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Dear Sir / Madam, 

 

 

COMMENT TO DISCUSSION PAPER ON THE CONCEPTUAL FRAMEWORK 

 

We thank you for the opportunity to contribute to the discussions on the Conceptual Framework. 

Your paper has initiated an interesting process in our preparation for this comment letter. We have 

taken the liberty to present some alternative views, which are the result of open minds and our 

wishes towards the development of financial reporting in the 21st century from a preparer’s side. 

 

It is appreciated that the IASB has now resumed the work on the conceptual framework. We are of 

the opinion that the process of developing and amending Standards will be quicker and less costly, 

when conceptual concepts are not up for discussion in almost every major project. However, we 

had hoped that the IASB had set a longer time-frame and a wider scope for the discussions of the 

Conceptual Framework, which we consider as the back-bone of financial reporting.  

 

We encourage you to take a longer view into the future. Will the road you are walking on lead to a 

place where the finance community want to be? More and more countries adopt IFRS, countries 

with a wide mix of accounting practices and with different cultures and mind-set. How can IFRS’s 

accommodate this? Standards have become more comprehensive and complicated. Financial 

reporting requires specialists to a higher degree than before and requires more resources for 

preparation. Is this desirable? Is the money and effort well spent, if financial reporting becomes a 

product out of time from dusty offices, and a product that only few understand? 

 

In the globalised world the capital market has become more liberalised. The financial crisis has 

raised a cry for more regulation, which is understandable to some extent. We should not forget, 

however, that good financial information pays off and the regulators should trust in the preparers’ 

willingness to assume the responsibility to deliver timely and high quality financial information to 

their capital providers. Those, who do not do so, will soon be punished through high risk premiums 

and limited opportunities for growth. 
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We are concerned that comprehensive Standards with principles on almost every detail entail the 

risk of carrying out the preparation of financial report on auto-pilot. A well-defined purpose of 

financial reporting, basic concepts for recognition and measurement, and a framework for 

presentation and disclosure should essentially be sufficient for a preparer to make decisions on 

what and how to present the financial position and performance of the reporting entity. If the 

Conceptual Framework is made the fundament, the individual Standards should only assist the 

preparers and users in understanding the elements of the financial statements by on a high level 

explaining their characteristics and best accounting practices, which in some cases may depend on 

industry or business model. Such a model would be a complete turnaround to the present model, 

where individual Standards can override the Conceptual Framework.   

 

In our view, management should play a larger role in making decisions on what is useful and 

relevant financial information about the entity’s financial position and performance, which obviously 

shall be made with reference to the Conceptual Framework.  We believe that the best way for users 

to evaluate whether to make capital available for or invest in an entity, is to understand what 

management of that entity intends to do with its resources. Therefore the management intensions 

are the driver in users’ decision making and should be the driver of relevant financial reporting. The 

illustration below shows a model, where measurement and disclosures depend on management 

intensions while observing prudence. Disclosures of intensions, judgements and estimates, 

together with information about unrecognised assets and liabilities enable the users to understand 

and evaluate the financial reporting.  
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One of the best practices of accounting, in our view, is prudence. We do not believe that neutrality 

is achievable equal to a financial report free from error is practically unattainable. This does not 

prevent preparers being required to strive for neutrality and no errors. Therefore, prudence should 

be a fundamental qualitative characteristic with the addendum that neutrality should be achieved 

to the extent possible. In correlation with faithful representation prudence will not lead to hidden 

reserves or excessive provisions. In fact, prudence could also lead to more simple, verifiable and 

understandable financial reports. For example cost should be preferred to fair value on non-current 

assets and liabilities, and goodwill should be expensed at acquisition or at least amortised. It may 

not be prudent to recognise unrealised gains that are not readily realisable. The financial crisis 

showed that money is not earned before they are received.  

 

Another of our concerns is the continuous focus on elements of the financial position. Fortunately, it 

is still considered that equity shall not reflect the value of a reporting entity. In our experience 

investors and creditors are focused on the entity’s ability to generate cash flows combined with 

solidity. During the financial crisis there has been some focus on off-balance sheet items which is 

linked to liquidity risk. We have previously commented that we are not in favour of recognising 

more assets and liabilities; rather we think improved disclosures on unrecognised assets and 

liabilities is the road forward. We are also not in favour of using current values because 

remeasurements can be complicated and uncertain, and we are questioning the relevance, when 

users are mainly interested in cash flows. We believe that management should disclose current 

values or recognising assets and liabilities at current values, when it is relevant for users to assess 

the entity’s ability to generate cash flows or how the management has performed on the capital 

provided. 

 

We have discussed materiality and agreed to consent on your statement that preparers have not 

used their professional judgement when considering materiality. We believe this is linked to the risk 

of financial reports being prepared on auto-pilot due to the detailed requirements in the Standards. 

However, the limit seems to be reached. The cost of financial reporting and the cry for earlier 

publishing have fortunately resulted in cutting clutter projects in many entities. Focus on 

materiality is linked with focus on relevant and useful information, the judgement of which rests 

with the management based on knowledge about the entity’s existing and potential investors and 

creditors. Materiality is specific to the individual entity, but depends also on the character of the 

users of the entity’s financial report.  

 

Our final comment relates to presentation and the distinction between profit or loss and OCI. We 

think the structure of the Total Comprehensive Income is difficult to comprehend, why the OCI 

should be abandoned. There should be only one statement of profit or loss and named as such. 

