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APPENDIX 1: ED/2015/3 ‘Conceptual Framework for Financial Reporting’ 
 

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? 

 
(a) We support the proposal to give more prominence to stewardship as one component of the objective 

of general purpose financial reporting. 

(b) We do not support the proposal to reintroduce an explicit notion of prudence.  In our view, the 
existing concept of neutrality is sufficient and appropriate.  Further, notwithstanding the IASB’s 
attempt to define prudence in a particular way, we consider that the differences from its common 
usage and historical interpretation will create rather than alleviate uncertainty in applying the 
concept of neutrality. 

(c) We agree that faithful representation represents the substance of an economic phenomenon, 
however we recommend that paragraph 2.14 is redrafted to avoid characterising substance and legal 
form as mutually exclusive concepts.  In our view, the substance of a transaction is typically given 
effect through its legal form which may involve a number of linked contractual arrangements and/or 
other statutory / legislative rights and obligations.  Accordingly, it is typically necessary to 
understand the overall effect of various contractual / statutory / legislative terms to understand the 
substance of a transaction.  This is particularly the case in the accounting for financial instruments 
(e.g. the solely payments of principal and interest test under IFRS 9). 

We also note there is an potential inconsistency between paragraph 4.54 of ED/2015/3 which states 
that “all terms in a contract – whether explicit or implied – are taken into consideration unless they 
have no commercial substance” and the analysis of Instrument E in paragraph B4.1.13 of IFRS 9 
Financial Instruments which focuses on contractual terms only exclusive of the effect of overarching 
legislation.  The analysis of Instrument E suggests that that the overarching legislation is not an 
implied contractual term which we consider inconsistent with the substance of the economic 
phenomenon.  Moreover, we note that contractual arrangements commonly include a Governing Law 
clause which arguably explicitly incorporates overarching statutory / legislative terms in the 
contractual arrangement in any event. 

(d) We express qualified support for the proposal 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.  While we accept that 
measurement uncertainty can make financial information less relevant, we note this will not 
necessarily always be the case (as acknowledged in 2.13).  Further, we view measurement 
uncertainty as equally important to the characteristic of faithful representation as a high level of 
uncertainty can (but will not always) make information less faithfully representative.  Accordingly, we 
suggest redrafting ED/2015/3 to discuss measurement uncertainty in the context of both relevance 
and faithful representation. 
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(e) While we agree that relevance and faithful representation are two fundamental qualitative 
characteristics of useful financial information, we believe that in terms of usefulness these terms are 
subordinate to the concept of “fair presentation” (or presenting a “true and fair view”) as implicitly 
acknowledged in IAS 1.15 which states: 

Financial statements shall present fairly the financial position, financial performance and cash 
flows of an entity.  Fair presentation requires the faithful representation of the effects of 
transactions, other events and conditions in accordance with the definitions and recognition 
criteria for assets, liabilities, income and expenses set out in the Framework.  The application of 
IFRSs, with additional disclosure when necessary, is presumed to result in financial statements 
that achieve a fair presentation. 

We view the fair presentation of financial information of an entity as the fundamental objective of 
general purpose financial reporting and a pre-condition of its usefulness.  We also note that 
international auditing standards require auditors to form a view as to whether general purpose 
financial statements are “presented fairly” or “true and fair”.  Accordingly, we believe that the 
concept of fair presentation should be clearly enunciated in the proposed Conceptual Framework 
(perhaps by lifting and expanding upon the IAS1.15 commentary). 

 
 
 

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? 

 
(a) We have no comments on the proposed description of a reporting entity in paragraphs 3.11–3.12. 

(b) We make the following comments on the discussion of the boundary of a reporting entity in 
paragraphs 3.13–3.25: 

 We suggest a new paragraph be added between paragraphs 3.17 and 3.18 to acknowledge the 
concept of “carve-out financial statements” being separate financial statements that are derived 
or "carved-out" from the financial statements of a larger business.  Such financial statements are 
commonly prepared in the context of corporate transactions and the concept of the boundary of 
the reporting entity is often a critical judgmental underlying their preparation. 

