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21 April 2015

Dear Members of the IASB

Exposure Draft Disclosure Initiative: Proposed Amendments to IAS 7
The Corporate Reporting Users’ Forum (CRUF) is pleased to comment on the IASB’s Exposure Draft
“Disclosure Initiative Proposed Amendments to IAS 7” (ED). This comment letter is based on
discussions held at CRUF meetings from December 2014 to April 2015.

General Comments
CRUF appreciates the ED which is aimed to resolve the net debt reconciliation issue, a long held
desire of many investors and one that was listed in “Five Quick Wins” proposed by the CRUF as
financial statement users as possible short-term improvements in financial reporting. The ED is an
important one as a direct response by the IASB to a specific request from the investment community.
CRUF hopes that more work to improve financial reporting in direct response to investor requests will
happen in the future.
A necessary part of debt analysis is made possible by the ED’s proposals. Understanding entity’s
liquidity and liquidity restrictions are very important, especially to a credit analyst. However, many
credit analysts do extensive debt analysis which is beyond the scope of the ED and we would not
want to see the project delayed to address additional debt disclosure needs. CRUF, therefore, thinks
that the debt reconciliation proposals in the ED are only minimum requirements, and would like to
emphasize that we strongly endorse the currently proposed narrow scope amendment as it is better
than the situation today. We think that significant additional disclosures should be added in a second
step once these proposals are finalized, as explained below. Investors intend to analyze an entity with
the same views and perspectives of its management. Therefore, even though the proposals do not
define debt, we think a “through the eyes of management” approach to defining debt and presenting
changes in debt, as opposed to requiring a detailed uniform disclosure, is advantageous in this
regard.

Responses to specific questions
Question 1—Disclosure Initiative amendments
This Exposure Draft of proposed amendments to IAS 7 forms part of the Disclosure Initiative. Its
objectives are to improve:
(a) information provided to users of financial statements about an entity’s financing activities,
excluding equity items; and
(b) disclosures that help users of financial statements to understand the liquidity of an entity.
Do you agree with the proposed amendments (see paragraphs 44A and 50A)? Do you have any
concerns about, or alternative suggestions for, any of the proposed amendments?

[CRUF response]
Highly commended as an important improvement for debt analysis
When companies do not provide them, users of financial statements, particularly credit analysts,
produce their own net or gross debt reconciliation using the balance sheet, cash flow statement and
notes in order to understand changes in debt balances between the current and the previous periods.
This endeavor is easy for non-consolidated financial statements based on historical cost accounting.
However, for consolidated financial statements the effects resulting from changes in fair value, foreign
exchange rates, interest rates, mergers and acquisitions, and divestures make a precise reconciliation
impossible for a user of financial statements.
CRUF therefore echoes Mr. Takatsugu Ochi’s concern in the Alternative View (AV4) that the
consolidated cash flow statement as it is today is not useful for getting information about the location
and availability of assets and liabilities. However, we think that the small fixes being proposed in the
ED are at least heading in the right direction and can have improved short-term impacts, rather than
waiting for years for large scale change. Specifically, the ED’s proposal (44A) to show at a glance the
non-cash changes in debt, such as those resulting from mergers and acquisitions or foreign exchange
differences, would significantly improve the usefulness of consolidated cash flow statements. Of
course, IFRS already requires material non-cash debt changes to be explained in the notes in today’s
financial statements. Such information, however, is scattered around the statements and hard to find,
is not comprehensive and the information needed by some investors is often not explained at all. The
ED will help many analysts to save time currently spent on debt reconciliation efforts and the time can
be used for more productive analysis which would be helpful not only to the investment community
but also to management.

IFRSs currently require a reconciliation of the beginning and ending carrying amounts of most asset
balances. Although CRUF does not take a position that such reconciliations should be mandatory for
all balance sheet items, it thinks, however, that such a reconciliation should be required for debt items

as many financial statement users currently prepare their own debt reconciliation with insufficient
information. 44A, in this regard, is a necessary amendment to compensate for the lack of information
currently available in the financial statements and notes. The proposed reconciliation will have other
benefits as well. For example, when the reconciliation shows a significant change of debt as a result
of a merger, financial statement users naturally assume that the merger has affected the asset
balances. Having the debt information in the proposed reconciliation will lead an analyst also to check
relevant notes on the acquisition and thus 44A will be a great help to analyze the impact of the
acquisition on the entity’s asset balances too.

