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Dear Members of the IFRS Interpretations Committee, 

the Accounting Methodological Centre (AMC) appreciates the opportunity to comment on the 
Tentative Agenda Decision (TAD) Presentation of Operating Expenses (IFRS 18). 

The request asks: 

(a) when an entity is required to use a mixed presentation of operating expenses; and 

(b) whether an entity may disaggregate expenses of the same nature and present some of those 
expenses in line items classified by nature and others in line items classified by function. 

We agree with the Committee’s observation that paragraph 78 does not make mixed presentation a 
last-resort method. However, we do not believe that this observation resolves the first question, and 
we disagree with the conclusion that the principles and requirements in IFRS 18 provide an adequate 
basis to resolve the matters raised without standard-setting. 

In our view, the request exposes a more fundamental issue. The nature/function dichotomy in 
paragraphs 78–81 is applicable, in the meanings given to those terms in paragraphs 80 and 81, only to 
a limited part of operating expenses. Many operating expenses fall outside that dichotomy altogether. 
In other cases the two supposed classifications refer to different accounting events or different 
recognition periods and therefore cannot be alternative classifications of the same population. 

Consequently, what IFRS 18 calls a “mixed presentation” is, in practice, not merely an optional 
combination of two comprehensive classification methods. For a real business it is likely to be 
unavoidable, and much of the resulting presentation may in substance fall outside the nature/function 
framework itself. 

1. Nature and function are two alternative classifications only for a limited population 

Paragraph 80 describes classification by nature as providing information about operating expenses 
related to the nature of the economic resources consumed, without reference to the activities in 
relation to which those resources were consumed. 
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Paragraph 81 describes classification by function as allocating and aggregating operating expenses 
according to the activity to which the consumed resource relates. 

Taken literally, the distinction is simple: 

 nature identifies what economic resource was consumed?; and 

 function answers for what activity was that resource consumed? 

For example, employee services, materials, depreciation and purchased services consumed during a 
period can be analysed by nature. The same amounts can simultaneously be allocated to production, 
selling, administrative or research and development activities. 

Where current-period consumption of economic resources is recognised immediately as an expense in 
profit or loss, the two classifications are genuinely alternative analyses of the same population: 

Nature / Function Production Selling Administrative R&D 

Employee benefits x x x x 

Materials x x x x 

Depreciation x x x x 

Purchased services x x x x 

The row totals and column totals reconcile because both classifications describe different 
characteristics of the same accounting events. 

This is, however, a relatively narrow case. 

It excludes, among other things: 

 resource consumption capitalised in inventories, PPE or intangible assets; 

 expenses recognised before the resources ultimately used to settle the related obligation are 
consumed; 

 impairment, fair value and foreign exchange changes; 

 many provisions and remeasurements; and 

 derecognition gains and losses. 

Outside this limited population, the nature/function dichotomy ceases to operate as two alternative 
classifications of the same expenses. 

Accordingly, we do not believe the first question can be answered simply by saying that mixed 
presentation is required whenever it provides the most useful structured summary. In practice, a pure 
nature or pure function presentation in the literal meanings of paragraphs 80–81 seems possible only 
in highly simplified circumstances. A real entity will almost inevitably have operating expenses that do 
not fit one or both sides of the dichotomy. 

2. A large population of operating expenses is neither nature nor function in the meanings 
of paragraphs 80–81 

Many operating expenses arise from recognition, remeasurement or derecognition of assets and 
liabilities rather than from current consumption of an economic resource in an activity. 

The following table illustrates the scale of the issue: 
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Expense or loss Operating category? 

Classification under the 
literal definitions in 
paragraphs 80–81 

Characteristic that actually 
identifies the item 

Recognition of a warranty 
provision 

Normally yes Neither Recognition of an 
obligation arising from 
warranties given 

Expected credit loss on 
trade receivables 

Yes Neither Change in credit-risk 
measurement of a 
financial asset 

Write-down of 
inventories to net 
realisable value 

Yes Neither under paragraph 
80, although IFRS 18 
treats it as a nature item 

Remeasurement of 
inventory 

Foreign exchange loss on 
trade receivables 

Normally yes Neither Exchange-rate movement 
affecting a monetary asset 

Foreign exchange loss on 
trade payables 

Normally yes, subject to 
the IFRS 18 requirements 
for financing components 

Neither Exchange-rate movement 
affecting a monetary 
liability 

Fair value decrease on 
inventories measured at 
fair value less costs to sell 

Normally yes in the 
relevant business 

Neither Subsequent measurement 
of an asset 

Fair value decrease on 
biological assets used in 
operating activities 

Normally yes Neither Subsequent measurement 
of an asset 

Fair value decrease on 
investment property 

Investing unless investing 
in such assets is a main 
business activity; 
operating in the latter 
case 

