
 
 

American Council of Life Insurers 
101 Constitution Avenue, NW, Washington, DC  20001-2133 
(202) 624-2324 t  (866) 953-4097 f  mikemonahan@acli.com 
www.acli.com 

 
 
 
 

 
 
Michael Monahan 
Senior Director, Accounting Policy 
 
 
24 November, 2015 
 
Hans Hoogervorst, Chairman 
International Accounting Standards Board 
30 Cannon Street 
London EC4M 6XH, United Kingdom 
 
Re: IASB: Conceptual Framework for Financial Reporting Exposure Draft (ED) 
 
Dear Mr. Hoogervorst: 
 
The American Council of Life Insurers (ACLI) appreciates the opportunity to comment on the Conceptual 
Framework (“the Framework”) for Financial Reporting Exposure Draft (“ED”). ACLI supports the Board’s 
review and update of the Framework to improve and clarify the principles that underpin the International 
Financial Reporting Standards (IFRS). ACLI also believes that the Framework is essential to the credibility 
of general purpose financial reporting.  
 
As the Board moves forward toward implementation of the proposed changes to the Framework based 
upon the ED, every effort must be made to ensure the changes are consistent with the objective of 
financial reporting as described in Chapter 1, 1.2. It is not about showing the value of a reporting entity 
(Chapter 1, 1.7). 
 
Our comments to specific questions asked in the ED are contained in the attached appendix. If you have 
any questions, please do not hesitate to contact me. 
 
Sincerely, 
 

 
 
Appendix – Questions Document 
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Appendix 
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 judgements 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? 
 
We have no objection to (a) that gives prominence to information about management’s stewardship. 
However, we do have concerns about reintroducing prudence. When the Board updated the 
qualitative characteristics that focused on relevance and faithful representation, the emphasis was 
placed on neutrality and thus removed any notion of prudence/conservatism.   Prudence is not 
important to achieve neutrality. In fact, entities could rely on prudence to introduce a degree of 
conservatism in the measurement inconsistent with neutrality. 
 
Likewise, we disagree with (d) that measurement uncertainty is a factor that makes information less 
relevant. Insurance by its nature is a measure of uncertainty in the risks inherent in the insurance 
contract.  We know with certainty that actual results will defer from expected. That doesn’t make the 
measurement less relevant. Disclosures that explain the inputs used in the measurement of the 
insurance liability provide users with the necessary information to assess its relevance. 
 
We agree with (c) and (e).  
 
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 support the Board’s desire to update the definition of the elements, we recommend that 
the Board carefully review the definitions in the context of the objectives of financial reporting as 
described in Chapter 1. For example, the definition of an asset may need to be modified to state that 
the economic resource has the potential to produce economic benefits extending beyond the current 
period.  
 
Within the Conceptual Framework the Board should consider guidance that clarifies the reasons why 
purchased goodwill or an intangible asset is an economic resource but internally generated goodwill 
or intangible is not an asset. Alternatively, the Board could address this as part of the 
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Goodwill/Intangible asset project. In a similar way, the Board should consider guidance with respect 
to a liability and whether economic compulsion and constructive obligation meet the definition.   
 
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 agree with the proposed guidance. 
 
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? 
 
In general, we agree with the proposed approach to recognition. We note the following two points:  

1. We commend the Board for adding existence uncertainty to the Exposure Draft. We think that 
the Board’s recognition that, in some situations, it may be uncertain whether there is an 
asset and it may be unclear whether a past event causing an obligation has occurred 
represents an improvement over the Discussion Paper. In particular, with regard to litigation-
related recognition, we agree with the Board that “if another party claims that the entity has 
committed an act of wrongdoing and should compensate the other party for that act, it may 
be uncertain whether the act occurred or whether the entity committed it”.  

2. We do not agree with the ED’s proposal to replace reliability with a new concept and we 
recommend that the Board not replace it. The Board acknowledged itself of the constituents’ 
continued desire to retain the existing Conceptual Framework’s notion of reliability (i.e., an 
entity recognizes an asset or a liability only if it has a cost or value that can be measured with 
reliability) as the IASB Staff’s outreach activities show. We support those reasons, as 
summarized by the Board, for not replacing the notion of reliability. Furthermore, we add to 
those reasons that replacing the notion of reliability with a new, un-tested term would create 
further difference with U.S. accounting at the level of Conceptual Framework.  

 

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? 

 
In general, we agree with the proposed approach to de-recognition with the exception of 
“modification of contracts”.   

We do not think that the Board added this section to the Exposure Draft or the Basis for Conclusions 
with sufficient clarity about its application. For example, without further explanation, it is not clear 
how the Board intend to interpret the mere terms “distinct” and “not distinct”[1]. If the Board’s 2013 
                                                      
[1] The ED states:  

5.34:  If a modification to a contract adds rights and obligations that are distinct from those created by the 
original terms of the contract, it may be appropriate to treat the additions as new assets or liabilities.  

5.35:  If the rights and obligations added to a contract by a modification are not distinct from those arising 
under the original terms of the contract, it may be appropriate to treat the new rights and obligations 
as part of the same unit of account as the existing rights and obligations. 
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Revised Exposure Draft on Insurance Contracts (where it states “separate an investment component 
from the host insurance contract… if that investment component is distinct”) is of reference, then 
this ED’s proposal would contradict explicit accounting literature on modification under “de-
recognition of a financial liability” in existing IAS 39. Thus, we suggest that the Board clarify the 
application of this ED to situations such as this.  
 
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? 
 

(a) Yes.  

(b) Yes. 

 
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? 
 
Yes. 
 
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? 
 
