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Dear Sir / Madam, 

The Association for Financial Markets in Europe (AFME)1 welcomes the opportunity to 

comment on the IASB’s ED/2015/3:  Conceptual Framework for Financial Reporting 

(the ‘ED’).  

 

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; 

(e) to continue to identify relevance and faithful representation as the two fundamental 

qualitative characteristics of useful financial information? 

Response to (a): Yes 

                                                             
1 AFME represents a broad range of European and global participants in the wholesale financial markets. Its members 
comprise pan-EU and global banks as well as key regional banks and other financial institutions.  AFME advocates stable, 
competitive and sustainable European financial markets, which support economic growth and benefit society.  AFME is 
registered on the EU Transparency Register, registration number 65110063986-76. 
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Paragraph 1.2 of the ED states that “The objective of general purpose financial reporting is 

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.”  

Paragraph 1.3 states that “Investors’, lenders’ and other creditors’ expectations about 

returns depend on their assessment of the amount, timing and uncertainty of (the prospects 

for) future net cash inflows to the entity and their assessment of management’s 

stewardship of the entity’s resources.” 

It could be argued that the assessment of future cash flows is the only assessment which is 

required, and that the assessment of management’s stewardship of the entity’s resources 

(ie how management has discharged their responsibilities in the past and how it has 

positioned the entity’s resources for the future) is merely a part of assessing future cash 

flows. We would however agree that including additional text regarding stewardship helps 

to emphasise that this is an important responsibility of management, and that it is relevant 

to the assessment of future cash flows. 

We note that the term “stewardship” is not explicitly defined. This does not seem to be 

problematic, because the term is implicitly defined, for example in paragraphs 1.4(b), 1.16, 

1.18 and 1.22. Paragraph 1.22 of the ED for example states that “Information about how 

efficiently and effectively the entity’s management has discharged its responsibilities to use 

the entity’s resources helps users assess management’s stewardship of those resources. 

Such information is also useful for predicting how efficiently and effectively management 

will use the entity’s resources in future periods.” 

Response to (b):  

We support the proposal to reintroduce an explicit reference to the notion of prudence 

(described as caution when making judgments under conditions of uncertainty). 

The basis for supporting the proposal is that we believe that it reflects the importance of 

management being prudent in the way they make judgments under conditions of 

uncertainty (in the sense of taking due care, being diligent, guarding against unjustified 

optimism, guarding against unjustified pessimism). 

We consider that prudent management in this sense is consistent with the objective of 

presenting a neutral depiction of economic phenomena. 

We note that the Conceptual Framework provides guidance to standard setters and we 

consider that the proposal is sensible from that standpoint also. 

We note the statement in BC2.10 that “The IASB thinks that reintroducing the term [ie 

prudence] with a clear explanation that caution works both ways (so that assets and 

liabilities are neither overstated nor understated) will reduce the confusion.” We consider 

that this statement helps to explain why the exercise of prudence supports neutrality. We 
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consider that it would be helpful if similar wording could be included in paragraph 2.18 of 

the ED. 

We understand that it is not the IASB’s intention to introduce the possibility of earnings 

management, and we think it would be helpful to include a clear statement to this effect in 

the Conceptual Framework and in the Basis for Conclusions.  We note the statement in the 

pre-2010 Framework at paragraph 37 that “the exercise of prudence does not allow, for 

example, the creation of hidden reserves or excessive provisions, the deliberate 

understatement of assets or income, or the deliberate overstatement of liabilities or 

expenses, because the financial statements would not be neutral and therefore, not have the 

quality of reliability.” We consider that it would be helpful if similar wording could be 

included in the Conceptual Framework and in the Basis for Conclusions. 

Response to (c): Yes, subject to our response to (b) above. 

Paragraph 2.14 states that “A faithful representation provides information about the 

substance of an economic phenomenon instead of merely providing information about its 

legal form. Providing information only about a legal form that differs from the economic 

substance of the underlying economic phenomenon would not result in a faithful 

representation.”We agree with this statement. Please also refer to our assessment of 

paragraphs 4.53 and 4.55 detailed in answer to Question 5 below.  

