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Re: Discussion Paper – A Review of the Conceptual Framework for Financial Reporting 
 

The Canadian Bankers Association
1
 (CBA) would like to thank the Board for the opportunity to comment 

on the IASB’s Discussion Paper (DP) A Review of the Conceptual Framework for Financial Reporting 
(Proposed CF), published in July 2013.  Overall, we are supportive of the IASB’s efforts to revise the 
existing Conceptual Framework to update it and to address gaps and other inconsistencies. 
 
Given that the Proposed CF will guide future standard-making activities for the IASB, we continue to be 
concerned about the lack of convergence with US GAAP and believe that the approaches in the Proposed 
CF may promote further divergence. Convergence remains an important issue for the Canadian banking 
industry since it creates a level playing field for companies within international industries as well as 
reduces the operational resources required to fulfil different accounting requirements in key jurisdictions. 
To that end, we strongly urge the IASB to continue working with the FASB on key accounting standards 
and principles including the Proposed CF. Where appropriate, we would strongly encourage the IASB and 
the FASB to arrive at a consistent view on key concepts encompassed within the Proposed CF. 
 
Although we agree with many aspects of the Proposed CF, a few proposals are more problematic. As a 
general comment, the Proposed CF appears to focus on the end result of specific standards, as opposed 
to providing general principles applicable to many situations. Given that focus, there is a risk that the 
underlying principles are not sufficiently well established for broader application. Our high-level thoughts 
are summarised below and further details are provided in our responses to the IASB’s questions provided 
in the Appendix. The key areas of concern are as follows: 
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 Derecognition (control-based approach): Our members are not entirely comfortable with the control-
based approach for derecognition as currently proposed.  More specifically, we are concerned that the 
approach currently described does not appropriately represent collateral, repurchase agreements, and 
similar secured financing transactions. The proposed approach appears to result in the derecognition 
of assets transferred as collateral although the transferor retains significantly all of the risks and 
rewards related to these assets. As a result, we believe that the control-based approach should be 
reconsidered in relation to these transactions. As part of that reconsideration, further guidance on 
when an asset can be disaggregated into individual rights, separating the rights to principal and 
interest cash flows from the rights to transfer or pledge the asset, should be developed. This may 
assist in providing more clarity with regards to whether the control-based approach should be applied 
to the entire asset transferred as collateral or whether it should be applied only to the rights that have 
been transferred (eg. the right to transfer or pledge the asset). We also believe that it would be 
beneficial to incorporate some assessment of risks and rewards into the control-based model. The 
current definition of control focuses on an entity’s “ability to direct the use of the economic resource so 
as to obtain the economic benefits that flow from it.” As we discuss in our response to Question 7, little 
guidance is provided on how to interpret scenarios where the entity has the ability to direct the use of 
the economic resource but may not absorb the same proportion of economic benefits. More guidance 
in this area may be useful to strengthen the control-based approach.  Further detail is provided in our 
responses to Section 2 and Section 4. 

 Elements of financial statements (uncertainty): We do not agree with the current proposal to remove 
the consideration of uncertainty from the definition of assets and liabilities as well as from the guidance 
on recognition. Doing so could result in the inappropriate recognition of assets and liabilities which 
have little probability of occurrence. Additionally, the operational burden of identifying every possible 
asset and liability would be significant, imposing a requirement for measurement rigour which had 
previously only been required for assets and liabilities with an expected inflow or outflow. We discuss 
our thoughts further in our responses to Section 2 and Section 4 (Recognition). 

 Definition of equity and distinction between liability and equity elements: We are concerned about two 
aspects of the proposals related to equity and liability elements. Firstly, we do not support the proposal 
to treat the most subordinated class of liabilities as equity in the absence of issued equity. Regardless 
of the level of subordination, liabilities retain characteristics which are fundamentally different to equity. 
In particular, liabilities remain an obligation in all circumstances, including in bankruptcy, unlike equity. 
We note that the DP discusses this requirement in relation to certain instruments issued by 
cooperative and mutual organisations. Given that this appears to be an accommodation for specific 
industries, we would suggest that this requirement be reconsidered at an individual standards-setting 
level rather than as part of the Proposed CF. Secondly, we do not agree with the proposal to 
remeasure and disclose changes between classes of equity. We believe that any benefits provided by 
this disclosure are outweighed by the related costs. Further thoughts are provided in our responses to 
Section 5. 

In addition to the significant concerns outlined above, it would be useful to address certain logistical 
concerns as part of the Proposed CF Exposure Draft (“ED”) process. Firstly, we strongly suggest that the 
IASB provide an appendix in the ED outlining the impact of the Proposed CF on existing standards as 
well as standards in development. The Conceptual Framework discussion can be highly theoretical and 
abstract. Such an appendix would be of great assistance to allow constituents to better understand the 
impact of the proposed changes to the Conceptual Framework. From the IASB’s perspective, highlighting 
the expected differences would allow the IASB to consider whether the changes lead to unanticipated 
changes in current accounting. Finally, this appendix may be useful as a tool to assist in prioritizing the 
IASB’s workplan by identifying standards which may conflict with the Proposed CF and which may, 
therefore, require modification in the short to medium term. Secondly, we have proposed in our response 
to Question 1, that further guidance be provided for transitioning from the current Conceptual Framework 
to the Proposed CF. 
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Our comments on the specific questions presented in the DP are addressed in the appendix attached to 
this letter. If you have any questions, we would be pleased to discuss them.  

Sincerely, 

         

 
Attachment: Appendix 
 
cc: Linda Mezon, Chair, AcSB
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SECTION 1: INTRODUCTION 

Question 1: 

Paragraphs 1.25–1.33 set out the proposed purpose and status of the Conceptual Framework. The 
IASB’s preliminary views are that: 

(a) the primary purpose of the revised Conceptual Framework is to assist the IASB by identifying 
concepts that it will use consistently when developing and revising IFRSs; and 

(b) in rare cases, in order to meet the overall objective of financial reporting, the IASB may decide to 
issue a new or revised Standard that conflicts with an aspect of the Conceptual Framework. If this 
happens the IASB would describe the departure from the Conceptual Framework, and the reasons for 
that departure, in the Basis for Conclusions on that Standard. 

(c) Do you agree with these preliminary views? Why or why not? 

While we generally agree with the proposed purpose and status outlined, we believe that further 
clarification is required on transitioning to the Proposed CF from the current Conceptual Framework. This 
will be helpful, for instance, if the existing Conceptual Framework has been used to interpret or develop 
policy in a manner that conflicts with the requirements of the Proposed CF. In particular, we believe that 
the IASB should outline, within the ED, the transition process related to: 

 Identifying and resolving standards and IFRIC interpretations containing requirements which conflict 
with the Proposed CF; and 

 Entity-level interpretations which are reliant on the old Conceptual Framework. 

Another aspect of the DP which should be clarified is the assertion that certain aspects of the Proposed 
CF would only be usable by the IASB in developing or revising IFRSs. The DP states, in paragraph 1.29, 
that: 

Some aspects of the Conceptual Framework are intended only for the IASB’s use as it develops 
new or revised IFRSs.  … It is not intended that presenters of IFRS financial statements would use 
this guidance when developing accounting policies for items to which no Standard or Interpretation 
specifically applies. Where the IASB does not intend other parties to use a particular aspect of the 
Conceptual Framework it will make that clear. 

Based on the information within the DP, we are unable to understand how this distinction will be made or 
why it is necessary. Where interpretations are requested from IFRIC, would these aspects also not be 
usable to provide guidance, if relevant? If aspects of the Proposed CF are relevant for standard setting at 
the IASB level, why would they be irrelevant for interpretation purposes at the preparer level? We would 
recommend that this condition be either explained in greater detail in the ED or be removed from the 
Proposed CF. 
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SECTION 2: ELEMENTS OF FINANCIAL STATEMENTS 

Question 2: 

The definitions of an asset and a liability are discussed in paragraphs 2.6–2.16. The IASB proposes the 
following definitions: 

(a) an asset is a present economic resource controlled by the entity as a result of past events. 