However, the profit or loss should not include translation effects of foreign operations, it should not 

include unrealised gains or losses of cash flow hedges and there should be no recycling. Fair value 

changes of effective cash flow hedges are in our view mismatched remeasurements and should not 
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be recognised until the linked items are recognised (disclosures about cash flow hedges may still be 

relevant). The translation effect of foreign operations should be charged directly to equity as it may 

be considered as long term capital adjustments. 

 

Under question 19 we propose a new structure for presenting performance. We believe it is 

possible to define types of return, which will fit most business models and which will enhance 

comparability and understandability, and therefore should be included in the Conceptual 

Framework for the same reason as types of disclosures are defined (table 7.1).  

 

We look forward to following the discussions in the project, and hope that you will take our views 

and proposals into consideration. If you have any questions please do not hesitate to contact me or 

our IFRS Compliance Officer at lisbeth.frederiksen@maersk.com, phone no. +45 33634346. 

 

 

Best regards, 

 

Jesper Cramon 

Senior Vice President 

jesper.cramon@maersk.com 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Encl.: Appendix A – Resume of comments and proposals 

Appendix B – A.P. Moller – Maersk’s proposal of a new structure for a single 

‘Profit or Loss Statement’ 

Appendix C – Comments on questions 1-26 
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Resume of comments and proposals: 

 

 General − Concepts are important 

− Less regulation on details 

− Larger role of management in assessment of relevant information 

− Management intensions the driver of measurement and disclosures. 

− Prudence should be re-introduced 

− Preparers to take more responsibility in judgement of materiality 

  

 Purpose of CF − The ‘basic law’/constitution on which all Standards are based 

− No Standard to override the CF 

− Thorough discussion now in order to fix basics for future projects 

  

 Definitions − Agree to assets being economic resources controlled by the entity and 

liabilities being present obligations as a result of past events 

− More focus on off-balance economic resources and obligations (high 

relevance for users’ ability to project cash flows) 

− Agree that equity does not reflect the entity’s value 

− The term ‘recognised’ to be added to the definition of income and 

expenses 

  

 Recognition and 

derecognition 

− Do not agree that all assets and liabilities shall be recognised in the 

statement of financial position 

− Risks and rewards and probability shall play a role 

− A recognised asset should be an item where the entity carries the 

significant risks and rewards incidental to ownership 

− A liability should be recognised when it is probable that cash will flow 

from the entity 

− The following should not be recognised: uncertain items, internal 

goodwill, executory contracts and linked items (e.g. effective cash 

flow hedges and operating lease obligations) 

− Acquired goodwill either expensed immediately or amortised 

− Derecognition when recognition criteria no longer are met 

  

 Measurement − Management intensions should drive the measurement method and 

the relevance of fair value disclosures  

− Cost based measurement is preferred 

− Fair values measurement only when the gain/loss is readily realisable, 

e.g. short-term financial investments and derivatives (not cash flow 

hedges) 

− Non-current investments and loans to be carried at cost 

− Observe prudence, e.g. financial instruments not traded in an active 

market to be carried at cost (fair value hierarchy level 3) 

− Losses shall be recognised when realised or an asset is impaired 

  

 Presentation and 

disclosure 

− Agree that the objective of disclosures is to enable users to identify 

the key drivers of the entity’s financial position and performance and 

to understand the key risks and uncertainties 

− The IASB should provide more flexibility to preparers in selecting 

disclosures. Management intensions and assessment should drive the 

choice of relevant information 
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− An overview of relevant information provided to users fast and easy 

will greatly improve the quality of financial reports 

  

 Profit or loss and 

OCI 

− The OCI should be eliminated as concept 

− Only one statement titled ‘Profit or Loss Statement’ 

− Agree that some items of return have more predictive value than 

others (the current P/L does not reflect this) 

− Suggest that the IASB fundamentally rethink the P/L structure 

(proposal of new structure enclosed) 

− FX effect from translation of foreign operations presented directly in 

equity 

− Effective cash flow hedges not recognised (off-balance item) 

− No recycling 
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A.P. Moller – Maersk’s proposal of a new structure for a single ‘Profit or Loss Statement’: 

 

Type of return Example of line items 

Operating activities Revenue 

Expenses 

Other ordinary income/costs 

Operating profit before amortisation/depreciation 

Amortisation/depreciation costs 

Tax of the above 

Operating profit, net of tax 

Strategic investments Profit or loss from associates and joint ventures, net of tax 

Return from other non-current equity investments, net of tax 

Profit or loss from strategic investments, net of tax 

Single transactions Gain or loss from sale of assets, businesses or activities 

Costs or income associated with the purchase of business or 

activities 

Major restructuring or integration projects 

Tax of the above 

Single transactions, gain/loss net of tax 

Remeasurements Impairment of assets and reversals 

Remeasurement of defined benefit obligations 

Tax of the above 

Gain/loss from remeasurements, net of tax 

Financial items Interest income and expenses 

Exchange rate gains/losses 

Fair value adjustments of derivatives not designated as hedges 

(inclusive ineffective hedges) 

Return from non-strategic investments (securities, etc.) 

Tax of the above 

Financial items, net of tax 

Discontinued operations Revenue 

Expenses 

Tax of the above 

Discontinued operations, net of tax 

All Profit or loss for the period 
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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. 

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

 

We disagree that the primary purpose of the Conceptual Framework is to assist the IASB in 

developing and revising IFRS’s. We find the Conceptual Framework equally important to preparers, 

auditors and the IFRS Interpretations Committee. 