In terms of the location of the proposed reconciliation, CRUF participants would like to see the
information be easy to find, preferably in the entity’s discussion about the cash flow statement. We
should not need to go searching for it.

Proposal of management-led disclosure
As noted above, additional information regarding debt breakdown is necessary to perform fullyfledged debt analysis (see next section below). CRUF participants, however, do not want to see the
project delayed to address additional debt disclosure needs, nor to demand compulsory disclosure of
detailed information that might lead to a disclosure flood of non-relevant information.

CRUF, therefore, thinks it is appropriate to allow management to define debt and determine how best
to present the reconciliation. CRUF thinks there are 2 advantages of this approach:

(1) Users would know the breakdown of debt which the management thinks is relevant.
Debt is not defined in IFRS today, nor is it defined in the ED. Each and every entity should be
performing its own cash or net debt management analysis and each one could be based on a
model that is quite different from that of other entities (although they may be similar within a
sector). Furthermore, we support putting the onus on management to disclose how they have
defined debt and net debt, and not making that the job of the standard setter, Some CRUF
participants are concerned that, if debt is defined, entities may find ways not to call things
debt based on the definition. The appendix to this letter contains examples of voluntary net
debt disclosures currently made by entities in the UK and elsewhere, which we find useful
(and potentially more useful than the proposed illustrative example).

(2) It would be less costly. We hear that some preparers oppose the ED proposals, saying that
heavy additional costs would be incurred. We do not agree with this argument because we do
not see how a disclosure that uses the data that management is currently using would require
significant additional cost. In addition, disclosure of each entity’s particular cash or net debt

management, compared to a compulsory disclosure of uniform information across all entities,
would reduce cost and time for both management and users. A ”through the eyes of
management” disclosure is sometimes criticized as impairing comparability across different
entities. CRUF thinks idiosyncratic analysis is the most important factor for debt analysis and
comparability is a secondary consideration. In some jurisdictions, disclosure of financial
information based on management’s view may not be allowed. In such cases, we think that
any additional debt or net debt reconciliation that is beyond the minimum requirements in the
ED could be included in the non-GAAP section of annual reports.

CRUF participants would like to emphasize that, depending on the timing of the leases project, we
would like to see operating leases included in financing activities and not in operating activities, as
that is how analysts and investors characterize such activities, regardless of the accounting currently.

Desired debt breakdown information
In addition to the proposed reconciliation, we suggest that the IASB encourages entities to provide a
further breakdown of debt information to assist users of financial statements in their debt analysis,
such as:
(1) Breakdown by repayment schedule
(2) Breakdown by debt that has covenants, recourse/non-recourse debts, commitment lines
(3) Breakdown by currency: USD, Euro, JPY, etc.
(4) Breakdown by segments: non-financial/financial segments. Real estate segment debt should
also be disclosed separately.

For some of this information, an end of period breakdown will suffice, rather than a reconciliation of
beginning and ending period balances (i.e. this would be in addition to the proposed debt
reconciliation).

In addition, some participants also think that the following disclosures relating to cash would be useful
(for the Board’s future consideration if it cannot be included with the proposed amendments):
(1) average debt during the period
(2) average cash during the period

This information would be useful because users of financial statements are not able to derive an
impression of the cash/debt performance for the whole year by only focusing on the position at yearend.

CRUF participants who rely on debt information for their analysis, in particular credit analysts, would
like to emphasize the importance of this information.

Additional disclosure of cash (50A)
CRUF commends 50A as a proposal that mitigates one significant problem in consolidated financial
statements, although we think it does not go far enough and we request additional information of
availability of cash and cash equivalents.