Response to (d):  

Paragraph 2.6 states that “Relevant financial information is capable of making a difference 

in the decisions made by users.” Paragraph 2.7 states that “Financial information is capable 

of making a difference in decisions if it has predictive value, confirmatory value or both.” 

Paragraph 2.13 states that “An estimate can provide relevant information, even if the 

estimate is subject to a high level of measurement uncertainty.” We agree with this 

statement.  

Paragraph 2.13 goes on to state that “Nevertheless, if measurement uncertainty is high, an 

estimate is less relevant than it would be if it were subject to low measurement 

uncertainty.”  We consider that if measurement uncertainty is high, then an estimate is less 

precise than it would otherwise be. It is possible, depending on the circumstances, that the 

estimate would also be less relevant, but we do not consider that this would necessarily be 

the case. 

We think that the guidance in the last sentence of paragraph 2.13 should be amended to 

state more positively that the use of an estimate is required if the estimate provides the 

most relevant information. There is of course nothing to prevent preparers disclosing an 

additional figure (eg face value of an impaired loan) if they consider that this would also be 

useful reference information for users. 

Response to (e): Yes 
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We agree that relevance and faithful representation should be identified as the two 

fundamental qualitative characteristics of useful financial information. We also agree with 

the statement at paragraph 2.22 that “Comparability, verifiability, timeliness and 

understandability are qualitative characteristics that enhance the usefulness of information 

that is relevant and faithfully represented.” 

 

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? 

Response to (a): 

Paragraph 3.11 states that “A reporting entity is an entity that chooses, or is required, to 

prepare general purpose financial statements”. 

Paragraph 3.12 states that “A reporting entity is not necessarily a legal entity. It can 

comprise a portion of an entity, or two or more entities.” 

We agree with the description in paragraph 3.11, subject to clarification of what is meant by 

‘entity’. 

Whilst we note that paragraph 3.12 states that a reporting entity is not necessarily a legal 

entity, we think it would be helpful if some clarification could be given. For example, is it 

intended that unincorporated businesses or partnerships should fall within the definition? 

Is it intended that branches should fall within the definition? It is not clear for example 

when a portion of a legal entity is an entity. 

We think that it would be useful for the conceptual framework to discuss the general 

definition of entity as this is used within standards (for example IFRS 10) and is not clearly 

defined. 

Response to (b): 

Paragraph 3.15 states that “In this [draft] Conceptual Framework: (a) financial statements 

of a reporting entity whose boundary is based on direct control only are called 

unconsolidated financial statements; and (b) financial statements of a reporting entity 

whose boundary is based on both direct and indirect control are called consolidated 

financial statements.” 

We agree with this definition and with the subsequent discussion, subject to clarification of 

the meaning of ‘direct control’ and ‘indirect control’. 

We see from footnote 13 that the notion of control is discussed in paragraphs 4.17 – 4.23.  

We have some comments and questions about these paragraphs – we have raised these as 

part of our response to question 3. 
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With regard to the discussion in paragraphs 3.23 to 3.25, we consider that both the 

consolidated financial statements and the unconsolidated financial statements can provide 

useful information to users. We would note in particular that solus accounts are respectful 

of legal boundaries and legal liability which can be useful for users. 

 

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? 

Response to (a): 

Paragraph 4.5 states that “An asset is a present economic resource controlled by an entity 

as a result of past events.” 

Paragraph 4.6 states that “An economic resource is a right that has the potential to produce 

economic benefits.” 

Paragraph 4.18 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.” 

We have some comments and questions on these paragraphs. 

First, in paragraph 4.5, we would like clarification on the meaning of “present economic 

resource” and in particular whether the word “present” is necessary here. For example, 

suppose an entity purchases a call option, and that the call option can only be exercised 

after one year. In that case, we would assume that the call option should qualify as an asset, 

even though it is not exercisable immediately, whereas the word “present” could be read as 

implying that the call option is not a present economic resource. 