Yes because the approach discussed includes a mixed measurement approach to be used as 
needed in some cases. 
 
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. 
 
As an organization, we have several concerns around the proposed description of the Statement of 
Profit or Loss.  
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Firstly, we believe that the description of the Statement of Profit or Loss as the “primary source of 
information about an entity’s financial performance for the period” places undue emphasis on its 
importance. The Statement of Profit or Loss is critical to the user, but it is only one of a number of 
sources in the financial statements which individuals use to form their view about an entity’s 
performance, sources which will be prioritized according to their requirements.  
 
Secondly, paragraph 7.20(b) of the Exposure Draft notes that one of the purposes of the Statement 
of Profit or Loss is to “provide information that is helpful in assessing prospects for future cash flows 
and in assessing management’s stewardship of the entity’s resources”. The Statement of Profit or 
Loss is a statement of performance for the preceding year and we would question the extent to 
which it has a predictive value, at least when viewed in isolation. The Statement’s predictive value 
may be enhanced when considered in conjunction with the other elements of the financial 
statements, but these are all essentially historic in nature. 
 
Finally, we are concerned that the Exposure Draft does not provide a clear definition of profit or loss. 
It instead focusses on those elements (income and expenses) which, when taken together, equal 
profit or loss. We recognize the difficulties faced by the IASB in formulating a definition of profit or 
loss which will satisfy all interested parties. One approach might be to concentrate on the interaction 
between the Statement of Profit or Loss and Other Comprehensive Income. Designing an appropriate 
theoretical framework around those items which the IASB believes should form part of OCI might 
help to clarify those which belong within profit or loss. 
 
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? 
 
We support the IASB’s intention to introduce principles to assist the Board in their decisions 
regarding which items of income and expense should be recognised in profit or loss and which items 
should be recognised in Other Comprehensive Income. However, we are concerned that the narrow 
approach adopted in the Exposure Draft would be potentially inconsistent with the current IFRS 
treatment of certain OCI items, such as revaluation gains and losses for property, plant and 
equipment, intangibles, and exploration and evaluation assets; changes in fair value attributable to 
the issuer’s own credit risk for financial liabilities designated at fair value through profit or loss; and 
equity investments designated at fair value through OCI. This may unnecessarily restrict the Board in 
its future deliberations on new and emerging standards. 
 
Whilst we support the IASB’s efforts, we also agree with Stephen Cooper and Patrick Finnegan in 
their observation that an opportunity has potentially been missed in the Exposure Draft to develop a 
conceptual basis for the use of OCI. Paragraph 7.24(b) uses the “relevance” of an item to distinguish 
between those which should form part of the Statement of Profit or Loss, and those which should 
form part of OCI. As a concept, “relevance” is open to wide interpretation, yet no real attempt has 
been made to define it.  
 
In addition, as well as providing a broad theoretical framework governing the use of OCI, we believe 
that its use should be optional. This is of real relevance to the life insurance industry, with its long-
term business model, based on the effective matching of assets and liabilities. In these 
circumstances it is vital that the accounting reflects the economics of the insurance business model. 
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This was recognised by the IASB in its re-deliberations following the publication of the IFRS 4 
‘Insurance Contracts’, Phase II Exposure Draft in 2013, by allowing optionality over the classification 
within OCI of changes in the discount rate since the inception of an insurance contract. 
 
Finally, we believe that the IASB would greatly assist both users and preparers in assessing the 
implications of the proposals concerning OCI in the Exposure Draft by providing an outline of where 
they conflict with the current IFRS framework, together with current/future IASB projects.  
 
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? 
 
As noted in our response to question 13, we share Stephen Cooper’s and Patrick Finnegan’s 
concerns that the Exposure Draft misses an opportunity to provide a conceptual basis for the use of 
OCI. We questioned the use of “relevance” as a distinguishing factor in determining those items 
which should form part of OCI due to its highly subjective nature. The absence of a clear definition of 
“relevance” could lead to differing treatments of the same items by different companies dependent 
on their interpretation of relevance, and what enhances it.  
 
In addition, the Exposure Draft provides limited guidance on when an item should be reclassified into 
the Statement of Profit or Loss. Paragraph 7.27 notes the centrality of the concept of a “clear basis” 
to determining reclassification out of OCI, but does not expand on this or offer a definition. 
 
Finally, we agree that recycling of items between OCI and the Statement of Profit or Loss should be 
permitted. However, whether this is appropriate will depend on the item concerned. It may be that 
certain items should be permanently included in OCI, such as uneconomic accounting mismatches 
created by the use of differing valuation bases for assets and liabilities where the integral 
management of them is central to the entity’s business model. 
 
Overall Observations and Summary 

• The Statement of Profit or Loss is one of a number of sources of information used by 
individuals to determine a company’s performance, and its predictive value is limited. We 
feel that describing it as the prime source could be misleading. 

 
• The ED does not provide a definition of profit or loss, merely the elements from which it is 

composed. Any definition of profit or loss is problematic, but one place to start might be to 
look at the interaction between this and OCI. It is important that definitions are developed 
conceptually rather than specifically relating to certain items. 

 
• The use of OCI should be optional, and should be as broad as possible. The Conceptual 

Framework needs to be phrased in such a way that the Board is not unnecessarily restricted 
in its future deliberations. In addition the current definition of OCI within the ED is 
imprecise, mentioning “relevance” without really defining it. 

 
• The rebuttal presumptions on the reclassification of items between OCI and the Statement of 

Profit or Loss are unclear. Recycling should be permitted, although it may be the case that 
certain items have a permanent place in OCI. 

 
 


