
  Accounting is easy when you can see it 

 
 

Accounting Comes Alive, Inc.   1622 Swann St NW Washington DC 20009 
Phone: 202.462.5000 ColorAccounting.com  easy@ColorAccounting.com   

 
18 August 2015 
 
 
International Accounting Standards Board  
30 Cannon Street London  
EC4M 6XH  
United Kingdom  
commentletters@ifrs.org  
 
Dear Sir/Madam, 
 
Comments on the Exposure Draft ED/2015/3 Conceptual Framework for Financial Reporting  
 
Thank you for the opportunity to comment on the above Exposure Draft.  We also appreciate the comments by 
previous commentators, including Roland Verhille and Glenn Rechtschaffen.  
 
We are a group of educators. We work at high schools, universities and corporations. Our comments are largely 
concerned with the workability in education of the Conceptual Framework (‘CF’) definitions. By ‘workability’ we 
mean the ability to communicate clearly about financial matters.   
 
We have researched the ability of accountants to explain the concepts ‘revenue’ and ‘expense’. On the whole 
accountants can’t.  We lack a declarative ability to explain what ‘income’ and ‘expense’ are. Most say something 
to the effect of ‘money in’ and ‘money out’.  The unacceptability of those definitions is mirrored in typical lay 
dictionary definitions, which say for example, that income is ‘money received’.  Accountants should be leading 
the way in explaining the concepts simply and clearly, and hopefully dictionaries will one day get it right too.  
 
Our comments therefore address your Question 3 
 

Question 3—Definitions of elements  
Do you agree with the proposed definitions of elements (excluding issues relating to  
the distinction between liabilities and equity):  
  (a) an asset, and the related definition of an economic resource;  
  (b) a liability;  
  (c) equity;  
  (d) income; and  
  (e) expenses?  
Why or why not? If you disagree with the proposed definitions, what alternative  
definitions do you suggest and why?  
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In the following discussion we propose a semantic ontological approach to defining the accounting elements.  
 
ASSETS 
Proposed definition: “An asset is a present economic resource controlled by the entity as a result of past 
events. An economic resource is a right that has the potential to produce economic benefits.” 
 
We think this should be simplified to “An asset is a right”, or “An asset is a claim”.  
 
Reasoning and Discussion  
An asset is anything valuable or potentially valuable.  As educators we like the word valuable because it is well 
understood.  Assets are valuable, and of the five possible accounting elements, only assets are valuable. If 
something is valuable (or potentially valuable) it must be an asset.  No other accounting element (including 
income) is valuable.     
 
At this point we note Glenn Rechtschaffen’s point that the separate accounting entity is important.  We also 
note Roland Verhille’s reference to the significance of double entry, or what we prefer to call the ‘accounting 
duality’.  
 
As we know, all accounting stories are told from the point of view of a separate entity.  Which entity is a 
financial-legal abstraction from the physical-world being described.   
 
Inside that financial-legal abstraction, the only objects that exist are the constructs ‘right’ and ‘obligation’.  The 
accounting equation therefore declares that “Rights = Obligations”. 
 
A right cannot be other than valuable or potentially valuable.  So there is no need to talk about ‘valuable rights.’ 
 
In reviewing the proposed Conceptual Framework we are asking ourselves: 
- Is ‘the potential to produce economic benefits’ tautological and therefore unnecessary? 
- Is ‘controlled by the entity’ a recognition issue, and therefore better to be excluded from the definition 

itself? 
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LIABILITIES 
Proposed definition: “A liability is a present obligation of the entity to transfer an economic resource as a result 
of past events.” 
 
We think this should be simplified to “A liability is an obligation to creditors.”  If it must go somewhere, the 
reference to ‘transfer of resources’ should be in the recognition criteria.  
 
 
EQUITY 
Proposed definition:  “Equity is the residual interest in the assets of the entity after deducting all its liabilities.” 
 
We disagree with this definition.   Linguistically, ‘interest’ implies value and suggests that equity is valuable, 
which it is not. Equity can never be valuable. Suggesting that equity is valuable is usually a mistake of point of 
view. Speakers often flip to speaking from the owner’s point of view.  An equity-type investment is not equity.  
 
Furthermore, if equity is the ‘residual interest’, then this must imply that Liabilities are the preceding interest in 
the assets.  That’s not how liabilities are defined.  
 
Neither is equity a claim on the assets.  The interest of the enterprise in the assets of the enterprise is described 
as the Rights of the entity on the left side of the accounting equation not the other side. The interests are the 
Rights of “Rights = Obligations”.  
 
From the correct point of view, Equity is not a right, but an obligation.  
 
Suggested definition:  “Equity is the residual obligation of the entity.”  
 
 
  



  Accounting is easy when you can see it 
 
 

   
    

4 

INCOME 
Proposed definition: “Income is increases in assets or decreases in liabilities that result in increases in equity, 
other than those relating to contributions from holders of equity claims.” 
 
