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This paper has been prepared by the EFRAG Secretariat for discussion at a public meeting of EFRAG FR TEG. The 

paper forms part of an early stage of the development of a potential EFRAG position. Consequently, the paper does 

not represent the official views of EFRAG or any individual member of the EFRAG FRB or EFRAG FR TEG. The paper 

is made available to enable the public to follow the discussions in the meeting. Tentative decisions are made in 

public and reported in the EFRAG Update. EFRAG positions, as approved by the EFRAG FRB, are published as 

comment letters, discussion or position papers, or in any other form considered appropriate in the circumstances. 

Statement of Cash Flows and Related Matters – Classification and 

presentation of cash flows  

Issues Paper 

Objective 

1 The objective of this session is to seek EFRAG FR TEG members’ views on the IASB’s 

tentative decisions related to the classification and presentation of cash flows in the 

statement of cash flows.  These include tentative decisions related to the classification and 

presentation of acquisition-related payments in a business combination, cash flows from 

derivatives, receipts of government grants, and cash flows involving third-party finance 

providers.  

2 The IASB’s discussions and tentative decisions were informed by the IASB staff paper 

Agenda paper 20B. 

Structure of the paper  

3 This paper is structured as follows: 

(a) IASB tentative decisions  

(b) IASB staff analysis- root causes for diversity practice and recommendations 

(c) IASB staff analysis- principle for classifying cash flows 

(d) Related feedback to the EFRAG discussion paper on the statement of cash flows 

(e) Appendix – Feedback received by the IASB 

IASB tentative decision  

4 In December 2025, the IASB tentatively decided: 

(a) to explore:   

https://www.ifrs.org/content/dam/ifrs/meetings/2025/december/iasb/ap20b-classification-presentation-cash-flows.pdf


Classification and presentation of cash flows - Issues Paper 

EFRAG FR TEG meeting 15 January 2026 Paper 09-03, Page 2 of 14 
 

(i) developing requirements for the classification of acquisition-related payments 

in a business combination;  

(ii) developing requirements for the classification and presentation of cash flows 

from derivatives;  

(iii) developing requirements for the classification and presentation of receipts of 

government grants; and  

(iv) amending the principle for classifying cash flows in paragraph 11 of IAS 71 

Statement of Cash Flows to help entities apply the principle more consistently; 

and 

(b) To revisit two issues after the IASB has concluded its discussions on strengthening 

the disclosure requirements on non-cash transactions and other non-cash changes, 

namely:  

(i) classification of deferred payments; and  

(ii) classification and presentation of cash flows involving third-party finance 

providers.  

IASB Staff analysis- root causes for diversity in practice and recommended actions 

5 As shown below, the IASB staff analysed stakeholders’ feedback for the types of 

transactions where there is diversity in practice in how entities classify the related cash 

flows (acquisition-related payments in a business combination, cash flows from 

derivatives, receipts of government grants, cash flows for which classification depends 

on the principal revenue-producing activities, and cash flows involving third-party 

finance providers).  

6 Overall, the IASB staff concluded that the issues raised by respondents related to: 

(a) application issues with existing guidance such as tension between the principle in 

paragraph 11 of IAS 7 and the definitions of operating, investing or financing 

activities in paragraph 6 of IAS 7; or 

(b) an absence of specific guidance for particular fact patterns; or  

(c) both a) and b). 

 

1 Based on the feedback received by the IASB on the classification and presentation of cash flow, the IASB 

concluded that some of the issues are caused by internal inconsistencies in the wording of the principal for 

classifying cash flows. 
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Acquisition-related payments in a business combination 

7 Based on feedback received, some entities classify acquisition-related payments in a 

business combination as investing cash flows even if they do not meet the definition of 

investing activities in paragraph 6 of IAS 7, either because they do not consider these 

activities operating or they consider these payments necessary for obtaining control of a 

business. 

