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RE:  Discussion Paper:  Conceptual Framework 

 

Dear Chairman Hoogervorst:  

 

The American Bankers Association (ABA) appreciates the opportunity to comment on the 

Discussion Paper:  A Review of the Conceptual Framework for Financial Reporting (DP).  ABA 

represents banks of all sizes and charters and is the voice for our nation’s $14 trillion banking 

industry and its two million employees.   

 

Financial statements must present useful financial information in a simple, straightforward 

manner that is cost-effective to produce for entities of all sizes.  This, along with the 

interrelationships and complexities of accounting issues, makes the development of a conceptual 

framework an important guidepost, and ABA supports this effort.  A sound framework creates a 

common starting place for accounting standard setters, as well as financial statement users and 

preparers.  We also believe that a sound conceptual framework is mandatory for there to be any 

chance at convergence of worldwide accounting standards.  

 

Our comments on the DP are provided in the following pages, along with the related paragraph 

numbers from the DP. 

 

Definitions of Assets and Liabilities, and the Reliability of Financial Reporting 

(Paragraphs 2.6, 3.4, and 4.12) 

 

1. As IASB has proposed, it must be strongly emphasized that assets and liabilities result from 

past events.  With this in mind, it is important that the IASB reconcile this concept with its 

current plans to finalize “forward looking” loan and debt security impairment standards 

based on “expected losses.”  Although an “expected loss” impairment model does not 

necessarily conflict with the “past event” concept, the board has not sufficiently linked the 

concept (that assets and liabilities result from past events) to its impairment model.  We 

believe a significant lack of consistency in applying the standard may result. 

 

As noted previously in our comment letter related to the IASB exposure draft on expected 

credit losses, we believe the proposed model represents an incurred loss model, with the one-

year expected loss “bucket” representing a “short-cut” method to determine incurred but not 

reported losses (IBNR).  Within the basis for conclusions of a final IASB impairment model 

standard, we recommend that this be addressed in order to clarify that IBNR represents past 

events.  
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2. “Reliability” must be maintained as a qualitative characteristic of financial accounting.  We 

realize that reliability may be implied by the qualitative characteristic “representational 

faithfulness”.  However, we believe “reliability” is important enough to include, as it not 

only appropriately establishes a threshold for audit support, but also helps prevent 

irrelevance.  For example, some investors believe the balances provided from their own 

models are more reliable than the recorded balances that are required by the accounting 

standards (the allowance for credit losses being an example).  This lack of reliability makes 

the recorded balances irrelevant.  Further, IASB has retained the notion of reliability as a key 

part of recognition criteria.  Maintaining reliability as a qualitative characteristic of financial 

reporting is important for high-quality financial reporting.   

 

Reliability is of particular importance to financial institutions because regulatory capital 

requirements are a big factor in a company’s capacity to pay future dividends, its requirement 

to raise additional capital, and its ability to expand its business.  Financial institutions already 

operate in an environment where many estimates require significant judgment, and those 

estimates ultimately have an impact on their regulatory capital.  Thus, not only is reliability 

important for public reporting purposes, but it has a significant impact from a regulatory 

capital perspective. 

 

For example, an impairment accounting standard that requires estimates of “lifetime” losses 

on loans that are unimpaired (whether or not they have exhibited significant credit 

deterioration) will stretch the concept of reliability far beyond what has been used in the past.  

In the U.S., depending on the portfolio, forecasts beyond one to three years are generally 

considered unreliable and not in compliance with standards related to “model risk” by 

banking regulators.  Therefore, in an estimate of lifetime credit losses, only a portion of the 

estimate (those assumed to occur after the one to three year reliability period) of lifetime 

losses is unreliable.
1
Volatility that results from unreliable estimates has a compounding 

effect on banking institutions and their ability to appropriately manage available capital. 

 

To summarize, ABA recommends the following: 

 Maintain “reliability” as a qualitative characteristic of financial reporting. 

 Provide guidance in situations where portions (though not all) of a balance may be 

subject to unreliability.  Should portions of those estimates be merely disclosed and not 

recorded? 

 

3. Exacerbating the confusion related to “reliability”, the definition of “economic resource” as a 

“right, or other source of value, that is capable of producing economic benefits” is too broad.  

