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INTRODUCTION

 The IASB’s conceptual framework emphasises the importance of 

information about the performance of an entity, which is useful to assess 

potential changes in the economic resources that are likely to be 

controlled in the future, predict future cash flows and form judgements

about the effectiveness with which the entity might employ additional 

resources.
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INTRODUCTION

 The standard requires all non-owner changes in equity (i.e., comprehensive 

income items) to be presented either in one statement of comprehensive 

income or else in two statements, a separate income statement and a 

statement of comprehensive income.
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INTRODUCTION

 IFRS refer now to this statement as the statement of profit or loss, which 

reports all items entering into the determination of periodic earnings, but 

excluding other comprehensive income items which are reported in the 

other comprehensive income section of the statement of profit or loss and 

other comprehensive income.
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INTRODUCTION

 Creditors look to the statement of profit or loss for insight into the borrower’s 

ability to generate the future cash flows needed to pay interest and 

eventually to repay the principal amounts of the obligations. Even in the 

instance of secured debt, creditors do not look primarily to the statement of 

financial position (balance sheet), in as much as the seizure and liquidation 

of collateral is never the preferred route to recovery of the lender’s 

investment.
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INTRODUCTION

 The importance placed on income measurement has, as is well known, 

influenced behaviour by some management personnel, who have sought 

to manipulate results to, for instance, meet market observers’ earnings 

estimates. The motivation for this improper behaviour is readily 

understandable when one observes that recent markets have severely 

punished companies which missed earnings estimates by as little as a 

penny per share.
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INTRODUCTION

 One very popular vehicle for earnings management has centred around 

revenue recognition.
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INTRODUCTION

 Historically, certain revenue recognition situations, such as that involving 

prepaid service revenue, have lacked specific financial reporting rules or 

have been highly subject to interpretation, opening the door to aggressive 

accounting by some entities. While in many businesses the revenue earning 

cycle is simple and straightforward and therefore difficult to manipulate, 

there are many other situations where it is a matter of interpretation as to 

when the revenue has actually been earned.
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INTRODUCTION

 The name of the statement of comprehensive income is changed to 

statement of profit or loss and other comprehensive income.
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INTRODUCTION

 Sources of IFRS

Conceptual Framework for Financial Reporting 2010

IAS 1, 14, 16, 19, 21, 36, 37, 38, 39, 40 IFRS 1, 5, 15 SIC 29
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SCOPE

 This chapter focuses on key income measurement issues and on matters of 

comprehensive income, statement presentation and disclosure. It also 

explains and illustrates the presentation of the statement of profit or loss 

and other comprehensive income and the statement of changes in equity. 

The chapter incorporates information from the Conceptual Framework for 

Financial Reporting 2010, IAS 1, and other standards.
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DEFINITIONS OF TERMS

 Expenses. Decreases in economic benefits during the accounting period in 

the form of outflows or depletions of assets or incurring liabilities that result in 

decreases in equity, other than those relating to distributions to equity 

participants. The term expenses is broad enough to include losses as well as 

normal categories of expenses
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DEFINITIONS OF TERMS

 Income. Increases in economic benefits during the accounting period in 

the form of inflows or enhancements of assets that result in increases in 

equity, other than those relating to contributions from equity participants.
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DEFINITIONS OF TERMS

 Other comprehensive income. Items of income and expense (including 

reclassification adjustments) that are not recognised in profit or loss as 

required or permitted by other IFRS.
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DEFINITIONS OF TERMS

 Profit or loss. The total of income less expenses, excluding the components 

of other comprehensive income.