(b) a liability is a present obligation of the entity to transfer an economic resource as a result of past 
events. 

(c) an economic resource is a right, or other source of value, that is capable of producing economic 
benefits. 

Do you agree with these definitions? Why or why not? If you do not agree, what changes do you suggest, 
and why? 

We agree with the definitions presented for an asset, a liability and an economic resource. As discussed 
in our response to Question 3, we do have concerns about the removal of any assessment of uncertainty 
with regards to the recognition of assets and liabilities. The definitions of assets and liabilities within the 
Proposed CF are significantly expanded from the definitions under the existing Conceptual Framework. In 
particular, the proposed definitions may lead to the recognition of economic resources which are currently 
considered part of internally generated goodwill or certain internally generated intangible assets, which 
are not recognised under current IFRS. The process for identifying items which meet the proposed 
definitions for assets and liabilities may be significantly more complex and onerous as a result and it is 
unclear, at this stage, whether disclosing these assets and liabilities would be of significantly greater 
value to users of the financial statements. 

In addition to issues related to the role of uncertainty, we would also suggest that further guidance and 
related examples be developed to define when an economic resource becomes capable of producing 
economic benefits. In some cases, an asset may need to be transformed in some way before becoming 
capable of producing an economic benefit, as would be the case, for example, with information 
technology development. In the context of the definitions provided above, it is possible that development 
work may transform the effort of a workforce (which may not be recognised as an asset) into an asset 
(such as software) which is “capable” of producing economic benefit. In order to correctly recognise such 
assets, it would be useful to define when the development project becomes sufficiently capable of 
producing an economic benefit in order to be regarded as an asset to be recognised on balance sheet. 
We note that this is likely to be an asset-specific issue and would suggest that high-level principles be 
provided within the Proposed CF with further detailed guidance provided on an individual standard-setting 
level. 

We would also suggest enhancing the definitions of an asset and a liability by explicitly stating that the 
returns from an economic resource should flow to an entity (for an asset) or from an entity (for a liability) 
in order for an asset or liability to exist for the reporting entity.  Conceptually, many items may meet the 
definition of an asset or liability controlled by an entity. In some cases, it may theoretically be possible for 
an entity to control an item which would have economic inflows or outflows which do not accrue to the 
entity itself (for example, because it is unable to access those inflows due to barriers to entry into the 
market where those inflows arise). Recognition of these amounts by the reporting entity may not be 
appropriate as no economic inflows would accrue to the entity. We note that the Proposed CF suggests 
that similar guidance be included in paragraph 3.27 under Further guidance on the definition of control. In 
our view, however, this requirement is too important to be included as an incidental requirement and 
should be explicitly stated within the primary definitions above. 

Finally, we would also suggest that contra-assets and contra-liabilities be added as elements of financial 
statements. Contra-assets are credit balances which reduce the value of recognised assets (eg. 
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accumulated depreciation or amortisation, asset impairment accounts, or financial asset valuation 
reserves). These amounts are typically considered separately from the underlying asset and may be 
accounted for based on a different unit of account (eg. valuation reserves which are calculated on a 
portfolio level although the underlying assets may be valued on an individual instrument level); however, 
they meet neither the definition of assets (as they are not typically economic inflows) nor do they meet the 
definition of liabilities (as they are not an obligation of the entity). Conversely, contra-liabilities are debit 
balances which reduce the value of recognised liabilities (eg. discounts on liability issuances). Although 
less common than contra-assets, it would be useful to separately define these amounts as elements of 
financial statements. 

We would suggest that some guidance on contra-assets and contra-liabilities should be added to the 
Proposed CF, specifically addressing: 

 Whether these amounts are considered elements of financial statements; and 

 How such amounts should be presented (separately from the associated assets or as a reduction to 
the value of the associated assets). It may be more appropriate to indicate that this determination 
should be made on a standard-setting level rather than as part of the Proposed CF. 

A useful starting point may be the FASB’s Statement of Financial Accounting Concepts No. 6: Elements 
of Financial Statements which describes valuation accounts which reduce the value of assets and 
liabilities. We provide a further discussion on contra-assets and contra-liabilities within the context of 
uncertainty in our response to question 3. 

 

Question 3: 

Whether uncertainty should play any role in the definitions of an asset and a liability, and in the 
recognition criteria for assets and liabilities, is discussed in paragraphs 2.17–2.36. The IASB’s preliminary 
views are that: 

(a) the definitions of assets and liabilities should not retain the notion that an inflow or outflow is 
‘expected’. An asset must be capable of producing economic benefits. A liability must be capable of 
resulting in a transfer of economic resources. 

(b) the Conceptual Framework should not set a probability threshold for the rare cases in which it is 
uncertain whether an asset or a liability exists. If there could be significant uncertainty about whether 
a particular type of asset or liability exists, the IASB would decide how to deal with that uncertainty 
when it develops or revises a Standard on that type of asset or liability. 

(c) the recognition criteria should not retain the existing reference to probability. 

Do you agree? Why or why not? If you do not agree, what do you suggest, and why? 

We believe that the inclusion of an assessment of uncertainty is an essential part of the recognition 
criteria for assets and liabilities. As noted in the DP, this would help ensure that the costs of identifying 
and recognising assets and liabilities with very low probabilities of generating economic inflows or 
outflows do not exceed the benefits of recognising such items. The operational burden of identifying every 
possible asset and liability would be significant, imposing a requirement for measurement rigour which 
had previously only been required for assets and liabilities with an expected inflow or outflow. This burden 
is further exacerbated by the requirement to subsequently measure any assets and liabilities recognised, 
which may entail the creation of new valuation models and processes. Derecognition considerations 
would also be applicable to this expanded population. Where assets and liabilities are recognised with 
very low probabilities of occurrence, it may be unclear when such amounts should be derecognised and 
new processes would need to be developed to reassess these amounts on an ongoing basis. We 
question the benefit a user would obtain from financial statements that reflect all possible positions an 
entity may be subject to, however remote these may be. From a cost/benefit perspective we do not 
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believe that this is an improvement from the status quo and may be an impediment to faithful 
representation. 

We disagree with the proposal that the Proposed CF should not set a probability threshold, nor do we 
agree with the assertion that uncertainty over an asset or liability’s existence is rare. Existence 
uncertainty is quite common, for example, with regards to the recognition of collateral (as discussed in our 
response to Question 8) or with regards to litigation-related amounts. In a litigation dispute which may 
result in the payment of a penalty, a key requirement is to determine whether a claim has any basis and 
thus, whether any claim (and related penalty) actually exists. We would strongly suggest, therefore, that a 
threshold for uncertainty be introduced as this will increase the relevance of financial statements by not 
forcing the recognition of assets and liabilities which do not have a reasonable likelihood of existing. It 
may be possible for an appropriate threshold to be defined using the notion of “probable” which is 
currently defined under IAS 37 – Provisions, Contingent Liabilities and Contingent Assets. 

One other point to address with regards to the recognition of uncertainty is whether uncertainty should 
result in a change in the underlying asset or liability or whether uncertainty should be reflected as 
separate contra-asset or contra-liability balances. With regards to uncertainty over the collectability of a 
loan, for example, it would be useful to understand if uncertainty should be reflected in the measurement 
of the cash flows which make up the loan asset or whether a separate impairment contra-asset should be 
recognised. This may provide some insight on whether interest related to uncollectable loans should 
continue to be recognised. Where uncertainty related to collectability is reflected in the underlying asset, it 
may not be appropriate to continue recognising interest on non-performing loans. Alternatively, interest 
for non-performing loans may continue to be recognised within the underlying asset with a related 
impairment due to uncertainty over the collectability of such interest. 

Further discussion about uncertainty as it relates to the recognition of assets and liabilities is provided in 
Section 4. 

 

Question 4: 

Elements for the statement(s) of profit or loss and OCI (income and expense), statement of cash flows 
(cash receipts and cash payments) and statement of changes in equity (contributions to equity, 
distributions of equity and transfers between classes of equity) are briefly discussed in paragraphs 2.37–
2.52. 

Do you have any comments on these items? Would it be helpful for the Conceptual Framework to identify 
them as elements of financial statements? 