 

We are of the opinion that the Conceptual Framework should be the ‘basic law’/’constitution’ on 

which all other Standards is based. As such it can form the basis for preparers in complying with 

IFRS when no IFRS specifically applies to a particular case. It is not sufficient to state that it plays an 

important role for preparers; rather the Conceptual Framework should be the backbone for a 

financial report prepared under IFRS.  

 

When agreement has been reached for the concepts of accounting and presentation, it is important 

for the integrity of IFRS reporting that it rests in full on these concepts. We do not feel comfortable 

that a majority of Board members at some point in future make decisions that conflict with the 

Conceptual Framework, if the concepts after thorough discussions have been agreed by a large 

majority of IASB members. For this reason we also consider it important that the Conceptual 

Framework project is not rushed or pushed just to support the decisions made in recent projects. 

 

For example, when consensus has been reached for the definitions of an asset and a liability and the 

criteria for recognising them, this should be irrevocable and the basis on which all Standards is 

based. Accordingly, we will also expect that any current Standards being in conflict with the revised 

Conceptual Framework should be amended immediately to be in compliance with the agreed 

concepts. 

 

We believe that a thorough Conceptual Framework will result in less turbulence in the Standards’ 

development as we have seen in the past years. The initiative of research activities before the 

issuing of discussion papers is not sufficient, if all concepts can be open for discussion in any project. 

This will ensure a higher degree of consistency to the benefit of preparers as well as users of 

financial reporting. 

 

If, at some point in the future, the IASB finds that time and circumstances have changed, then the 

Board can reopen the discussion on concepts and framework. 



  Appendix C 
 Page: 2/26 

 

 

 

 

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 to the statement in the discussion paper that users need information to assess the entity’s 

prospects for future net cash inflows. However, we do not consider the financial position as the 

primary source of information in assessing future cash flows for users nor for the entity itself. The 

financial position is a snapshot and should rather be viewed as a parking place for cash flows not yet 

received or paid and for income or expenses not yet recognised at the reporting date. No matter how 

many assets and liabilities are recognised or whether they are carried at cost or fair value, the 

financial position is insufficient for projecting cash flows. 

 

Therefore, we can agree to the definition of assets and liabilities in the broader sense, not as the 

assets and liabilities recognised in the financial position at the reporting date. A present economic 

resource controlled by the entity as a result of past events may include values off-balance items and 

so may present obligations. To us, it is not evident that all resources and obligations are recognised 

in the financial position at the reporting date to assess future cash flows. Disclosures about off-

balance economic resources and present obligations/commitments may provide useful information to 

users in connection with the cash flow statement for making their projections and for assessing 

solidity and liquidity risk etc. 

 

Consequently, we find it important to emphasise in this section that assets and liabilities may or may 

not be recognised in the financial position and may or may not be reflected at the amount of cash 

flows that they are expected to generate in the future. Such a statement would also explain why 

executory contracts, internally generated goodwill, know-how, the existing work force, unrecognised 

fair value gains of assets carried at cost, etc. are not included in the financial position, even if they 

meet the definition of assets and liabilities. 
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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? 

 

In light of our comment to question two we agree to question three a) and b), except that the 

decision on how to deal with existence uncertainty should rest with the entity’s management 

supported by an explanation of the judgements and assumptions made in the decision. 

 

In regards to c) we are strongly in favour of the recognition criteria retaining the existing reference 

to probability, because it is a practical and inexpensive way to filter out items with low probability, 

which are not relevant to users and where costs of measuring may exceed the benefits of the 

information. In addition, a higher threshold for assets compared to liabilities will (as a result of 

prudence and combined with disclosure of judgments and assumptions) improve the quality of 

financial reports for users and act as a barrier for a potential over-confident bias by preparers. 

 

Overall, we find it relevant to distinguish between existence uncertainty and outcome uncertainty, 

and a discussion in the Conceptual Framework of the two kinds can assist management in decisions 

on how to deal with uncertainty in respect of recognition, measurement and disclosure. Similarly, we 

think it can be useful for the users in understanding the uncertainty of items (on- as well as off-

balance), when the management differentiate between existence and outcome uncertainty in their 

explanations of the judgements and assumptions made. 

 

In our opinion, the IASB shall not set any thresholds for probability, because different thresholds 

should apply in different circumstances. Instead, management should be required to use the general 

principles for prudence, where a higher threshold is used for assets than for liabilities and for 

materiality, where decisions on e.g. disclosure of uncertain items depend on the potential outcome 

for the entity. We are concerned that any thresholds set by the IASB will prevent management to 

consider carefully how to present relevant information. Where assessment is required fixed rules are 

not good. 
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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? 

 

The defined objective of financial reporting is to provide financial information about the reporting 

entity that is useful to existing and potential investors, lenders and other creditors (the primary 

users) in making decisions about providing resources to the entity, cf. chapter one of the Conceptual 

Framework (2010).  

 

According to the discussion paper information about the changes in an entity’s resources and 

obligations helps users to understand the return the entity has produced on its economic resources. 

The users use this information to assess the entity’s prospects for future net cash inflows and to 

assess how efficiently and effectively the entity’s management have discharged their responsibilities 

to use the entity’s resources.  

 

The different financial statements in each their ways support the users in these assessments. There 

is the Total Comprehensive Income which essentially is a reconciliation of equity, excluding 

transactions with owners. There is the Cash Flow Statement, which is a reconciliation of liquid funds. 

There is the Financial Position, which is a statement of recognised assets and liabilities, balanced by 

equity, and there is the statement of Changes of in Equity, which is the full equity reconciliation.  