Firstly, as an aside, we have been challenged in the United States by educators who assert that ‘income’ means 
‘profit’ in that country. We reply that this would suggest that ‘income’ is synonymous with ‘net-income’.  Or we 
ask in return whether ‘rental income’ is therefore net of rental expenses.  Or ‘interest income’ is net of 
borrowing costs. We almost mention this as an amusing point of interest.  Except it is perhaps to be seriously 
considered with respect to the convergence project between IFRS and US GAAP.  
 
We appreciate that the committee has removed reference to ‘flow’, which inevitably had learners thinking of the 
movement of cash.   
 
Our greater concern is that income is described as ‘an increase’ or ‘a decrease’.     
 
Increases of assets and decreases of liabilities happen in the balance sheet.  But that is not where income and 
expenses happen.  At the risk of sounding too obvious, income and expense happen in the income statement. 
In the mental map that - as thought leaders - we accountants should be propagating to the general public, 
income and expense should have their own locus separate from the balance sheet. 
 
The ‘collapsing’ of the income statement and the balance sheet is a great cause of confusion to learners and 
business people alike.  We refer to it as the collapsing of the duality into a singularity.  The classic example is 
people thinking that income is cash. This is a very consequential misunderstanding.  We have had learners 
whose businesses have failed precisely due to the confusion.  
 
As far as possible, income and expense should be defined in their own right.  Historically there has been a 
vacuum of understanding of the concepts Income and Expense.  They have been insufficiently distinguished. 
Which is why accountants often mistakenly explain income as ‘cash in’.  
 
In order for the definitions to be practicable, they should also be, both easily comprehensible and memorable.   
  
As implied by the report-title ‘Statement of Activities’, income is an activity.  Specifically, “Income is value 
generating activity’.    
 
The important thing is to emphasize that income is the activity itself, rather than any consequence of the 
activity.  
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This begs the question: when an enterprise borrows from a lender (or ‘incurs equity/issues shares) and assets 
appear, has value been generated?  The answer is No.  Value has been acquired, not generated. The word 
‘generated’ on its own distinguishes between ‘value acquired’ through borrowing or investment, and ‘value 
generated’ through income. 
 
To cover the situation where income causes liabilities to decrease, we add the concept of net-value. 
 
“Income is net-value generating activity”, or  
“Income is net-value generating activity to the benefit of the owners.” 
 
We have had success with this linguistic or ontological approach in our education work.   One of the most 
impactful things we do is describe income as being ‘a verb, not a noun’. Or perhaps better, ‘a verb concept’.  
This surprises the learners and makes the important concept memorable.  (We also ask ‘what is the sound of 
income?’, to which we inevitably get the answer ‘ka-ching’.  And we retort ‘No! That’s the cash register.  The 
sound of income is ‘snip-snip’ in a hair salon, or vroom-vroom’ in a lawn-mowing business’, tic-toc in a bank.) 
Income is the work performed that generates the cash or other assets, or reduces the liability’.  
 
To conclude on INCOME, we propose a definition that – depending upon the extent one is prepared to rely on 
the semantics of the word ‘generate’, ranges from: 
 
- ‘Value generating activity’, or 
- ‘Value generating activity to the benefit of the owners’, or  
- ‘Any activity that increases assets or decreases liabilities, to the benefit of the owners’, to  
- ‘Income is any activity that increases assets or decreases liabilities which results in increases in equity, other 

than increases relating to contributions from holders of equity-claims.” 
 
 
EXPENSES 
 
A similar line of reasoning applies to Expenses.  As thought leaders we should promote an understanding of 
‘expense’ as a verb-concept, rather than ‘cash out’.  
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We propose a definition that – depending upon the extent one is prepared to rely on the semantics of the word 
‘sacrificing’, ranges from: 
 
- ‘An expense is a value sacrificing activity’, or 

- ‘An expense is a value sacrificing activity to the detriment of the owners’, or  

- ‘An expense is any activity that decreases assets or increases liabilities, to the detriment of the owners’, to  

- ‘Expense is any activity that decreases assets or increases liabilities that results in decreases in equity, other 

than decreases relating to distributions to holders of equity-claims.” 

 
 
CODA ON THE ACCOUNTING EQUATION 
We mentioned above, the accounting equation: 
 
Rights = Obligations 
The equation could also read:   
Claims on Assets = Obligation to Funders.  
 
We encourage the committee to promote an understanding of accounting’s Separate Entity concept as an 
analog of the real world entity.  The separate entity should be understood as being a construct - or ‘financial-
legal capsule’ - that contains only rights and obligations.  
 
The rights are the rights to enjoy the (tangible and intangible) real-world assets, and the obligations are the 
obligations to the funders providing the assets.  This then provides the correct jumping off point for defining 
Assets, Liabilities and Equity, and subsequently, Income and Expense.   
 
 
I visit London regularly and would gladly take the opportunity of further discussing with you in person this 
approach to the definitions. I would bring with me a graphic device we call the BaSIS Framework (Balance 
Sheet/Income Statement Framework) that has helped us develop and present semantic-based definitions in our 
education work.  
 
Sincerely, 
 
Peter Frampton 
Peter Frampton, CA (Aus) 
President 
Color Accounting International 


