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  Preface



The release of IFRS 18 marks a significant evolution in how entities present their financial performance. Updating key elements of IAS 1 - (Presentation of Financial Statements), this new standard introduces a more structured, transparent, and comparable framework for the income statement, focuses on Management-defined performance measure and other specific areas as discussed in the book. For preparers, reviewers, and users of financial reports, understanding these changes are essential.




At the heart of IFRS 18 lies a mandatory classification of income and expenses into three distinct categories:


	Operating: Reflects an entity’s main revenue generating activities.

	Investing: Captures return from investments not integral to core operations.

	Financing: Includes costs related to funding and capital structure.




This triadic structure replaces the flexible format permitted under IAS 1, which often led to inconsistent interpretations of “operating profit” and hindered comparability across different industries.




Under IAS 1, operating profit was not defined, allowing entities to present it or omit it at their discretion. IFRS 18 now mandates a clearly defined subtotal for operating profit, enhancing consistency and enabling users to better assess an entity core performance.




IFRS 18 brings greater clarity to the principles of aggregation and disaggregation compared with IAS 1. Under IAS 1, the emphasis was on aggregation under the heading of materiality and aggregation. IFRS 18 improves this section by introducing the heading aggregation and disaggregation. Entities are required to classify and aggregate items such as assets, liabilities, equity, income, expenses, and cash flows based on shared characteristics, while disaggregating those that differ. They must apply aggregation or disaggregation to present meaningful line items in the primary financial statements and to provide material disclosures in the notes, ensuring that the resulting presentation offers useful structured summaries without obscuring material information




IFRS 18 introduces formal guidance on Management-defined performance measures (MPM). Entities must reconcile these measures to IFRS-defined figures, explain their purpose, and disclose how they are calculated. This addresses long standing concerns about the use of alternative performance measures under IAS 1.




By anchoring every income and expense to a business activity category, IFRS 18 significantly improves comparability across entities and sectors. It reduces discretion in formatting and forces preparers to adopt a more disciplined approach to presentation.




In a nutshell, IFRS 18 is not merely a cosmetic update it represents a logical shift towards clarity, consistency, and accountability. It is the new standard for telling the financial story.








  
  One

  
  
  Objective of the standard
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IFRS 18 outlines the requirements for presenting and disclosing information in General Purpose Financial Statements (GPFS), ensuring that relevant details such as assets, liabilities, equity, income, and expenses are conveyed faithfully and clearly.




Comparison with IAS 1

Unlike IAS 1, which explicitly emphasises comparability in its objective, IFRS 18 is silent on this aspect with regard to prior periods and other entities in its objective paragraph. Moreover, IAS 1 refers to 'presentation' without mentioning 'disclosure', whereas IFRS 18 incorporates both terms. The older standard does not directly specify assets, liabilities, equity, revenue, or expenses key elements now clearly highlighted in IFRS 18.

Nonetheless, these concepts remain fundamentally consistent across both standards, as they stem from the International Accounting Standards Board's (IASB) Conceptual Framework. By foregrounding the essential components of financial statements, IFRS 18 provides a more streamlined and focused approach to presentation and disclosure.
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Scope sections have not significantly changed in the new standard, however, there are some additions as highlighted below:




a) IFRS 18 introduces the term “disclosing” at the outset of its scope section, stating that an entity should apply the standard in presenting and disclosing information in financial statements prepared in accordance with IFRS Accounting Standards.




b) IFRS 18 outlines both general and specific requirements for presenting information in the statement of financial performance, the statement of financial position, and the statement of changes in equity. It also addresses overarching presentation principles for financial statements, including the completeness of financial statement sets, the respective roles of the primary statements and accompanying notes, identification criteria, reporting frequency, consistency of presentation, disclosure and classification, comparative information, as well as aggregation and disaggregation, principles which also apply to the statement of cash flows.




c) Both IAS 1 and IFRS 18 exclude the management’s financial review from the scope of the financial statements, meaning it is not part of IFRS compliant financial statements. Under the previous standard, this content was included in the section titled “Complete set of financial statements”. The accounting board has streamlined the presentation by relocating this component, which now falls within the scope section of the new standard.
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  General requirements for financial statements
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Objective of financial statements


The objective of financial statements is to provide financial information about an entity’s assets, liabilities, equity, income, and expenses that is useful to users in assessing the entity’s prospects for future net cash inflows and evaluating management’s stewardship of the entity’s economic resources.




Comparison with IAS 1

Conceptually, there are no significant changes. However, there is a subtle shift in terminology, IAS 1 refers to the "purpose", whereas IFRS 18 uses the term "objective". This change signals a move towards clearer and more concise articulation. Additionally, the new standard omits explicit reference to contributions by and distributions to owners acting in their capacity as owners, as these are now captured more broadly under the notion of equity. This reflects the IASB's intents to simplify the framework.