If operating, neither Subsequent measurement 
of an asset 

Taxes other than income 
taxes 

Normally yes unless 
attributable to another 
category or capitalised 

Neither Statutory obligating event 

Levy recognised applying 
IFRIC 21 

Normally operating Neither Occurrence of a statutory 
obligating event 

Recognition or 
remeasurement of an IAS 
37 provision 

Normally yes, except 
components classified as 
financing 

Neither Recognition or change in 
measurement of an 
obligation 

Current or past service 
cost under IAS 19 

Operating Nature, and potentially 
function 

Consumption of employee 
services – one of the 
relatively clear cases 
covered by paragraphs 
80–81 

Impairment of operating 
PPE or intangible assets 

Normally yes Neither under paragraph 
80, although the IASB 
describes impairment as 
having a “nature” 

Reduction in recoverable 
amount 

Goodwill impairment Operating where related 
to operating activities 

Neither under paragraph 
80 

Reduction in recoverable 
amount 

Loss on disposal of 
operating PPE 

Operating Neither Derecognition event 

Restructuring expense or 
provision 

Normally operating Neither Restructuring event and 
resulting obligation 

Litigation expense or 
provision 

Normally operating Neither Legal event and resulting 
obligation 

Onerous-contract 
provision 

Normally operating 
where the contract is 
operating 

Neither Measurement of 
unavoidable contractual 
obligations 
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Expense or loss Operating category? 

Classification under the 
literal definitions in 
paragraphs 80–81 

Characteristic that actually 
identifies the item 

Remeasurement of 
contingent consideration 
under IFRS 3 

IFRS 18 identifies such 
remeasurements as 
operating in relevant 
cases 

Neither Subsequent fair value 
measurement of a liability 

Loss on an operating 
derivative or hedging 
instrument 

Operating in 
circumstances specified 
by IFRS 18 

Neither Fair value movement 
associated with a 
managed risk 

Net monetary loss under 
IAS 29 

May be operating under 
IFRS 18 

Neither Effect of general price-
level changes on monetary 
position 

Impairment on 
classification of an 
operating disposal group 
as held for sale 

Operating in 
circumstances specified 
by IFRS 18 

Neither Classification and 
remeasurement event 

Loss on derecognition of 
a trade receivable 

Normally operating Neither Derecognition of a 
financial asset 

For most of these items, asking either 
what economic resource was consumed? 
  or: 
in what activity was the resource consumed? 
does not identify the expense. 

Nothing is “consumed” when a trade receivable suffers an expected credit loss, an exchange rate 
changes, an asset is impaired, fair value falls or a provision is remeasured. 

The expense is identified by another characteristic. 

IFRS 18 itself recognises this. Paragraph B79 lists, in addition to nature and function, characteristics 
such as persistence, measurement basis, measurement uncertainty, tax effects and whether income 
or expenses arise on initial recognition or from a subsequent change in estimate. It also refers to 
inventory write-downs, impairment losses, restructurings, litigation settlements and reversals of 
provisions. 

The difficulty is therefore not that preparers need more guidance to choose between nature and 
function. The difficulty is that nature and function do not exhaust the population being classified. 

Requiring all operating expenses to be classified using only those two characteristics is conceptually 
similar to requiring all colours to be classified as blue or red. The problem cannot be resolved by 
providing more guidance on the boundary between blue and red. 

3. IFRS 18 uses “nature” in at least two different meanings 

The inconsistency is particularly visible in the treatment of impairment. 

Paragraph 80 defines nature through the nature of the economic resource consumed. 

However, the Basis for Conclusions states that impairment of non-financial assets may be presented 
separately from other operating expenses because of its “dissimilar nature”. 

An impairment loss does not identify an economic resource consumed to accomplish the entity’s 
activities. It identifies a reason why the carrying amount of an asset decreased. 

Thus, the word “nature” appears to be used in at least two senses: 

1. nature of the economic resource consumed; and 
2. more generally, the type or cause of an expense. 
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The latter meaning is much broader and can accommodate impairment, inventory write-downs, 
foreign exchange differences and many other items. 

But it is not the meaning stated in paragraph 80. 

This matters directly to the present request. Before determining whether “expenses of the same 
nature” can be split between nature and function line items, the Standard needs to establish what 
“the same nature” actually means. 