 We suggest that suggest that paragraph 3.23 should be deleted as it introduces an unnecessary 
bias given the circumstances in which consolidated financial statements should be prepared are 
addressed at a standard level (IFRS 10.4); 

 We suggest that paragraph 3.25 should be deleted as it addresses matters better dealt with by 
those with authority to determine who must or should prepare general purpose financial 
statements and to whom they should be distributed; 

 In relation to paragraph 3.24, we recommend that the IASB clarify whether the references to the 
subsidiary’s financial statements are intended to refer to unconsolidated financial statements of 
the subsidiary, consolidated financial statements of the subsidiary or either depending on the 
facts and circumstances leading to their preparation. 

 ED/2015/3 distinguishes between the concepts of direct and indirect control but does not 
comment on significant influence or joint control in the context of the boundary of the reporting 
entity.  While we agree with the commentary in BC3.15 that joint control and significant influence 
do not give rise to control, in the context of developing a Conceptual Framework to assist in 
standard setting, we believe the boundary of the reporting entity commentary is incomplete 
without a discussion of these concepts. 
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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? 

 
(a) We do not object to the proposed definition of an asset, and the related definition of an economic 

resource, although we suggest the Basis for Conclusions could more clearly articulate that the 
existing notion of future economic benefits that are expected to flow to the entity is essentially being 
replaced by asset recognition criteria at the individual accounting standards level.  Specifically, 
BC4.15 notes that paragraphs 5.17-5.19 of ED/2015/3 set out how the recognition criteria would 
address significant concerns expressed by many respondents about recognising assets or liabilities 
when the probability of an inflow or outflow of benefits is low.  In our view, paragraphs 5.17-5.19 do 
not clearly articulate how these concerns would be addressed, rather they merely contain a general 
discussion that assets or liabilities can exist even if there is a low probability of an inflow or outflow 
and recognition of such assets or liabilities may or may not be relevant/useful. 

(b) In relation to the proposed definition of a liability (excluding issues relating to the distinction between 
liabilities and equity), we are concerned that the amendments may have unintended consequences 
on the timing of recognition of certain liabilities.  Our concerns principally arise from the description 
of a present obligation which we have addressed at question 4 below. 

(c) We agree with the proposed definition of equity (excluding issues relating to the distinction between 
liabilities and equity) as the residual interest in the assets of the entity after deducting all its 
liabilities. 

Distinction between liabilities and equity 
In our view it is premature to finalise the definition of a liability prior to the IASB completing its work 
on the distinction between liabilities and equity and in this regard, we support the alternative view of 
Suzanne Lloyd and Patrick Finnegan expressed in paragraphs AV8 – AV14 of the Basis for 
Conclusions to ED/2015/3. 

(d) We agree with the proposed definition of income, subject to the following comments: 
We note that IFRS 15 Revenue from Contracts with Customers differentiates revenue from income 
based on the concept of an entity’s ordinary activities.  In our view, the concept of ordinary activities 
should be addressed in the proposed Conceptual Framework in the context that: 
 the Basis for Conclusions to IFRS 15 indicates that the meaning of “ordinary activities” was not 

addressed in that standard as it was derived from the existing Conceptual Framework, however 
the relevant commentary has not been carried forward to the proposed Conceptual Framework in 
ED/2015/3; and 

 the concept of “ordinary activities” potentially has broad application to accounting standard 
setting, particularly to the IASB’s work on non-IFRS information under the Principles of 
Disclosure project noting that “ordinary activities” or similar terminology (e.g. underlying, 
ongoing, normal, etc) is commonly used in the context of alternative performance measures. 

We also note that the definitions of income and expenses replace the term equity participants used in 
the existing Conceptual with the term holders of equity claims.  We suggest that the Basis for 
Conclusions clarify the intended difference in meaning between these terms particularly in situations 
where those who participate in the equity (residual) do not have a claim on that residual (e.g. 
companies limited by guarantee). 

