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Classes of equity claim

5.11 Existing and potential investors need information to help them assess the
prospects for future net cash inflows to an entity. In addition, information
about priorities and payment requirements of existing claims helps users of
financial statements to predict how future cash flows will be distributed among
those with a claim against the entity. In other words, existing and potential
investors need information about both:

(a) the future net cash inflows to the entity (cash inflows less cash outflows);
and

(b) the claims that determine how those net cash inflows will be distributed
among holders of different claims.

5.13 This could be achieved by designing the statement of changes in equity
in the
following way:

(a) the statement of changes in equity would display a separate column for
each class of equity claim. An entity would include equity claims within
the same class if they have the same (or perhaps similar) rights.

(b) the column for each class of equity claim would be sub-divided (on the
face of the statement or in the notes), if applicable, into categories on a
basis consistent with legal and other requirements governing the entity.
Depending on those requirements, examples of such categories might
include share capital, retained earnings and reserves.

(c) an entity would, at the end of each period, update the measurement of
each class of equity claim. This would update the allocation of total

equity between the classes of equity claim, but would not affect total
equity

Measuring equity claims

5.18 If the IASB decided to introduce a requirement to measure equity claims,
it would need to determine when it develops or revises particular Standards
what measurement to use for particular classes of equity claim, considering
how best to convey how the claims of that class affect the holders of other
classes. For example, the IASB might decide:

(a) to use an allocation of the underlying net assets as the measurement of
primary equity claims. As an example, this basis is currently used for

NCI. If an entity has more than one class of equity claim, the allocation
would reflect the relative priorities of their claims against the total

equity that is attributable to holders of all primary equity claims. If

those relative priorities would vary across different future

circumstances, the allocation would need to consider those variations.

An entity would not measure primary equity claims by reference to

9



estimates of the cash flows that holders of those claims will receive
because such measures would, in effect, require a measurement of the
entity as a whole. As explained in paragraph OB7 of the existing
Conceptual Framework, showing the value of the entity as a whole is not the
objective of general purpose financial statements.

(b) to measure secondary equity claims in the same manner as an entity
would measure a comparable financial liability, for example:

() to use amortised cost for a class of secondary equity claims if

those claims confer a right to deliver or receive, at a fixed date,

equity instruments that have a fixed total value; and

(i) to use fair value for a class of secondary equity claims if those

claims confer a right to deliver or receive equity instruments that

have a total value that varies because of changes in a price, index

or other variable (perhaps other than the price of the issuer’s own

equity instruments or its own financial liabilities).

5.19 Regardless of the method used to measure equity claims, updating the
measurement of those claims would not change total equity, it would simply
reallocate total equity between the classes of equity claim. Updating the
amount allocated to one class of equity claim causes an offsetting change in
the amount allocated to one or more other classes of equity claim.

v
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