We believe that it would be useful to develop an approach to distinguish between P&L and OCI at a 
conceptual level. We would like to emphasize, however, that any such guidance should not result in P&L 
being a default bucket for the recognition of gains, revenue, expenses and losses. 
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SECTION 3: ADDITIONAL GUIDANCE TO SUPPORT THE ASSET AND LIABILITIES 
DEFINTION 

Question 5: 

Constructive obligations are discussed in paragraphs 3.39–3.62. The discussion considers the possibility 
of narrowing the definition of a liability to include only obligations that are enforceable by legal or 
equivalent means. However, the IASB tentatively favours retaining the existing definition, which 
encompasses both legal and constructive obligations—and adding more guidance to help distinguish 
constructive obligations from economic compulsion. The guidance would clarify the matters listed in 
paragraph 3.50. 

Do you agree with this preliminary view? Why or why not? 

While we agree with the inclusion of constructive obligations within the definition of a liability, it would be 
useful to revise or provide further guidance to distinguish between constructive obligations and economic 
compulsion. Additional guidance proposed in paragraph 3.50(a) emphasises that a constructive obligation 
only exists if an entity has a “duty or responsibility to another party or parties. It is not sufficient that an 
entity will be economically compelled to act in its own best interests or in the best interests of its 
shareholders” (emphasis added). The use of the word “shareholders” is not clearly defined and can be 
interpreted in various ways. In particular, if a strict obligation approach is adopted for the definition of 
equity as proposed in Section 5, it is unclear if the term “shareholders” refers only to primary equity 
holders or also to secondary equity holders. It is also possible for the word “shareholders” to refer to 
liability holders, as is the case with preference shares with fixed payments. Finally, it is unclear how to 
apply this requirement in relation to holders of convertible securities or other hybrid instruments with both 
equity and liability components. 

 

Question 6: 

The meaning of ‘present’ in the definition of a liability is discussed in paragraphs 3.63–3.97. A present 
obligation arises from past events. An obligation can be viewed as having arisen from past events if the 
amount of the liability will be determined by reference to benefits received, or activities conducted, by the 
entity before the end of the reporting period. However, it is unclear whether such past events are 
sufficient to create a present obligation if any requirement to transfer an economic resource remains 
conditional on the entity’s future actions. Three different views on which the IASB could develop guidance 
for the Conceptual Framework are put forward: 

(a) View 1: a present obligation must have arisen from past events and be strictly unconditional. An entity 
does not have a present obligation if it could, at least in theory, avoid the transfer through its future 
actions. 

(b) View 2: a present obligation must have arisen from past events and be practically unconditional. An 
obligation is practically unconditional if the entity does not have the practical ability to avoid the 
transfer through its future actions. 

(c) View 3: a present obligation must have arisen from past events, but may be conditional on the entity’s 
future actions. 

The IASB has tentatively rejected View 1. However, it has not reached a preliminary view in favour of 
View 2 or View 3.  

Which of these views (or any other view on when a present obligation comes into existence) do you 
support? Please give reasons. 
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We are not supportive of View 1, which would only account for strictly unconditional obligations nor are 
we supportive of View 3 which could potentially result in an overly aggressive recognition of obligations 
which may not ultimately arise. The CBA supports View 2 which offers the greatest flexibility to consider 
the different conditions which may result in an obligation for a reporting entity. It would be useful to 
provide additional guidance on when an entity does not have the practical ability to avoid a transfer at an 
individual standards-setting level. 

 

Question 7: 

Do you have comments on any of the other guidance proposed in this section to support the asset and 
liability definitions? 

We have detailed below our comments on three aspects of the guidance proposed in section 3, 
specifically with regards to: 1) the definition of control and its applicability to the treatment of collateralised 
transactions; 2) further guidance on how control should be applied in cases where power over the 
economic resource may not be commensurate with the economic benefit absorbed from that resource; 
and 3) the applicability of the proposed guidance to trade date versus settlement date considerations. 

Definition of control 

While we agree with the definition of economic resources, we are concerned that, when combined with 
the definition of control and the recognition criteria, this definition may have the potential to result in the 
recognition of assets related to the receipt of collateral (and conversely the derecognition of assets 
transferred as collateral). 

The proposed definition of control focuses on an entity’s present ability to direct the use of the economic 
resource in order to obtain economic benefits without including any criteria about the amount of economic 
benefit that should accrue to the entity. The removal of any indication that an entity would have to control 
substantially all of the economic benefits related to the economic resource, when combined with the 
implication that the economic resource may comprise a bundle of different rights, may result in 
requirements to break a single set of contractual rights (eg. a financial instrument) into component rights 
from an asset recognition perspective. 

For example, a security which is used to collateralize a derivative transaction may be an economic 
resource of the transferor as well as the transferee, especially if the security is rehypothecable by the 
transferee. These rights would generally comprise: 

 The right to the principal and interest returns on the security absorbed by the transferor and 

 The right to pledge or sell the security absorbed by the transferee who may be able to generate a 
return from the transfer of collateral to another counterparty 

This approach conflicts with the current approach for financial assets transferred as collateral which are 
currently not derecognised unless significantly all the risks and rewards related to those assets are 
transferred. From an operational perspective, the proposed approach may result in the need to 
remeasure an asset transferred as collateral in order to derecognise an asset related to the right to 
transfer or pledge the security while continuing to recognise an asset related to the rights to the principal 
and interest payments. Additionally, such assets could be part of a hedging relationship which may result 
in a requirement to de-designate and re-designate a hedge. 

We would recommend that the definitions of assets and liabilities including the related definitions of 
economic resource and control be revisited, taking into consideration the implications with regards to the 
treatment of collateral and similar transfers related to secured financing transactions. In our July 31, 2009 
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letter relating to the proposed amendments to the IAS 39 derecognition criteria, we had proposed that the 
definition of “transfer” exclude transfers under simultaneous agreements to transfer back an entire asset 
at a predetermined price. It would be beneficial to add a similar notion to the definition of control, for 
example, by stating that an entity cannot control an economic resource if it is contractually required to 
return the resource at a predetermined price.  

Further guidance on the definition of control 

The definition of control under the proposed CF would benefit from some guidance on how control would 
be applied in cases where the ability to direct the use of the economic resource is not proportional to the 
receipt of economic benefits flowing from that resource. Under IFRS 10, for example, an entity controls 
another entity if it has power as well as absorbs significant variable interests from that entity. The entity 
consolidates in this scenario, and recognises a liability for the variable interests not retained by the entity. 
Under this approach the amount of economic benefits absorbed is not as important as the entity’s ability 
to direct the relevant activities of the economic resource when assessing control. Under the Proposed CF, 
if an entity has the ability to direct 100% of the activities of an economic resource but absorbs a smaller 
proportion (say 40%) of the economic benefits from that resource, it is unclear which should take 
precedence in the recognition criteria. Would the entity recognise a 100% of the economic resource in 
line with its ability to exercise power, with a corresponding 60% liability or would the entity recognise 40% 
of the economic resource, which represents the economic benefits flowing to the entity? The approach 
taken would have a significant impact on the size of the reporting entity’s balance sheet, with a 
corresponding impact on an entity’s regulatory capital calculations and key financial ratios. We would 
propose that broad principles be included in the Proposed CF, with more specific guidance provided at an 
individual standards-setting level. 

Executory contracts and other forward contracts 

In paragraph 3.112, the DP states that trade date accounting would potentially be inappropriate under the 
Proposed CF as the IASB believes that the purchaser’s asset on trade date is not the underlying asset, 
but is the right to receive the underlying asset. While we conceptually agree that trade date accounting 
may, in some cases, appear to be inappropriate under the Proposed CF, we do not believe that any such 
assertion should be made within the Proposed CF given the complexity of the issue and the jurisdictional 
implications.  In many cases, the right to receive the underlying asset is indistinguishable from the rights 
related to the underlying asset. 