 Reclassification adjustments. Amounts reclassified to profit or loss in the 

current period that were recognised in other comprehensive income in the 

current or preceding periods.
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DEFINITIONS OF TERMS

 Statement of changes in equity. As prescribed by IAS 1, an entity should 
present, as a separate financial statement, a statement of changes in 
equity showing:

1. Total comprehensive income for the period (reporting separately amounts 
attributable to owners of the parent and to non-controlling interest);

2. For each component of equity, the effect of retrospective application or 
retrospective restatement recognised in accordance with IAS 8;

3. The amounts of transactions with owners in their capacity as owners, showing 
separately contributions by and distributions to owners; and

4. A reconciliation for each component of equity (each class of share capital and 
each reserve) between the carrying amounts at the beginning and the end of the 
period, separately disclosing each movement.
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DEFINITIONS OF TERMS

 Statement of profit or loss and other comprehensive income. The statement 

of profit or loss and other comprehensive income presents all components 

of “profit or loss” and “other comprehensive income” in a single statement, 

with net income being an intermediate caption. IAS 1 alternatively permits 

the use of a two-statement format, with a separate statement of profit or 

loss and a separate statement of comprehensive income.
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DEFINITIONS OF TERMS

 Total comprehensive income. The change in equity (net assets) of an entity 

during a period from transactions and other events and circumstances 

from non-owner sources. It includes all changes in net assets during a 

period, except those resulting from investments by owners and distributions 

to owners. It comprises all components of “profit or loss” and “other 

comprehensive income” presented in the statement of comprehensive 

income.
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DEFINITIONS OF TERMS

 Other Terminology

Additional comparative information. Narrative and descriptive comparative 

information in addition to the minimum comparative information required by 

IFRS.

Component of an entity. In the context of discontinued operations, IFRS 5 

currently defines a component of an entity as operations and cash flows that 

can be clearly distinguished, operationally and for financial reporting 

purposes, from the rest of the entity—a cash-generating unit, or group of cash-

generating units.
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DEFINITIONS OF TERMS

Discontinued operations. IFRS 5 defines a “discontinued operation” as a 

component of an enterprise that has been disposed of, or is classified as held-

for-sale, and:

1. Represents a separate major line of business or geographical area of operations;

2. Is part of a single coordinated disposal plan;

3. Is a subsidiary acquired exclusively with a view to resale.

Minimum comparative information. Narrative and descriptive information in 

respect of the preceding period for all amounts reported in the current 

period’s financial statements where it is relevant to an understanding of the 

current period’s financial statements.
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DEFINITIONS OF TERMS

Net assets. Net assets are total assets minus total liabilities (which is thus 

equivalent to owners’ equity).

Operating segment. A component of an entity: (1) that engages in business 

activities from which it may earn revenues and incur expenses (including 

revenues and expenses relating to transactions with other components of the 

same entity); (2) whose operating results are regularly reviewed by the entity’s 

chief operating decision maker to make decisions about resources to be 

allocated to the segment and assess its performance; and (3) for which 

discrete financial information is available.
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DEFINITIONS OF TERMS

Realisation. The process of converting non-cash resources and rights into 

money, or more precisely the sale of an asset for cash or claims to cash.

Recognition. The process of formally recording or incorporating in the financial 

statements of an entity items that meet the definition of an element and satisfy 

the criteria for recognition.
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CONCEPTS OF INCOME

 Economists have generally employed a wealth maintenance concept of 

income. Under this concept, income is the maximum amount that can be 

consumed during a period and still leave the entity with the same amount 

of wealth at the end of the period as existed at the beginning. Wealth is 

determined with reference to the current market values of the net 

productive assets at the beginning and end of the period.
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CONCEPTS OF INCOME

 Accountants, on the other hand, have traditionally defined income by 

reference to specific transactions which give rise to recognisable elements 

of revenue and expense during a reporting period.
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RECOGNITION AND MEASUREMENT

 Income

It states that revenue is the gross inflow of economic benefits during the period 

(excluding transactions with owners).
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RECOGNITION AND MEASUREMENT

 Expenses

Expenses are expired costs, or items that were assets but are no longer assets 

because they have no future value.