A complete set of financial statements 

[image: Image]

A complete set of financial statements 




An entity may use alternative titles when labelling its financial statements, such as “Balance Sheet” in place of Statement of Financial Position. Under the previous standard, the example of Statement of Comprehensive Income was permitted as an alternative to Statement of Profit or Loss and Other Comprehensive Income.




The new standard expands this flexibility, allowing entities to use other terms for totals, subtotals, and line items required by the standard, provided they do not compromise the principle of faithful representation. For instance, it permits the labelling of “Net Income” as “Profit or Loss”.
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  Statement of financial performance (Income statement / Profit or loss statement or Statement of comprehensive income)
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IFRS 18 discusses the presentation of the statement of financial performance:


Option 1 


A single statement approach 



This means that a single statement contains both profit or loss and other comprehensive income. 





Which should be presented first?



The sequence prescribed by the standard presents profit or loss first, followed by the other comprehensive income section.





Option 2


Separate statements 



There may be two separate statements: one for profit or loss and another for other comprehensive income. The statement of profit or loss should immediately precede the statement of other comprehensive income.





The new standard continues the legacy of its predecessor by stating that an entity may present each of the primary financial statements with equal prominence within a complete set of financial statements.

Comparison with IAS 1

IFRS 18 addresses several structural limitations of IAS 1 by placing key content in more appropriate sections of the standard. For instance, the financial review by management (excluded under IFRS Accounting Standards), which was previously referenced within the "complete set of financial statements" section, has now been relocated to the scoping section, thereby clarifying its exclusion from the core financial statements.

The new standard also updates terminology, it introduces the term "Statement of Financial Performance" within the list of primary financial statements, replacing the former title "Statement of Profit or Loss and Other Comprehensive Income" used in IAS 1.

In terms of flexibility, IFRS 18 explicitly states that "an entity may use other terms to label the total, subtotals, and line items required by the standard", provided that such labelling supports faithful representation. This provision was not included in IAS 1 and marks a notable improvement in accommodating diverse reporting practices. For example, the entity may label "net income" as "profit or loss" where appropriate.

Additionally, IFRS 18 simplifies the section on the presentation of a complete set of financial statements by listing key titles only, such as "Notes for the Reporting Period". In contrast, IAS 1 referred to this as "notes, comprising material accounting policy information and other explanatory information". This simplification enables first time readers to focus on the structure and key components at the outset of the standard, thereby enhancing accessibility and clarity.



Statement of profit or loss


It is an implied concept that income and expenses are recognised in the statement of profit or loss (also referred to as the income statement).


How are income and expenses categorised in the statement of profit or loss under IFRS 18?


[image: Image]

* * *


The following is from IFRS 18 – Illustrative Examples (IE):
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Application of the above information
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What are specified main business activities (SMBA)?


Generally, a business’s principal activity or activities are defined by its core operations and the nature of its involvement. While the new IFRS standard does not provide a specific definition, it establishes criteria through the classification of income and expenses, which serve as a basis for identifying these key activities. 


The classification is discussed below. Based on a general review of available web sources








	Investing in particular types of assets; or

	Providing financing to customers




























	Industrial machinery; and

	Spare parts and accessories.











Assessment of specified main business activities in a group











	Entity “Clouds” manufactures computer parts.

	Entity “Sun” is a private lender providing loans to customers.

	Entity “Moon” is a real estate company that invests in commercial property for rental income and capital growth, measuring its investment properties at fair value in accordance with IAS 40 Investment Property.











	Entity Clouds: No specified main business activities. Its operations are manufacturing based and do not fall within the categories defined by IFRS 18.

	Entity Sun: Yes. Its main business activities are providing finance to customers and investing in assets (loans receivable from customers).

	Entity Moon: Yes. Its main business activity is investing in assets. 








	The operations of Entity Clouds are significantly larger than those of Entities Sun and Moon.

	Entities Sun and Moon are not reportable segments under IFRS 8 at the level of Entity Sky.

	Subtotals similar to gross profit are not used as important indicators of the group’s operating performance.







	Entity Sun:





	Individual financial statements: Interest income and expenses are classified in the operating category, reflecting that financing customers is its main business activity.

	Consolidated financial statements: These items are reclassified to the investing and financing categories, because the group as a whole has no specified main business activities.






	Individual financial statements: Rental income and fair value gains and losses on investment property are classified in the operating category, since investing in real estate is its main business activity.

	Consolidated financial statements: These items are reclassified to the investing category, consistent with the group’s assessment that it has no specified main business activities.








	If an entity invests in assets as a main business activity, it should disclose the fact.

	If an entity provides financing to customers as a main business activity, it should disclose the fact.