8 The applicable IAS 7 requirements to classify cash flows related to acquisition-related 

payments in a business combination are: 

(a) paragraph 6 of IAS 7 – defines investing activities as “… the acquisition and disposal 

of long-term assets and other investments…” 

(b) paragraph 16 of IAS 7 - specifies that only expenditures that result in a recognised 

asset are eligible for classification as investing activities. Therefore, only payments 

that result in the recognition of an asset are eligible to be investing cash flows; 

(c) paragraph 39 of IAS 7 - requires that cash flows arising from obtaining control of a 

business be classified as investing cash flows.  

9 Applying these paragraphs in conjunction, an entity would conclude that payments that 

relate to obtaining control of a business are investing cash flows to the extent they lead to 

the recognition of an asset. However, in practice, it might be difficult for an entity to link 

specific payments to the assets acquired if the transaction involves: 

(a) multiple forms of consideration (i.e., a mix of cash and shares) and  

(b) multiple items (for example, the acquisition of assets and the settlement of 

preexisting debt). 

10 Consequently, the IASB staff was of the view that classification differences related to 

acquisition-related payments in a business combination exist because: 

(a) reporting entities have different views on which cash flows should relate to 

operating, investing or financing activities; and 

(b) application issues related to the guidance in paragraphs 16 and 39 of IAS 7. 

11 The IASB staff considered that clarifying the interaction between paragraphs 16 and 39 of 

IAS 7 would help resolve the problem. 
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Cash flows involving third-party finance providers 

Classification of cash flows involving third-party finance providers 

12 The feedback received indicated that entities classify cash flows from supplier finance and 

factoring arrangements differently due to: 

(a) differences in the underlying economic circumstances; or 

(b) a lack of guidance on how to determine the underlying ‘activity’. Some entities 

classify cash flows from supplier finance and factoring arrangements as operating 

because the transaction involves the purchase or sale of goods or services, while 

other entities classify the cash flows as financing because a third-party finance 

provider was involved. 

13 IAS 7 does not include specific guidance on how to classify cash flows from supplier finance 

and factoring arrangements. However, it specifies: 

(a) cash receipts from the sale of goods and the rendering of services as cash flows from 

operating activities (paragraph 14(a) of IAS 7); 

(b) cash payments to suppliers for goods and services as cash flows from operating 

activities (paragraph 14(c) of IAS 7); and 

(c) cash repayments of amounts borrowed as cash flows from financing activities 

(paragraph 17(d) of IAS 7). 

14 Additionally, in December 2020, the IASB published the Agenda Decision Supply Chain 

Financing Arrangements—Reverse Factoring which provides some guidance as to how an 

entity might consider the classification of the liability in the statement of financial position 

when determining how to classify the cash outflows to the provider of finance: 

(a) if the liability is classified as a trade or other payable that is part of the working capital 

used in the entity’s principal revenue-producing activities, an entity might conclude 

that the cash outflows are cash flows from operating activities; or 

(b) if the liability is classified as other financial liabilities in the statement of financial 

position, an entity might conclude that the cash outflows are cash flows from 

financing activities. 

15 The future of this agenda decision, however, is uncertain.  In November 2025,  the IFRS IC 

recommended to the IASB to withdraw it due to the changes implemented by IFRS 18 

Presentation and Disclosure in Financial Statements. Irrespective of the IASB’s ultimate 

decision, users need to be able to identify the entity’s classification of these cash flows - 

either through their presentation in the statement of cash flows or through disclosures. 
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16 Furthermore, IAS 7 requires an entity to disclose information about its supplier finance 

arrangements that enables users of financial statements to assess the effects of those 

arrangements on the entity’s cash flows (paragraphs 44F-44H of IAS 7). No similar 

requirements exist in IAS 7 for factoring arrangements. 

17 Paragraph 114 of IFRS 18 states that “If amounts disclosed in the notes are included in one 

or more line items in the primary financial statements, an entity shall disclose in the note 

the line item(s) in which the amounts are included”. Although this requirement applies 

equally to all amounts disclosed in the notes, in practice, many entities are likely to only 

disclose limited information on cash flows in their notes. 

18 Therefore, the IASB staff concluded that the requirements in IAS 7 and IFRS 18 might not 

provide users with sufficient information on the classification of these cash flows. The IASB 

staff recommended that the IASB revisit the classification of cash flows involving third-party 

finance providers after it considers strengthening the existing disclosure requirements on 

non-cash transactions and other non-cash changes. 

