do you think the Board should consider different
proposals for financial entities? Please explain why.

B3 FRS




Questions for ASAF - continued

2. For each subtotal discussed on slides 8-10, do you
think the subtotal would be useful for financial entities?
a. If you think the subtotal would be useful, how do you
think we should define it for financial entities?
b. If you think the subtotal would not be useful, do you
think we should:

« develop an alternative subtotal for financial entities
* not require any specific subtotal for financial entities
* do something else?

3. Please share information about evidence that would be
useful to the Board in making decisions on the way
forward for financial entities.
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Staff classification of tentative decisions

Same principles could apply
to all entities, without specific
provisions for
financial entities

Same principles could apply
to all entities, with different
specific provisions for
financial entities

Different principles might be
needed for financial entities

Management performance
measures and adjusted EPS

Eliminating classification options
for interest and dividends in the
statement of cash flows

Finance income/expenses
(and EBIT subtotal above)

Presentation of associates/JVs
in the statement(s) of financial
performance

Consistent starting point for the
Indirect method in the statement
of cash flows

Income/expenses from
investments (and subtotal
above)

Better ways to communicate OCI

Templates for primary financial
statements?

(Not) aligning the operating
section between the statements
of financial performance and
cash flows

Disaggregation of items in P&L
by nature/by function

Presentation of cash flows
related to associates/JVs

General principles of
disaggregation

¥

Staff rationale explained
in Appendix 1

Subtotals which we will
focus on in the remainder
of this presentation

INo tentative Board decisions have been made yet




Require a subtotal showing profit before
finance income/expenses and income tax

Subtotal @ — analysis of effect of

tentative decisions

Tentative Board decisions

Application to financial entities

Differing views on usefulness of this subtotal for banks:

» the subtotal in principle not useful for banks as
incurring finance expenses is part of their core
business; but

« banks make financing decisions like other entities and
presenting income/expenses related to financing
separately could be useful.

The proposed definition of financing activities (see slide 9)
could be useful for financial entities other than banks as their
financing activities might be more akin to corporates.

Require that ‘finance income/expenses’ consist
of the following five line items:

‘interest income from cash and cash
equivalents calculated using the effective
interest method’;

‘other income from cash, cash equivalents
and financing activities’

‘expenses from financing activities’

‘other finance income’; and

‘other finance expenses’.

Cash and cash equivalents may play a more important role
for financial entities’ working capital than for non-financial
entities - Classification of interest on cash & cash
equivalents as financing may be less appropriate for
financial entities

‘Expenses from financing activities’ would capture interest
on many financial liabilities (incl. customer deposits in
banks) = Currently presented as part of net interest margin
(NIM) by most banks and considered part of core activities.
‘Other finance income’ and ‘other finance expenses’ could
apply to financial entities.




Subtotal @ — tentative decision on
definition of financing activities

« The Board tentatively decided to clarify the current

description of ‘financing activities’ in IAS 7 by indicating that
a financing activity involves:
— the receipt or use of a resource from a provider of

finance (or provision of credit).

— the expectation that the resource will be returned to the
provider of finance.

— the expectation that the provider of finance will be
appropriately compensated through the payment of a
finance charge. The finance charge is dependent on
both the amount of the credit and its duration.

B3 FRS



Subtotal ® — analysis of effect of

tentative decisions

Tentative Board decisions

Application to financial entities

Require a subtotal showing profit before
income/expenses from investments, finance
income/expenses and income tax

Differing views on usefulness of this subtotal for
financial entities:

subtotal in principle not useful for financial
entities as earning income from investments is
part of their core business; but

financial entities make investing decisions like
other entities and presenting income/expenses
related to investing separately could be useful.

« define ‘income/expenses from investments’
using a principle-based approach as
‘income/expenses from assets that generate
a return individually and largely
independently of other resources held by
the entity’.

* provide a list of some items that would
typically (not) be treated as ‘investing’ for
non-financial entities.

Depends on how the definition of ‘income/
expenses from investments’ is read:

financial assets (equity/debt instruments,
customer loans etc) held by financial entities
could be seen as generating a return
independently of each other.
however:
« returns on assets could be related; and/or
« assets could be managed together at a

portfolio level.
B FRS




Appendix 1:

Tentative Board decisions where
same principles could apply to all
entities, with different specific
provisions for financial entities




Same principles, different specific
provisions (1/2)

 Principle of removing options for classification of
Interest and dividends In the statement of cash flows
could apply to financial entities, although different
classification than for corporates may be more
appropriate for interest paid/received for banks and
dividends received for investment entities.

