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Dear Mr. Hoogervorst: 

Re: Exposure Draft (ED/2015/3) – Conceptual Framework for Financial Reporting 

The Canadian Bankers Association1 (CBA) would like to thank the Board for the opportunity to 
comment on the IASB’s Conceptual Framework for Financial Reporting Exposure Draft (the 
“ED”).  Overall, we are supportive of the IASB’s efforts to revise the existing Conceptual 
Framework.   

The ED makes some significant improvements to the Conceptual Framework. In particular, many 
aspects of the unit of account guidance are valuable. Additional clarification, in the definition of 
control and derecognition sections, specifically in relation to risk-and-reward considerations, is 
also helpful. Although we agree with many aspects of the ED, some of the guidance remains 
problematic. Our key thoughts are summarised below and further details are provided in our 
responses to the IASB’s questions provided in the Appendix. The key areas of concern are as 
follows: 

Definition of assets and liabilities 

 The removal of the probability threshold from the definition of assets and liabilities continues 
to raise concerns that a wider range of assets and liabilities may ultimately need to be 
recognized than under current practice, including intangible assets like customer 
relationships. The recognition guidance compounds this issue by proposing that assets or 
liabilities may exist even if there is a “low probability of an inflow or outflow of economic 
benefits.” The “low probability” wording suggests that the threshold for recognition is lower 
than current IFRS, where a “probable” inflow or outflow of economic benefits is generally 
interpreted to mean one that is “more likely than not” to arise, as outlined in IAS 37. This 
raises the risk that future profits may be inappropriately recognized and also has potentially 
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adverse implications when capital requirements are taken into account. We would also urge 
the IASB to carefully consider the increased cost resulting from more exhaustive 
identification and measurement requirements, in comparison to a more pragmatic probability 
assessment.  The proposal, in our opinion, would add significant work effort in order to 
determine a faithfully representative fair value for a significantly increased population on 
initial recognition and on an ongoing basis, coupled with associated actions required (e.g., 
fair value disclosures) without adding meaningful value. 

 We also have significant concerns about the definition of a “present obligation” in relation to 
the liabilities definition. In particular, the guidance around the “no practical ability to avoid” 
concept outlines that a present obligation without a clear legal basis would only exist if action 
to avoid a transfer would cause “significant business disruption or would have economic 
consequences significantly more adverse than the transfer itself.” Additionally, a probable 
transfer of economic benefits is not sufficient to result in a present obligation. Depending on 
the context, it is likely that obligations which are currently recognized as liabilities (e.g., 
employee bonuses) may not be liabilities under the ED. Paradoxically, it is also possible that 
the present obligation concepts may trigger the recognition of more liabilities, potentially 
transforming equity instruments into liabilities (e.g., with regard to dividend payments on 
common equity shares). Overall, we are concerned that the new definitions related to 
liabilities could represent a significant change from the current approach which may result in 
potentially adverse effects. We also note that the current definition of liabilities is generally 
well understood and the proposed revisions may raise more questions than they answer. 

Derecognition and the control model 

 We had previously expressed concern over the use of the control model for recognition and 
derecognition without explicit consideration of risks and rewards absorbed and are supportive 
of the clarification under the definition of control that exposure to variability in economic 
benefits remains an important consideration. However, as worded in the definition of control 
and derecognition sections, precedence is given to control over the risk-and-rewards 
approach, which we do not support and which we do not believe was the intention of the 
IASB.  

 We are also concerned that the treatment of common financial instrument transactions, such 
as collateral, may be more complex than they first appear, when taking into account the 
requirements of the ED in totality. For example, the “unit of account” guidance which outlines 
that a single contract may be broken into multiple “rights”, together with the notion of control, 
may result in the recognition (and derecognition) of the “right to use” collateral, which is not 
currently the approach under IAS 39. If this is consistent with the IASB’s intention, we would 
propose that further clarification be provided and that a detailed effects analysis, focusing on 
financial instruments and other complex transactions, be undertaken to ensure that this 
approach would not result in unintended consequences in the future. 

Profit and loss and OCI 

 We are not supportive of the rebuttable presumption that all income and expenses should be 
recycled to P&L. We note that the ED acknowledges that it may be relevant in some cases to 
recognise income and expenses in OCI. However, the guidance provided in the recycling 
section implies that if no clear basis exists for identifying when to recycle an amount from 
OCI into P&L, recognition in OCI may not have been appropriate in the first place. We do not 
believe that this guidance sufficiently considers current transactions accounted for within OCI 
which are not recycled to P&L, such as actuarial gains and losses under IAS 19 and equity 
instruments designated at fair value through OCI under IFRS 9. 
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 Additionally, we believe that the framework in the ED is insufficiently developed and further 
guidance should be provided for determining when it would be appropriate to recognize an 
amount within OCI as opposed to P&L. In particular, reincorporation of the bridging, 
mismatched measurements and transitory measurements concepts outlined in the ED would 
be beneficial. 