Mohammed ALASHI

28



RECOGNITION AND MEASUREMENT

 Gains and losses

 IFRS include no definition of gains and losses that enables them to be 

separated from income

 The IASB removed this category in its 2003 Improvements Project, 

concluding that these items arose from the normal business risks faced by 

an entity and that it is the nature or function of a transaction or other event, 

rather than its frequency, which should determine its presentation within the 

statement of comprehensive income.
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RECOGNITION AND MEASUREMENT

 According to the IASB’s Framework:

Gains (losses) represent increases (decreases) in economic benefits and as 

such are no different in nature from revenue (expenses). Hence, they are not 

regarded as separate elements in IASB’s Framework. Characteristics of gains 

and losses include the following:

1. Result from peripheral transactions and circumstances that may be beyond 

entity’s control.

2. May be classified according to sources or as operating and non-operating.
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STATEMENT OF PROFIT OR LOSS AND OTHER

COMPREHENSIVE INCOME

 The components of other comprehensive income comprise:

1. Changes in revaluation surplus (see IAS 16, Property, Plant and Equipment, 
and IAS 38, Intangible Assets);

2. Remeasurements of defined benefit plans (see IAS 19, Employee Benefits);

3. Gains and losses arising from translating the financial statements of foreign 
operations (see IAS 21, The Effects of Changes in Foreign Exchange Rates);

4. Gains and losses on remeasuring equity instrument financial assets (see IFRS 
9, Financial Instruments);

5. The effective portion of gains and losses on hedging instruments in a cash 
flow hedge (see IAS 39, Financial Instruments: Recognition and Measurement).
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STATEMENT OF PROFIT OR LOSS AND OTHER

COMPREHENSIVE INCOME

 IAS 1 stipulates that, in addition to items required by other IFRS, the profit 

and loss section of the statement of profit or loss and other comprehensive 

income must include line items which present the following amounts for the 

period (if they are pertinent to the entity’s operations for the period in 

question):

1. Revenue;

2. Finance costs;

3. Share of the profit or loss of associates and joint ventures accounted for by the 

equity method;

4. Tax expense;

5. A single amount for the total of discontinued operations.
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STATEMENT OF PROFIT OR LOSS AND OTHER

COMPREHENSIVE INCOME

 In addition, an entity should disclose the following items on the face of the 

statement of profit or loss and other comprehensive income as allocations:

 1. Profit or loss for the period attributable to:

a. Non-controlling interest; and

b. Owners of the parent.

 2. Total comprehensive income for the period attributable to:

a. Non-controlling interest; and

b. Owners of the parent.
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PRESENTATION IN THE PROFIT OR LOSS 
SECTION

 Statement title

 Reporting period

 Comparative information

 Classification of expenses

Under the “function of expense” method an entity should report, at a minimum, its 

cost of sales separately from other expenses. This method can provide more relevant 

information to the users of the financial statements than the classification under the 

“nature of expense” method, but allocating costs to functions may require arbitrary 

allocations based on judgement.
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STATEMENT OF PROFIT OR LOSS AND OTHER

COMPREHENSIVE INCOME

 Companies typically show their regular trading operations first and then 

present any items to which they wish to direct users’ attention.

1. Sales or other operating revenues

2. Cost of goods sold

3. Operating expenses

4. Other revenues and expenses

5. Separate disclosure items

6. Income tax expense.

7. Discontinued operations.
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STATEMENT OF PROFIT OR LOSS AND OTHER

COMPREHENSIVE INCOME

 Discontinued operations.

IFRS 5 created a new “held-for-sale” category of asset into which assets, or 

“disposal groups” of assets and liabilities that are to be sold, are classified. 

Such assets or groups of assets are to be valued at the lower of carrying value 

and fair value less selling costs. Any resulting write-down appears, net of tax, as 

part of the caption “discontinued operations” in the statement of income.
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STATEMENT OF PROFIT OR LOSS AND OTHER

COMPREHENSIVE INCOME

 Discontinued operations.

For the asset or disposal group to be classified as held-for-sale, and its related 

earnings to be classified as discontinued, IFRS 5 says that the sale must be 

highly probable, the asset must be saleable in its current condition, and the 

sale price must be reasonable in relation to its fair value.
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STATEMENT OF PROFIT OR LOSS AND OTHER

COMPREHENSIVE INCOME

 Discontinued operations.