4. Cost of sales appears, at least at its core, to be a nature item rather than a function item 

Paragraph 81 states that cost of sales is a function line item. Paragraph 82(a) requires the cost-of-sales 
line item to include the total inventory expense described in paragraph 38 of IAS 2. 

We find this classification difficult to reconcile with the definitions in paragraphs 80–81. 

The one indisputable component of cost of sales for a business with inventories is the carrying amount 
of inventories derecognised when the related revenue is recognised. 

Inventory is an economic resource. 

When that inventory is sold, the resource is consumed in accomplishing the entity’s revenue-
generating activity. The line item “inventory expense” therefore answers directly the question: 

What economic resource was consumed?  The answer is:  inventory. 

That is a classification based on nature as paragraph 80 defines it. It does not answer the question: 
In what activity was another resource consumed? 

No reconstruction of the historical employee services, materials, depreciation, transport costs and 
other amounts previously accumulated in the inventory is necessary to identify the expense at the time 
of sale. The economic resource derecognised at that point is the inventory itself. 

Any other expenses added to cost of sales create a further problem. 

If their function is specifically identified – for example selling, administrative or R&D – the Standard 
itself contemplates presentation using those more specific functions when that provides the most 
useful structured summary. 

What remains in cost of sales beyond inventory expense may therefore operate, in practice, as a 
residual population for which no more specific function has been separately identified or considered 
useful. 

In shorthand, cost of sales can therefore resemble: 
nature-identified core + function-unidentified residual 
rather than a population aggregated on the basis of one functional characteristic. 

We recognise that IFRS 18 expressly calls cost of sales a function line item and states that it combines 
expenses relating to an entity’s “production or other revenue-generating activities”. 

But that wording does not resolve the issue. Read broadly, “production or other revenue-generating 
activities” can encompass substantially the entity’s operating activity as a whole. Selling, 
administration and R&D ultimately support revenue generation as well. Read narrowly, the Standard 
does not provide a principle defining the boundary between the activities included in cost of sales and 
the other functional activities. 

Most importantly, IFRS 18 does not explain why an amount that is directly identifiable by reference to 
the economic resource consumed – inventory – is transformed from a nature classification into a 
function classification merely because it is presented in cost of sales. 

At a minimum, therefore, cost of sales itself appears to exhibit the very mixed-characteristic problem 
that the current TAD is attempting to analyse. 
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5. Paragraph B82 appears to conflict with paragraph 79 

Paragraph 79 requires that: 

any individual line item comprise operating expenses aggregated on the basis of only one 
characteristic. 

Paragraph B82 nevertheless gives as an example a nature line item labelled: 

“employee benefits other than those included in cost of sales”. 

That population is not identified by nature alone. 

It is determined by two conditions: 

1. the expenses are employee benefits – a nature characteristic; and 
2. they are not included in cost of sales – a function-based exclusion. 

Without the second condition, the population of the line item cannot be determined. 

It is therefore a residual line item created by first applying another classification to part of the 
population and then presenting what remains. 

The current TAD relies on paragraph B82 as evidence that some expenses of the same nature may be 
included in function line items while the remainder is presented in a nature line item. That is the literal 
wording of B82. However, the existence of an example does not explain how the example complies 
with the explicit “only one characteristic” requirement. Paragraph 79 does not explain why a 
characteristic used to delimit the population included in a line item should be disregarded in 
determining the basis on which that line item has been formed. 

The TAD therefore relies on the guidance whose internal consistency is itself part of the problem. 

6. If nature is identified when costs are incurred, function must be identified at the same 
time 

A further inconsistency arises from paragraph B84. 

IFRS 18 permits amounts presented or disclosed by nature to include amounts that are not recognised 
as expenses in the period but are included in the carrying amount of an asset. 

This means that nature can be identified when economic resources are consumed and costs are 
incurred, irrespective of whether equity decreases at that time. 

If nature and function are two characteristics of the same consumed resource, there is no conceptual 
reason to identify function at another point in time. 

If employee services are used in production and capitalised in inventory: 

 nature at that point is employee services; and 

 function at that same point is production. 

Both characteristics exist when the cost is incurred. 

If the inventory is sold two years later, no new production function arises at that moment. What occurs 
is recognition in profit or loss of an amount previously accumulated in an asset. 