In Canada, for example, one of the key clearing houses is the Canadian Derivatives Clearing Corporation 
(“CDCC”). For cash buy or sale trades, variation margin is charged from trade date, not from settlement 
date. The amount of margin charged includes a Potential Future Exposure component to account for 
potential movements in the relevant security’s price should the CDCC be required to liquidate the entire 
position. In this case, the CDCC appears to consider the transfer of the underlying asset (not just the right 
to receive the underlying asset) to be from trade date, not from settlement date. 

Jurisdictional complexity also arises, for example, with regards to tax. The Canada Revenue Agency 
considers the date in which control passes to be the settlement date. However, the Inland Revenue 
Service in the US and the HMRC in the UK both appear to consider the trade date to be the date that 
control is transferred.  We have not investigated other jurisdictional implications which may exist due to 
legal or regulatory differences, but it is not unreasonable to conclude that there may be differences in 
these areas. There is a risk, therefore, that imposing a settlement date methodology on multiple legal and 
tax jurisdictions (as well as on international entities acting within multiple jurisdictions) may impede upon 
the faithful representation of an entity’s assets and liabilities. As a result, we believe that it would be more 
appropriate to address trade date versus settlement date issues on an individual standards-setting level.  
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SECTION 4: RECOGNITION AND DERECOGNITION 

Question 8: 

Paragraphs 4.1–4.27 discuss recognition criteria. In the IASB’s preliminary view, an entity should 
recognise all its assets and liabilities, unless the IASB decides when developing or revising a particular 
Standard that an entity need not, or should not, recognise an asset or a liability because: 

(a) recognising the asset (or the liability) would provide users of financial statements with information that 
is not relevant, or is not sufficiently relevant to justify the cost; or 

(b) no measure of the asset (or the liability) would result in a faithful representation of both the asset (or 
the liability) and the changes in the asset (or the liability) even if all necessary descriptions and 
explanations are disclosed. 

Do you agree? Why or why not? If you do not agree, what changes do you suggest, and why? 

As discussed above, we believe that it would be beneficial to add further guidance on uncertainty to 
define when an asset or liability should be recognised. Not doing so may result in the recognition of 
assets and liabilities which do not have a realistic probability of occurrence, overstating an entity’s assets 
or liabilities. A common example that is included in many financial instrument contracts would be the 
requirement to provide additional collateral in the case of a contingent event outside of the entity’s control 
(eg. a one or two notch downgrade in an entity’s credit rating). At the inception of the contract, there is no 
indication that the downgrade would occur. However, the entity may be unable to avoid recognising a 
liability based on the current definitions given that the proposed definitions only account for an entity’s 
ability to avoid an obligation through its own actions. No consideration is given to market conditions or 
any other factor not controlled by the entity. Similarly, the counterparty with the potential to receive 
contingent collateral would be required to recognise an asset, regardless of how likely it was that rights to 
the collateral would arise. 

The provision of some guidance on uncertainty would enhance the indicators of relevance proposed in 
the Proposed CF. The Proposed CF is confusing at present as it is unclear how the definition of and 
recognition criteria related to assets and liabilities interacts with the requirements of “relevance”. 
Paragraph 4.26(b) indicates that recognition would not provide relevant information if “only a low 
probability of an inflow or outflow of economic benefits would result”. This appears to contradict previous 
discussion in Section 2 indicating that the IASB believed it was appropriate to recognise assets and 
liabilities even if economic returns are uncertain (eg. in paragraph 2.35 of the DP, with regards to out-of-
the-money options). To avoid confusion, it may be useful to link the guidance on uncertainty to the 
distinction made in Section 2 between existence uncertainty and outcome uncertainty. As stated in this 
section, existence uncertainty relates to uncertainty about whether an asset or a liability exists and 
outcome uncertainty relates to uncertainty about whether an asset or a liability will result in any inflow or 
outflow. Uncertainty guidance that is applied only to existence uncertainty would resolve some issues by 
not recognising assets and liabilities which may not exist while ensuring that assets and liabilities with 
uncertain economic returns are recognised if they meet the recognition criteria outlined in Section 4. 

In the contingent collateral example, an entity’s obligation to provide contingent collateral (and its 
counterparty’s rights to receive contingent collateral) would only exist once any additional criteria related 
to uncertainty were met. Only once it was determined that the liability (and related asset) exists, would an 
entity have to assess the economic outflows (or related benefits) associated with that asset or liability. In 
other words, an entity would only need to recognise an asset or liability with regards to contingent 
collateral once it was determined that the asset or liability actually exists. 

Additionally, we believe that further guidance is required to determine how an asset or liability should be 
disaggregated for recognition and measurement purposes. In section 3.4 to 3.15, the DP discusses the 
notion that an economic resource may “comprise various different rights” such as: 
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a) the right to use the object; 

b) the right to sell the object; 

c) the right to pledge the object; and 

d) legal title to the object (ie any rights conferred by legal title that are not mentioned separately in 
(a) and (c). 

Paragraph 3.10 further states that “an entity would treat some of the rights as one or more separate 
assets if such a separation produces information that is relevant to users of financial statements and 
provides a faithful representation of the entity’s resources…”. Further clarification on when an asset or 
liability should be disaggregated into individual rights would be useful when contemplating more complex 
issues as discussed in our response to other questions in this section. Within the Proposed CF, we would 
suggest that some high level principles be developed, with instrument-specific guidance added at an 
individual standards-setting level. Any such guidance should also be in line with any guidance regarding 
the Unit of Account and Unit of Valuation as discussed in our response to Question 24. 

 

Question 9: 

In the IASB’s preliminary view, as set out in paragraphs 4.28–4.51, an entity should derecognise an asset 
or a liability when it no longer meets the recognition criteria. (This is the control approach described in 
paragraph 4.36(a)). However, if the entity retains a component of an asset or a liability, the IASB should 
determine when developing or revising particular Standards how the entity would best portray the 
changes that resulted from the transaction. Possible approaches include: 

(a) enhanced disclosure; 

(b) presenting any rights or obligations retained on a line item different from the line item that was used 
for the original rights or obligations, to highlight the greater concentration of risk; or 

(c) continuing to recognise the original asset or liability and treating the proceeds received or paid for the 
transfer as a loan received or granted. 

Do you agree? Why or why not? If you do not agree, what changes do you suggest, and why? 

We have yet to finalise our views about whether the control model or the risks and rewards model would 
result in more faithful representation of assets and liabilities, although we are not comfortable with certain 
aspects of the control-based model as currently proposed. We generally agree that adopting a control-
based approach for derecognition would achieve symmetry with the principles applicable for recognition 
and would, as a result, be conceptually purer than the risks and rewards approach. Additionally, we would 
agree with a rebuttable presumption that the derecognition conclusion for the transfer of an asset or 
liability recognised should not change due to past activities. We remain concerned, however, that a 
control-based model which does not include a risks and rewards assessment may result in conclusions 
which do not faithfully represent the substance of certain transactions. Additionally, moving from a risks 
and rewards model of derecognition to a control-based model would potentially result in changes to the 
derecognition conclusion of existing transaction types which would have significant financial, regulatory 
and operational impacts. 

Assuming that we agree with the premise that the control-based approach is the most appropriate model 
for derecognition, we would also agree with the proposed treatment under the control model presented for 
Example 4.1: sale of receivables with partial recourse. We do not, however, agree with the analysis under 
Example 4.2: sale of a bond with repurchase agreement, even under the assumption that we agree with 
the control-based approach. Specifically, we do not agree that the repurchase obligation should be 
recognised at nil, especially given that the entity is committed to repurchasing the bond at a fixed price 
after 12 months. Under a standard Global Master Repurchase Agreement (“GMRA”), the buyer of 
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securities agrees to pay the seller any interest paid by the issuer of securities during the period of the 
repurchase agreement. Additionally, as the seller commits to repurchasing the securities at a fixed price, 
the buyer is insulated from any credit risk associated with the securities under the repurchase agreement. 
In substance, the repurchase agreement is a collateralised loan and should be treated as such.  