Presentation of cash flows involving third-party finance providers 

19 The feedback indicates that some entities present multiple (notional) cash flows in the 

statement of cash flows for supplier finance and factoring arrangements, even if there is 

only one real cash flow to or from the entity. This is the case even if the trade or other 

payable is reclassified to a financial liability in a supplier finance arrangement or the entity 

concludes that the provider of finance is acting on behalf of the entity. 

20 The applicable IAS 7 requirements are included in: 

(a) paragraph 6 of IAS 7 – defining cash flows as ‘inflows and outflows of cash and cash 

equivalents’; and 

(b) paragraph 10 of IAS 7 – stating that “The statement of cash flows shall report cash 

flows during the period…”.  

21 Based on the above requirements, the IASB staff was of the view that an entity should not 

present notional cash flows in the statement of cash flows.  However, they acknowledged 

that such a judgment might be difficult if a third-party finance provider is involved in the 

transaction. 

22 Paragraph 43 of IAS 7 explicitly excludes investing and financing transactions that do not 

require the use of cash or cash equivalents from the statement of cash flows. Such 

transactions shall be disclosed elsewhere in the financial statements (disclosure of non-

cash transactions).  
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23 The IASB staff considered that developing guidance on when an entity shall present a single 

or multiple cash flows might be challenging. They recommended that the IASB revisit the 

issue after it considers strengthening the existing disclosure requirements on non-cash 

transactions and other non-cash changes. 

Cash flows from derivatives 

24 The feedback received indicates that, in practice, there is uncertainty as to how entities: 

(a) classify cash flows from derivatives that economically hedge an underlying item for 

which the cash flows are operating cash flows; or  

(b) classify and present cash flows from derivatives that hedge multiple underlying 

items. 

25 The applicable IAS 7 requirements are included in: 

(a) paragraph 6 of IAS 7 defining what investing activity means; and  

(b) paragraph 16 (g) – (h) of IAS 7 – specifying that, for economic hedges, cash flows 

from derivatives are classified as investing activities unless: 

(i) they are held for dealing or trading purposes (cash flows are classified as 

operating activities); or 

(ii) the related cash flows are classified as financing activities (cash flows are 

classified as financing activities). 

26 Based on the above requirements, the IASB staff concluded that derivatives that 

economically hedge an underlying item for which the cash flows are operating cash flows 

would generally not meet the definition of investing activities in paragraph 6 of IAS 7. 

Therefore, they suggested that the tension between the classification and presentation 

issues in paragraphs 6 and 16 of IAS 7 be resolved.  

27 Additionally, IAS 7 is silent on how to present cash flows from derivatives that hedge 

multiple underlying items.  

28 The IASB staff proposed that: 

(a) for cash flows from derivatives that economically hedge an underlying item for which 

the cash flows are operating cash flows, the IASB could specify how such cash flows 

should be classified by: 

(i) building on the existing guidance in paragraph 16 of IAS 7 for cash flows from 

hedging instruments used for hedge accounting; or 
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(ii) applying similar guidance in IFRS 18 on the classification of economic hedges; 

(b) for cash flows from derivatives that relate to multiple underlying items, the IASB 

could develop guidance similar to that in IFRS 18 for income and expenses from 

derivatives that relate to multiple underlying items (i.e. payments or receipts that 

relate to multiple underlying items are classified as operating activities in the 

statement of profit or loss). 

Receipts of government grants 

29 Feedback indicates that some entities classify receipts of government grants in the same 

category as the cash flows of the underlying asset, liability or expense, and some entities 

present receipts of government grants on a net basis. 

30 IAS 7 does not contain requirements related to: 

(a) how to classify receipts of government grants, whether the classification of such 

receipts should follow the classification of the underlying asset, liability or expense; 

and 

(b) whether to present receipts of government grants on a gross or net basis in the 

statement of cash flows. 

