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January 14, 2014 

 

International Accounting Standards Board 

30 Cannon Street 

London EC4M 6XH 

 

Dear Technical Director, 

CC: Li Li Lian 

 

Comment letter on DP/2013/1 

 

We appreciate the opportunity to file our comments on “Discussion Paper: Review 

of the Conceptual Framework (DP/2013/1)。Our comments at this time focus on 

only “Question 10(a) of Section 5,” as this question relates to our comment of 

September 27, 2008 (recorded as CL #96) on the IASB Exposure Draft of an 

improved Conceptual Framework for Financial Reporting. The following is the 

summary of our previous comments: 

 

We agree that “the boards decided that an entity’s financial reporting should be 

prepared from the perspective of the entity (entity perspective) rather than the 

perspective of its owners or a particular class of owners (proprietary perspective).” 

 

At the same time, we would like to propose to add the following sentence at the end 

of OB6, and just before (a), “Funds provided by all capital providers have a cost to 

the entity.” 

 

Reason for the proposal: 

 

We believe that the Boards do not intend to apply a specific thought of the financial 

accounting and reporting(i.e., shareholders oriented or stakeholders oriented model). 

However, we would like the Boards to keep the flexibility to adopt, at the standards 

setting level, the recognition of a capital cost on funds provided by all capital 

providers, such as one proposed by Robert N. Anthony, Future Directions for 

Financial Accounting, Dow-Jones-Irwin,1984. 

 

We believe that the significant concepts and points of the conceptual framework 

must be consistent. On this basis, proper attention should be paid to the following 

paragraphs of “The Conceptual Framework for Financial Reporting 2010” (IASB 

2010). 

 

(1) OB1  
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  The objective of general purpose financial reporting forms the foundation of the 

Conceptual Framework . Other aspects of the Conceptual Framework ―a reporting 

entity concept, the qualitative characteristics of, and the constraint on, useful financial 

information, elements of financial statements, recognition, measurement, presentation 

and disclosure – flow logically form the object. 

(2) OB 12  

General purpose financial reports provide information about the financial position of a 

reporting entity, which is information about the entity’s economic resources and the 

claims against the reporting entity. Financial reports also provide information about the 

effects of transactions and other events that change a reporting entity’s economic 

resources and claims. Both types of information provide useful input for decisions about 

providing resources to the entity. 

(3) BC1.8 

 Some respondents to the exposure draft said that the reporting entity is not separate 

from its equity investors or a subset of those equity investors. This view has its roots in 

the days when most businesses were sole proprietorships and partnerships that were 

managed by their owners who had unlimited liability for the debts incurred in the course 

of the business. Over time, the separation between businesses and their owners has 

grown. The vast majority of today’s businesses have legal substance separate from their 

owners by virtue of their legal form of organization, numerous investors with limited legal 

liability and professional managers separate from the owners. Consequently, the Board 

concluded that financial reports should reflect that separation by accounting for the entity 

(and its economic resources and claims) rather than its primary users and their interests 

in the reporting entity. 

(4) BC1.16(c) 

 Information that meets the needs of the specified primary users is likely to meet the 

needs of users both in jurisdictions with a corporate governance model defined in the 

context of shareholders and those with a corporate governance model defined in the 

context of all types of stakeholders. 

 

In consideration the above paragraphs, we would like to comment on Question 

10(a) of Section 5 as follows: 

 

The question itself: Should the Conceptual Framework retain the existing 

definition of equity as the residual interest in the assets of 

the entity after deducting all its liabilities? 

 

(1) Do you agree?  

  We agree with a change suggested in (3) below. 

 We have recognized the usefulness of the concept that the equity is residual 

interests. However, equity is a more complicated concept and that concept must 
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be amplified at the definition. 

 

(2) Why? 

 In order to define “the equity” of the going concern, we must look at both sources 

of funds (economic resources) and whether such resources are provided outside 

the entity or inside the entity. Generally speaking, contributed capital (A) is 

resources provided outside the entity and retained earnings (B) are provided 

inside the entity. In the shareholders oriented financial reporting model as 

described in BC.16(C) of IASB 2010, both A and B are classified as interests of 

shareholders, and in stakeholders oriented financial reporting model, a part of B 

may be classified as interests of stakeholders other than shareholders (A is 

always classified as interests of shareholders .) 

 

 

(3) What change do you suggest? 

Keep the present sentence “The Conceptual Framework should retain the 

existing definition of equity as the residual interest in the assets of the equity 

after deducting all its liabilities”. Then add the following sentence “A part of such 

residual interests may be classified as stakeholders’ interests depending upon 

the financial reporting model (stakeholders oriented financial reporting model or 

shareholders oriented financial reporting model)”. 

 

(4) Why? 

  By defining in this manner, we may keep the faithfulness of presentation in 

reporting by entities under various corporate governance models. As Prof. 

Anthony suggested (see the previous comments summarized in the first page), a 

part of residual interests may belong to the stakeholders as a “stakeholders 

claim” in the stakeholders oriented financial reporting model. 
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Former member of IFRIC2002－2005 and SIC1999－2001 
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Professor, Aichigakuin University 

Former President of Asian Academic Accounting Association 

 


