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Comments on the Discussion Paper DP/2013/1 A Review of the Conceptual Framework 
for Financial Reporting 
 
We are pleased to provide BNP Paribas’ comments on the Discussion Paper A Review of the 
Conceptual Framework for Financial Reporting. Our comments will focus on the main 
messages we would like to highlight regarding the conceptual framework.  
 
Authoritative status of the framework 
 

We support giving more weight to the framework, not only for use by standard setters, but for 
consideration by its other users (for example preparers, auditors or regulators), particularly in 
dealing with transactions or events that are not covered by individual standards. This would 
bring about additional consistency within the IFRS framework. It is important that standard 
setters feel bound by the framework and do not depart from these guiding principles without 
very valid reasons. The latter must be limited and duly explained otherwise it would be 
useless to have agreed principles within the framework. 

In addition, the discussion paper introduces new definitions for key concepts such as assets 
and liabilities but without any thorough analysis of the potential impact on existing standards. 
We believe that the IASB should further explain the rationale and consequences of the 
proposed changes in order to allow constituents to provide for well-informed comments. 

More generally, we recommend that the IASB identifies in the forthcoming exposure draft the 
existing standards that may conflict significantly with the new framework and that may need a 
decision (e.g.: revision) in priority. 

 
Stewardship / Management Accountability 
 
We believe that the framework should explicitly include the notion of stewardship as an 
objective of financial reporting, to reflect management duties in the exercise of the powers 
conferred on them. Alternatively, the notion of management accountability could also be used 
if considered more easily understandable than stewardship. This includes the obligation to 
safeguard the company’s assets and take reasonable decisions to ensure the ability to pay 
debts as they fall due.  

A key objective of financial statements is to enable management to give account of past 
transactions and events of the period and their use of the resources entrusted to them. In this 
respect, it is critical that management and their shareholders use a common language to report 
financial information and performance criteria actually used to conduct the business.  
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Operationally, performance objectives assigned to business managers do indeed take account 
of accounting conventions. The same indicators are used both to assess the effective return of 
the business lines and to report to shareholders and to the market. In our view, using different 
sets of accounting indicators for business management on the one hand and for financial 
communication on the other hand would be completely inefficient, if not impossible in 
practice. We are also convinced that such divergences would not reflect sound practices and 
would not be desirable for either the company or its shareholders. 

Therefore, it is fundamental that the conceptual framework acknowledges the importance of 
management accountability and consider the entity’s management as part of the users of 
financial information, with the same priority as investors and other creditors. 
 
Prudence / Reliability 
 
In relation to management accountability, we believe that the concept of prudence as a 
qualitative characteristic of financial reporting has relevance and is useful to management in 
efficiently discharging their obligations.  

We think that the following definition existing in the conceptual framework prior to 2010 is 
appropriate and applicable: “the inclusion of a degree of caution in the exercise of the 
judgements needed in making the estimates required under conditions of uncertainty, such 
that assets or income are not overstated and liabilities or expenses are not 
understated.  However, the exercise of prudence does not allow, for example, the creation of 
hidden reserves or excessive provisions, the deliberate understatement of assets or income, or 
the deliberate overstatement of liabilities or expenses, because the financial statements would 
not be neutral and, therefore, not have the quality of reliability”. This is different from a 
prudential conservatism. 

As stated in this definition, there is a close interrelationship between accounting prudence and 
reliability. The latter does not mean certainty because we acknowledge that items included in 
the primary financial statements may bear a certain degree of uncertainty in their 
measurement. However, we believe that the notion of reliability which means that information 
should be free from material error and bias should ultimately be considered in achieving an 
adequate balance in the use of prudence. Therefore, it should also be included in the 
framework as an important qualitative characteristic of financial reporting. 
 
Business Model / Performance 
 
While we agree that neutrality also contribute to ensure a balanced use of prudence, we 
believe that this concept should not be an overriding principle within the IFRS framework. 
The threat of earnings management should not lead the framework to ignore entity’s 
specificities. 

Consistent with the importance of management accountability, we consider that financial 
statements should portray how the business has been actually conducted and how the entity 
has specifically operated in its environment. The objectives of neutrality and comparability do 
not mean uniformity. Instead, comparability implies highlighting specificities and judging 
performance in accordance with the business model. The framework should acknowledge that 
there is no single value for a given asset but several possible values depending on how the 
asset is actually managed, might it be by own use either alone or in combination with other 
resources, through rent or sale. 
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Beyond the concept, the business model is observable through the documented management 
strategy, risk management, organisation, procedures and processes that reflect the way 
management use the entity’s resources to generated cash flows and create value. 

Existing standards such as IFRS 9 already refer to the business model. The notion should 
explicitly be introduced in the framework, as useful and relevant to financial statements, in 
particular when it comes to decide on the relevant measurement attribute. 

A close interrelationship exists with the notion of performance. The split between other 
comprehensive income (OCI) and profit or loss is not only a question of presentation as 
suggested in the discussion paper but more fundamentally an issue regarding the purpose of 
what the financial position and the profit or loss are supposed to represent. 

Therefore, despite the difficulty in reaching a consensual definition of performance, we 
believe that the framework should acknowledge that from an accounting perspective, profit or 
loss is the primary indicator of performance for the reporting period. Accordingly, the 
analysis included in the section 8 of the discussion paper should go a step further in 
considering factors to distinguish profit and loss and OCI (for instance realisation, term, 
predictability, measurement uncertainty). Items should not be accounted for into profit and 
loss “by default”. 

More generally, we regret that the discussion paper did not introduce a debate around 
measurement attributes in relation to market efficiency theory. The latter currently grounds 
the use of fair value measurement to represent the market value, whenever possible, either 
from direct prices or derived from internal models which aim to mimic efficient markets. 
However, actually, financial markets are seldom efficient. Therefore, rather than trying to 
guess a hypothetical market value in absence of liquid markets, we believe that the framework 
should give more prominence to the intrinsic value. Unfortunately, this debate did not take 
place during the project on IFRS 13 Fair Value Measurement. We believe that such key 
concepts should be part of the conceptual framework and strongly advocate for further 
proposals from the IASB in the forthcoming exposure draft. 
 
 
Should you have any questions regarding our comments, please do not hesitate to contact us. 
 
 
Yours sincerely, 
 
Lars Machenil 
Chief Financial Officer 