 

However, these statements do not provide the full picture of the value created by the entity during 

the period. When having a broader view of assets and liabilities, as described under question 2, the 

return includes values not recognised. We are not saying that we think all values should be 

recognised, because it can be relevant information to distinguish between the return reflected in 

equity and return not reflected in equity. For example value may not be relevant to recognise in the 

primary statements, because an income or expense is uncertain, or cannot be measured reliably, or 

because it is not relevant, e.g. unrealised income from an increase in fair value of property, when 

management have no current intention to realise the value by selling the asset.  

 

Therefore, we propose to change the definition of income and expenses as follows: 
 

(a) income: increases in economic benefits during the accounting period in the form of inflows or 

enhancements of recognised assets or decrease of recognised liabilities that result in 

increases in equity, other than those relating to contributions from equity participants 

(b) expenses: decreases in economic benefits during the accounting period in the form of outflows or 

depletions of recognised assets or incurrences of recognised liabilities, that result in decreases 

in equity, other than those relating to distributions to equity participants. 
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In order to enhance the picture of the value created by the entity during the period, which will also 

provide additional information for the assessment of future cash flows, it could be relevant to 

present astatement of unrecognised economic resources and obligations. The statement should 

include present economic resources and obligations that are the result of past events, which are 

unrealised and realisable. Examples of items in such a statement are: 

 

 Value of the order book 

 Value of long-term purchase orders or service contracts 

 Value of operating lease income (IAS 17) 

 Value of operating lease commitments (IAS 17) 

 Value of capital commitments 

 Cumulated investments in on-going research and development projects or exploration activities 

 Unrealised fair value gains of property (or losses, if the property is carried at a value in use 

higher than fair value) 

 Unrealised gains of assets or business sold, where control (or risk and rewards) have not been 

transferred 

 Unrealised fair value gains or losses of effective cash-flow hedges 

 Unrealised fair value gains or losses of interest-bearing debt carried at amortised cost 

 

The decision on what information to present in the statement of unrecognised economic resources 

and obligations should lie with management based on an assessment of relevance to users and 

materiality. In some cases, it would be more relevant, or the only possibility, to provide a narrative 

on the unrecognised assets and liabilities without an estimate of their values. This could include a 

description of economic resources in the form of brands, customer lists, goodwill, natural reserves, 

etc. which the entity has acquired and/or developed, which participate to the generation of future 

benefits.  

 

A statement of unrecognised present economic resources and obligations would provide relevant 

information about activities and decisions made in the past period(s) with effect on future periods, 

which are not reflected in the traditional financial statements. It would also reduce discussions on 

whether or not particular assets or liabilities should be recognised in the financial position and 

whether they should be carried at cost or fair value.  

 

In addition to the above, it could be relevant to present a statement of changes in net interest-

bearing debt as it provides information about the management’s ability to manage funding. 

 

Finally, we encourage the IASB to include a discussion in the Conceptual Framework of what is 

important information for investors versus what is important for creditors. Even though these users 

have common interests there is information less relevant for creditors and vice versa. It would be 

helpful for preparers in their assessment of relevance (and materiality) when the importance of 

different information for the users is outlined. 

 

In regards to your last question in this section, we do not find it necessary to define in the 

Conceptual Framework the elements of the cash flow statement and equity statement, and we 

support your proposal to include in the financial statement presentation project a discussion on 

ordinary activities and revenue vs. gains and expenses vs. losses. 
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Section 3 Additional guidance to support the asset and liability definitions 

 

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? 

 

First we would like to express that we generally do not experience problems with judging whether a 

constructive obligation exists and we are in favour of retaining the existing definition that a liability 

can arise from a legal or ‘constructive’ obligation.  

 

We are not in favour of limiting the definition of a liability to obligations that another party could 

enforce against the entity, because it is not relevant whether the entity can avoid an outflow of 

resources. What is relevant is whether the outflow is probable. If the management intends to fulfil its 

duty or responsibility towards other parties, it is probable that cash will flow from the entity. If the 

entity faces financial difficulties the management could change its policies or practices at which time 

it is probable that cash will not flow from the entity, because the management will only be compelled 

to pay, if the party or parties can force them to by means of e.g. a law suit. Provisions for such 

claims would be considered separately.   

 

On the other hand we think that the definition of constructive obligations should be reconsidered. If 

an entity is economically compelled to act in a particular way, it is not so relevant whether there is 

an actual or practical commitment towards external parties, when cash outflows are probable, and 

the outflows are related to a past event. For example, management is compelled to restructure a 

loss-making activity and has approved a detailed plan and budget for the restructuring costs. It is 

probable (a higher threshold may be appropriate in such situations) that cash will flow from the 

entity and it would be relevant to reflect the cost of restructuring in the period where the decision is 

made. In the case that management changes their plans before committing the plan towards third 

parties, which shall be considered unlikely at the time the restructuring provision is initially 

recognised, it is no longer probable that cash outflows will occur and an income can be recognised 

reflecting the management’s new actions. We are confident that the capital market will act if an 

entity misuses such principles in their own interest. 

 

Your guidance in paragraph 3.50 is an obvious and general statement and is in our view not relevant 

guidance.   
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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. 

 

We reject all three views. None of them work in all situations, if the aim is to recognise obligations, 

when it is probable that cash will flow from the entity as a result of past events. Let us illustrate this 

with some of the scenarios described in the discussion paper: 

 

 Scenario 1: employee bonus with vesting conditions 
An entity will pay a bonus to each employee who completes five years’ service. If the entity 

terminates an employment contract before the end of the vesting period, it will not be required 

to pay any bonus to the employee. 