(e) We agree with the proposed definition of expenses subject to the same comment as above re: the 
difference between equity participants and holders of equity claims. 
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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 do not agree with the proposed definition of a present obligation and the proposed guidance to 
support that description.  Our comments on each limb of the definition are set out below: 

No practical ability to avoid the transfer 

We do not support the no practical ability to avoid the transfer element of the description of a present 
obligation.  In our view, this language does not create a sufficiently clear distinction between: 

(a) present claims that result in future outflows of economic resources (which are consistent with the 
existence of a present obligation); and 

(b) future outflows of economic resources that arise from future obligations that must be incurred to 
continue operating (which are not consistent with the existence of a present obligation). 

We are concerned that items within category (b) above may be unintentionally defined as liabilities as 
the no practical ability to avoid the transfer concept may capture situations where no present claim on 
the entity’s resources exists but an entity is economically compelled to make future transfers of 
economic resources to continue operating.  While we acknowledge that some limits to liability recognition 
are imposed in the discussion about past events, we are concerned that these may be inadequate to 
filter out all items in category (b) above. 

We are also concerned that the term “practical ability” introduces interpretative subjectivity that will 
compromise the usefulness of the liability definition. 

Obligation has arisen from past events 

We do not agree with the wording in paragraph 4.31(b) of ED/2015/3 that a past event is evidenced by 
an entity having received the economic benefits, or conducted the activities that establish the extent of 
its obligation.  In our view this blurs the distinction between the existence of an obligation and the extent 
of that obligation. 

Recommendation 

We suggest that the IASB consider replacing the description of a present obligation in paragraph 4.31 
with concepts currently articulated in IAS 37 as follows: 

 replace the no practical ability to avoid the transfer concept with guidance based on the definitions of 
a legal obligation and constructive obligation; and 

 define past event consistently with the existing definition of an obligating event in IAS 37.10 as 
follows: 

 An obligating event is an event that creates a legal or constructive obligation that results in an entity 
having no realistic alternative to settling that obligation. 

Alternatively, if the IASB prefers to proceed with the current proposals, we recommend that examples of 
different types of liabilities should be tested against the definition before concluding whether it 
represents an improvement to the existing definition.  This might include royalties, levies, dividends, 
examples of constructive and contingent obligations, unequally performed contracts, unavoidable future 
losses, and contracts where the entity may have the practical ability to avoid part of an obligation. 
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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. 

 
We have the following additional comment on the guidance: 

 Definition of control: In our view, the use of different terminology to define control in the proposed 
Conceptual Framework from that used at a standard level is confusing.  Specifically: 

– Paragraph 4.18 of ED/2015/3 states that “An entity controls an economic resource if it has the 
present ability to direct the use of the economic resource and obtain the economic benefits that 
flow from it”; whereas 

– AASB 10 Appendix A states that “An investor controls an investee when the investor is exposed, 
or has rights, to variable returns from its involvement with the investee and has the ability to 
affect those returns through its power over the investee”. 
If the terminology is not proposed to be conformed, we suggest the Basis for Conclusions expand 
upon the interaction between the two definitions. 

 
 
 
 

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? 

 
We have no comments on this section other than we find the references to “low probability” (paras 
5.13(b), 5.16, 5.17, 5.18) and “very low probabilities” (para 5.19) conceptually unhelpful.  In our 
experience, the use of subjective thresholds such as these typically results in the major accounting firms 
being left to develop interpretative guidance to fill the gap and drive a level of consistency in application. 
 
 
 
 

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? 

 
We have no comments on this section other than we question its usefulness in terms of achieving the 
purpose of the Conceptual Framework set out in para IN1 given the equivocal nature of the commentary 
and the absence of a clear theoretical basis. 
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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? 

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? 

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? 

 
We have combined our comments on the three questions on the Measurement chapter below. 
 