Second, in relation to paragraph 4.5 and 4.18, we would like clarification on the meaning of 

control. Paragraph 4.18 refers to “the present ability” to direct the use of the economic 

resource. We are not clear whether the word “present” is necessary here either. 

Finally, we are concerned by the criteria within 4.6 “potential to produce”. We are not 

aware of the concept of having the potential as being defined or used within the accounting 

literature and it is not clear how it fits in with the more commonly used criteria of being 

probable or remote. 
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Response to (b): 

Paragraph 4.14 states that “A liability is a present obligation of the entity to transfer an 

economic resource as a result of past events.” 

We think the reference to past events is unnecessary and duplicative. An obligation as 

defined includes the needs for the obligation to have arisen from past events, hence the 

concept of past event is embodied in the term obligation. 

Please see question 4 for our comments on the definition of present obligation. 

Response to (c): 

Paragraph 4.43 states that “Equity is the residual interest in the assets of the entity after 

deducting all its liabilities.” 

We agree with this definition. 

We note that the IASB is excluding from the consultation issues relating to the distinction 

between liabilities and equity. 

Response to (d): 

Paragraph 4.48 states that “Income is increases in assets or decreases in liabilities that 

result in increases in equity, other than those relating to contributions from holders of 

equity claims.” 

We agree with this definition (whilst noting that we have comments on the definitions of 

assets and liabilities).  [Note that according to this definition, negative interest on an asset 

would not constitute income]. 

Response to (e): 

Paragraph 4.49 states that “Expenses are decreases in assets or increases in liabilities that 

result in decreases in equity, other than those relating to distributions to holders of equity 

claims.” 

We agree with this definition (whilst noting that we have comments on the definitions of 

assets and liabilities). 

 

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? 

Response 

Paragraph 4.31 states that “An entity has a present obligation to transfer an economic 

resource if both: (a) the entity has no practical ability to avoid the transfer; and (b) the 

obligation has arisen from past events; in other words, the entity has received the economic 

benefits, or conducted the activities, that establish the extent of its obligation.” 
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We understand that condition (a) in paragraph 4.31 has been inspired by discussions 

around recognition of liabilities to pay bank levies. We consider that the bank levy is a 

relatively narrow topic and one which, if necessary, could be better dealt with through 

other means (ie at standards level). We think that extending the definition of liability in the 

Conceptual Framework would not be a proportionate response to the topic of the bank levy. 

Furthermore, the definition as proposed would appear to bring into scope a new population 

of arrangements – executory contracts for which the purchaser cannot withdraw without 

penalty e.g. notice periods for employees. It is not clear from the ED whether this was 

intended.  

We note also that there is already a principle of constructive obligation in Standards (e.g. 

IAS 37). The recognition criteria for a provision, listed in IAS 37.14, include “a present 

obligation (legal or constructive) arisen as a result of a past event”. Furthermore, the 

overriding requirement to prepare financial statements on a going concern basis would 

already require the inclusion of a wider population of liabilities than those defined on a 

purely legal basis. It is not clear therefore to us that it is necessary to expand the definition 

of a liability by inclusion of condition (a) in the Conceptual Framework. 

Accordingly, a majority of our members do not support the extension of “practical ability to 

avoid” as introduced in paragraph 4.31 condition (a) of the Conceptual Framework 

Exposure Draft. Some of our members, while supporting this extension, have concerns 

regarding unintended consequences. We would therefore encourage the IASB to use 

standard-level amendments projects to change definitions where necessary. This would 

also help avoid creating a tension between the provisions of the Conceptual Framework 

relating to the definition of a Liability and those found in existing standards.  

We also have some comments on condition (b) in paragraph 4.31.. First, we think it may not 

be clear what is the past event – for example in the UK Bank Levy, is the past event being a 

Bank in general, the passing of legislation, or being a Bank at the end of the relevant 

accounting period? 