 

Following view 3 a present obligation exists, following view 1 it does not, and following view 2 a 

present obligation exists, if the entity does not have the practical ability to avoid the payment.  

 

In many cases an entity has an option to outsource some of their activities. Is this a practical 

ability to avoid the payment of bonuses to all employees? Yes, but it may not be the 

management’s intentions and therefore it is probable that cash outflows will occur. It would be a 

faithful representation to accrue for the bonuses. View 3 does not work if the management have 

plans to outsource or close the business. 

 

 Scenario 2: levy on revenues above a threshold 

A levy is charged at the end of each calendar year. The levy is 1% of revenue in excess of 

CU500 million. At 30.6 the entity has earned CU450 million and expects to earn CU900 in the 

calendar year. 
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Your example is for a train operator that has no practical ability to avoid the levy. Let us for the 

sake of the example assume that the levy is related to a product, which an entity has a practical 

ability to stop selling just before the threshold is reached. The question is: would an entity do 

so? Probably yes, if the levy leads to a loss for the company on selling the product. If it doesn’t, 

the entity will most likely not cease the sales to avoid the levy. 

 

What is more relevant? Whether the entity has a practical ability to stop selling the product, or 

whether it has the intentions to? We think the latter. 

 

 Scenario 7: contingent consideration 
The acquirer of a business is required to make an additional payment of CU5 million to the seller 

if the acquired business meets specified earnings targets. 

 

You conclude under view 2, that a present obligation may exist. It depends on whether the new 

owners can take steps to reduce earnings below the target to avoid payment. We think a present 

obligation exists if it is probable that the additional payment will be made, regardless of whether 

or not the owner can take steps to reduce earnings, because it may not be in the new owner’s 

interest to do so. 

 

Following, we find it is essential in the assessment of whether a present obligation exists to take a 

prudent view based on the management’s intentions and expectations about the probability of future 

cash flows. 

 

 

Question 7 

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

and liability definitions? 

 
What is a past event? 

For scenarios 5 and 6 in paragraph 3.73 we do not understand your conclusions on past event: 

 

 Scenario 5: levy on market share 

Manufacturers of electronic equipment will be required a levy to compensate for the costs of 

disposing used equipment. The levy is related to equipment sold before the legislation came into 

force, but is based on the entity’s market share in 20x4.  

 

The assessment is whether a present obligation exists at 31 December 20x3. You conclude that 

there is no past event from which an obligation has arisen, because the levy is measured by 

reference to the market share in 20x4, and the ‘activity’ of being in the market in 20x4 has not 

started at 31.12.20x3. 

 

In our view, the levy is related to equipment produced in the past. We do not consider it relevant 

on what basis the levy is calculated. Even if assumptions must be made as to the expected 

market share in 20x4, the activities that have caused the waste of equipment took place in the 

past, and therefore the obligation has arisen from past events. We would conclude that a present 

obligation exists at 31.12.20x3. 
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 Scenario 6: variable lease payments 

A lessee is required to pay a variable rent of 1 per cent of its monthly sales to its lessor. The 

variable payment will be calculated by reference to the entity’s sales in the first month of the 

next reporting period. 

 

We do not understand your conclusion that an obligation for the variable rent has arisen from a 

past event. Even if the lessee has no practical ability to avoid making any sales, the variable rent 

is related to activities taking place in a future period. To us, this is clearly not a past event. We 

are also concerned about your conclusion, when in the lease project it has been concluded, that 

the measurement of right-of-use assets and lease liabilities excludes variable lease payments. 

 

In paragraph 3.66 it says: ‘A liability 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.’ Apparently you have another view of benefits 

received, or activities conducted, than we have and we suggest you raise this subject for discussion. 
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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? 

 

In paragraph 4.5 you state: ‘The most understandable and concise way to provide a complete 

summary of an entity’s resources and obligations is to recognise them all in the statement of 

financial position, unless the IASB identifies valid reasons to do otherwise’.  

 

We reject this assertion. It is neither relevant nor feasible to recognise all of the entity’s economic 

resources and obligations in the financial position, and having this as the recognition principle is to 

overemphasize the relevance of this statement. The purpose of the financial statements is not to 

show the reporting entity’s value, which the discussion paper also states. The financial position 

generally consists of four components: cash flows not received or paid, costs or income not 

recognised in profit or loss, cash and equity, where equity essentially is a balancing figure.  

 

In our comment to question 2 we stated that we agree to the definition of assets and liabilities in the 

broader sense. It is difficult to agree or determine which should be recognised in the financial 

position and it is an appreciated discussion. In our opinion, when an asset in the broad sense is an 

economic resource controlled by the entity as a result of a past event, then a recognised asset shall 

be an item where substantially all the risks and rewards incidental to ownership lie with the reporting 

entity. We don’t think that the control concept defined for consolidation purposes shall be applied to 

individual assets. There is too much judgement involved in control, compared to significant risks and 

rewards, and it makes the preparation of financial reports more complicated. It certainly does not 

make the financial position less free of bias. 

 

A recognition principle based on significant risk and rewards would also explain why e.g. executory 

contracts are not recognised in the financial position, and it would be possible to retain the current 

principle for operating leases. We are convinced that it will increase the understandability and 

improve the quality of financial reports, if information about the additional economic resources, 

which the entity has at its disposal, is made in a more comprehensive way, as we have proposed 

under question 4. 