Overall comment 
In our view, the proposed measurement chapter can be characterised as a codification of various 
measurement bases currently enshrined in IFRSs rather than a discussion of concepts with a sound 
theoretical foundation.  We suggest that if measurement commentary is to be included in the Conceptual 
Framework, it must be capable of contributing to the achievement the purpose of the Conceptual 
Framework set out in para IN1.  This will require development of a well-defined theoretical foundation for 
measurement with a clear nexus to the objective of financial statements users’ information needs.  If this 
is not achievable, we suggest that guidance on measurement should be excluded from the Conceptual 
Framework. 
 
Discussion of measurement bases 
On the basis that a single measurement basis is unachievable and therefore the current mixed 
measurement model will be retained in the Conceptual Framework, we believe the categorisation of 
measurement methods into two broad categories (historical cost and current value) is somewhat 
simplistic / artificial.  The essential difference between measures described as ‘historical’ cost and 
measures described as ‘current’ value is the extent to which current information is taken into account 
creating a range of possible measurement outcomes (as distinct from a binary choice).  In our view, if 
measurement guidance is to be included in the Conceptual Framework it must set out a robust 
theoretical foundation for choosing a particular point in this range in a given situation having regard to 
the objective of financial statements and users’ information needs. 
 
Other observations 
If the IASB elects to proceed with the ED/2015/3 proposals, we have the following additional 
observations on the measurement chapter: 
 “Current cost” is discussed in section 6.18 which is part of the historical cost discussion.  We suggest 

this is potentially confusing given “current cost” is not a “historical cost” (or adjusted historical cost) 
measure; 

 Paragraph 6.18 explicitly refers to the concept of an “entry value” but the converse concept of an 
“exit value” is not specifically addressed in ED/2015/3 (although “exit value” measures including fair 
value, value in use and fulfilment value are discussed).  We suggest the theoretical foundation 
referred to above should address the concepts of entry and exit values and the circumstances in 
which each might be appropriate. 

 Paragraph 6.10 which is part of the historical cost discussion addresses derecognition, however the 
commentary does not seem to be specific to a historical cost environment; 

 The last sentence of paragraph 6.2 seems to contemplate a single measurement basis which is 
inconsistent with the subsequent discussion in paragraphs 6.74 – 6.77. 

 We do not support the introduction of the term “business activities” in paragraphs 6.30, 6.54(a) and 
6.76.  We would prefer the term “business model” as developed in IFRS 9 was used to avoid 
confusion around the difference between “business activities” and a “business model”.  See also 
comments at question 16 below. 

 In our view, the Conceptual Framework should not include presumptions on the frequency of 
relevance of particular paragraphs as the theoretical foundation should drive their relevance.  
Accordingly, we suggest that the wording “in most cases” in paragraph 6.75 and “in some cases” in 
paragraph 6.76 should be removed. 
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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 have no comments on this section other than the following: 
 As noted in our comment letter on ED/2014/1 ‘Disclosure Initiative’ (Proposed amendments to IAS 1) 

dated 22 July 2014, we suggest that it would be helpful to conceptually differentiate between the 
terms “present” and “disclose” (and other grammatical forms of those words) given potential 
inconsistencies in the use / intended meaning of these terms. 

 
 
 

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. 

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? 

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 have combined our comments on questions 12, 13 and 14 below. 

We do not support the Information about financial performance section of ED/2015/3 (paragraphs 7.19 – 
7.27) as we consider the absence of a clear theoretical foundation differentiating between profit or loss 
and other comprehensive income to be a significant shortcoming of the proposed Conceptual Framework.  
In our view, this section of ED/2015/3 requires significant development if it is to be useful in terms of 
achieving the purpose set out in paragraph IN1.  In this regard, we support the Alternative view of 
Stephen Cooper and Patrick Finnegan set out in paragraphs AV2 to AV7 of the Basis for Conclusions.  
Further, we suggest the development of the Conceptual Framework in this area should be completed in 
conjunction with the IASB’s Disclosure Initiative, in particular the aspects addressing Primary Financial 
Statements (formerly Performance Reporting) and non-IFRS information. 