Measurement 

 The ED is unclear whether a change between the two current value categories (e.g., value in 
use and fair value) would constitute a change in measurement basis. If a change between 
the current value categories constitutes a change in measurement basis, this would be a 
change in policy requiring retrospective application in accordance with IAS 8, which we do 
not support. The ED should clarify whether such measurement category changes represent 
changes in accounting policy or changes in accounting estimates. 

 We are not supportive of the view that different entities are expected to arrive at identical 
estimates of fair value for identical items as indicated in 6.44, given differences across 
geographies and industries as well as the potential for variances when developing estimates. 
We propose that this sentence be removed. Generally, we would propose that any 
discussion related to measurement on a fair value basis should reflect the concepts and 
definitions outlined in IFRS 13. 

More detail on our views as well as further comments to the specific questions presented in the 
ED are addressed in the appendix attached to this letter. If you have any questions, we would be 
pleased to discuss them.  

Sincerely, 
 

 
 
 
 
 
Attachment: Appendix 
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CHAPTERS 1 AND 2 – THE OBJECTIVE OF GENERAL PURPOSE FINANCIAL 
REPORTING AND THE QUALITATIVE CHARACTERISTICS OF USEFUL FINANCIAL 
INFORMATION 

Question 1: Proposed changes to Chapters 1 and 2 

Do you support the proposals: 

(a) To give more  prominence, within the objective of financial reporting, to the importance of 
providing information needed to assess management’s stewardship of the entity’s 
resources; 

(b) To reintroduce an explicit reference to the notion of prudence (described as caution when 
making judgments under conditions of uncertainty) and to state that prudence is important in 
achieving neutrality; 

(c) To state explicitly that a faithful representation represents the substance of an economic 
phenomenon instead of merely representing its legal form; 

(d) To clarify that measurement uncertainty is one factor that can make financial information 
less relevant, and that there is a trade-off between the level of measurement uncertainty and 
other factors that make information relevant; and 

(e) To continue to identify relevance and faithful representation as the two fundamental 
qualitative characteristics of useful financial information? 

Why or why not? 

Stewardship 

We do not object to the introduction of the stewardship concept although we believe that the 
definition of stewardship is currently unclear and the expected impact of such an introduction is 
also uncertain. It may be difficult to specifically identify useful information that can be 
consistently disclosed in relation to management's stewardship of an entity's resources. For 
example, information on stewardship may not be determinable in isolation as it may be 
dependent upon an entity's industry, geography, product / service mix or the economic cycle. In 
this case, what comparable information could be provided? 

BC1.9 notes that while information about stewardship may be "the same as the information 
needed to assess the prospects for future net cash inflows to the entity, this may not always be 
the case". As a result, we are concerned that the introduction of stewardship may lead to further 
disclosure requirements. Certain disclosures are already provided, at management's discretion, 
within the MD&A and other risk management sections of annual and interim financial reports. 
Mandating further disclosure within the audited financial statements may not be necessary or 
appropriate. 

  



APPENDIX 

5 

 

Prudence 

In our previous response to the Conceptual Framework Discussion Paper, we supported the 
reintroduction of prudence, emphasizing that it introduced the notion that a level of caution 
should be used when valuing financial instruments. We also noted that it was not the same as 
encouraging a deliberate understatement or overstatement of results. The definition of prudence 
as "the exercise of caution when making judgments under conditions of uncertainty", and 
clarification that overstatements and understatements are not allowed, reflects our views. For 
further clarity, the definition should be expanded to emphasize that prudence is applied when 
making unbiased judgments and that the application of prudence does not equate to over-
conservatism. We also agree with the IASB's view, as expressed in BC2.14 that asymmetric 
prudence is not a necessary characteristic of useful financial information in all circumstances, 
although accounting policies that treat gains and losses asymmetrically could be selected if this 
results in relevant information for faithful representation. It may be helpful to explicitly state this 
within the definition of prudence. 

Faithful representation  

We agree with the concept that both economic substance and legal form should be considered 
when determining if faithful representation is achieved. In many ways, the two concepts are 
interrelated, and one would not take precedence over the other. For example, the legal form 
exists within a jurisdictional context and may affect the economic substance of a contract. On 
the other hand, the legal form of certain linked transactions may have to be “looked through” in 
order to accurately depict the overall economic substance of such transactions. 
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CHAPTER 3 – FINANCIAL STATEMENTS AND THE REPORTING ENTITY 

Question 2: Description and boundary of a reporting entity 

Do you agree with: 

(a) The proposed description of a reporting entity in paragraphs 3.11 – 3.12; and 

(b) The discussion of the boundary of a reporting entity in paragraphs 3.13- 3.25? 