The availability of the cash shown on the consolidated balance sheet depends on who (parent or
subsidiary) owns it and where it is located. For example, cash located in a country with severe foreign
cash flow restrictions should be regarded as significantly less liquid than cash located in a country
where no such restriction is imposed. For example, 100CU cash and 100CU debt makes zero net
debt. Amongst 100CU cash, however, if 80CU is located in a country with severe foreign cash flow
restrictions, assuming a zero net debt balance is quite problematic. Although IAS7.48 already requires
the disclosure of restrictions on cash, that paragraph is focused on cash that is not available to the
group. We understand that the proposed 50A addresses a more subtle issue, which is that cash may
technically be available to the group (e.g. it is possible to get cash out of Country A), but there might
be tax or other consequences that prevent the entity from accessing it. The IASB recognizes this
issue (BC12) and proposes 50A as a solution to require disclosure of material additional restrictions
that might influence an entity’s decision to access cash for the group.

Therefore, in addition to 50A, CRUF proposes disclosure of a table that shows the location of the
cash and debt (see an example below). This is a proposal that is based on the explanation in BC12
and the presentation described in 50A.

Country A

Country B

Total

Cash

20

80

100

Debt

50

50

100

CRUF participants who rely on debt information for their analysis, in particular credit analysts, would
like to emphasize the importance of this information in understanding any potential restrictions on
cash at the consolidated entity level.

Question 2—Transition provisions
Do you agree with the proposed transition provisions for the amendments to IAS 7 as described in
this Exposure Draft (see paragraph 59)? If not, why and what alternative do you propose?

[CRUF response]
CRUF participants agree with the proposal. As noted above, we think that the proposals will not
require large changes in a company’s information gathering and reporting process, so we ask the
IASB to choose an effective date so that entities will provide this information as soon as possible so
that we can have the increased transparency provided by the proposals.

Question 3—IFRS Taxonomy
Do the proposed IFRS Taxonomy changes appropriately reflect the disclosures that are set out in the
proposed amendments to IAS 7 and the accompanying illustrative example? In particular:
(a) are the amendments reflected at a sufficient level of detail?
(b) should any line items or members be added or removed?
(c) do the proposed labels of elements faithfully represent their meaning?
(d) do you agree that the proposed list of elements to be added to the IFRS Taxonomy should be
limited to information required by the proposed amendments to IAS 7 or presented in the illustrative
examples in IAS 7?

[CRUF response]
We understand from reading BC8 that the amendments would allow either net or gross presentation
of financing activities. Although many of us would prefer a net debt reconciliation, we think that the
taxonomy should be clear that the information is to be provided on a gross basis. For example, what if
medium negative balances are netted against large positive balances? In such a case it would be
helpful for users of financial statements to have the numbers presented gross or alternatively a
reconciliation of gross to net.

Question 4—IFRS Taxonomy due process
As referenced in paragraph BC20, the IASB is holding a trial of a proposal to change the IFRS
Taxonomy due process. Although not constituting a formal public consultation of the IFRS Taxonomy
due process, views are sought on the following:
(a) do you agree with the publication of the proposed IFRS Taxonomy Update at the same time that
an Exposure Draft is issued?
(b) do you find the form and content of the proposed IFRS Taxonomy Update useful? If not, why and
what alternative or changes do you propose?

[CRUF response]
We have no comments.

About the Corporate Reporting Users’ Forum (CRUF)
The CRUF was set up in 2005 by users of financial reports to be an open forum for learning about
and responding to the many accounting and regulatory changes that affect corporate reporting. In
particular, participants are keen to have a fuller input into the deliberations of accounting standard
setters and regulators. CRUF participants include buy and sell-side analysts, credit ratings analysts,
fund managers and corporate governance professionals. Participants focus on equity and fixed
income markets. The Forum includes individuals with global or regional responsibilities and from
around the world, including Australia, Canada, France, Germany, Hong Kong, Japan, New Zealand,
South Africa, UK and USA.

The CRUF is a discussion forum. Different individuals take leadership in discussions on different
topics and in the initial drafting of representations. Participants take part in CRUF discussions and
joint representations as individuals, not as representatives of their employer organizations.
Accordingly, we sign this letter in our individual capacity as participants of the Corporate Reporting
Users’ Forum and not as representatives of our respective organizations. The CRUF does not seek to
achieve consensus views. However, it would not be correct to assume that those individuals who do
not participate in a given initiative disagree with that initiative. The participants in the Forum that have
specifically endorsed this response are listed below.
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Appendix – Examples of recent company net debt disclosures
Imperial Tobacco plc 2014

Sage plc 2014

Vivendi SA 2013

National Grid plc 2014

Deutsche Telekom 2013