While we do not disagree with paragraph 7.20, we note that this commentary would equally apply to 
non-IFRS alternative profit measures that are prevalent in practice and often the primary focus of 
investor communications.  Accordingly, we recommend that references in paragraphs 7.21 and 7.23 to 
the statement of profit and loss being “the primary source of information about an entity’s financial 
performance for the period” be qualified to refer to the statement of profit and loss as the “primary 
source of information prepared in accordance with IFRSs about an entity’s financial performance for the 
period”. 
  



 Page 10 

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? 

 
We have the following comments on the effects analysis: 

 It is proposed that the revised Conceptual Framework will be effective immediately notwithstanding 
inconsistencies (and potential inconsistencies) with existing IFRSs.  In our view, this is likely to be 
confusing for preparers in circumstances where they are: 
(a) developing an accounting policy when no standard applies to a particular transaction or event; 
(b) making a choice of accounting policy under a standard that allows such a choice; or 
(c) seeking to understand or interpret the requirements of an accounting standard developed under 

an earlier version of the Conceptual Framework. 

 In relation to scenario (a), we note that paragraph 11 of IAS 8 Accounting Policies, Changes in 
Accounting Estimates and Errors requires preparers to refer to, and consider the applicability of, the 
following sources in descending order: 
(a) the requirements in IFRSs dealing with similar and related issues; and 
(b) the definitions, recognition criteria and measurement concepts for assets, liabilities, income and 

expenses in the Framework. 

 This suggests that in situations where there are inconsistencies between an accounting standard 
dealing with a similar or related issue and the proposed Conceptual Framework, the accounting 
standard would prevail.  For example, if a similar issue to that addressed in IFRIC 21 Levies was to 
arise post the proposed Conceptual Framework becoming effective, it appears that the answer should 
be the same as reflected in IFRIC 21 since the guidance in IAS 37 would prevail.  We are unsure if 
this is the IASB’s intention given the revised definition of a liability in ED/2015/3 appears to be 
specifically intended to respond to concerns about the IFRIC 21 interpretation. 

 In relation to scenarios (b) and (c), it is unclear how preparers should approach these issues in 
situations where the relevant standard is based on a superseded Conceptual Framework. 

 BCE.27 addresses the interpretation of IFRSs developed under an earlier version of the Conceptual 
Framework and notes that when faced with inconsistencies the IFRS Interpretations Committee is 
required to refer the issue to the IASB.  However the Effects Analysis does not indicate how the IASB 
would then approach the issue nor does it offer any guidance for preparers who commonly need to 
develop an accounting policy in advance of IFRIC and/or the IASB’s timeframes for resolving an 
issue. 

 In our view, the IASB should issue guidance contemporaneously with the proposed Conceptual 
Framework to assist preparers in dealing with the scenarios highlighted above or at a minimum, 
include more expansive commentary in the Basis for Conclusions addressing these issues. 
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Question 16 — Business activities 

Do you agree with the proposed approach to business activities? Why or why not? 

 
Our comments on this question are twofold: 

 Introduction of the ‘business activities’ terminology 

 We do not support the introduction of the ‘business activities’ terminology into the proposed 
Conceptual Framework.  In our view, ‘business activities conducted by the entity’ are similar to the 
concept of an entity’s ‘business model’ introduced in IFRS 9 Financial Instrument.  The use of 
different terminology implies a different meaning/interpretation and is therefore likely to be 
confusing to users and unhelpful in achieving the purpose of the Conceptual Framework set out in 
para IN1.  Further, we find it difficult to reconcile the fact that the term ‘business model’ was 
introduced in IFRS 9 with the comments in BCIN.31 that the IASB decided not to use the term 
‘business model’ in the proposed Conceptual Framework due to potential confusion arising from its 
use with different meanings by various organisations. 

 If the IASB decides to retain the ‘business activities’ terminology in the proposed Conceptual 
Framework, we suggest that the Basis for Conclusions should clearly articulate the intended 
difference between the meaning/interpretation of this term and ‘business model’ as used in IFRS 9. 