Why or why not? 

We generally agree that parent entity unconsolidated reporting relates to economic resources 
directly controlled by the parent and that consolidated reporting includes economic resources 
indirectly controlled by the parent, through its subsidiary. However, we question the need for the 
statement in paragraph 3.23 that implies that consolidated financial statements provide more 
useful information than unconsolidated financial statements. The consolidated and 
unconsolidated financial statements serve different purposes, in different contexts, for different 
user groups and we do not see the value of elevating the status of consolidated financial 
statements over unconsolidated financial statements. We would suggest that this paragraph be 
removed. 

  



APPENDIX 

7 

 

CHAPTER 4 – THE ELEMENTS OF FINANCIAL STATEMENTS 

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? 

While we generally agree that an asset is a present economic resource controlled by an entity, 
we continue to be concerned that the definition of assets and liabilities is significantly expanded 
in comparison to the existing Conceptual Framework and that significant complexity has been 
introduced in the ED. Our key areas of concern are as follows: 

1) We do not support the removal of the probability threshold in relation to the identification 
of assets and liabilities and also disagree with any requirements which may require the 
disclosure of assets and liabilities which do not meet the recognition criteria outlined in 
the ED. 

2) We have significant concerns about the definition of liabilities, predominantly with 
respect to the guidance on identifying a present obligation. Overall, we believe that the 
guidance provided may lead to significant, adverse accounting impacts, which we outline 
in our response to question 4. 

3) We propose that certain amendments be considered in relation to the definition of 
control and income and expenses. 

Probability threshold and the potential to produce economic benefits 

The removal of a probability threshold remains an issue as it may result in the recognition of a 
wider range of assets, including some not recognized under current accounting (e.g., intangible 
assets like customer relationships which are contractually based and separable from goodwill). 
If intangible assets are required to be recognized due to the ED, it is unclear what the 
corresponding double entry would be, nor is it clear how any balance sheet values would be 
amortized over time. Recognition of any such amounts would likely have a detrimental impact 
on an entity’s capital position. Under capital adequacy rules, intangible assets and goodwill are 
considered to be non-loss absorbing, and are deductions from capital. Overall, recognition of 
any assets which have the potential to produce economic benefits, without regard for the 
probability that such benefits will indeed be produced, raises the risk of inappropriate 
recognition of future profits. 
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The ED distinguishes between the definition of an asset and liability and the recognition criteria 
for assets and liabilities.  However, the current asset and liability definitions may place the onus 
on financial statement preparers to identify every possible asset and liability in order to assess 
their eligibility for recognition.  Many of these potential assets or liabilities may not ultimately 
meet the recognition criteria or may be measured at nil to nominal amounts. A significant 
concern arises as the ED suggests that identified assets and liabilities may not meet the 
recognition criteria but may still require disclosure under the proposals. In particular, paragraph 
5.21(a) suggests that disclosure may be appropriate “regardless of whether the entity also 
recognises the asset or the liability.” Any such requirement would be operationally complex and 
may require processes to track and quantify assets that are not recognized, solely for disclosure 
purposes. We propose that the wording in this section be revised to emphasise that disclosure 
in the absence of recognition would only be required when information provided is crucial to 
faithful representation and the cost of doing so does not exceed any related benefits. 

Definition of control 

We continue to have reservations about the use of control as a model for derecognition, which 
we briefly discuss below and in greater detail in our responses to Chapter 5. We appreciate that 
significant improvements have been made since the Discussion Paper, particularly in paragraph 
4.21 and paragraphs 5.29 to 5.30, to clarify that exposure to variability in economic benefits 
should be considered when determining if an entity controls an asset. However, it may be useful 
to revise some of the wording in paragraph 4.22 which states that: 

Having exposure to significant variations in the amount of the economic benefits 
produced by an economic resource may indicate that the entity controls the 
resource, although this is just one factor to consider in the overall assessment of 
control. 

This wording appears to suggest that control overrides risk-and-reward considerations. We do 
not believe that it is the IASB’s intention to give precedence to the control approach over the 
risk-and-reward approach in all circumstances, given the discussion in BC5.57, which states: 

… The Exposure Draft does not advocate using the control approach or the risk-and-
rewards approach in all circumstances. Instead, the Exposure Draft describes the 
alternatives available and discusses what factors the IASB would need to consider 
when developing the particular Standards. 

If it is indeed the case that the IASB does not intend to give precedence to the control-based 
approach, we suggest that the underlined sentence in paragraph 4.22 be removed to avoid any 
suggestion that a hierarchy exists which places control as an overriding consideration. This will 
allow the IASB greater flexibility to determine when it would be most appropriate to use the 
control or the risk-and-rewards approach to achieve faithful representation. While Chapter 5 
provides more guidance on Recognition / Derecognition, we are concerned that this wording in 
Chapter 4 would take precedence in the standards-setting context and, as a result, control 
would take precedence over considerations about the absorption of economic benefits, even 
when it may be inappropriate to do so. 