* Principle of a consistent starting point for the
statement of cash flows could apply to financial
entities, but may need to be a different starting point
than for corporates, depending on which subtotals
we require in the statement(s) of financial

performance. B3 IFRS




Same principles, different specific
provisions (2/2)

* Templates could apply to financial entities, but
separate templates will be required for banks,

Insurance companies and possibly also investment
entities. Conglomerates might need to use a
combination of templates.

 Principles of by nature/by function presentation of

expenses could apply to financial entities, however:
— there is diversity in how items are disaggregated in banks’
statements of financial performance (Appendix 2);
— additional specific guidance may be useful, for example on
how by nature/by function presentation applies to fair value

gains/losses. ,
B3 IFRS




Appendix 2:

Examples of banks’
statement of cash flows and
statement(s) of financial
performance




Example 1

Ini € m.

201E

NCOMmeE
OWG i ACTVIIEE.

Lstments fo recongle net income to net cash provided by (used In) operating actvities:
#mmmm-wajtlm ol '
Restructuring acthities
Gain on sale of financial assets avallable for sale, equity method Irvesiments, and other
Cefamed Income iaxes, net
Impsirment, ard other amortization, and acoreton
Share of net Income from equity method Invesiments
Income adjusted for noncash , edis and other Remes.
Jﬂﬁi‘mﬁ%mwg&

Imensst-eaming ime deposis wih cental banks and with Danks wio cemal banks
secunt

Ceniral bank funds 50k, securtties purchased under resale £& bormowed A40
Finaniial 355ets designated at fair value through proft o loss 20,337
Loans: 18,150
Ciher asseis F.Ed-
Deposits [15.2%
Financial liabliges ed a falr value through profit or loss and Investment comract Ilablites 8,686
Ceniral bank funds BECUNTes s0i UNJET repuUtnase aQresiments, secuntes joanad 16,362
Other shoat-=mm bomowings 10,
Cther llablites 12,
‘Senkar longHerm dedt 12,328
Tradireg ass=ts and llabliiies, posittve and negative market values from dervative Snancial Instments, net 30,341
Other, net A58
Met cash prowided oy jused In) operatng actiites 145 [
Cash fows Trom h\E‘EI’l; acthdties:
Proceads from:
Sale of inancial assats avallabie for sale 26,855
kiaturities of fnandal assets avallable for sake 6,029
Maturithes of securiles held to maturity 1]
Saie of equity memhod Investmenis ]
Sale of property and squipment 26
Purchase ol =
Financial assets avallabie for sale 1,
held o = E»Bg]
B
L
2023
(473
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(1.102)
|_EdE]
[9.254)
4,863
Addtional E 1) 0
I:II#E‘rmHE Emﬁnm (207)
ﬂEﬂMﬂm‘aEq.ll}'ﬁ:ﬂTp:l’lEl‘ (ATT) .| )
Coupon on addiioral equity Componems, PI'EEJ! {
mmpauummlrgm: m
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Cashi dh :13]111.‘.} Eank sharehoiders o
Het cash ded In} financing achities 1 )
et et of exchange rale changes on cash and cash equvalents
T s T T e e B o ek e il -

in€m. 2016

Interest and similar income 25636

Interest expense 10,929
Net interest income 14,707

Provision for credit losses 1,383
Net interest income after provision for credit losses 13,34
Commissions and fee income 11,744

Net gains (losses) on financial assets/liabilities

at fair value through profit or loss 1,401

Net gains (losses) on financial assets available for sale 653

Net income (loss) from equity method investments 455

Net income (loss) from securities held to matunity 0

Other income (loss) 1,063
Total noninterest income 15,307

Compensation and benefits 11,874

(General and administrative expenses 15,454

Policyholder benefits and claims 34

Impairment of goodwill and other intangible assets 1,256

Restructuring activities 434

Total noninterest expenses 29,442

Income (loss) before income taxes (810)
Income tax expense 46

Net income (loss) {1,336)

items/subtotals presented

statement

N
Diversity across entities in line

Cash flows related to some liabilities are
classified as ‘financing’ in the cash flow