 ‘Business activities’ as a conceptual basis for standard setting 

 We agree with the proposed approach of not including a general discussion on the role of ‘business 
activities’ (or ‘business model’) in financial reporting in the proposed Conceptual Framework.  While 
we agree that the concept of ‘business activities’ (or ‘business model’) is one factor to consider in 
developing accounting standards and, in particular, may affect the unit of account, measurement and 
presentation and disclosure, we caution against over-emphasising its importance given the potential 
conflict with the enhancing qualitative characteristic of comparability. 

 
 
 

Question 17 — Long-term investment 

Do you agree with the IASB’s conclusions on long-term investment? Why or why not? 

 
We have no comments on this question. 
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Question 18 — Other comments 

Do you have comments on any other aspect of the Exposure Draft? Please indicate the specific 
paragraphs or group of paragraphs to which your comments relate (if applicable). 

As previously noted, the IASB is not requesting comments on all parts of Chapters 1 

and 2, on how to distinguish liabilities from equity claims (see Chapter 4) or on Chapter 8. 

 
We have additional comments on the following topics: 

Distinction between general purpose financial reports and general purpose financial 
statements 

ED/2015/3 draws a distinction between general purpose financial reports and general purpose financial 
statements, noting in paragraph 3.2 that “General purpose financial statements are a particular form of 
general purpose financial reports”, however no other form of general purpose financial report is identified 
in ED/2015/3.  Although there is some ambiguity, ED/2015/3 seems to assume that general purpose 
financial statements are historical financial information. 

Paragraph 1.2 describes the objective of general purpose financial reporting as “to provide financial 
information about the reporting entity that is useful to existing and potential investors, lenders and other 
creditors in making decisions about providing resources to the entity”.  In Australia, in the context of 
initial public offerings, fundraisings, takeovers, schemes of arrangement or other corporate restructures, 
entities commonly present non-IFRS information in the form of pro forma financial information1 and 
prospective financial information for this purpose (due to shortcomings in the usefulness of historical 
financial information prepared in accordance with IFRSs for making resource allocation decisions). 

We recommend that the drafting of ED/2015/3 be refined to either clarify or remove the distinction 
between general purpose financial reports and general purpose financial statements.  Additionally, given 
the IASB’s consideration of non-IFRS information as part of its Principles of Disclosure project, we 
recommend that the IASB address the intended relevance of the proposed Conceptual Framework to 
non-IFRS information including pro forma financial information and prospective financial information that 
may also be considered general purpose financial reporting. 

Concepts of capital and capital maintenance 

We find the discussion on the financial and physical concepts of capital set out in chapter 8 somewhat 
nebulous and disconnected from the remainder of the proposed Conceptual Framework, and question 
how this chapter helps in achieving the purpose outlined in paragraph IN1.  In particular, in our 
observation, neither the financial concept of capital defined in terms of constant purchasing power units 
or the physical concept of capital feature prominently in accounting standards.  We also make the 
following specific observations on chapter 8: 
 paragraph 8.9 introduces the concept of an “accounting model” without an accompanying definition 

or explanation of how this term is intended to be interpreted; 
 paragraph 8.9 states “The selection of the measurement bases and concept of capital maintenance 

will determine the accounting model used in the preparation of financial statements”.  It is unclear 
how this concept intersects with the existing body of IFRS literature addressing the preparation of 
general purpose financial statements.  That is, is there really a choice in this area or has the IASB 
already made a selection as to which concept of capital maintenance is appropriate for general 
purpose financial statements (and if so, is that choice consistent across all IFRSs or does it vary by 
topic)? 

 paragraph 8.10 refers to items not being included in the income statement under certain concepts of 
capital maintenance without identifying those “certain concepts”. 