The same applies to costs capitalised in PPE or intangible assets. For example: 

1. employee services and materials may first be consumed in constructing an item of PPE; 
2. the PPE may later be consumed through depreciation; 
3. that depreciation may itself be included in the cost of inventories; 
4. the inventories may pass through several production and transportation stages; and 
5. the accumulated inventory cost may finally be recognised in profit or loss on sale. 
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For example, an amount initially recognised as an employee-benefit cost may be capitalised in an item 
of PPE. That PPE may subsequently be used in acquiring or transporting raw materials, so that its 
depreciation is included in the cost of those raw materials. The raw materials may then be consumed 
in production and included in the cost of finished goods, which is ultimately recognised as inventory 
expense when the goods are sold. The same historical monetary amount can therefore participate in 
successive cost events and be described by different “natures” at different stages – first as employee 
benefits, then as depreciation, then as part of materials consumed, and ultimately as part of inventory 
expense. 

The same problem arises in reverse for non-financial liabilities. An expense may be recognised when a 
provision is created, while employee services, materials and other resources used to settle the 
obligation may be consumed years later without recognition of a corresponding expense at that later 
date. 

This makes it impossible to treat nature and function as two general classifications of expenses 
recognised in profit or loss for a period. 

However, it suggests a coherent alternative interpretation. 

Nature and function can operate consistently as two classifications of costs when those costs are 
incurred: 

 nature – what resource was consumed; 

 function – for what activity was the resource consumed. 

If both are identified at the same accounting event, they can form a true matrix and the mathematics 
can reconcile. 

That information is conceptually different from a classification of expenses recognised in profit or loss. 

Accordingly, if this is the information the IASB intends to require, it may be more appropriately 
presented as a separate block of cost/resource-consumption information rather than as though it were 
a classification of the expenses in the statement of profit or loss. 

The Standard would then need to identify clearly: 

 the event at which a cost receives its nature and function characteristics; 

 how subsequent transfers of accumulated cost between assets are treated; 

 when a new resource-consumption event creates a new nature; 

 how costs passing through several production stages are prevented from being counted more 
than once; and 

 how the system interacts with costs capitalised in PPE and intangible assets and with settlement 
of previously recognised obligations. 

Without such principles, a simple reconciliation through “changes in inventories of finished goods and 
work in progress” works only in highly simplified examples. Real business cycles may involve purchased 
inventories, several production stages, internal transportation, own labour, depreciation, internally 
constructed PPE, development assets and non-financial liabilities, often over many reporting periods. 

7. The current TAD cannot resolve these questions by applying the existing wording 

The Committee’s proposed conclusion assumes that paragraphs 78–85 provide an adequate basis to 
determine: 

 when mixed presentation is required; and 

 whether expenses of the same nature may be divided between nature and function line items. 

We do not think either matter can be resolved adequately without first addressing the underlying 
concepts. 
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The current requirements do not explain: 

 whether nature means the nature of a consumed economic resource or, more broadly, the type 
or cause of an expense; 

 how operating expenses that do not arise from resource consumption fit into the 
nature/function framework; 

 whether nature and function attach when a cost is incurred or when an expense is recognised 
in profit or loss; 

 why cost of sales is function rather than nature; 

 how paragraph B82 complies with paragraph 79; or 

 what constitutes “the same nature” for purposes of the question addressed in the TAD. 

There is also semantic overlap between the concepts themselves. If “nature” is broadened to mean 
the cause of an expense, the distinction from function becomes less clear. “Function” describes what 
an amount was spent for, or the purpose for which the cost was incurred. “Cause” can easily be 
understood in the same sense: why the expense arose, or what it arose for. 

The broader the meaning given to “nature” in order to accommodate items such as impairment, 
provisions or remeasurements, the less clearly nature can be distinguished from function. 

This uncertainty also raises a question about usefulness to users. The requirements in paragraphs 78–
85 and B80–B85 contain multiple judgement points concerning: 

 what constitutes nature; 

 what constitutes function; 

 the appropriate level of functional aggregation; 

 the boundary of cost of sales; 

 whether a particular expense may be allocated to a function without arbitrariness; 

 whether expenses of the same nature may be split; 

 how capitalised costs interact with the classifications; and 

 how expenses arising from measurement or recognition events fit into the system at all. 

Given the number and depth of these uncertainties, it seems unlikely that two otherwise comparable 
entities will consistently classify all operating expenses in the same way. 

We therefore question whether the existing detailed requirements actually deliver greater 
comparability or usefulness than the underlying principle in paragraph 78 itself: 

an entity shall classify and present operating expenses in line items in a way that provides the most 
useful structured summary of its expenses. 

If paragraphs 78–85 and B80–B85 were replaced by that principle alone, together with general 
aggregation and disaggregation requirements, it is not evident to us that the practical outcome for 
users would necessarily be less useful. 