Example 2

For the year ended 31 December z?n?
Continuing operations
Reconciliation of profit before tax to net cash flows from operating activities:
Profit before tax 3,230
Adjustment for non-cash tems:
Allowance for smpairment 2357
Deprecation, amertisation end impainment of property, plant, equipment and mtangibles 1,261
Crther provisions, induding pensions 1,564
MNet profit on disposal of imestments and property, plant and equipment {512)
Crther non-cash mosements induding exchenge rate movements {20,025)
Changes in operating assets and liabilities
Met (increaze ) ‘decreaze in loans and advences to banks and cusiomers {25,285)
et decrease in reverse repurchase agresments and other similar lending 14,733
et inorease/|decrease] in depasits snd debt securities in issus 49,064
et (decreasa] in repurchase agreements and other samilar bormowing {4.852)
Met (increaze ) /decresse in dervative finendal instruments {2318)
et (increase ) /decrease in trading asssts {5.577)
et inoreases{decraasa] in trading lisbikties 880
et decreasa/(increase) in financiel imvestments 807
et (sncrease) in other assets {2.629)
et (sncrease)/decresse i other habdities {532)
Corporate income tax paid {780)
Met cash from operating activities 11,286
Purchase of svalable for male imestments {B5,0845)
Proceeds from sale or redemnption of available for sale imestments 102515
Purdhaze of property, plant and equipmenit and intangitles {1,707}
Proceeds from sale of property, plant and eguipment and intengiblez 358
Proceeds from pert disposal of swestment in BACL 595
Orther cash flows assodated with investing ectiitias 32
Met cash from investing activities 36,707
— —
|ssusnce of subordinsted debt 1457
Redemption of subordinated debt {1,143)

For the year ended 31 December ‘I:élnt:.
Continuing operations
Interest incame 14,541
Interest expenss (4.004)
eabinterecl oo s I
Fee and commission income 8570
IFEE' and omMIssion expanse |:1.EI]IEJ
[Het fee and commission income 6,768
et trading mnoome 2,768
Met imvestment income 1.324
Crther moome 54
otal income 21,451
Credit impasrment changes and other provisions (2,373
JNet operating income 19.u:rall
Staff costs (9,423
Infrastructure costs (2,958
Administration and general expenses (2,917
Prowision for UK customer redress (1,000
Provision for cmgoing investigatons and litigatsen relating 1o Foreign Exchange -
Share of post-tax results of associstes and poirlt ventures 70
Profit/{loss) on disposal of subssdanes, sssocsgtes and joint wemtures 420
Profit before tax 3,230
Taxation {953)
Profit/[loss) after tax in respect of contimuing oberations 2137
Profit after tax in respect of discontinued operaton 591
Profit after tax v 2.828

et issue of shares and other aquity iNstrumeants 1,
Repurchase of shares and other equity instruments {1,587)
et purchase of treasury shares (140
et redemption of shares issued 10 non-controlEng interests —
Met cash from financing activities {1.217)
Met cash from discontinued operations 405
Effect of exchange rates on cash and cash eguivalents 10,473
57,554

Met increase/ {decrease) in cash and cash equivalents

e

Diversity across entities in line
items/subtotals presented

as ‘financing’ in the cash flow statement

Cash flows related to some liabilities are classified



Appendix 3:

Project scope and the
Board's tentative decisions to
date*




Project scope 18

Statement(s) of financial performance Statement of cash flows

O Subtotals & categories facilitating ® Eliminating classification options
comparisons between entities: (interest/dividends)
A. Finance income/expense © (Not) aligning the operating section
B. Income/expenses from investments between the statements of cash

C. Presentation of associates/JVs flows and financial periormance

® Management performance measures and || @ Consistent starting point for the
adjusted EPS indirect method

© Better ways to communicate OCI @ Cash flows related to associates/JVs

All primary financial statements

(8] Developing templates for primary financial statements?

(O Achieving greater disaggregation

A. General principles
B. By nature/by function
C. Minimum line items?

INo tentative Board decisions have been made yet



Tentative decisions: Statement(s) of financial
performance (1/4) 19

O A Finance income/expense and EBIT

Require a subtotal showing profit before finance income/expenses and income tax

Require that ‘finance income/expenses’ consist of the following five line items:

I.  ‘interest income from cash and cash equivalents calculated using the effective
interest method’;

ii. ‘other income from cash, cash equivalents and financing activities’

lii. ‘expenses from financing activities’

Iv. ‘other finance income’; and

v. ‘other finance expenses’.

Use ‘cash and cash equivalents’ in the definition of ‘finance income/expenses’ as a
proxy for cash and temporary investments of excess cash.

Clarify the current description of ‘financing activities’ in IAS 7 by indicating that a

financing activity involves:

I.  the receipt or use of a resource from a provider of finance (or provision of credit).

ii. the expectation that the resource will be returned to the provider of finance.

lii. the expectation that the provider of finance will be appropriately compensated
through the payment of a finance charge. The finance charge is dependent on both
the amount of the credit and its duration.