Using a control-based approach, we would argue that the repurchase obligation should be recognised as 
a liability of the seller and that the economic resource transferred to the buyer should be limited to the 
rights to transfer or rehypothecate the collateral not including any economic returns related to the 
principal and interest on the securities transferred. The economic returns related to the principal and 
interest on the securities transferred should remain with the seller. This would more correctly reflect the 
substance of the transaction. If this interpretation is not acceptable under the Proposed CF, we would be 
hesitant to support a control model for derecognition as we do not believe that this would fairly represent 
typical secured financing transactions such as repurchase and reverse repurchase agreements as well as 
stock borrowing and stock lending transactions. 

As discussed in our response to Question 8, additional guidance on when an asset can be disaggregated 
will be helpful in determining whether the proposed approach above is acceptable, specifically with 
regards to whether the right to pledge an asset is fundamentally different from the right to the underlying 
principal and interest cash flows and whether these elements can or should be recognised separately. 
Guidance is necessary to determine when the rights embedded within an asset are so intricately linked 
that the rights cannot be considered separate economic resources for recognition and measurement 
purposes. 
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SECTION 5: DEFINITION OF EQUITY AND DISTINCTION BETWEEN LIABILITY AND 
EQUITY ELEMENTS 

Question 10: 

The definition of equity, the measurement and presentation of different classes of equity, and how to 
distinguish liabilities from equity instruments are discussed in paragraphs 5.1–5.59. In the IASB’s 
preliminary view: 

(a) the Conceptual Framework should retain the existing definition of equity as the residual interest in the 
assets of the entity after deducting all its liabilities. 

(b) the Conceptual Framework should state that the IASB should use the definition of a liability to 
distinguish liabilities from equity instruments. Two consequences of this are: 

i. obligations to issue equity instruments are not liabilities; and 

ii. obligations that will arise only on liquidation of the reporting entity are not liabilities (see 
paragraph 3.89(a)). 

(c) an entity should: 

i. at the end of each reporting period update the measure of each class of equity claim. The IASB 
would determine when developing or revising particular Standards whether that measure would 
be a direct measure, or an allocation of total equity. 

ii. recognise updates to those measures in the statement of changes in equity as a transfer of 
wealth between classes of equity claim.  

(d) if an entity has issued no equity instruments, it may be appropriate to treat the most subordinated 
class of instruments as if it were an equity claim, with suitable disclosure. Identifying whether to use 
such an approach, and if so, when, would still be a decision for the IASB to take in developing or 
revising particular Standards. 

Do you agree? Why or why not? If you do not agree, what changes do you suggest, and why? 

We agree that the Proposed CF should retain the existing definition. In effect, equity is the residual 
interest in an entity and does not represent a present obligation to transfer economic resources. 

We have not finalised our view on Question 10(b). If equity instruments represent residual value, the 
obligation to issue such instruments is not an obligation to transfer economic resources; however, this 
proposal creates inconsistencies with the current application of IAS 32 and changes the current 
classification of many instruments as shown in Appendix D. This may have significant consequences with 
regards to regulatory capital and other key ratios which we have not yet reviewed in detail. While we 
acknowledge that accounting and regulatory requirements are not the same, the impact on capital ratios 
remains a very important consideration in our assessment of whether or not to support this proposal. We 
also note that it may be more appropriate to include further guidance on this proposal at an individual 
standards-setting level. 

With regards to question 10(c)(i), we disagree with the proposal to provide updated measurements of 
each class of equity claim and are very concerned with the practicability of this proposal, which would be 
operationally onerous. We note that the DP indicates in paragraph 5.2 that equity “does not depict the 
value of the entity”. As part of this discussion, the IASB suggests that equity classes such as common 
equity should not be remeasured to market value as this is not a requirement of financial reporting, given 
that equity is not meant to represent an entity’s value. Under the proposed remeasurement approach 
described in 10(c), other “secondary equity” instruments such as warrants on a company’s shares would 
be fair valued, which may be interpreted as measuring the company’s intrinsic value. This contradicts the 
previous assertion that equity is not a depiction of an entity’s value. The DP provides limited discussion 
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on why a schedule showing movements in equity is required. If the intent of such a schedule is to provide 
information on the dilution of primary equity claims, this information is already distilled into the EPS 
calculation. Any such schedule would not only be operationally complex to create, but also complex to 
understand due to the potentially significant number of different classes of secondary equity. This is also 
linked to remeasurement issues which we discuss further below. 

Given that we disagree with the proposal in 10(c)(i) to remeasure each class of equity claim, we also 
disagree with the proposal in 10(c)(ii) on re-measuring each class of equity claim and recognising 
measurement changes as “a transfer of wealth between classes of equity claim”. Several aspects of the 
remeasurement criteria could usefully be clarified including: 

 If equity claims are required to be remeasured at the reporting dates, will there be categories of claims 
such as common shares that are allocated the residual value since the total value of equity will not 
change? 

 If the entity does not issue common shares, will there be a methodology to determine which claim 
represents the “residual” value of equity? How is this expected to interact with the proposal to 
designate the most subordinated class of instrument as an equity claim if no equity has been issued? 

 There may be equity claims that require a significant amount of judgment for valuation purposes. Will 
further quantitative disclosures be required for these valuations?  

 Valuation of different classes of primary and secondary equity is likely to be complex, especially for 
entities which do not have publicly listed shares trading in an active market. Given the number of 
different instrument types and related valuation approaches, it is possible that information provided 
may not be comparable across different entities reducing the utility of this disclosure. As a result, the 
cost-benefit equation may no longer be sufficiently in favour of remeasuring the separate equity 
components. 

In response to question 10(d), we disagree with the proposal to treat the most subordinated class of 
instruments as if it were an equity claim where no equity instruments have been issued by an entity. This 
requirement undermines the liability and equity definitions previously proposed. In particular, we note that 
even if a liability is the most subordinated class of instrument issued, it remains a present obligation to 
deliver economic resources and is, thus, fundamentally different to an equity instrument. Holders of such 
liability instruments would continue to have rights to the principal and interest, even in the case of the 
bankruptcy of an entity and they would be treated as creditors from a legal perspective rather than as 
shareholders who would only have rights to any residual amounts after creditors are repaid. We believe 
that this proposal should be carefully reconsidered and, in particular, that the following points should be 
addressed: 

 How will this proposal impact thinly capitalised entities which issue de minimis equity, for example 
certain structured entities such as commercial paper conduits and securitisation vehicles? 

 As these instruments continue to meet the definition of liabilities, what would be the impact on an 
entity’s capital calculations?  

 When certain entities are required to present debt instruments as equity claim whereas others are not, 
does comparability of financial statements become an issue? 

The DP notes that the proposal to treat the most subordinated class of liability as equity if no equity is 
issued was specifically written to address issues arising for certain co-operative and mutual 
organisations. Given that this is the case, we do not believe that it is appropriate for this requirement to be 
included within the Proposed CF and should be reconsidered on an individual standard-setting level. 

Finally, we note that the DP suggests that the various Appendices provided in support of this section will 
not be duplicated in the Proposed CF. While we do not disagree with this view, we believe that this 
guidance would still be useful within the Exposure Draft to provide constituents with a better 
understanding of the impact of these proposals. 
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SECTION 6: MEASUREMENT 

Question 11: 

How the objective of financial reporting and the qualitative characteristics of useful financial information 
affect measurement is discussed in paragraphs 6.6–6.35. The IASB’s preliminary views are that: 

(a) the objective of measurement is to contribute to the faithful representation of relevant information 
about: 

i. the resources of the entity, claims against the entity and changes in resources and claims; and 

ii. how efficiently and effectively the entity’s management and governing board have discharged 
their responsibilities to use the entity’s resources. 

(b) a single measurement basis for all assets and liabilities may not provide the most relevant information 
for users of financial statements; 

(c) when selecting the measurement to use for a particular item, the IASB should consider what 
information that measurement will produce in both the statement of financial position and the 
statement(s) of profit or loss and OCI; 

(d) the relevance of a particular measurement will depend on how investors, creditors and other lenders 
are likely to assess how an asset or a liability of that type will contribute to future cash flows. 
Consequently, the selection of a measurement: 

i. for a particular asset should depend on how that asset contributes to future cash flows; and 

ii. for a particular liability should depend on how the entity will settle or fulfil that liability. 