 

In regards to liabilities, which in accordance with the proposed definition are present obligations of 

the entity to transfer an economic resource as a result of past events, it may be more difficult to 
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determine which to recognise in the financial position. We suggest that the current principle is 

retained, i.e. that a liability is recognised in the financial position, when it is probable that any future 

economic benefits associated with the item will flow from the entity, and the item has a cost or value 

that can be measured reliably. This is a good and applicable principle, which we can see no reason to 

change.  

 

However, we propose that the Conceptual Framework establish some criteria for when economic 

resources or obligations should not be recognised in the financial position. Paragraph 4.9 of the 

discussion paper includes a list of cases where it is not relevant to recognise an asset or liability: 

 

 Uncertain items – different thresholds should apply for assets and liabilities 

 Linked items – this would include effective cash flow hedges 

 Internally generated goodwill 

 

We suggest you add executory contracts to the list with the explanations you have made in section 3 

for not recognising, even though these meet the definition of assets and liabilities.  

 

Operating lease commitments, we think, can be considered as linked items. When significantly all of 

the risks and rewards have not been transferred to the entity, the underlying assets are not 

recognised, and the commitments should also not be recognised, cf. paragraph 4.9(b). Being one-

legged items, they belong in the statement of unrecognised economic resources and obligations. On 

the other hand, operating lease contracts may also be considered as executory contracts, because 

the right-to-use the underlying asset is an economic resource. Still, the contracts would not be in 

scope of being recognised in the financial position.  
 

It would also be worth considering whether acquired goodwill and other intangible assets with 

indefinite useful life should be recognised as assets in the financial position. First, it can be 

questioned whether the probability threshold is met. Second, the relevance of these assets is 

doubtful. An unamortised cost in the financial position does not make any sense to us. In measuring 

performance, the return of the acquired business (or asset, e.g. a brand) should include the cost of 

acquiring it. Following, if acquired goodwill and other intangible assets with indefinite useful life 

should be recognised, at least they should be amortised.    
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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 agree that the Conceptual Framework should define the principles for de-recognition, however, 

we do not agree with your proposal. 

 

In our view, assets should be derecognised when significantly all risks and rewards incidental to 

ownership no longer lie with the reporting entity. Liabilities should be derecognised when it is no 

longer probable that economic resources will flow from the entity. Following, our proposal is that an 

item shall be derecognised, when it no longer meets the criteria for recognition, which we have 

proposed under question 8. 

 

Two approaches to derecognition are discussed in paragraphs 4.45-4.49: full and partial 

derecognition. We are not in favour of the full derecognition approach for assets, as it implicitly leads 

to revaluation of assets by the back door. It is difficult to understand why a gain should be 

recognised on a component not disposed and it is inconsistent with the cost method. 
 

The full derecognition approach was introduced in connection with IFRS 3 (2008) and we find it 

difficult to understand why the loss of control of a subsidiary results in the recognition of a gain on 

the 100% ownership share, if the retaining share is e.g. 49%. Obviously, we see the benefits of the 

approach in relation to step-by-step acquisition of a subsidiary, but it is difficult to explain to users.  

 

Similarly, we were unhappy to learn that the full derecognition approach is applied in the ED Leases 

(2013) where a long-term asset released several times during its lifetime would be implicit revalued 

and gains recognised at the commencement of each new lease contract, even if the underlying asset 

is not disposed. 

 

We therefore propose that the partial derecognition approach is defined as the default approach, 

with an exception for business combinations achieved in stages, i.e. for acquisition of subsidiaries, 

where the full derecognition is a more practical approach. 
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Section 5 Definition of equity and distinction between liabilities and 

equity instruments 

 

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 to (a) and (b). 

 

The requirement in (c) should only apply in the particular cases where the information is relevant to 

the users. We recommend that you make it clearer who has a particular interest in this information 

and in which situations it may be exempted. We have no comments to (d). 
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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? 

 

We agree to (a), (b) and support the view in (c) with the exception that we do not find the 

discussion paper is properly considering the relevance of fair value measurement in regards to profit 

or loss and OCI.  

 

The question is whether it is relevant to recognise a gain or loss that is not realised or not readily 

realisable. Most will agree that it is relevant to recognise an unrealised loss, when it is probable to 

result in an outflow of resources. Many will also find it relevant to recognise an unrealised gain that 

is readily realisable (for example from financial instruments traded in an active market). However, 

we think it is worth a discussion whether it is relevant to recognise an unrealised gain that is not 
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readily realisable (for example from assets not traded in an active market or not intended sold in a 

foreseeable future). 

 

In such discussions the objective as described under (a) should be considered. An asset is a resource 

controlled by the entity, but to what extent does the entity control an unrealised gain that is not 

readily realisable? In addition, to what extent is it possible to assess the management’s efficiency in 

relation to gains, which it has yet not taken initiative to realise or which it cannot readily realise? 

 

Currently, gains on assets held for sale (IFRS 5) are not recognised until the assets are transferred, 

even if there is a binding sales contract. It is not clear to us, whether the discussion paper proposes 

that assets held for sale should be carried at fair value, i.e. whether they are considered as assets 

contributing directly to cash flows. It is considered prudent to recognise gains on non-financial 

assets, when all significant risks and rewards have been transferred, and relevant when measuring 

performance. A similar approach should be applied for financial assets (and liabilities) that are not 

traded in an active market. When management cannot sell an asset in an active market, it has to 

take actions to locate a buyer and to negotiate the price and other conditions, and in our opinion, it 

is prudent, and relevant, to recognise the gain only when realised.  