31 The IASB staff was of the view that the IASB could clarify the presentation of receipts of 

government grants because this is a distinct issue. It was suggested that the IASB could: 

(a) specify that the classification of receipts of government grants follows the 

classification of the underlying asset, liability or expense to which the grant relates – 

an obstacle to this approach is that significant judgement might need to be applied 

in assessing which item(s) a government grant relates to ; 

(b) specify the category in which receipts of government grants are classified – the 

drawback is that specifying the category might not appropriately reflect the 

underlying economics of the transaction; 

(c) clarify how receipts of government grants should be presented in the statement of 

cash flow - net versus gross presentation of the related cash flows. 

Cash flows for which classification depends on the principal revenue-producing activities 

32 The feedback indicated that sometimes a cash flow meets the definition of a category, but, 

depending on the principal revenue-producing activities of the entity, might also meet the 

definition of another category. 
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33 The applicable IAS 7 requirements related to this transaction are included in paragraph 14 

and paragraph 16(a) of IAS 7, which state that payments to acquire PPE are investing cash 

flows unless the payments are made to acquire assets held for rental to other in which case 

payments are classified as operating cash flows.  

34 However, classification might be less clear for a lessor that purchases PPE for which leasing 

is the principal revenue-producing activity and it might be unclear whether the principle in 

paragraph 11 of IAS 7 (“an entity presents its cash flows from operating, investing and 

financing activities in a manner which is most appropriate to its business”) overrides the 

specific example in paragraph 16(a) of IAS 7 (which is that payments to acquire PPE are 

investing cash flows). 

35 Consequently, the IASB staff recommended that the IASB should explore whether 

amending the principle in paragraph 11 of IAS 7 would resolve this issue. 

IASB staff analysis- The principle for classifying cash flows 

36 Based on the feedback received, the IASB staff observed that entities used the principle for 

classifying cash flows in paragraph 11 of IAS 72 to conclude on the classification of a cash 

flow when specific guidance is missing or to override existing guidance. 

37 The IASB staff also considered that the classification principle in paragraph 11 of IAS 7 might 

have internal inconsistencies because the first sentence of in paragraph 11 of IAS 7 requires 

an entity to present cash flows “in a manner which is most appropriate to its business”, 

while the second sentence states that classification is made ‘by activity’ which is consistent 

with the specific guidance in paragraphs 14‒16 of IAS 7 on how to classify cash flows from 

a particular activity. 

38 Consequently, the IASB staff suggested that limited amendments to the principle for 

classifying cash flows might help entities apply this principle more consistently. In this 

respect, the IASB staff made the following suggestions: 

(a) To amend paragraph 11 of IAS 7 to clarify that classification is by type of activity and 

does not depend on the specific business of an entity unless otherwise specified in 

IAS 7 (i.e. the acquisition of property, plant and equipment or the receipt of goods 

and services); 

 

2 “An entity presents its cash flows from operating, investing and financing activities in a manner which is most 

appropriate to its business. Classification by activity provides information that allows users to assess the impact of those 

activities on the financial position of the entity and the amount of its cash and cash equivalents. This information may 

also be used to evaluate the relationships among those activities.” 
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(b) To remove the first sentence in paragraph 11 of IAS 7 which might result in entities 

being less inclined to override specific guidance in IAS 7 on the basis of their specific 

business. 

39 Furthermore, the IASB staff suggested the IASB could also consider providing guidance that 

would help entities to determine what the underlying ‘activity’ is when an entity is involved 

in multiple interconnected activities. 

Related feedback to EFRAG’s discussion paper on the statement of cash flows 

40 The feedback received on the EFRAG discussion paper on the statement of cash flows 

concurs with the feedback the IASB has gathered on the topic of classification and 

presentation of cash flows.  

41 There was no call for changing the current categories to classify cash flows as operating, 

investing and financing activities. Respondents had reservations about any potential 

reworking of the current classification structure. They also considered that classification 

alignment between the statement of cash flows and the other primary financial statements 

would result in less relevant information for users. 

42 However, there were calls for both clarifications and changes to the current classification 

requirements as to what should be included in these categories. For instance, for the 

classification requirements around leasing, collections of compensation of insured losses, 

government grants, payments related to unrecognised intangible assets, payments related 

to supply chain financing agreements, payments for deferred consideration in a business 

combination, etc. The most significant of these issues were considered by the IASB in 

December 2025.  