If the concepts of capital and capital maintenance are to be retained in the Conceptual Framework, we 
suggest that the guidance (in both chapter 8 and other chapters of ED/2015/3) should be expanded to 
explain the relevance/applicability of these concepts and their interaction with other topics addressed in 

                                                 
1  Pro forma financial information is defined in Standard on Assurance Engagements ASAE 3450 Assurance 

Engagements involving Corporate Fundraisings and/or Prospective Financial Information issued by the Auditing and 
Assurance Standards Board as base financial information adjusted for pro forma adjustments in accordance with the 
stated basis of preparation, resulting in non-IFRS financial information that is not prepared in accordance with 
Australian Accounting Standards.  It is subject to the assumptions inherent in the responsible party’s stated basis of 
preparation. 
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ED/2015/3.  We also suggest a Basis for Conclusions be included to assist users in understanding the 
IASB’s rationale for this guidance. 

In addition, the comments in BCIN.24 seem to imply that the concept of capital maintenance is primarily 
considered relevant in relation to the accounting for ‘high inflation’.  It is unclear what is considered ‘high’ 
as distinct from ‘normal’ inflation and why the concept of capital maintenance is only considered relevant 
to the former.  We suggest that paragraph BCIN.24 be expanded to clarify this aspect. 

Emphasis on ‘predictive value’ of historical financial information presented in general purpose 
financial reports 

While we acknowledge that general purpose financial reporting addresses transactions and events that 
have already occurred and this past information can only be useful if it impacts decisions about the 
future, in our view ED/2015/3 over-emphasises the ‘predictive value’ of historical financial information 
presented in general purpose financial reports in the context that: 
 decisions about whether to buy, sell or hold an investment are made 365 days per year while general 

purpose financial reports are updated at best on four days per year (for quarterly reporters); 
 given the time lag between balance date and the release of general purpose financial reports for a 

given period, even information about assets and liabilities measured at fair value has limited 
predictive value by the time it is published due to movements in prices or portfolio composition in the 
intervening period (e.g. trading portfolios of financial instruments). 

In our view, forecasting future cash flows involves the formation of assumptions based on a multi-
dimensional assessment of historical trends, current performance and likely future developments 
(including economic, operating, developmental, and trading conditions).  Historical financial information 
presented in general purpose financial reports is one input to this assessment and provides a common 
benchmark that can be used by investors and other users in conjunction with other information.  We 
recommend the commentary in the proposed Conceptual Framework be limited to acknowledgement of 
this fact.  References to the predictive and confirmatory value should be removed on the basis that they 
add complexity without substantially enhancing the concept that information must be capable of making 
a difference in a decision to be relevant.  Further, we believe that detailed analysis of decision-usefulness 
is a standards-level rather than conceptual issue.  In particular, we would like to see a detailed analysis 
of how the information that will result from a proposed accounting standard will contribute to decision 
making by users of financial statements become a more prominent feature of future standard setting 
activity. 

Offsetting 

ED/2015/3 addresses the concept of offsetting insofar as it relates to assets and liabilities only 
(paragraphs 4.60 and 7.13).  In contrast, IAS 1.32-35 addresses offsetting in the statement(s) of profit 
or loss and other comprehensive income or the statement of financial position.  To the extent that the 
IASB believes offsetting is a conceptual matter, we recommend that the proposed Conceptual Framework 
should address offsetting in both statements. 

Definition of statement(s) of financial performance 

Paragraph BC7.24 outlines that ED/2015/3 uses the term ‘statement(s) of financial performance’ to refer 
to the combination of the statement of profit or loss and the statement of other comprehensive income, 
however this is not described in the proposed Conceptual Framework itself.  We suggest a definition 
should be included in the Glossary. 

Understandability and knowledge of accounting / IFRSs 

Paragraph 2.35 states: 
 Financial reports are prepared for users who have a reasonable knowledge of business and economic 

activities and who review and analyse the information diligently.  At times, even well-informed and 
diligent users may need to seek the aid of an adviser to understand information about complex 
economic phenomena. 