	If an entity’s assessment in relation to main business activity changes, it should disclose:





	the fact the outcome of the assessment has changed and the date of the change; and

	the amount and classification of items of income and expense before and after the date of the change in the outcome of the assessment in the current period and the amount and classification in the prior period for the items for which the classification has changed because of the changed outcome of the assessment, unless it is impracticable to do so. If an entity does not disclose the information because it is impracticable to do so, the entity should disclose that fact.





Comparison with IAS 1

IAS 1 does not explicitly categorise income and expenses in the income statement into operating, investing, or financing activities based on an entity's main business activities. Instead, it focuses on the overall presentation of the statement of profit or loss and other comprehensive income, while allowing for judgement in the classification of items.

IFRS 18 replaces IAS 1 and introduces a structured categorisation of income and expenses into five categories: operating, investing, financing, income taxes, and discontinued operations.

It also introduces the concept of specified main business activities, which influences how certain items are classified, particularly for entities such as banks or manufacturers that also provide financing.

While IAS 1 laid the foundation for presentation, IFRS 18 builds on it by introducing more detailed classification rules and disclosure requirements aligned with an entity's business model. 







	Investments in subsidiaries in separate financial statements using equity method - IAS 27

	Investments in subsidiaries held by an investment equity that are measured at fair value through profit or loss – IFRS 10

	Investments in subsidiaries in separate financial statements that are accounted for at cost – IAS 27 / IFRS 9









The operating category (the default category)









	Revenue from the sale of goods or services;

	Depreciation, impairment and impairment reversals of property, plant and equipment;

	Amortisation, impairment and impairment reversals of intangibles;

	Gains and losses on the disposal of property, plant and equipment or intangibles; and

	A bargain purchase gain from a business combination that includes assets giving rise to income and expenses that will be classified in the operating category.




The investing category

















	the income generated by the assets;

	the income and expenses that arise from the initial and subsequent measurement of the assets, including on derecognition of the assets; and

	the incremental expenses directly attributable to the acquisition and disposal of the assets – for example, transaction costs and costs to sell the assets.



























	Interest from cash held for regulatory purposes is operating; and

	Other interest may be classified as operating or investing, based on an accounting policy choice.











The finance category




	Liabilities from raising finance only: such as bank loans, bonds, or debentures.

	Other liabilities: those that do not arise solely from raising finance but may still generate financing related income or expenses.




1. Liabilities from raising finance




	Interest expense and related costs from borrowings.

	Gains or losses from remeasuring or derecognising the liability.

	Transaction costs directly linked to issuing or extinguishing the liability, such as underwriting fees or legal costs.





2. Other Liabilities




	Interest income and expenses if these are identified for other IFRS requirements.

	Income and expenses from changes in interest rates, again only if identified for IFRS purposes.





Exclusions



	Income and expenses frominvestment contracts with participation features (classified in operating).

	Insurance finance income and expenses under IFRS 17 (also classified in operating).





Entities with Financing as a Main Business Activity



	Borrowings used to fund customer loans: related income and expenses are classified in operating, because they form part of the core business.

	Other borrowings not linked to customer financing: the entity may choose an accounting policy to classify these costs in either operating or financing but must apply the choice consistently.

	Other liabilities: if they give rise to interest related income or expenses, these remain in financing, if not, they are classified in operating.







* * *

Total and subtotals – Statement of profit or loss









	Revenue;

	Operating expenses;

	Interest income;

	Impairment losses;

	Gain and losses arising from the derecognition of financial assets measured at amortised cost; and

	Income tax expense or income, etc. 









	non-controlling interests; and 

	owners of the parent.




IAS 1

No significant changes have been noted in the specific presentation of these items between the two standards.




Presentation and disclosure of expenses classified in the operating category 










Comparison with IAS 1

The actual principle of classification of expenses based on the nature and function remain same under both standards. The key difference noted is IFRS 18 that it goes in depth and requires total for each expense classified by function in the operating category such as:

1. Depreciation (IAS 16 / IAS 40 / IFRS 16)
2. Amortisation (IAS 38)
3. Employee benefits (IAS 19 / IFRS 2)
4. Impairment losses (IAS 36)
5. Write-downs and reversals of impairment losses (IAS 2)

Please refer to below paragraph for more details.
































	Disclosing disaggregated information about the nature expenses within each function line item in the operating category of the statement of profit or loss, 

	Disclosing disaggregated information about nature expenses required by an IFRS Accounting Standard in the notes. 






Statement presenting comprehensive income
















Other Comprehensive income






	the share of other comprehensive income of associates and joint ventures accounted for using the equity method; and

	other items of other comprehensive income.














	Net of tax: The items are presented after deducting the related income tax.

	Gross of tax: The items are presented before deducting the related income tax, with a separate line item for the total income tax related to these items.





* * *

Illustration of presenting comprehensive income



* * *



* * *
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