Tentative decisions: Statement(s) of financial
performance (2/4) 20

O B Income/expenses from investments (& subtotal above)

Require a profit before income/expenses from investments, finance income/expenses
and income tax subtotal

Define ‘income/expenses from investments’ as ‘income/expenses from assets that
generate a return individually and largely independently of other resources held by the
entity’.

Provide a list of some items that would typically (not) be treated as ‘investing’ for non-
financial entities.

O C Presentation of associates/JVs

Require entities to present the results of ‘integral’ associates and joint ventures
separately from those of ‘non-integral’ associates and joint ventures.

Use the proposed definition of ‘income/expenses from investments’ as the basis for the
split, and include a non-exhaustive list of indicators for making this distinction.

Require presentation of the share of profit or loss of integral associates or joint
ventures as a line item above the ‘income/ expenses from investments’ category and
require a new subtotal above that line item.




Tentative decisions: Statement(s) of financial
performance (3/4)

® Management performance measures (MPMs)

« All entities should specify their key performance measure(s) in the financial
statements;

« If any of these measures are not specified or defined in IFRS Standards, an entity
should identify such measures as management performance measures; and

* The key performance measures identified in the financial statements should include,
as a minimum, the key performance measures communicated in the annual report.

« Entities should present an MPM as a subtotal in the statement(s) of financial
performance, if it fits in the Board’s proposed structure for the statement(s) and
satisfies the requirements in IAS 1 for subtotals.

« If an MPM does not fit in the statement(s) of financial performance, a separate
reconciliation should be disclosed in the notes between the MPM and the most
appropriate measure specified or defined in IFRS Standards.

No specific constraints on MPMs provided in a separate reconciliation.

Reconciliation to measure specified or defined in IFRS Standards should be provided
separately from the operating segment information (IFRS 8)—however, no prohibition
from also including MPMs within the operating segment information.




Tentative decisions: Statement(s) of financial
performance (4/4)

® Management performance measures (MPMs)—disclosures

Description of why the MPM provides management’s view of performance, including an
explanation of how the MPM has been calculated and why.

Sufficient explanation, if there is a change in how the MPM is calculated during the year,
to help users understand the reasons for and effect of the change.

An explanation of how the MPM differs from the total of the measures of profit or loss for
the reportable segments.

If none of the MPMs fits into the operating segment information, an explanation of why
this is the case.

© Better ways to communicate OCI

Rename the two categories in the OCI section of the statement(s) of financial
performance to ‘remeasurements reported outside profit or loss’ and ‘income and
expenses to be included in profit or loss in the future’.

Explore whether there is a demand to remove presentation options in IAS 1 for OCI

(IAS 1, para 91 & 94)
B3 IFRS




Tentative decisions: Statement of cash
flows

O Eliminating classification options (interest/dividends)

Cash flows arising from interest incurred on financing activities should be classified as
financing cash flows.

Cash flows arising from interest paid that is capitalised as part of the cost of an asset
should be classified as financing cash flows.

Cash flows arising from dividends paid should be classified as financing cash flows.

Amend the definition of ‘investing activities’ in IAS 7 to clarify that interest and dividends
received should be classified as investing cash flows.

-0 Other improvements to the statement of cash flows

Require a consistent subtotal as the starting point for the indirect reconciliation of cash
flows from operating activities, ie ‘profit before investing, financing and income tax'.

No alignment between the operating section of the statement of cash flows and a
corresponding section in the statement(s) of financial performance.

No other improvements to the statement of cash flows, besides the improvements
mentioned above will be made.

Separate presentation of cash flows from integral and non-integral associates and joint
ventures within the ‘investing activities’ section




Tentative decisions: All primary financial
statements

® Developing templates for primary financial statements

Explore development of templates for the statement(s) of financial performance, the
statement of cash flows and the statement of financial position for a small number of
Industries.

© Achieving greater disaggregation—A. General principles

Develop, along the lines suggested in March 2017 Agenda Paper 21C:

« principles for aggregation and disaggregation in the financial statements;

 definitions of the notions ‘classification’, ‘aggregation’ and ‘disaggregation

« guidance on the steps involved in applying ‘classification’, ‘aggregation’ and
‘disaggregation’ when preparing financial statements.

© Achieving greater disaggregation—B. By nature/by function

Describe the 'nature of expense' method and the 'function of expense' method

Develop criteria that entities could follow to determine whether a by-function or by-nature
methodology provides the most useful information to users

Require primary analysis of expenses in the statement(s) of financial performance

Require an analysis by nature when an entity uses a 'function of expense' method in a
single note
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