Alternatively, if the IASB believes that precedence should be given to the control-based 
approach, further guidance distinguishing "control" from "power" (as is provided under IFRS 10), 
may be helpful. As part of this clarification, it would be helpful to understand when “power” 
would take precedence over risks-and-rewards and vice versa. We note, however, that we 
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continue to disagree with a control-based approach taking precedence for derecognition issues 
as we believe that the current model in IAS 39 continues to work well. 

Definition of a liability 

We generally support the ED’s definition of a liability which focuses on an entity’s practical 
ability to avoid the transfer and requires that a triggering “past event” be present in order to 
establish the extent of the obligation. However, as we discuss in our response to question 4, we 
do not believe that the “present obligation” guidance is sufficiently clear, and we are also 
concerned that the “no practical ability to avoid the transfer” concept, as defined, will result in 
potentially significant unintended consequences.  

On the whole, we agree with the concept that a present obligation is established by a past 
event. While we understand that the “past event” criteria generally applies when establishing 
whether a liability exists, we also believe that its principles are also relevant for measurement, 
especially as the ED notes, in paragraph 4.37 that a past event “establishes the extent of an 
obligation if it specifies either the amount of the future transfer or the basis for determining that 
amount.” From a measurement perspective, the “past event” concept appears to deviate from 
the new expected credit loss requirements in IFRS 9, which has a significant focus on forward 
looking information in comparison to the previous incurred loss model which was more focused 
on triggering events in the past. To promote greater consistency with IFRS 9, we would suggest 
that the wording in paragraph 4.36 be revised to remove the word “only” as follows: 

An entity has a present obligation as a result of a past event only if it has already 
received the economic benefits, or conducted the activities, that establish the extent of 
its obligation. 

This would create better linkage with the concepts expressed in IFRS 9 about expected credit 
losses and, in particular, paragraph 5.5.17(c) which notes that “an entity shall measure 
expected credit losses in a way that reflects…reasonable and supportable information that is 
available...at the reporting date about past events, current conditions and forecasts of future 
economic conditions.”  

We support the IASB’s view in 4.26 that the obligation of one party to recognize a liability does 
not imply that the corresponding asset of the other party must be recognized or measured at the 
same amount. This reflects the approach taken under current accounting (e.g., with regards to 
the recognition of constructive obligations versus constructive assets under IAS 37). 

 

Question 4: Present obligation 

Do you agree with the proposed description of a present obligation and the proposed guidance 
to support that description? Why or why not? 

We have significant concerns about the emphasis in 4.32 that it is “not sufficient…that a transfer 
is probable” in order for a present obligation to exist. This represents a higher threshold for 
recognizing a liability than we currently use, based on guidance in IAS 37.14, which indicates 
that a provision is recognized if payment is probable (“more likely than not”).  
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In the absence of clear legal enforceability, the focus in 4.32 on “significant business disruption” 
and “economic consequences significantly more adverse than the transfer itself”, are also 
conceptually problematic and complex to apply. For example, an entity would theoretically be 
required to assess if non-payment of discretionary employee bonuses would cause significant 
economic consequences that were more adverse than the payment itself, before a liability is 
recognized. Operationally, this would be complex and difficult to audit.  How, for instance, would 
“significant business disruption” be quantified for comparison against the value of the potential 
liability? 

Conceivably, an entity may be compelled to recognize a legal liability even if it had a strong 
probability of not ultimately being found liable.  For example, if the facts of a legal dispute being 
made public in court filings could cause “significant business disruption” due to reasons of 
reputational risk, a provision could be recognized earlier than what would currently be required 
under IAS 37. The inverse could also occur, whereby a legal liability is recognized far later than 
currently required under IAS 37, as the quantification of the liability is not large enough to meet 
the “significant business disruption” or “economic consequences” thresholds. 

A more extreme interpretation of the “economic consequences” wording may even jeopardize 
the status of common shares and other equity instruments as equities rather than liabilities. For 
example, an entity may have the legal right not to declare dividends. However, for certain 
entities, this has the potential to create significant economic consequences in the form of lower 
share prices and potentially adverse shareholder actions. In this scenario, where should the 
boundary be drawn to determine if, in fact, the common shares are equities or if they qualify as 
liabilities under the guidance outlined by the ED? If the “economic consequences” wording is 
retained in the final Conceptual Framework, this issue should be explicitly considered as part of 
the Financial Instruments with the Characteristics of Equity research project. 