(e) the number of different measurements used should be the smallest number necessary to provide 
relevant information. Unnecessary measurement changes should be avoided and necessary 
measurement changes should be explained; and  

(f) the benefits of a particular measurement to users of financial statements need to be sufficient to 
justify the cost. 

Do you agree with these preliminary views? Why or why not? If you disagree, what alternative approach 
to deciding how to measure an asset or a liability would you support? 

While we generally agree with the principles outlined, we are not supportive of the requirement to use the 
smallest number of different measurements necessary to provide relevant information. This requirement 
does not appear to add substantive value to the Proposed CF and may also discourage entities from 
adopting new measurement bases even when these would provide the most relevant values for the 
assets or liabilities in question. Due to the operational costs associated with running different 
measurement models, entities already have a strong incentive to reduce the number of measurement 
bases used within an organisation. We do not agree that this should be a restriction within the Proposed 
CF. 

 

Question 12: 

The IASB’s preliminary views set out in Question 11 have implications for the subsequent measurement 
of assets, as discussed in paragraphs 6.73–6.96. The IASB’s preliminary views are that: 

(a) if assets contribute indirectly to future cash flows through use or are used in combination with other 
assets to generate cash flows, cost-based  measurements normally provide information that is more 
relevant and understandable than current market prices. 
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(b) if assets contribute directly to future cash flows by being sold, a current exit price is likely to be 
relevant. 

(c) if financial assets have insignificant variability in contractual cash flows, and are held for collection, a 
cost-based measurement is likely to provide relevant information. 

(d) if an entity charges for the use of assets, the relevance of a particular measure of those assets will 
depend on the significance of the individual asset to the entity. 

Do you agree with these preliminary views and the proposed guidance in these paragraphs? Why or why 
not? If you disagree, please describe what alternative approach you would support. 

While we agree that the measurement bases outlined for the asset types discussed appear to capture 
current IFRS requirements, we do not believe that this guidance should be detailed within the Proposed 
CF. The Proposed CF should outline the high-level principles used to determine when a measurement 
basis should be used, but detailed measurement guidance should be determined on an individual 
standards-level. The danger of including prescriptive guidance within the Proposed CF is that it will limit 
the IASB’s ability to react to new assets and liabilities. For example, the assertion that inventory should 
generally be held at cost even if such assets may be sold may limit the IASB’s ability to consider 
appropriate measurement models for commodities-related products. 

We would propose, instead, that the IASB outlines the basic types of measurement models which could 
be applied without specifying the typical application for different assets and liabilities. The linkage 
between the measurement models and specific assets and liabilities should be made at an individual 
standards-setting level. 

 

Question 13: 

The implications of the IASB’s preliminary views for the subsequent measurement of liabilities are 
discussed in paragraphs 6.97–6.109. The IASB’s preliminary views are that: 

(a) cash-flow-based measurements are likely to be the only viable measurement for liabilities without 
stated terms. 

(b) a cost-based measurement will normally provide the most relevant information about: 

i. liabilities that will be settled according to their terms; and 

ii. contractual obligations for services (performance obligations). 

(c) current market prices are likely to provide the most relevant information about liabilities that will be 
transferred. 

Do you agree with these preliminary views and the proposed guidance in these paragraphs? Why or why 
not? If you disagree, please describe what alternative approach you would support. 

As outlined in our response to question 12, we do not believe that prescriptive measurement 
requirements should be included within the Proposed CF as these should be considered on an individual 
standards-setting level. 

 

Question 14: 

Paragraph 6.19 states the IASB’s preliminary view that for some financial assets and financial liabilities 
(for example, derivatives), basing measurement on the way in which the asset contributes to future cash 



APPENDIX 

18 

 

flows, or the way in which the liability is settled or fulfilled, may not provide information that is useful when 
assessing prospects for future cash flows. For example, cost-based information about financial assets 
that are held for collection or financial liabilities that are settled according to their terms may not provide 
information that is useful when assessing prospects for future cash flows: 

(a) if the ultimate cash flows are not closely linked to the original cost; 

(b) if, because of significant variability in contractual cash flows, cost-based measurement techniques 
may not work because they would be unable to simply allocate interest payments over the life of such 
financial assets or financial liabilities; or 

(c) if changes in market factors have a disproportionate effect on the value of the asset or the liability (ie 
the asset or the liability is highly leveraged). 

Do you agree with this preliminary view? Why or why not? 

We agree with this preliminary view because the relevant measure for users may not be based on how 
the asset will ultimately contribute to cash flows or how the liability will ultimately be settled, and may be 
based on how the value of the asset or liability is likely to be realised. While we agree with this preliminary 
view, we also do not expect that accounting at current market prices including fair value (or any other 
measurement basis) would be considered a “default” solution to address exceptions to the measurement 
criteria in the Proposed CF. 

 

Question 15: 

Do you have any further comments on the discussion of measurement in this section? 

We have a number of further comments which we discuss in detail below: 

Initial measurement 

Similar to our responses to questions 12 and 13, we believe that the guidance provided with regards to 
the measurement categories and, in particular, the application of these categories of measurements for 
the purposes of initial measurement are too prescriptive and should not be entrenched within the 
Proposed CF. 

We would also note that the presumption that exchanges of items with equal value should be at cost or 
fair value of consideration conflicts with the proposed changes related to the impairment of financial 
assets within IFRS 9. Specifically, the requirement to recognise 12 months of expected losses at initial 
recognition does not appear to fall within the explicit criteria outlined as it does not reflect the cost or fair 
value of consideration paid. As discussed in our response to the definition of assets and liabilities in 
Section 2, we believe that contra-asset amounts should be defined as an element of financial statements. 
Impairment adjustments would appear to fall into this category. We would propose that principles of 
measurement applicable to such contra-assets should be separately considered within the Proposed CF 
to avoid confusion. 

Bifurcation 

Within the DP, the separation of instruments into component parts is discussed as part of Section 5 
relating to equities and liabilities. Our members believe, however, that this is a wider issue which also 
impacts the measurement of assets and liabilities and should be addressed in this context. To that end, 
we would propose that general principles be developed relating to the bifurcation of assets and liabilities 
for measurement purposes. We would propose that any principles around bifurcation should be 
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consistent for both assets and liabilities and the application of bifurcation should be consistent with an 
item’s unit of valuation, as discussed in Section 9. 

Own credit 

The DP discusses own credit only in relation to other cash-flow-based measurements. However, we 
believe that concepts like own credit are broadly applicable to all measurement bases including cost-
based measurements at initial recognition and current market prices. While the DP notes that own credit 
remains controversial, no further guidance is provided.  

We believe that principles related to the recognition and measurement of own credit risk should be 
revisited within the Proposed CF. In particular, it would be useful to develop principles distinguishing 
when own credit should be recognised within the measurement of liabilities and when it shouldn’t be 
recognised. One possible approach would be that own credit would not be subsequently remeasured if 
this conflicts with the observable price for an instrument in an active market. In addition, the recognition of 
movements in own credit may not meet the requirements of faithful representation if such recognition may 
never crystallise, especially if financial statements are prepared using the overarching going concern 
assumption discussed in Section 9. In addition to the principles described, further detailed guidance on 
own credit should be provided on an individual standards-setting level. 
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SECTION 7: PRESENTATION AND DISCLOSURE 

Question 16: 

This section sets out the IASB’s preliminary views about the scope and content of presentation and 
disclosure guidance that should be included in the Conceptual Framework. In developing its preliminary 
views, the IASB has been influenced by two main factors: 

(a) the primary purpose of the Conceptual Framework, which is to assist the IASB in developing and 
revising Standards (see Section 1); and 

(b) other work that the IASB intends to undertake in the area of disclosure (see paragraphs 7.6–7.8), 
including: 

i. a research project involving IAS 1, IAS 7 and IAS 8, as well as a review of feedback received on 
the Financial Statement Presentation project; 

ii. amendments to IAS 1; and 

iii. additional guidance or education material on materiality. 