A threshold of “capable” requires a vast amount of work in order to satisfy audit 

documentation.  The work to judge whether and how to record or disclose rights that are 

                                                        
1
 Under the currently proposed IASB model, we believe that “lifetime loss” calculations will normally be performed 

not only for those loans that have experienced significant credit deterioration, but also for those that have not, as 

lifetime losses are a significant factor in the “12 month expected loss” calculations. 
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capable of producing economic benefit will lead to unnecessary and significant work and 

information that often will obscure the financial statements.   

 

We support the Board’s efforts to provide examples of “economic resources”.  However, 

while intangible assets, such as goodwill, are listed, it is unclear to us how mortgage 

servicing rights (MSRs) fit into the general examples provided.  The market for MSRs in the 

U.S. is significant.  Cash flow streams resulting from MSRs are similar to an interest-only 

strip of a debt instrument.  These cash flows are, however, unlike most enforceable rights of 

arising from a financial instrument (the first example provided in the DP) as the rights are 

often traded between the creditor and a servicer and not between the creditor and the 

borrower.   

 

With this in mind, we recommend: 

 Change the threshold of the definition of an economic resource from “capable” to 

“reasonably possible” or “greater than remote”. 

 Include MSRs as an example of an economic resource.   

 

An Entity’s Business Model and its Relation to Measurement Basis (Paragraph 9.23) 

 

4. As IASB has proposed, it is important that it is understood that a company’s business model 

is relevant when determining measurement methods for financial assets and liabilities.  For 

example, differences between commercial and investment banks make it critical to enable 

users to understand the differences between their individual business activities as well as the 

resulting performance. With this in mind, a single measurement basis for all assets and 

liabilities does not provide the most relevant information. 

 

The Objectives of Footnote Disclosures and Related “Forward Looking” Information 

(Paragraphs 7.35 and 7.38) 

 

5. The objectives of footnote disclosures must be reevaluated.  We disagree that one of the 

objectives of disclosures is to show “how efficiently and effectively the entity’s management 

and governing board have discharged their responsibilities to use the entity’s resources”.  The 

terms “efficiently” and “effectively” can have wide interpretation between short-term and 

long-term investors, especially considering the entity’s business model. Further, an entity’s 

“resources” can be defined very broadly.  We believe such qualitative assessments will be 

very difficult to assess and to audit.  For example: 

 
 An entity can be very successful at executing its strategy of market penetration.  This 

may result in short-term losses, though it is expected to result in significant long-term 

gains.  Will disclosures refer to such market penetration?   

 Many resources of an entity are not recorded in the financial statements (highly-trained 

workforce, business agreements with suppliers, etc.).  

 

With these circumstances in mind, effectiveness and efficiency are normally associated in the 

U.S. with Management’s Discussion and Analysis (MD&A), which is included in quarterly 
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reports submitted to the Securities and Exchange Commission (SEC).  Such areas are 

normally not subject to audit, and we caution the Board that disclosure under IFRS will be 

costly and have little, if any, incremental benefit because of the redundancy with existing 

SEC disclosures. 

 

6. The use of “forward looking” information within footnote disclosures must be clarified as to 

how it relates to past events (see comment 1 above).  With “forward looking” information 

typically limited in the U.S. to MD&A, we believe extensive discussion is needed to 

determine whether forward-looking information is appropriate at all for audited financial 

statements. We acknowledge that forward-looking information can be of high interest to 

investors.  However, we warn that forward-looking information is generally inherently 

unreliable.  If forward-looking information is required, it is important that entities provide 

sufficient warning within the disclosures. 

 

With efforts by both the worldwide banking regulators and the Enhanced Disclosures Task 

Force to address banking industry disclosures (many of them to facilitate forward-looking 

analyses) in a user/preparer-sensitive manner,
2
 we believe that further disclosures that require 

costly preparation and audit procedures will not be an improvement to financial reporting. 

 

Derecognition/Sale Accounting and Liabilities and Equity (Paragraphs 4.28 through 4.50) 

 

7. We do not agree that control should necessarily be the sole or primary determinant related to 

derecognition of financial assets.  Concerns on a specific derecognition model, brought out 

by the Lehman “Repo105” and “Repo to Maturity” transactions bring to light the 

consideration of a mixture between a control derecognition model and a risk/reward model.  