In our response to the DP, we supported the inclusion of constructive obligations within the 
definition of liabilities and we generally continue to be supportive of this approach. However, we 
would urge the IASB to reconsider the boundaries around the “no practical ability to avoid” 
concept. It may be appropriate to reintroduce the IAS 37 notion of “more likely than not” to avoid 
the situations described in the examples above. In particular, we would also suggest that 
guidance be introduced to distinguish between constructive obligations and economic 
compulsion.  

 

Question 5: Other guidance on the elements 

Do you have any comments on the proposed guidance? 

Do you believe that additional guidance is needed? If so, please specify what that guidance 
should include. 

Executory contracts 

The wording of paragraph 4.41 implies that a single asset or liability may need to be recognized 
in relation to executory contracts at the inception of a contract, when neither party has 
performed any of its obligations. If this is the intention, we believe that further work may be 
required in relation to the provision and receipt of services. Such services are typically provided 
at a profit by a provider. While BC4.92 acknowledges that, in practice, an asset or a liability 
would not arise from an executory contract priced on arm’s length terms, it is unclear if this 
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would apply in all cases. For example, the level of profit margin charged for similar contracts 
with similar customers may be significantly different. In the case of services which may have 
vastly different pricing (e.g., consultancy contracts), would an asset / liability arise at some 
point? If so, what threshold would be applied to assess whether an executory asset or liability 
should be recognized? Further, how would such an amount be measured, in particular, by the 
receiver of services, who may not have sufficient information to measure a related asset or 
liability? 

Unit of account 

The ED acknowledges, in paragraph 4.12, that related rights may be treated as a single asset 
although conceptually, the economic resource is a set of rights, not the physical object. In 
addition, the guidance on reporting the substance of contractual rights and obligations in 4.56 
and the unit of account guidance in 4.61 emphasize that a group of contracts may be treated as 
a whole and, conversely, that a single contract can create two or more sets of rights which may 
need to be separately represented. This notion may be complex to apply, especially when a 
number of parties control different rights associated with the same contractual transaction.  We 
discuss this further in our response to question 7. 

While we appreciate the clarifications provided about the determination of a suitable unit of 
account, the IASB should consider whether the proposal to apply the unit of account 
determination to both recognition and measurement is appropriate. While applying the unit of 
account to measurement is generally understood, the same may not be true in relation to 
applying the unit of account to recognition criteria. A portfolio of derivatives may be measured 
as a single unit of account, for example, with regards to the application of certain valuation 
adjustments related to financial instruments (e.g., credit and debit valuation adjustments). 
However, the derivatives continue to be presented separately as assets and liabilities, unless 
the offsetting criteria of IAS 32 are met. If it is not the IASB’s intention to override the offsetting 
requirements, it may be clearer to indicate that the unit of account applies to measurement only 
and not to recognition as well. 

It would also be useful to explicitly note that the criteria in 4.62(a) are examples only, that the 
order of application of the outlined criteria is irrelevant, and that all factors need not be met in 
order for a group of rights / obligations to be treated as a single unit of account. For example, 
we believe that there may be instances where a group of rights are subject to separate 
transactions (violating criteria 4.62(a)(i)) but which are used together in the context of business 
activities to produce cash flows (meeting criteria 4.62(a)(iii)) and which relate to similar 
underlying economic characteristics (meeting criteria 4.62(a)(iv)). This would be the case, for 
example, with government insured mortgages, which could be treated as a single unit of 
account as the risk on the retail mortgage is closely linked to the risk of default by the 
government insurer. 

We would also note that the acknowledgement that the appropriate unit of account may be “a 
subgroup of…rights and obligations” arising from a contract, as outlined in paragraph 4.61(b), 
may result in potentially significant changes for financial instrument accounting. For example, 
banks may sell out a portion of the risk related to an originated loan to a third party, without 
changing their contract with the borrower. Given the unit of account guidance, when the loan is 
initially recognised (prior to the sale of risk), a portion of the loan contract could be accounted 
for on an amortised cost basis, as these are within a “held to collect” business model under 
IFRS 9, with another portion of the same loan contract accounted for as at fair value through 
P&L, as these are within a “held for sale” business model. Similarly, insurance companies may 
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disaggregate financial contracts supporting different blocks of businesses into different business 
models under IFRS 9, depending, for example, on whether the portion of the financial contract 
supports short or long duration insurance contracts. 
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CHAPTER 5 – RECOGNITION AND DERECOGNITION 

Question 6: Recognition criteria 

Do you agree with the proposed approach to recognition? Why or why not? If you do not agree, 
what changes do you suggest and why? 