Within this context, do you agree with the IASB’s preliminary views about the scope and content of 
guidance that should be included in the Conceptual Framework on: 

(a) presentation in the primary financial statements, including: 

i. what the primary financial statements are; 

ii. the objective of primary financial statements; 

iii. classification and aggregation; 

iv. offsetting; and 

v. the relationship between primary financial statements. 

(b) disclosure in the notes to the financial statements, including: 

i. the objective of the notes to the financial statements; and 

ii. the scope of the notes to the financial statements, including the types of information and 
disclosures that are relevant to meet the objective of the notes to the financial statements, 
forward-looking information and comparative information. 

Why or why not? If you think additional guidance is needed, please specify what additional guidance on 
presentation and disclosure should be included in the Conceptual Framework. 

We agree with the IASB’s preliminary view on the scope and content of presentation and disclosure 
guidance to be included within the Conceptual Framework. As efforts continue to be made on refining 
financial disclosure requirements, we would encourage the IASB to consider significant multi-jurisdictional 
regulatory disclosure requirements (eg. EDTF, Basel). In particular, the principles developed as part of 
the EDTF project could usefully be leveraged as part of any discussions related to disclosures in the 
financial statements. 

 

Question 17: 

Paragraph 7.45 describes the IASB’s preliminary view that the concept of materiality is clearly described 
in the existing Conceptual Framework. Consequently, the IASB does not propose to amend, or add to, 
the guidance in the Conceptual Framework on materiality. However, the IASB is considering developing 
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additional guidance or education material on materiality outside of the Conceptual Framework project. 

Do you agree with this approach? Why or why not? 

We agree with the IASB’s preliminary view on materiality. Materiality is an entity-specific concept. The 
educational material or additional guidance that the IASB is considering developing outside of the 
Conceptual Framework should be helpful to entities in determining the application of materiality at an 
entity reporting level. We would like to emphasise that any guidance provided should not be prescriptive 
as materiality is most appropriately assessed by the reporting entity and the use of a certain level of 
discretion may continue to be necessary to faithfully represent an entity’s position and performance. 

 

Question 18: 

The form of disclosure requirements, including the IASB’s preliminary view that it should consider the 
communication principles in paragraph 7.50 when it develops or amends disclosure guidance in IFRSs, is 
discussed in paragraphs 7.48–7.52.  

Do you agree that communication principles should be part of the Conceptual Framework? Why or why 
not? 

If you agree they should be included, do you agree with the communication principles proposed? Why or 
why not? 

We agree with the IASB’s proposal that communication principles should be part of the Conceptual 
Framework as well as the principles proposed. We do believe, however, that certain aspects should 
remain within an entity’s discretion, including the format in which financial statements are presented (eg. 
electronically or on paper, using XBRL or not). 

  



APPENDIX 

22 

 

SECTION 8: PRESENTATION IN THE STATEMENT OF COMPREHENSIVE INCOME 

Question 19: 

The IASB’s preliminary view that the Conceptual Framework should require a total or subtotal for profit or 
loss is discussed in paragraphs 8.19–8.22. 

Do you agree? Why or why not? 

If you do not agree do you think that the IASB should still be able to require a total or subtotal profit or 
loss when developing or revising particular Standards? 

Overall, we are firmly in agreement with the IASB preliminary view. A total or subtotal for profits or losses 
is often used as a main indicator or included in the calculation or measurement of an entity’s 
performance. 

 

Question 20: 

The IASB’s preliminary view that the Conceptual Framework should permit or require at least some items 
of income and expense previously recognised in OCI to be recognised subsequently in profit or loss, ie 
recycled, is discussed in paragraphs 8.23–8.26.  

Do you agree? Why or why not? If you agree, do you think that all items of income and expense 
presented in OCI should be recycled into profit or loss? Why or why not?  

If you do not agree, how would you address cash flow hedge accounting? 

We strongly agree with the IASB view that items of income and expenses recognised in OCI should be 
recycled in profit or loss. While recycling should be permitted, we do not agree that all items of income 
and expense presented in OCI should be subsequently recycled to profit or loss. At present, there are 
items, such as those related to IAS 19R, which are not recycled. Whether or not an amount should be 
recycled into profit or loss, and the appropriate triggers for recycling should be determined on an 
individual standards level. 

Recycling provides useful information about transactions that occurred in the period such as realization or 
settlements or items that would be recycled into profits or loss when they can be presented with the 
transaction with which they are linked. For example, in an effective cash flow hedge of a forecast 
transaction, the cumulative gain or loss on the hedging instrument previously recognised in OCI would be 
recycled into profit or loss when the entity recognises a forecasted sale. 

 

Question 21: 

In this Discussion Paper, two approaches are explored that describe which items could be included in 
OCI: a narrow approach (Approach 2A described in paragraphs 8.40–8.78) and a broad approach 
(Approach 2B described in paragraphs 8.79–8.94).  

Which of these approaches do you support, and why? 

If you support a different approach, please describe that approach and explain why you believe it is 
preferable to the approaches described in this Discussion Paper. 
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We support Approach 2B as it is better aligned with the upcoming changes proposed by IFRS 9. 
Approach 2A is inconsistent with proposed IFRS 9. Items that are recognised in OCI under IFRS which 
are incompatible with Approach 2A include changes in fair value attributable to the issuer’s own credit 
risk, for financial liabilities designated at fair value through profits or loss and equity investments 
designated at fair value, through OCI. As an unintended consequence, this view could preclude the use of 
OCI for remeasuring defined benefits assets and liabilities, causing P&L volatility. 

We also believe that it would be beneficial to develop a principle for defining amounts which should be in 
OCI, which we discuss further in our response to question 4. 
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SECTION 9: OTHER ISSUES 

Question 22: 

Chapters 1 and 3 of the existing Conceptual Framework 

Paragraphs 9.2–9.22 address the chapters of the existing Conceptual Framework that were published in 
2010 and how those chapters treat the concepts of stewardship, reliability and prudence. The IASB will 
make changes to those chapters if work on the rest of the Conceptual Framework highlights areas that 
need clarifying or amending. However, the IASB does not intend to fundamentally reconsider the content 
of those chapters.  

Do you agree with this approach? Please explain your reasons. 

If you believe that the IASB should consider changes to those chapters (including how those chapters 
treat the concepts of stewardship, reliability and prudence), please explain those changes and the 
reasons for them, and please explain as precisely as possible how they would affect the rest of the 
Conceptual Framework. 

We generally agree with not reopening Chapters 1 and 3. Our members believe that it would not be 
unreasonable to reconsider the inclusion of “prudence” as an aspect of faithful representation. We do not 
agree that prudence conflicts with neutrality; rather, these represent different concepts. It is often the 
case, especially in relation to the valuation of financial instruments, that a range of valuations may apply 
rather than a single definitive value. This occurs even for simple instruments with quoted prices as there 
is often a bid-ask spread applicable. In this case, IFRS acknowledges that prices within the bid-ask 
spread can be used to value these instruments. Implicitly, this acknowledges that the prices within the 
bid-ask spread meet the requirements of neutrality. For reporting purposes, however, entities are required 
to select a single value within this neutral range. In this case, the concept of prudence is useful as it 
encourages preparers to take a thoughtful pause when considering which value within a neutral range 
should be used in order not to present figures which are consistently on the more optimistic (or 
conversely on the more pessimistic) edges of that range.  

We also note that prudence is already applied within IFRS and re-introducing the notion of prudence 
within the Proposed CF may have a limited impact in practice. For example, under IAS 37, different 
hurdles apply to the recognition of contingent assets and contingent liabilities. Contingent liabilities are 
recognised where an outflow of economic resources is probable while contingent assets are only 
recognised once the inflow of economic benefits is virtually certain. The recognition of Day 1 gains related 
to financial instrument transactions is another example where prudence is embedded within IFRS. In this 
case, IAS 39 precludes the recognition of a gain at initial recognition arising from a valuation technique 
using significant unobservable inputs.  