We suggest that this paragraph should also refer to users with a reasonable knowledge of accounting / 
IFRSs.  In the absence of an ability to make such an assumption, more detailed financial statement 
disclosures, which to some extent repeat the requirements of IFRSs, are likely to be required.  This is 
contrary to current initiatives to declutter and simplify financial statements including the IASB’s 
Disclosure Initiative.  
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APPENDIX 2: ED/2015/4 ‘Updating References to the Conceptual Framework’ 
 
Question 1 — Replacing references to the Conceptual Framework 

The IASB proposes to amend IFRS 2, IFRS 3, IFRS 4, IFRS 6, IAS 1, IAS 8, IAS 34, SIC-27 and SIC-32 
so that they will refer to the revised Conceptual Framework once it becomes effective. 
Do you agree with the proposed amendments? Why or why not? 

 
We agree with the proposed amendments on the basis that inconsistencies between IFRSs and the 
Conceptual Framework that are effective at a given point in time are undesirable as they create a level of 
incoherence that is likely to be confusing to users. 

We have the following additional comments on this question: 
 Paragraph BCE.21 of ED/2015/3 notes that the IASB will consider whether to develop proposals to 

amend IAS 1 and IAS 8 to reflect a revised Conceptual Framework resulting from ED/2015/3 when it 
has been finalised.  We recommend that any amendments to IAS 1 and IAS 8 (and any other IFRSs) 
to reflect a revised Conceptual Framework resulting from ED/2015/3 (e.g. to replace references to 
reliability with faithful representation) should be effective no later than the effective date of the 
amendments proposed by ED/2015/4. 

 We recommend the non-deletion of reference to a reasonable knowledge of accounting in the 
proposed amendment to the definition of Material in IAS 1.7 and the proposed amendment to IAS 
8.6 for the same reasons as described in Appendix 1, Question 18 - Understandability and knowledge 
of accounting / IFRSs. 

 
 

Question 2 — Effective date and transition 

The IASB proposes that: 
(a) a transition period of approximately 18 months should be set for the proposed amendments.  Early 

application should be permitted. 
(b) the amendments should be applied retrospectively in accordance with IAS 8, except for the 

amendments to IFRS 3.  Entities should apply the amendments to IFRS 3 prospectively, thereby 
avoiding the need to restate previous business combinations. 

Do you agree with the proposed transition provisions and effective date? Why or why not? 

 
We have the following observations on the proposed effective date and transition provisions: 
 
The Introduction to the ED and paragraph BC8 outline that: 

The updating of references to the Conceptual Framework is most likely to have an effect when 
entities use the Conceptual Framework: 
(a) in developing and applying accounting policies, in accordance with IAS 8, when no Standard 

specifically applies to a transaction, other event or condition. 
(b) in selecting or changing an accounting policy when a Standard permits a choice of accounting 

policies. IAS 1 requires entities to produce financial statements that provide a fair presentation of 
the entity’s financial position, financial performance and cash flows. 

We find the transitional provisions difficult to interpret however our understanding is that: 
 the paragraph (a) issue arises from the proposed amendment to IAS 8.11(b) and will require re-

assessment of all accounting policies developed in the absence of standard specifically applying to a 
transaction, event or other condition to determine if the same policy would be developed under the 
revised Conceptual Framework resulting from ED/2015/3; and 

 the paragraph (b) issue arises from the proposed amendment to IAS 1.15 and will require re-
assessment of all historical accounting policy selections or changes under any of the accounting 
standards proposed to amended in ED/2015/4 to determine if the same selection(s) or change(s) 
would be made under the revised Conceptual Framework resulting from ED/2015/3. 

We recommend that the commentary in BC8 be expanded to clarify the intended practical application of 
the transitional provisions per our interpretation above (or amended as appropriate if our interpretation 
is incorrect). 

We also note that it is likely to be a practically burdensome exercise for impacted entities to complete 
these re-assessments within an 18 month timeframe. 
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Question 3 — Other comments 

Do you have any other comments on the proposals? 

 
We have no other comments on the proposals. 