As discussed in our response to Chapter 4, we are not supportive of the removal of the 
probability threshold in the definition of assets and liabilities. We similarly believe that the 
recognition threshold does not sufficiently filter out assets and liabilities with a low likelihood of 
producing economic benefits. Under the current Conceptual Framework, an asset is recognized 
when it is probable that the future economic benefits will flow to the entity. As outlined in 
paragraph 5.13(b) of the ED, however, recognition is not relevant if there is only a low 
probability that economic benefits will result. The “low probability” threshold is a significantly 
lower hurdle than the probability concept outlined in the current Conceptual Framework. 
Combined with the very broad definition of assets and liabilities, this may result in the 
recognition of many more assets and liabilities which do not have a realistic probability of 
occurrence, potentially overstating an entity’s assets or liabilities. 

The requirements in the relevance section about existence uncertainty and separability; the low 
probability of inflows / outflows of economic benefits; faithful representation; and the cost 
constraint outline issues to consider when determining if recognition would provide relevant 
information. However, these boundaries may not be sufficiently clear, as outlined below. 

Existence uncertainty and separability 

Existence uncertainty outlines that it may not be relevant to recognise an asset if there is 
uncertainty about its existence and difficulty separately identifying the asset, citing as an 
example, customer relationships in paragraph 5.15. However, there is a danger that the new 
guidance would result in more recognition of such relationships, given that they are contractually 
defined and may actually be transferable in transactions separate from a total sale of the overall 
business (e.g., through contract novation). In the absence of a transaction to transfer such 
contracts, it may not be appropriate to recognize these assets, yet the low threshold of 
recognition (including the very low probability threshold outlined in paragraph 5.17) would 
appear to lead to greater recognition of such intangible assets. 

We are also concerned with the assertion in 5.21(a) that disclosure may be appropriate 
regardless of whether an asset / liability is recognized. While this may provide relevant 
information in very limited circumstances, it may also create confusion and operational 
complexity, especially if entities are required to run parallel systems solely for disclosure 
purposes. Such disclosures should only be required if crucial to faithful representation and if 
costs do not exceed related benefits. We suggest that the ED be revised to include factors that 
indicate when disclosure would be more appropriate than recognition of assets and related 
liabilities as well as factors that indicate when disclosure would be irrelevant and, therefore, 
should not be required. 
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Question 7: Derecognition 

Do you agree with the proposed discussion of derecognition? Why or why not? If you do not 
agree, what changes do you suggest and why? 

The control model 

In our discussion paper response, we acknowledged that the control model for derecognition 
would achieve symmetry with the recognition model but did not believe that sufficient evidence 
had been provided to support the proposed change for derecognition to a control-based model. 
We remain unconvinced that a control-based model is supportable. As outlined in our response 
to Chapter 4, we acknowledge the IASB’s efforts to improve the control model by indicating that 
exposure to variability in economic resources may indicate that the entity retains control and 
that derecognition is not appropriate. However, we do not agree that exposure to variability 
should be placed lower in the hierarchy of considerations than control, as currently drafted. 

We also remain concerned about the application of the derecognition criteria when considered 
in totality with other guidance in the ED, for example, with respect to the treatment of collateral. 
The removal of any indication that an entity would have to control substantially all of the 
economic benefits related to the economic resource, when combined with the implication that 
the economic resource may comprise a bundle of different rights, as outlined in the unit of 
account guidance in paragraph 4.61, may result in requirements to break a single set of 
contractual rights (e.g., a financial instrument) into component rights from an asset recognition 
perspective. 

For example, a security which is used to collateralize a derivative transaction may be an 
economic resource of the transferor as well as the transferee, especially if the security is 
rehypothecable by the transferee. These rights would generally comprise: 

 The right to the principal and interest returns on the security absorbed by the transferor; and 

 The right to pledge or sell the security absorbed by the transferee who may be able to 
generate a return from the transfer of collateral to another counterparty. 

This approach conflicts with current collateral accounting as collateral assets are not currently 
derecognized unless significantly all the risks and rewards are transferred. Given that the 
control approach, when combined with the unit of account considerations, is likely to introduce a 
significant amount of complexity and judgment, we would urge the Board to embark on a 
separate project to ensure that this is, indeed, the most appropriate path to take for all 
transactions, in particular with regards to financial instruments accounting. The control model 
represents a major change to current accounting and the likelihood of unintended 
consequences arising is significant. 

Modification of contracts 

The modification guidance suggests that a modified contract is a new asset or liability if the 
contract adds “rights and obligations that are distinct from those created by the original terms of 
the contract”. While this notion is similar to the contract modification requirements under IFRS 
15, it is unclear, at this stage, whether this would result in faithful representation when applied to 
financial instruments. In particular, further clarity is required with respect to how the term 
“distinct” should be interpreted in relation to contractual terms, as it is likely that this would be 
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subject to diverse interpretations. A starting point may be the factors outlined in IFRS 15.26-30, 
although we would note that these requirements relate predominantly to non-financial contracts. 
To be useful, further guidance in the Conceptual Framework should focus on high level 
principles that can also be applied to financial instruments. It may be helpful to consider the 
modification requirements outlined within the "Derecognition of Financial Liabilities” sections of 
IFRS 9. 
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CHAPTER 6 – MEASUREMENT 

Question 8: Measurement bases 

Has the IASB: 

(a) Correctly identified the measurement bases that should be described in the Conceptual 
Framework? If not, which measurement bases would you include and why? 