Questions for EFRAG FR TEG members 

43 Do members agree or disagree with the IASB tentative decision related to the 

classification and presentation of cash flows in the statement of cash flows as set out in 

paragraph 4? Please explain 
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Appendix 1: Feedback received by the IASB 

Feedback received 

44 During its December 2025 meeting, the IASB considered the feedback received on the 

requirements for classifying cash flows as operating, investing, and financing in the 

statement of cash flows. The feedback included outreach conducted by the IASB in 2024 

and early 2025 during the initial research phase of the project as well as further outreach 

conducted with the IFRS IC and ASAF members in September and October 2025. 

Acquisition-related payments in a business combination 

45 Many stakeholders commented that acquisition-related payments in a business 

combination were classified differently by entities particularly relating to: 

(a) payments of deferred and contingent consideration – some stakeholders said 

classification of such payment in the statement of cash flows may involve significant 

judgement as to whether the payment related to obtaining control or whether the 

expenditure resulted in the recognition of an asset in the statement of financial 

position. Such payments are classified as: 

(i) investing - when the payment relates to obtaining control; 

(ii) financing – when the payment is a repayment of a liability; or 

(iii) mixed presentation - investing (reflecting the settlement of the fair value of 

the consideration recognised on initial recognition), financing (reflecting the 

time value of money) and possibly operating cash flows (reflecting 

adjustments to the fair value of contingent consideration) – no classification 

was specified by stakeholders. 

(b) repayments of pre-existing debt by the acquirer - Some respondents commented that 

the repayment of pre-existing debt by the acquirer are classified differently by 

entities depending on how the entity looked at the repayment. One respondent said 

that the classification of repayments depended on whether they were voluntary 

(typically classified as financing) or compulsory (typically classified as investing). 

Another respondent commented that some entities classify the repayments as 

investing cash flows, irrespective of the reason for the repayments, if these are 

necessary for obtaining control of a business. In practice, such repayments are 

usually classified by entities as either: 
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(i) investing – when the repayment is in substance consideration paid on behalf 

of the seller under the share purchase agreement, or 

(ii) financing – when the repayment is triggered by a change of control clause 

embedded in the liability. 

(c) other acquisition-related payments - some respondents said that other acquisition-

related payments, such as transaction costs or payments for post-acquisition 

services for which the expenditures do not result in the recognition of an asset in the 

statement of financial position are classified differently by entities. These payments 

are usually classified as financing because they are necessary for obtaining control 

of a business and are directly related to the acquisition. Conversely, classifying them 

as operating cash outflows would not faithfully reflect the economic substance of 

the transaction. 

Cash flows related to supplier finance arrangements 

46 Many respondents commented that payments related to supplier finance arrangements 

are classified differently by entities because IAS 7 does not include specific guidance. 

47 Some respondents said that the presentation depended on whether the entity: reclassifies 

the trade or other payable (to a financial liability other than a trade or other payable). In 

some cases, the entity presents operating cash outflow and a financing cash inflow, or it 

does not present any cash flows but discloses a non-cash transaction. 

48 In general, cash flows related to supplier finance arrangements are classified as operating 

(the entity presents an operating cash outflow), financing (the entity presents a financing 

cash inflow) or the entity does not present any cash flows but discloses a non-cash 

transaction in the notes to the financial statements. 

Cash flows related to factoring arrangements 

49 Many respondents said that cash flows related to factoring arrangements are often 

classified differently by entities because IAS 7 does not include specific guidance. The 

different classification arises irrespective of whether the receivable is derecognised in the 

statement of financial position because entities classify the cash inflow from the factor 

based on their ‘view’ of the transaction. The classification varies between: 

(a) operating - if the entity views the transaction as a sale of goods; or 

(b) financing – if the entity views the transaction as provision of finance. 
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Cash flows from derivatives 

50 Some respondents said that cash flows from derivatives are sometimes classified 

differently depending on whether the derivatives are designated as hedging instruments 

or used as economic hedges (not subject to hedge accounting). 