Detailed requirements improve reporting only if they constrain practice towards comparable and 
conceptually meaningful outcomes. Requirements capable of multiple fundamentally different 
interpretations can instead create the appearance of comparability without its substance. 

8. The matter requires standard-setting rather than another narrow agenda decision 

We therefore recommend that the Committee not finalise the TAD with the conclusion that a standard-
setting project is unnecessary. 

The present request is not an isolated implementation question. 

During the IASB’s redeliberations on the Primary Financial Statements project, questions concerning 
the presentation of operating expenses repeatedly arose. In October 2021 the IASB considered mixed 
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presentation, application guidance for the function method and the definition of cost of sales. 
In September 2022 it again considered the description of function, mixed presentation, cost of sales 
and disclosure by nature. Further questions concerning the scope and mechanics of specified nature 
disclosures arose during drafting and sweep discussions. 

More recently, the Committee considered the Scope of the Requirement to Disclose Expenses by Nature 
(IFRS 18). That question concerned paragraph 83 and the relationship between nature information, 
function line items and amounts capitalised in assets. The agenda decision was finalised in April 2026 
on the basis that IFRS 18 already provided an adequate basis for an entity to determine the scope of 
the requirements in paragraph 83. 

Only a few months later, the present request raises the same underlying architecture from another 
direction: what nature and function mean, how they can be combined and whether one nature can be 
divided between the two. 

The recurring pattern is important. If each manifestation of the problem is separated into a narrow 
implementation question and answered by concluding that the existing wording provides an adequate 
basis, the underlying conceptual issue will remain unresolved and is likely to reappear in further forms. 

Standard-setting should address the system as a whole. 

At a minimum, we believe the IASB should: 

1. Determine whether nature and function are intended to be exhaustive classifications of 
operating expenses. 
If they are not exhaustive, IFRS 18 should acknowledge the other characteristics by which 
operating expenses are in fact identified and aggregated. 

2. Define nature and function in mutually distinct and operational terms. 
In particular, the IASB should resolve whether nature refers specifically to the economic resource 
consumed or more generally to the type or cause of an expense. 

3. Identify the accounting event and point in time at which nature and function attach to an 
amount. 
The Standard should explain how the classifications operate when costs are capitalised and 
subsequently pass through inventories, PPE, intangible assets or several stages of production; 
when the same historical amount becomes part of a new resource and may acquire a different 
nature at a later cost event; and how double counting is avoided. The analysis should also address 
the reverse timing that arises when an expense is recognised through a provision before resources 
are consumed to settle it. 

4. Determine whether nature/function information is in substance information about costs rather 
than expenses. 
If the classifications attach when resources are consumed and costs are incurred, both 
characteristics could be presented together in a separate cost-information analysis in which nature 
and function describe the same population and therefore reconcile. The statement of profit or loss 
could then remain focused on income and expenses recognised in the period. 

5. Clarify the classification basis of cost of sales. 
In particular, the Standard should explain why inventory expense – which appears to be directly 
identified by the nature of the economic resource consumed – is treated as part of a function line 
item. 

6. Resolve the interaction between paragraph 79 and paragraph B82. 
The IASB should explain how a residual line item such as “employee benefits other than those 
included in cost of sales” can be regarded as aggregated on the basis of only one characteristic. 
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7. Reconsider the purpose and usefulness of the resulting information. 
Before prescribing how the two classifications are combined, the IASB should first determine 
clearly what information it intends each classification to represent, at what accounting event that 
information arises, and how the requirements are expected to produce sufficiently comparable 
information across entities to be useful to users. 

AMC is not suggesting that entities should be required to reconstruct the historical composition of 
every amount through multiple assets and reporting periods. On the contrary, the impracticability and 
limited usefulness of such reconstruction is part of the problem. 

Nor do we suggest that every operating expense should be separately presented. 

The issue is more fundamental. IFRS 18 currently presents nature and function as if they were two 
comprehensive alternative characteristics of operating expenses. In their stated meanings they are not. 
Extending the words beyond those meanings does not solve the problem; it merely makes the 
classifications less defined. 

The sequence of implementation questions since IFRS 18 was developed indicates that this is unlikely 
to be the last question arising from the issue. 

We therefore believe that continuing to address each manifestation separately through agenda 
decisions would leave the underlying problem intact. A standard-setting process is needed to establish 
first principles for what nature and function are intended to represent and only then to determine how 
those principles should affect presentation and disclosure. 

We appreciate the Committee’s consideration of our comments. 

 

Yours faithfully, 

 

Oksana Sukhareva 

Director 