Paragraph 4.31 (b) also appears to include an overlap with measurement criteria, in that it 

includes the following condition as part of the definition of a liability: “the entity has 

received the economic benefits, or conducted the activities, that establish the extent of its 

obligation.” If  “extent of its obligations” does indeed refer to the size of its obligations, this 

could be interpreted to mean that certain  obligations (for example where the amount to be 

paid was based on future revenues) would not be deemed to have had a past event until the 

revenues have been earned, as their extent is not clear. A specific example is provided by 

the extent of a Bank’s liability for the UK Bank levy, which is not established until the end of 

the relevant accounting period. We would therefore suggest that the criteria set out in 

paragraph 4.31 should be clarified to avoid unintended consequences from the wording 

“extent of its obligations”.  
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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. 

Response 

Executory contracts 

Paragraph 4.40 states that “An executory contract is a contract that is equally unperformed: 

neither party has fulfilled any of its obligations, or both parties have fulfilled their 

obligations partially and to an equal extent.” 

Paragraph 4.41 states that “An executory contract establishes a right and an obligation to 

exchange economic resources.  … That right, and the obligation to exchange economic 

resources, are interdependent and cannot be separated. Hence, the combined right and 

obligation constitute a single asset or liability.” 

Whilst this statement does not seem unreasonable (and we note the reasoning set out in BC 

4.85 to 4.90) we are not sure that it necessarily holds in all cases. For example, it may be 

possible for one or both of the parties to assign their rights or to novate their obligations to 

third parties, in which case the rights and obligations might indeed become separated.  

Accordingly, we think that it may be necessary to qualify the statement. 

Paragraph BC 4.92 states that “In many cases in current practice, an asset or a liability is not 

recognised for an executory contract. The IASB expects that this will continue to be the 

case.” We would note however from BC 4.82 that the focus of the existing Conceptual 

Framework seems to be on liabilities (recognition of which entails recognition of related 

assets or expenses), whereas the Exposure Draft takes a more symmetric approach to 

assets and liabilities. While this may seem to be a small change, we think that it may be 

necessary to consider further how the existing Conceptual Framework and the Exposure 

Draft interact with the various IFRSs which relate to the existence and recognition of 

liabilities, and how the Exposure Draft could influence amendments to those IFRSs in 

future. 

Particular standards that would need to be considered are IAS 37 (and the possible future 

research project) and IAS 32 (in particular the implications for the accounting for dividend 

policy). 

The level of detail required may make this topic more suited to being covered at standards 

level. 

Reporting the substance of contractual rights and contractual obligations 

Paragraph 4.53 states that “The terms of a contract create rights and obligations for the 

entity. To faithfully represent those rights and obligations, financial statements report their 

economic substance and not merely their legal form.” 
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Paragraph 4.55 states that “Terms that have no commercial substance are disregarded.” 

We would agree with both of these statements. 

Paragraph 4.55 provides further guidance as follows:  

“Terms that have no commercial substance could include, for example: 

 … (b) rights (including options) that the holder will not have the practical ability to exercise.” 

We note that the determination of whether a holder will have the practical ability to exercise a 

right may be subjective in some cases. 

Unit of account 

Paragraph 4.57 states that “The unit of account is the group of rights, the group of obligations, 

or the group of rights and obligations, to which recognition and measurement requirements are 

applied.” 

Paragraph 4.59 states that “In some circumstances, it may be appropriate to select one unit of 

account for recognition and a different unit of account for measurement (for example, contracts 

may be recognised individually but measured as part of a portfolio of contracts). 

We think there is some tension between these two paragraphs. We consider that it would be 

clearer if there was an explicit statement, for example after paragraph 4.57, that it is expected 

that the unit of account selected for recognition would be the same as the unit of account 

selected for measurement. 

We note that in our response to ED 2014/4, we stated that in response to question 1 that 

“Although unit of account is not defined consistently throughout IFRS literature, we would 

consider it to be most appropriate at the level at which an asset is aggregated for accounting 

purposes.” 

Paragraph BC 4.116 states that “Selecting a unit of account is not the same issue as: 

(a) determining that an executory contract creates a single asset or liability. In an executor 

contract, the right to exchange and the obligation to exchange are not separable … and, 

hence, they cannot form separate units of account.” 