A flexible model will be able to address new transactions, as well as concerns that seem to 

ebb and flow with the economic cycle.  We agree that, no matter the approach, enhanced 

disclosure is appropriate. 

 

With this in mind, however, decisions related to derecognition of financial assets and 

liabilities, as well as distinguishing liabilities from equity, should be made upon the start of 

the respective projects that we understand will be conducted in the near future.  Of course, 

we believe that an appropriate framework to distinguish between recognition/derecognition 

of financial instruments and whether such instruments are liabilities or equity will depend on 

appropriate definitions of assets, liabilities, and equity.  As “control” is part of the proposed 

definition of “asset”, we believe that such a broad statement (that an asset must be controlled 

by the entity) will unnecessarily tie the hands of the Board during the derecognition project. 

The definition of “liability” will also have similar consequences on the liability vs. equity 

project. 

 

 

 

                                                        
2
 Such disclosures are not meant to necessarily be included in audited financial statements, but presented in other 

regulatory filings or other information provided by the company. 
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Offsetting (Paragraphs 7.29 and 7.30) 

 

8. We disagree with the notion that offsetting is generally inappropriate.  However, the term 

“offsetting” is not clear enough in the DP for constituents to understand any discussion 

related to this issue.  We recommend, therefore, that the IASB be clear about situations when 

offsetting is appropriate. 

 

During the joint deliberations related to the offsetting of financial assets and liabilities 

exposure draft, we observed a difference related to how nominal risk (which appeared to 

support a “gross presentation”) and practical risk (which appeared to support “net 

presentation”) fit into the decision of whether to offset or not.  While the net amount of assets 

is understood in the U.S. to reflect the probable and practical amount at risk (since 

transactions are subject to a master netting agreement), it seems the IASB believed that the 

nominal (gross) risk was the most important factor in determining presentation – presumably 

because, among other things, master netting agreements generally do not require netting of 

transactions for daily settlement.   

 

The overall issue in reflecting risk in financial statements is whether that risk presented is the 

nominal amount at risk or the estimated risk level at the time of the transaction or reporting 

date.  We recommend that the Board address this, as it may guide a host of disclosure 

decisions. 

 

Net Income, Other Comprehensive Income (OCI) and Recycling OCI  

(Paragraphs 8.8 through 8.97) 

 

9. We agree that profit or loss may be shown as a total on a financial statement of performance 

that also includes other comprehensive income (OCI).  The difference in business models, as 

described above, makes this presentation relevant and necessary.  Further, we believe that all 

entries into OCI should be recycled.  Recycling entries through OCI is appropriate for the 

simple reason that it allows user to easily track previous entries to OCI.  In other words, it 

facilitates transparency.  

 

An extensive decision framework is not needed at this time to determine what should be 

recorded through OCI and what is recorded in profit or loss.  We strongly believe that 

unrealized fair value gains and losses on debt securities that are held predominately to collect 

the contractual cash flows are appropriately reported in OCI.  However, we are not convinced 

that any other instances noted in the DP deserve OCI treatment.  Unrealized gains and losses 

on debt securities are unique in the listing provided – all other things being equal, the 

unrealized gains and losses will eventually vanish because of the contractual terms of the 

instrument.   

 

Other instances noted in the DP (non-recurring items, non-operating items, long term items, 

and items outside the control of management) appear to be disclosure issues.  Recalling that 

the Board considered changes to financial statement presentation (the project was suspended 
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three years ago), we believe a decision framework relating to presentation be considered 

during that separate project. 

 

The DP also mentions “measurement uncertainty” as a possible factor in determining profit 

or loss or OCI presentation.  We strongly believe that, consistent with the discussion above 

related to reliability, measurement uncertainty should not be the rationale for recording items 

in OCI.  Qualitative discussion related to measurement uncertainty is appropriate for footnote 

disclosure.  However, such uncertainty should not be a factor in determining where it should 

be presented in the financial statements.  

 

Thank you for your consideration of our views on this very important topic.  Please feel free to 

contact me (mgullette@aba.com; 202-663-4986) if you would like to discuss our views.  

 

Sincerely, 

 
 

Michael L. Gullette 

mailto:mgullette@aba.com