 

It is similarly prudent to carry an asset at the lower of cost and the recoverable amount, so 

unrealised losses should continue be recognised when relating to assets and derivative financial 

instruments. However, as today, it will rarely be relevant to recognise unrealised losses on financial 

liabilities.  

 

Another question is whether it is relevant to recognise an unrealised gain from an asset traded in an 

active market, if the management has no intentions to sell the asset in the foreseeable future. 

Currently, equity investments can be classified as available-for-sale (IAS 39) where the unrealised 

gains are recognised in the OCI. This option is carried over with few changes to IFRS 9. When the 

investment is a strategic investment it is not the management’s intention to sell the asset in the 

foreseeable future, so in our opinion the fluctuation in the current market price (above cost) is not 

relevant information. 

 

We agree that the number of different measurements used should be the smallest number necessary 

to provide relevant information. Therefore, and in connection with the above arguments, we propose 

that assets and liabilities by default shall be measured on a cost basis with a few exceptions: 

 

 Derivative financial instruments, which are not effective cash flow hedges, shall be carried at fair 

value, if the derivatives are in the fair value hierarchy level 1 and 2. If the contracts cannot be 

settled with a short notice the recognition of gains should be postponed until they are realised.  

 Non-derivative financial instruments, which are current assets or liabilities and which are traded 

in an active market shall be measured at fair value, unless the business model is to collect cash 

flows, etc. (as defined in IFRS 9). 
 

In light of the financial crisis it should be evident that it is relevant to distinguish between realised or 

realisable gains and gains that are not readily realisable. The IASB has in the recent years issued 

increased disclosure requirements on fair values to accommodate the measurement risks, but we are 
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of the opinion that a path towards greater prudence is preferred. We therefore suggest having fewer 

items measured at fair value instead of increasing disclosures to cater for uncertain measurement. 

 

 

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. 

(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. 

 

We do not agree to the proposal. As stated under question 11 we think that the dominant principle 

shall be to recognise all assets at cost, i.e. amortised or depreciated cost, or at cash-flowed based 

measurements for impairment of assets. 

 

Items that subsequently are measured at fair value should be only derivative financial instruments 

(not designated as effective cash flow hedges), which are traded in an active market or can be 

readily closed, and non-derivative financial instruments, which are current assets and traded in an 

active market. As mentioned earlier, the recognition of gains/losses in the OCI of derivative financial 

instruments should exclude effective cash flow hedges, because they are linked items and should be 

considered off-balance items. 

 

In regards to question (d) we fail to understand the assertion in paragraph 6.95 that the relevance 

about current market prices increases for high-value items, such as land, buildings, ships and 

aircraft, when the entity charges others for the use of those assets (lease). Further, we do not agree 

that inputs to a current market price estimate are often available for physical assets of this type. 

Therefore, we recommend that you make it clearer in what situations information about the fair 

value of assets held for lease is relevant to the users. In our view, it should be the preparer’s 

assessment whether it is relevant to disclose unrealised gains (or losses if value in use is higher than 

fair value) taking into consideration the management’s intentions with the assets and the character 

of the entity and its users.  We strongly oppose the suggestion indicated in paragraph 6.96 to 

measure an asset at fair value and report the changes in market prices separately from the charge-

of-use income, expense and cash flows. 
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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. 

 

We agree with an exception. Similar to assets, we are not in favour of measuring liabilities at fair 

value, unless the instrument is traded on an active market or can be readily settled. This would 

apply to many derivative financial instruments. Unrealised losses on derivative financial instruments 

which cannot be readily settled should be recognised as provisions (at estimated amounts). 

 

 

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 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 do not agree. Please refer to our comments to questions 11-13 on derivative financial 

instruments. 
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Question 15 

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

 

None. 

 

 

  



  Appendix C 
 Page: 19/26 

 

 

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. 

 

The scope and content of guidance to be included in the Conceptual Framework as outlined in the 

discussion paper meet our expectations. Table 7.1 is a good illustration of the components of 

disclosures which can be used by the preparer to assess what information to include or not in a 

financial report. 

 

We are pleased that the IASB has undertaken a project to reconsider financial statement 

presentation and disclosures. It provides the opportunity to address the fact that information is now 

available to users from many other sources, such as the internet, and to consider how this changes 

the role of the annual and interim financial reports. The periodic financial reporting is still challenged 

by various requests and needs by various users and raises the question to what extent the disclosure 

requirements shall be standardised and how to delimit the scope. 
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In this regard, we find the statement in paragraph 7.36 very important: 

 

“In setting disclosure guidance in IFRSs, the objective is not to have entities provide information that 

enables a user of financial statements to recalculate the amounts recognised in the primary financial 

statements. Instead, disclosure guidance needs to result in entities providing sufficient information 

to enable a user of financial statements to identify the key drivers of the entity’s financial position 

and performance and to understand the key risks arising from its assets and liabilities, and the key 

facts that cause uncertainties about measurements used in the financial statements”. 

 

Basically, the ability to raise capital and to minimize funding costs depends on the integrity of the 

reporting entity’s management and the quality of financial information provided in financial reports 

(and other sources). It will always be in the entity’s interest to accommodate the users’ needs. 

Therefore the preparers must have an insight into the users and their individual needs (investors vs. 

creditors), and report with reference to the objective of financial reporting, the scope and content.  