For the reasons given above in our comments on executory contracts, we think the premise that 

the rights and obligations are not separable may not always be correct, and therefore that 

whilst the conclusion that they cannot form separate units of account may still be valid in 

particular cases, it does not automatically follow in general from the definition of executory 

contracts. 

 

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? 
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Response 

We agree with the proposed approach to recognition. We think this a good illustration of how 

the Conceptual Framework can function as a manual for the IASB to help the development of 

future standards. 

 

Question 7 – Derecognition 

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? 

Response 

We agree with the proposed approach to derecognition. 

We note from paragraph 5.33 that “One case in which questions about derecognition arise is 

when a contract is modified.” We think that this can be a difficult matter to determine, and that 

it should be covered in standards level guidance. However we have no objection to the 

comments made in paragraphs 5.34 to 5.36, which we think are appropriately non-prescriptive. 

 

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? 

Response 

We think the IASB has correctly identified and properly described the measurement bases that 

should be described in the Conceptual Framework, namely measures based on cost and 

measures based on current value. We also agree with the non-hierarchical way in which the 

measurement bases have been described. 

 Not all measurement basis seem however to have been described. In particular, we note the 

example of the “equity method”. We note that there is an ongoing debate on whether this 

“equity method” represents a measurement basis or consolidation method.  

 

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? 
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Response 

We think the IASB has correctly identified the factors to consider, namely the qualitative 

characteristics of relevance and faithful representation. 

Paragraph 6.54 states that  

“To produce relevant information, it is important to consider the following factors when 

selecting a measurement basis for an asset or a liability and the related income and expenses: 

(a) how that asset or liability contributes to future cash flows. This will depend in part on 

the nature of the business activities conducted by the entity. … 

(b) the characteristics of the asset or liability…” 

We agree that both the nature of the business activities and the characteristics of the asset or 

liability are factors that should be considered, and we agree with the IASB’s reasoning (set out 

in BC 6.51) for including the nature of business activities as a factor. 

We also agree with the statement at paragraph 6.48 that “The relative importance of each of the 

factors will depend on the facts and circumstances”.  We also note the recent paper prepared by 

the ASBJ on the “Role of “Nature of an Entity’s Business Activities” in Accounting Standard –

Setting” (subsequently quoted by EFRAG in its “Bulletin on profit or loss versus OCI”) with 

regard to the role of business activities in selecting a measurement basis. We consider that the 

importance of business activities in the selection of a measurement basis is a topic best dealt 

with at the standard level.  

Paragraph 6.55 states that “One factor affecting the relevance of the information provided by 

the measurement basis is the level of measurement uncertainty in estimates of that 

information”. We consider that the level of measurement uncertainty would not in principle 

affect the relevance of the information, but rather would affect its reliability. We would agree 

however with the statement in BC 6.56 that “Sometimes a measure with a high degree of 

uncertainty provides the most relevant information about an item. For example, this may be the 

case with many financial instruments for which prices are not observable”. 

 

Question 10 – More than one relevant measurement basis 

Do you agree with the approach discussed in paragraphs 6.74 to 6.77 and BC 6.68? Why or why 

not? 

Response 

We agree with the approach taken. 

We note that the focus of these paragraphs is on the need to provide information which is 

relevant. For example, paragraph 6.74 states that “Sometimes, more than one measurement 

basis is needed to provide relevant information about an asset, liability, income or expense”. 

And in paragraph 6.74, “the information is…made more relevant”. 
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We consider that using more than one measurement basis may, depending on the facts, also 

provide a more faithful representation. 

 

 

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? 

Response 

We agree with the discussion in paragraphs 7.2 to 7.7 on the objective and scope of financial 

statements. 

We agree with the discussion in paragraphs 7.8 to 7.18 on the use of presentation and 

disclosure as communication tools.  

In particular we agree with the statement in paragraph 7.8 that “Efficient and effective 

communication of that information improves its relevance and contributes to a faithful 

representation of the assets, liabilities, equity, income and expenses. Such communication also 

enhances the understandability and comparability of information in financial statements.”  