Some concern has been expressed that prudence may either be interpreted as a requirement to exercise 
conservatism at the expense of neutrality or may encourage the deliberate understatement of results. 
Based on past experience, certain stakeholders have equated prudence with deliberate conservatism. 
However, we believe that introducing the notion, that a level of caution (incorporating good sense and 
forethought) should be used when valuing the assets and liabilities of a business, is not the same as 
exercising conservatism or deliberately misstating results. If the concept of prudence is reintroduced we 
would recommend that clear guidance be provided to distinguish between the application of prudence 
and prudential requirements in order to clarify that prudence does not equate to conservatism. Prudential 
requirements focus on the provision of regulatory buffers which promote deliberate conservatism, 
conflicting with the principle of faithful representation. The concept of prudence should, instead, focus on 
the exercise of a degree of caution when applying professional judgment. 
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Question 23: 

Business model 

The business model concept is discussed in paragraphs 9.23–9.34. This Discussion Paper does not 
define the business model concept. However, the IASB’s preliminary view is that financial statements can 
be made more relevant if the IASB considers, when developing or revising particular Standards, how an 
entity conducts its business activities. 

Do you think that the IASB should use the business model concept when it develops or revises particular 
Standards? Why or why not? 

If you agree, in which areas do you think that the business model concept would be helpful? 

Should the IASB define ‘business model’? Why or why not? 

If you think that ‘business model’ should be defined, how would you define it? 

We believe that the business model concept should be used by the IASB in developing or revising IFRS 
and that an appropriate definition of “business model” should be developed. The business model concept 
provides a context for understanding how an entity uses its assets and liabilities and is necessary to 
achieve faithful representation. It also enables users of financial statements to assess future expectations 
of an entity’s performance and assists with comparability of entities with the same business model.  

Understandability can also be enhanced through the application of a business model filter.  Such a filter 
would allow an entity’s stakeholders to better evaluate complex entities where the same types of assets 
and liabilities may be used in support of different business models within a single reporting entity. By 
ensuring that such assets and liabilities can be accounted for differently depending on an entity’s 
business models, stakeholders will develop a better understanding of the different economic roles similar 
types of assets and liabilities may play in an entity’s operations. This will allow stakeholders to better 
assess the future returns resulting from these assets and liabilities. 

Given the wide-ranging implications and the fact it touches on all aspects of an entity’s approach to value 
creation and related accounting, the business model concept should be addressed in the Conceptual 
Framework rather than on an ad hoc basis in order to achieve consistency of interpretation between 
different accounting standards. We would propose that a general concept of what a business model 
represents be outlined within the Proposed CF and more explicit or detailed guidance be provided, when 
necessary, at an individual standards level. 

With regards to defining the term “business model”, we believe that a business model is how an entity 
creates value and generates cash flows. It may be beneficial to provide some explanation of how the 
business model can affect all aspects of the Proposed CF. Some aspects to discuss may include: 

 Recognition of assets and liabilities: An item which is an asset (a specific bundle of rights) to one entity 
may represent a different bundle of rights to another entity because one entity has a trading business 
model while another has a held-for-use business model. 

 Measurement: The measurement basis of a financial instrument such as a loan is similarly affected by 
the entity’s business model. A trading loan may be measured at fair value while a loan held for the 
collection of principal and interest would typically be held at amortised cost. 
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Question 24: 

Unit of account 

The unit of account is discussed in paragraphs 9.35–9.41. The IASB’s preliminary view is that the unit of 
account will normally be decided when the IASB develops or revises particular Standards and that, in 
selecting a unit of account, the IASB should consider the qualitative characteristics of useful financial 
information. 

Do you agree? Why or why not? 

While we generally agree that the unit of account should be addressed on an individual standards-setting 
level, we believe that there would be some value in adding some guidance relating to the “unit of 
valuation” to the Proposed CF.  In particular, we would recommend that some principles be developed to 
outline when it would be appropriate for an asset or liability’s unit of account to differ from its unit of 
valuation. Recent IFRS developments have resulted in potentially inconsistent approaches to this 
question. For example, during the IASB’s discussions related to proposed amendments to IFRS 13 as 
outlined in IASB Staff Paper 14A: Fair Value Measurement: Unit of account – Proposed Amendments to 
IFRS 13 (May 2013), the IASB have deemed that the appropriate unit of account for investments in 
subsidiaries, joint ventures and associates is the investment as a whole; however, the appropriate unit of 
valuation for such investments with quoted prices in an active market is the individual financial security, 
without consideration for any control premium. Conversely, IFRS 13 currently contains a portfolio 
exception, allowing groups of financial assets and financial liabilities to be measured based on the 
portfolio’s net exposure. In this case, the individual financial asset and financial liability is the unit of 
account, while the portfolio is the unit of valuation.  

As part of the discussion on the unit of valuation, it would be helpful to formulate some principles on when 
the unit of account can be disaggregated for valuation purposes. In particular, principles should be 
established around the disaggregation of assets and liabilities into risk components, addressing when 
such disaggregation would be appropriate. Similar to the unit of account, we would support addressing 
issues regarding the unit of valuation in greater detail on an individual standards level. 

 

Question 25: 

Going concern 

Going concern is discussed in paragraphs 9.42–9.44. The IASB has identified three situations in which 
the going concern assumption is relevant (when measuring assets and liabilities, when identifying 
liabilities and when disclosing information about the entity). 

Are there any other situations where the going concern assumption might be relevant? 

We are uncertain why the IASB has chosen to specifically identify guidance impacted by the going 
concern assumption in the Proposed CF. In particular, we are concerned that outlining the specific areas 
impacted by the going concern assumption may imply that other areas not discussed are not impacted, 
which may not be the case. We would suggest that, if it is necessary to specifically outline all areas 
impacted by the going concern assumption, these examples should be expanded as the going concern 
assumption would most beneficially be treated as an overarching assumption relevant for all aspects of 
accounting and financial reporting. Alternatively, it may be simpler to remove the three situations detailed 
in the DP as these may be more effectively addressed on an individual standards-setting level. 

We have also identified a few areas impacted by the going concern assumption which have not been 
identified within the DP and which may impact deliberations about the Proposed CF: 

 Non-Viability Contingent Capital (NVCC): In July 2013, IFRIC recommended that preferred shares with 
NVCC features be accounted for as if a contingent non-viability event could occur immediately and, 
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hence, that the liability component of the instrument be measured as the full amount the issuer would 
be required to pay. The equity component would be measured at zero in this case. This interpretation 
is relevant for Section 5 in the DP and does not currently apply the going concern assumption. In our 
view, the classification of NVCC should apply the going concern assumption in order to correctly 
capture the substance of the transaction. This would result in the equity component of an NVCC 
instrument having a substantive value rather than no value under the current interpretation. In the 
context of NVCC instruments, we do not believe that it is appropriate to ignore the going concern 
assumption, nor do we understand why this would not be a situation in which going concern is 
relevant. 

 Offsetting: Revisions in IAS 32 require an entity to consider whether the right of set-off is enforceable 
in the event of insolvency or bankruptcy both by the entity and all of its counterparties. This 
requirement conflicts with the going concern assumption and is relevant for presentation requirements 
discussed in Section 7 in the DP. The DP currently asserts that the going concern assumption can 
only affect disclosures and does not acknowledge impacts to presentation. As with the NVCC example 
above, it is not clear why the going concern assumption is not applicable in this case. 

 

Question 26: 

Capital maintenance 

Capital maintenance is discussed in paragraphs 9.45–9.54. The IASB plans to include the existing 
descriptions and the discussion of capital maintenance concepts in the revised Conceptual Framework 
largely unchanged until such time as a new or revised Standard on accounting for high inflation indicates 
a need for change. Do you agree? Why or why not? Please explain your reasons. 

Given the direct link between capital maintenance and profit we believe that issues associated with 
capital maintenance are best dealt with as part of the Conceptual Framework project. EPS, ROE and 
Basel III capital ratios are important metrics for banks and therefore principles for distinguishing profit or 
loss from other comprehensive income and the concepts of capital and capital maintenance are relevant 
to the Conceptual Framework. Fundamentally, accounting related to capital maintenance cannot be 
considered in isolation, even if this is theoretically desirable. In many cases, accounting is used to drive 
capital requirements and, as a result, consideration of regulatory capital requirements, where possible, 
would enhance the relevance of financial statements. 

 

 