(b) Properly described the information provided by each of the measurement bases, and their 
advantages and disadvantages? If not, how would you describe the information provided by 
each measurement basis, and its advantages and disadvantages? 

We are supportive of the approach of outlining only high level principles, with detailed guidance 
addressed in specific standards. The ED provides good descriptions about the advantages / 
disadvantages of different historical cost and current value measures. However, further 
clarification may be beneficial. For example, the ED discusses risk premium/discount (in 
paragraphs 6.23(d), 6.25, 6.35, 6.36 and A2) in the context of both fair value and value in use. It 
may be helpful to outline how the risk premium arises in relation to liabilities measured at fair 
value and value in use. 

In paragraph 6.44 the ED suggests that different entities should arrive at identical estimates of 
fair value for identical items. However, aside from items with observable fair value in an active 
market, we believe different entities may not generally arrive at identical estimates of fair value 
for identical items given differences across geographies and industries. Furthermore, fair value 
from the perspective of an asset holder is not necessarily the same as fair value from the 
perspective of their counterparty (e.g., the issuer). We would propose that this sentence be 
removed or alternatively suggest providing more clarity on why fair value might not necessarily 
result in identical estimates. 

The ED would benefit from clearer guidance in relation to several concepts. With respect to 
determining market participants when applying fair value, for example, it would be useful to note 
that each transaction may have several potential market participants, however not all of them 
are relevant. A starting point for this guidance may be IFRS 13, which defines relevant market 
participant assumptions. It may also be beneficial to incorporate IFRS 13’s guidance on the 
principal (or most advantageous market) when discussing fair value as well as its guidance on 
the “highest and best use” of non-financial assets when discussing value in use. 

 

Question 9: Factors to consider when selecting a measurement basis 

Has the IASB correctly identified the factors to consider when selecting a measurement basis? 
If not, what factors would you consider and why? 

 

The ED generally identifies the relevant factors to consider when selecting a measurement 
basis. As mentioned in the cover letter, however, it is unclear whether a change between the 
current value categories (value in use and fair value) should be treated as a change in 
accounting policy or a change in accounting estimate. If changes between measurement 
categories constitute a change in accounting policy, IAS 8 requires retrospective application, 
which may not be appropriate and is inconsistent with guidance in IAS 36.   
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We are aware of proposed amendments to IAS 8 to clarify the existing distinction between a 
change in accounting policy and a change in accounting estimate. Concepts in the ED should 
be aligned to those arising from the IAS 8 project. 

Additionally, the ED covers measurement bases relevant to arm’s length transactions. It may be 
useful to also discuss the selection of measurement bases applicable to transactions between 
entities under common control, which are non-arm’s length transactions. The ED should also 
emphasize the importance of linking 'relevance' to the substance of the economic transactions 
itself, based on facts and circumstances, when selecting a measurement basis. 

Finally, it may be useful to further enhance the guidance provided in relation to the application of 
fair value. For example, in Table 6.1, fair value in the statement of financial performance is 
described as the “price that would be received to transfer the asset”. For clarity, it would be 
useful to add that fair value is the price would be received from market participants in the 
principal or most advantageous market. Overall, any guidance provided about deriving fair value 
should align with the principles of IFRS 13. 

 

Question 10: More than one relevant measurement basis 

Do you agree with the approach discussed in paragraphs 6.74-6.77 and BC6.68? Why or why 
not? 

The ED states [6.75] that, “in most cases, using a single measurement basis would be the most 
understandable way to provide information about an asset, liability, income or expense.” We do 
not support this view as AFS debt securities, for example, comprise a significant portion of the 
balance sheet of a financial institution and comprise two measurement bases (e.g., fair value on 
the statement of financial position and amortized cost on the statement of profit or loss). As 
such, we believe the IASB should remove the precursor “in most cases” and replace it with “in 
some circumstances”, which would reflect wording in paragraph 6.58 about faithful 
representation.   
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CHAPTER 7 – PRESENTATION AND DISCLOSURE 

Question 11: Objective and scope of financial statements and communication 

Do you have any comments on the discussion of the objective and scope of financial 
statements, and on the use of presentation and disclosure as communication tools? 

We encourage the IASB to develop disclosure standards taking into account significant multi-
jurisdictional regulatory disclosure requirements (e.g., EDTF, BASEL PILLAR 3) in order to 
minimize duplication of information which is potentially confusing and operationally costly. 

 

Question 12: Description of the statement of profit or loss 

Do you support the proposed description of the statement of profit or loss? Why or why not? 