51 Some respondents also commented that it was not clear whether for cash flows from 

derivatives used as economic hedges: 

(a) the classification of the underlying item determines the classification of the cash 

flows from the derivative in cases where IAS 7 does not include specific guidance; or 

(b) the derivative cash flows should be bifurcated for the purposes of the statement of 

cash flows if the derivative hedges multiple underlying items for which the cash flows 

are classified in different categories. 

Receipts of government grants 

52 Some respondents said receipts of government grants are classified differently because 

IAS 7 does not include specific guidance on their classification. The different classification 

of receipts of government grants by entities is largely due to: 

(a) the significant judgement required to determine which underlying assets, liabilities 

or expenses a government grant relates to because government grant are 

sometimes loosely related to specific assets, liabilities or expenses or relate to 

multiple items; 

(b) that receipts of government grants might be conditional on the occurrence of 

specific events and receipts such as meeting certain conditions. 

53 It was also commented by a respondent that for government grants that relate to the 

purchase or construction of an asset, entities present differently the related cash flows: 

some use net presentation within investing activities, others present separately the receipt 

of the grant which is classified either within cash flows from investing or financing activity. 

54 In general, receipts of government grants are classified as: 

(a) operating - some entities take the view that the receipt of government grants does 

not meet the definitions in paragraph 6 of IAS 7 to qualify for investing or financing 

activities; 

(b) investing - some entities take the view that such grants in substance have the effect 

of lowering the cost of the asset; or 
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(c) financing - some entities take the view that government grants provide an 

alternative form of financing. 

Other feedback 

55 The IASB also received feedback on the following issues: 

Classification when payments are deferred 

56 Some respondents commented that entities classify differently payments on deferred 

payment terms (initially there is a non-cash transaction and payment is made at a later 

date). For example, some entities classify payments for the acquisition of property, plant 

and equipment on deferred payment terms as financing cash flows rather than investing 

cash flows. 

57 Additionally, some respondents also said that deferred payment terms might indicate that 

the transaction includes a financing element and the resulting cash flow should be classified 

differently than if there is no financing element. 

Classification of cash flows depends on the principal revenue-producing activities 

58 Feedback indicated that cash flows are classified differently when they meet the definition 

of more than one category in the statement of cash flows. Examples include: 

(a) acquisition of PPE by a lessor for which leasing is the principal revenue-producing 

activity; and 

(b) acquisition of PPE by an entity for which the main business activity is renting that 

PPE. Classification differences arise when there is significant judgement involved 

when the entity routinely sells the PPE that it has held for rental to others. 

59 Some respondents suggested that further guidance is needed to determine an entity’s 

principal revenue-producing activities in certain cases such as entities with diversified 

activities like conglomerates. 

60 Cash flows depending on the principal revenue-producing activities are classified as 

follows: 

(a) operating - the entity considers the payments to be related to their principal 

revenue-producing activities in accordance with paragraph 6 of IAS 7; or  

(b) investing - under paragraph 16 of IAS 7, cash payments to acquire PPE are cash flows 

from investing activities. 
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Conceptual issues 

61 Some members suggested that having greater alignment between the statement of cash 

flows and the statement of profit or loss would be beneficial with some of the reasons 

being: 

(a) classifying payments for PPE as investing cash flows does not faithfully represent 

how an entity runs its business because these payments relate to future revenue; 

(b) using the same labels in both statements suggests that the ‘concepts’ are the same 

(i.e., “investing” should mean the same in the statement of cash flows and the PL), 

which can be misleading; 

(c) aligning the categories would make it easier for users to understand the primary 

financial statements. 

62 A few ASAF members said the requirements in IAS 7 generally work well and that only 

minor improvements were necessary. However, some respondents suggested the IASB: 

(a) to add examples that relate to operating, investing or financing activities of the 

current market practice; and 

(b) the classification principle in IAS 7 should be made more explicit, questioning 

whether: 

(i) the classification of cash flows should generally follow the entity’s main 

business activities; or 

(ii) a ‘cohesiveness principle’ should be applied if IAS 7 does not include specific 

guidance on a particular transaction (i.e., whether the classification in the 

statement of cash flows should follow the classification in the statement of 

financial position). 

 
 
 