The appropriate level of management in the group must be committed to a 

plan to sell the asset and an active programme must have been embarked 

upon. Sale should be expected within one year of classification and the 

standard sets out stringent conditions for any extension of this, which are 

based on elements outside the control of the entity.

Mohammed ALASHI

38



STATEMENT OF PROFIT OR LOSS AND OTHER

COMPREHENSIVE INCOME

 Aggregating items

“other” or “miscellaneous expense” should contain, at most, an immaterial 

total amount of aggregated, individually insignificant elements. Once this total 

approaches, for example, 10% of total expenses (or whatever the relevant 

materiality threshold may be), some other aggregations, together with 

appropriate explanatory titles, should be selected.
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STATEMENT OF PROFIT OR LOSS AND OTHER

COMPREHENSIVE INCOME

 Offsetting items of revenue and expense

IAS 1 further clarifies that when items of income or expense are offset, the 

entity should nevertheless consider, based on materiality, the need to disclose 

the gross amounts in the notes to the financial statements. 

The standard gives the following examples of transactions that are incidental 

to the main revenue-generating activities of an enterprise and whose results 

when presented by offsetting or reporting on a net basis, such as netting any 

gains with related expenses, reflect the substance of the transaction:
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STATEMENT OF PROFIT OR LOSS AND OTHER

COMPREHENSIVE INCOME

1. Gains or losses on the disposal of non-current assets, including investments 

and operating assets, are reported by deducting from the proceeds on 

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

2. Expenditure related to a provision that is reimbursed under a contractual 

arrangement with a third party may be netted against the related 

reimbursement.
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OTHER COMPREHENSIVE INCOME

 Under IAS 1, “other comprehensive income” (OCI) includes items of income 

and expense (including reclassification adjustments) that are not 

recognised in profit or loss as may be required or permitted by other IFRS. 

The components of OCI include (1) changes in revaluation surplus (IAS 16 

and IAS 38); (2) actuarial gains and losses on defined benefit plans (IAS 19); 

(3) translation gains and losses of foreign operations (IAS 21); (4) gains and 

losses on remeasuring equity investment financial assets (IFRS 9); and (5) the 

effective portion of gains and losses on hedging instruments in a cash flow 

hedge (IFRS 9). 

Mohammed ALASHI

42



OTHER COMPREHENSIVE INCOME

 The above items and an entity’s share of other comprehensive income of 

any associate must be classified between those that:

1. Will not be reclassified subsequently to profit or loss; and

2. Will be reclassified subsequently to profit or loss.

The amount of income tax relating to each component of OCI, including 

reclassification adjustments, should be disclosed either on the face of the 

statement of comprehensive income or in the notes.
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OTHER COMPREHENSIVE INCOME

 Components of OCI can be presented in one of two ways:

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.
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STATEMENT OF CHANGES IN EQUITY

 IAS 1 requires an entity to present a statement of changes in equity 

including the following components on the face of the statement:

1. Total comprehensive income for the period, segregating amounts attributable to 

owners and to non-controlling interest;

2. The effects of retrospective application or retrospective restatement in 

accordance with IAS 8, separately for each component of equity;

3. Contributions from and distributions to owners; and

4. A reconciliation between the carrying amount at the beginning and the end of 

the period, separately disclosing each change, for each component of equity.
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STATEMENT OF CHANGES IN EQUITY

 The following should be disclosed, either in the statement of financial position or the statement of 
changes in equity, or in the notes:

1. For each class of share capital:

• Number of shares authorised;

• Number of shares issued and fully paid, and issued but not fully paid;

• Par value per share, or that the shares have no par value;

• Recognition of the number of shares outstanding at the beginning and at the end of the periods;

• Any rights, preferences and restrictions attached;

• Shares in the entity held by the entity or its subsidiaries; and

• Shares reserved for issue under options and contracts for the sale of shares, including terms and amounts.

2. A description of the nature and purpose of each reserve within equity.
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US GAAP COMPARISON

 US GAAP encourages but does not require comparative statements. The 

SEC requires income statements for three years. 

 SEC registrants are generally required to present expenses based on 

function, but there is no such requirement within US GAAP.
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