If you think that the Conceptual Framework should provide a definition of profit or loss, please 
explain why it is necessary and provide your suggestion for that definition. 

We believe that it would be useful to clearly distinguish between P&L and OCI at a conceptual 
level including understanding the purpose of the P&L and OCI and providing a definition of both 
these elements within the Conceptual Framework. In particular, we believe that such a definition 
would be helpful to ensure that OCI is used in an appropriate and considered manner. To that 
end, we would encourage the IASB to develop a definition for OCI. 

We do not agree with the rebuttable presumption outlined in paragraph 7.23 that all income and 
all expenses should be included in the statement of profit or loss. This is addressed further in 
our responses to questions 13 and 14. 

 

Question 13: Reporting items of income or expenses in other comprehensive income 

Do you agree with the proposals on the use of other comprehensive income? Do you think that 
they provide useful guidance to the IASB for future decisions about the use of other 
comprehensive income? Why or why not? 

If you disagree, what alternative do you suggest and why? 

The ED acknowledges that the relevance of the statement of profit or loss may be enhanced by 
“excluding” certain income and expenses from the P&L in the period. However, we do not 
believe that the rebuttable presumptions and examples outlined in paragraphs 7.24 to 7.27 
provide a clear and comprehensive framework to determine when income or expenses should 
be recognized in the statement of other comprehensive income. 

In the absence of a definition or clear guidance on when OCI should be used, we suggest that 
either a definition for P&L or a definition of OCI should be developed in order to more clearly 
distinguish between when one or the other would apply. This is also important as the definition 
of OCI in IAS 1.7 prevents preparers from including income and expenses in OCI unless it is 
expressly permitted or required by an IFRS standard. We would also suggest that the ED 
incorporate and further develop the three concepts of bridging items, mismatched 
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measurements, and transitory measurements discussed in the discussion paper to provide 
further guidelines on the use of OCI. 

 

Question 14: Recycling 

Do you agree that the Conceptual Framework should include the rebuttable presumption 
described above? Why or why not? 

If you disagree, what do you propose instead and why? 

We disagree with the rebuttable presumption that recycling from OCI to P&L is required in all 
cases. We are concerned that guidance in the ED on recycling does not acknowledge the items 
not currently recycled from OCI to P&L such as actuarial gains and losses on pensions under 
IAS 19 and changes in own credit under IFRS 9. While the ED notes that, in some cases, there 
may be no clear basis for identifying the period in which reclassification would enhance 
relevance, it does not explicitly support no recycling as an acceptable approach.  Rather, the 
last sentence in paragraph 7.27 suggests that if there is no clear basis for recycling, the original 
decision to include the amount in OCI should be questioned.  We do not believe that this 
assumption is always correct and note that the IASB had previously noted in IAS19.BC95 
components of a calculation (in this case, defined benefit cost) may have different predictive 
value, and in that circumstance, it may be most informative to recognize the remeasurement 
component in other comprehensive income. 

Exceptions should be made for standard specific guidance, such as actuarial gains and losses 
as noted in IAS 19, Employee Benefits and IFRS 9, Financial Instruments. We propose that the 
guidance in paragraph 7.27 be removed and no recycling be explicitly provided as an 
acceptable approach. Rather than be defined in the Conceptual Framework, we propose that 
the appropriateness of recycling be considered at the standards-setting level. 
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OTHER QUESTIONS FOR RESPONDENTS 

Question 15: Effects of the proposed changes to the Conceptual Framework 

Do you agree with the analysis in paragraphs BCE.1 – BCE.31? Should the IASB consider any 
other effects of the proposals in the Exposure Draft? 

As outlined in our responses above, a few key inconsistencies may arise should the ED be 
applied to current IFRS. In particular, please consider the impacts on: 

 The recognition / derecognition of financial instruments, especially collateral, given the 
ability of a single transaction to be disaggregated into multiple rights which may be 
controlled by different parties, the very low threshold for asset recognition and the control 
definition in Chapter 4, which deprioritizes absorption of variability in favour of the control 
model; 

 Asset / liability recognition, especially with regards to intangible assets and internally 
generated goodwill; 

 The liability / equity definition, in light of the “no practical ability to avoid” definition; 

 Offsetting of financial instruments, given that the unit of account is defined as applying to 
both recognition and measurement; and 

 Potential impacts on amounts recognized in OCI and not recycled to P&L, specifically in 
relation to IAS 19 and IFRS 9. 

As mentioned in our response to question 9, it is unclear in the ED if a change between the two 
current value categories (value in use and fair value) would be treated as a change in 
measurement basis. Under IAS 8, this would be treated as a change in policy requiring 
retrospective application, which we do not support. This approach would be inconsistent with 
IAS 36 and has not been identified as an inconsistency in the Basis for Conclusions of the ED. 

 