 

In our comment to question 4 we proposed additional disclosures on unrecognised economic 

resources and obligations. Obviously, we do not wish to add to the number of disclosures, but we 

think such disclosures may be more relevant than many of the disclosures required today. Our wish 

is therefore that the IFRSs provide more flexibility in selecting disclosures. We believe it will greatly 

improve the quality of financial reporting if an overview of the relevant information can be provided 

to users fast and easy.   
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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 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 that materiality is clearly described in the existing Conceptual Framework, and we agree 

that it is the responsibility of the management to use their professional judgement when considering 

materiality. 

 

However, we also think that the judgement of materiality will be fostered when more flexibility is laid 

on management in selecting useful information for the users. 

 

 

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 that communication principles should be part of the Conceptual Framework, and we fully 

support the principles proposed in the discussion paper. 
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Section 8 Presentation in the statement of comprehensive income—profit 

or loss and other 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 amending Standards? 

 

We do not agree that profit or loss should be a subtotal of Total Comprehensive Income. The OCI 

should in our view be eliminated as concept. 

 

As it is stated in paragraph 8.19 the term ‘profit or loss’ is deeply ingrained in the economy, business 

and investor’s minds. Many do not understand the OCI or overlook the information presented in it. In 

paragraph 8.20(a) it is stated that:  

 

“Users of financial statements are primarily interested in information about profit or loss and its 

consequences on the entity’s capacity to pay dividends and to meet its obligations. Presenting profit 

or loss as a total or subtotal therefore supports users’ needs.” 

 

This statement would be correct, if the profit or loss represented the total return for the period of all 

transactions and remeasurement effects. 

 

We agree that some items of the return have more predictive value than others, but it is incorrect to 

state that the profit or loss total has more predictive value than the gains/losses recognised in the 

OCI. The profit or loss still includes effects of one-off transactions and the effects of recycling often 

create much confusion, e.g. when translation effects from exchange differences cumulated over 

many years are recycled on the disposal of a foreign operation. 

 

According to paragraph 8.22 the IASB is persuaded to retain the profit or loss and OCI distinction. In 

our view this is an unfortunate decision and does not solve the problem with the little focus on the 

OCI and the recycling issues. 

 

We think the solution is to fundamentally rethink the structure of the profit or loss statement and to 

abolish the OCI, i.e. make the profit or loss the net return for the period.  

 

Compared to the total comprehensive income the net return for the period should exclude the 

exchange differences from translating foreign entities and fair value gains or losses of effective cash 

flow hedges. The translation adjustment should be recognised directly in equity. The effective cash 

flow hedges should not be included in the profit or loss for the period, because they are linked to 

unrecognised items. 
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As in table 7.1 the types of information in the notes have been defined, it would be natural to define 

the types of return for the period, on which the performance of the management shall be assessed.  

 

A table on the structure of the profit or loss statement could look like this:  

 

Type of return Example of line items 

Operating activities  Revenue 

 Expenses 

 Other ordinary income/costs 

 Operating profit before amortisation/depreciation 

 Amortisation/depreciation costs 

 Tax of the above 

 Operating profit, net of tax 

Strategic investments  Profit or loss from associates and joint ventures, net of tax 

 Return from other non-current equity investments, net of tax 

 Profit or loss from strategic investments, net of tax 

Single transactions  Gain or loss from sale of assets, businesses or activities 

 Costs or income associated with the purchase of business or 

activities 

 Major restructuring or integration projects 

 Tax of the above 

 Single transactions, gain/loss net of tax 

Remeasurements  Impairment of assets and reversals 

 Remeasurement of defined benefit obligations 

 Tax of the above 

 Gain/loss from remeasurements, net of tax 

Financial items  Interest income and expenses 

 Exchange rate gains/losses 

 Fair value adjustments of derivatives not designated as hedges 

(inclusive ineffective hedges) 

 Return from non-strategic investments (securities, etc.) 

 Tax of the above 

 Financial items, net of tax 

Discontinued operations  Revenue 

 Expenses 

 Tax of the above 

 Discontinued operations, net of tax 

 

Subtotals can be shown after each major component of the statement. The total amount of tax 

expense (or income) can be disclosed in a note on taxes.  

 

Financial institutions and insurance companies may have different line items.  
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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 support the arguments presented in paragraph 8.25 against recycling. The only recycling which 

may be understood by most is the recycling of gains/losses from cash flow hedges. 

 

If the IASB decides to continue with the OCI, we recommend discontinuing the recycling of 

cumulated exchange differences from translation of foreign operations, because such investments 

have a long-time horizon for realisation, and because recycling of those items does not enhance the 

relevance and understandability of information in the profit or loss, rather the contrary. 

 

 

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. 

 

As stated above we do not support recycling. If the IASB decides to continue with the OCI we 

support the broad approach. 
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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 support the concepts in the chapters issued in 2010. We do not have any concern 

regarding the removal of the term stewardship and we think that ‘faithful representation’ is a better 

concept than reliability. However, we would prefer re-introducing prudence as a fundamental quality.  

 

In our view prudence is a fundamental quality, because neutrality is not achievable. No one can be 

unbiased. It is a human feature to be optimistic about own plans and expectations on the future. The 

practice of having a higher threshold for recognising assets or income than for recognising liabilities 

and expenses is a well-established conservatory practice for accounting, which reduces excessive 

fluctuations in e.g. asset values from macro-economic cycles.  

 

 

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? 
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We agree that the business model plays a key role in financial reporting, which is why some 

flexibility should be allowed in the Standards. However, we do not think it is necessary, or possible, 

for the IASB to define ‘business model’. As previously suggested, a reference to management’s 

intensions should be sufficient. 

 

 

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? 

 

No comments. 

 

 

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? 

 

No comments. 

 

 

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. 

 

We agree. 