With regard to comparability, we consider that it is useful for reporting entities to disclose 

information about their business activities. We would suggest that the Conceptual Framework 

could refer to business activities as an example of “other information that is relevant to users” 

(in paragraph 7.8).  Similarly, business activities could also be referred to as an example of 

“relevant information” (in paragraph 7.16) in the context of specific Standards. 

We note also that in IAS 7 Statement of Cash Flows, there is an underlying principle of 

cohesiveness (in the sense that cash flows are classified according to whether they arise from 

operating, investing or financing activities). We consider that it would be useful to include a 

similar principle in the Conceptual Framework, for example in the section on classification 

(paragraphs 7.10 to 7.13) or in the section on aggregation (paragraphs 7.14 to 7.15). 

 

Question 12 – Description of the statement of profit or loss 

Do you support the proposed description 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. 

Response 

Paragraph 7.20 states that: 

“The purpose of the statement of profit or loss is to: 
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(a) depict the return that an entity has made on its economic resources during the period; 

and 

(b) provide information that is helpful in assessing prospects for future cash flows and in 

assessing management’s stewardship of the entity’s resources.” 

Paragraph 7.21 states that: 

“Hence, income and expenses included in the statement of profit or loss are the primary source 

of information about an entity’s financial performance for the period.” 

Paragraph 7.23 states that: 

“Because the statement of profit or loss is the primary source of information about an entity’s 

financial performance for the period, there is a presumption that all income and expenses will 

be included in the statement of profit or loss.” 

Paragraph 7.24 states that: 

The presumption that all income and expenses will be included in the statement of profit or loss 

can only be rebutted if… (b) excluding those income or expenses … would enhance the 

relevance of the information in that statement for that period. When this is the case, those 

income or expenses … are included in other comprehensive income.” 

These four paragraphs, taken together, provide a description of profit or loss. 

The description emphasises that it is necessary to depict the return that has been made during 

the period, and to provide information about the entity’s financial performance for the period.  

The description makes clear that there is a presumption that all income and expenses should be 

reflected in profit or loss, unless there is a more relevant presentation. 

We are supportive of this description of profit or loss. 

We acknowledge that there is an ongoing debate as to whether it would be more appropriate to 

have an explicit definition of profit or loss, and/or an explicit definition of other comprehensive 

income. 

We think that income and expenses should be reflected in profit or loss unless it would be a 

more relevant and a more faithful representation to be reflected in other comprehensive 

income. Accordingly we would suggest that there should be a reference to faithful 

representation (as well as the reference to relevance) in paragraph 7.24. 

We consider that if paragraph 7.24 is to be regarded as the conceptual basis for inclusion in 

other comprehensive income, then it should be clear in any particular case whether income and 

expenses should be taken through profit or loss, or through other comprehensive income. We 

therefore do not understand the conceptual basis for some standards to make the use of other 

comprehensive income optional.  We think that there should be additional guidance (at 

standards level) to spell out which income and expenses should be reflected in other 

comprehensive income. 
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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 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? 

Response 

Please see our response to question 12 above. 

 

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 would you propose instead and why? 

Response 

Paragraph 7.26 states that “If income or expenses are included in other comprehensive income 

in one period, there is a presumption that it will be reclassified into the statement of profit or 

loss in some future period. That reclassification occurs when it will enhance the relevance of the 

information included in the statement of profit or loss for that future period.” 

Paragraph 7.27 states that: 

“The presumption that such a reclassification will occur could be rebutted, for example, if there 

is no clear basis for identifying the period in which reclassification would enhance the relevance 

of the information in the statement of profit or loss. If no such basis can be identified, this may 

indicate that the income or expenses should not be included in other comprehensive income.” 

We consider that paragraphs 7.23, 7.24 and  7.26  can be considered as a step in the right 

direction by first presuming that all income or expense should be included in profit or loss, then 

by stating that some items can be taken through other comprehensive income, and then by 

acknowledging the principle of recycling of elements recognised in other comprehensive 

income. 

However do not agree with the further conditions (in paragraphs 7.26 and 7.27) attached to 

recycling. 

We consider that it would be consistent with the importance of profit or loss for all items to be 

reflected (eventually) in profit or loss. In other words, we see other comprehensive income as a 

deferral mechanism rather than a mechanism for permanently excluding items from profit or 

loss. 
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On this view, recycling would be a requirement (not merely a rebuttable presumption), and 

there should be guidance (at Standards level) on factors to consider when determining in which 

period the recycling should take place.  

There would then be only two possibilities, depending on the particular facts: 

(i) reflect income and expenses through profit or loss; or 

(ii) reflect income and expenses through other comprehensive income, and then recycle 

through profit or loss. 

We would also note that not all standards require recycling, and we would suggest that the IASB 

consider reviewing those standards to require recycling. 

 

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? 

Response 

Paragraph BCE.3 states that: 

“The IASB reviewed existing and proposed Standards…” 

Paragraph BCE.24 states that: 

“The IASB emphasises that its intention in this project is to provide a coherent basis for 

developing future Standards, not to eliminate existing inconsistencies. In fact, as discussed in 

paragraphs BCE.7 – BCE.21, the IASB acknowledges that the proposals in the Exposure Draft 

would create some new inconsistencies. Nevertheless, some concepts in recent Standards-level 

projects reflect the IASB’s most developed thinking on these matters, and that thinking also 

flows into the proposals in the Exposure Draft. It is not the IASB’s intention to legitimise existing 

Standards or practice.” 

It is not entirely clear to us what the implications are for existing and proposed Standards. 

We understand from paragraphs BCE.8 and BCE.11 that the IASB will further explore how to 

distinguish liabilities from equity claims, and will consider whether to take on an active project 

to consider amending parts of IAS 37. There are however several other aspects of existing 

standards which are not consistent with the ED.  

In fact, we are not sure of the value of including a list of inconsistencies in the ED. We think it 

might be better to include a list as part of the IASB’s Agenda Consultation, and to determine, 

through that consultation, which issues to revisit. 

 

Question 16 – Business activities 

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

We agree with the proposed approach to business activities. 

In particular we agree with the approach set out at paragraphs BCIN.32 and BCIN.33, whereby 

the Exposure Draft includes specific guidance on how the business activities factor affects the 

unit of account, the selection of a measurement basis, and presentation and disclosure. 

 

Question 17 – Long-term investment 

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

Response 

We agree with the IASB’s conclusions on long-term investment. 

In particular, we agree with the IASB’s conclusion at paragraph BCIN.37 that the discussion on 

how an asset or liability contributes to future cash flows (which in turn depends on the nature 

of the business activities) provides sufficient tools to enable the IASB to make appropriate 

standard-setting decisions if future projects consider: 

(a) how to measure the long-term investments (or liabilities) of entities whose business 

activities include long-term investment; or 

(b) whether such entities should include changes in the carrying amount of those 

investments (or liabilities) in the statement of profit or loss or in OCI.” 

We also agree with the IASB’s comments set out at paragraph BCIN.44 that “it is not the role of 

accounting standards to encourage or discourage investments that have particular 

characteristics. Instead, standard-setting decisions (such as which measurement basis to adopt 

in particular cases) are driven by the usefulness of the resulting information, so that the 

information is relevant and is a faithful representation of what it purports to represent.” 

 

Question 18 – Other comments 

Do you have any comments on other aspects of the Exposure Draft? Please indicate the specific 

paragraphs or group of paragraphs to which your comments relate (if applicable). 

Response 

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 note that there is little discussion of the concept of agency and principal particularly in the 

context of the balance sheet. We believe this is something that could be usefully addressed at 

conceptual framework level. We do not have any other comments on the Exposure Draft. 
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Once again, we are very grateful for the opportunity to comment on the IASB’s ED/2015/3:  

Conceptual Framework for Financial Reporting. 

If helpful, we would of course be pleased to discuss any of the comments above in greater 

detail. 

 

Yours sincerely, 

 

Richard Middleton 

Managing Director & 

Head of Accounting Policy  


