
 
 

Mr. Hans Hoogervost 

International Accounting Standards Board 
London EC4N 6XH 
United Kingdom 

26 November 2015 

 

Dear Sir, 

 Exposure Draft on the Conceptual Framework for Financial Reporting ( the "ED")   

The ED is a very substantial document which provides  useful  details on the preliminary views of the 
IASB. As I believe the project is one of the most important , difficult and demanding ones undertaken 
in recent years, I commend the effort of  the IASB and its staff.  

My preliminary comments on the ED appear below and I have used your question headings as a 

reference to group my comments. The views expressed are my own and do not necessarily 

represent  the views of my firm.  Some of my comments under a heading may be interrelated to 

your other questions  so if you feel they  are also relevant to any of your  other questions  please feel 

free to regroup them.  

My  comments deal with matters where  I believe further refinement  is needed to ensure that once 

the Framework is completed it can  serve its purpose of guiding  the IASB in developing new  or 

revised accounting standards as well as  assist  entities in better understanding the key concepts and 

principles  used in preparing   financial statements.  

As  the Framework  will become the key master document of the IASB,  the project must not be 

rushed. If the concepts and principles included in the final document are unclear or not robust 

enough the detailed standards which should be aligned to it will be  misdirected. 

I hope that you find my comments useful.  If you wish any further clarification or elaboration please 

let me know.  

 

 

Your faithfully, 

 

Mr. Colin Chau  

26 November 2015  ( contact:  rbcolini@gmail.com) 



 
 

Question 1 – Proposed changes to Chapter 1 and 2 

I am pleased with the proposed reinstatement  of Prudence and  Stewardship.   Prudence plays a key 

role and reinforces the need for management to be accountable and not to be overly pessimistic but  

perhaps more importantly not to be too optimistic and aggressive in recognising gains. Prudence 

also provides conceptual support for recognising write downs to net realisable values, impairment 

losses on assets under the new expected loss model in IFRS 9, and also the making of provisions for 

expected losses.  

Question 2- Description and boundary of a reporting entity 

The accounting concepts developed for this subject matter should  apply equally to combined 

financial statements ( normally consolidated financial statements)  and to individual financial  

statements ( i.e. the legal entity company level or separate  financial statements) .  

I believe that the best and clearest approach should be that the concept is explained first  at the 

individual company level financial statements because the two primary  statements of these ( i.e. the 

profit and loss and the balance sheet or statement of financial position )  must be in place  before 

consolidated financial statements can be prepared.  In the preparation of consolidated financial 

statements however there are many other additional considerations that need to be considered as 

the boundary of the reporting entity is widened to include other legal entities, and as a result intra-

group issues need to be dealt with which may not be applicable in company level financial 

statements.  

Furthermore,  the concepts on the boundary of the reporting entity would be incomplete without 

addressing two forms of  business combinations that currently arise in practice as both relate to the 

description and boundary of the reporting entity and thus impacts on how financial statements are 

prepared.   

 The first  is business combinations under common control where under current  practice  entities in 

the group are accounted for " as if" the group has always existed resulting in the re-statement  of 

comparative figures notwithstanding the fact that  the legal or enforceable  rights of parties 

comprising the  new group and those dealing with entities in the group  before and after the 

business combination are not the same.  

 The second is reverse takeovers where  under current accounting practice the legal parent  becomes 

the accounting acquiree and the legal subsidiary becomes the accounting acquiror.   

Looking at  entities that are being considered to be included in a "group"( i.e. the boundary of the 

reporting entity)   from the perspective of which entity has  "Effective Ownership" of another entity 

may be an approach to assist in developing conceptual principles.  In other words, once the "top 

entity" of the group is decided upon you only look down to determine the entities below to be 

included in the group as these are the entities effectively owned and thus controlled by the top 

entity. Looking further  above the designated top entity leads to complications and makes the 

resulting financial statements complex and difficult to understand.    

 



 
 

Question 3 – Definitions of elements 

The ED does not include  robust conceptual principles for deciding when and what should be 

reflected in P&L / OCI / Statement of Financial Position and when and what type of information is 

better provided outside these statements. It is only through this that the IASB can address what is 

the intended purpose of these primary statements, define the terms of the elements included 

therein and determine what is meant by the term “profit” or "financial performance".   

Assets 

"Rights" as explained in the ED places emphasis on the term "economic resource" yet the IASB’s 

publication "Investor Update" indicates that investors are looking for information on cash flows. 

Referring to "economic resource" and  reducing the reference to cash flows may result in not 

communicating information in a way the primary targeted readers of financial statements find useful.   

An "economic resource" has been defined as a "right that has potential to produce economic 

benefits". However the ultimate test of whether something can produce  "economic  benefits " must 

be that it will produce  cash inflows. Rather than deleting the reference to "expected flows of future 

economic benefits", it may be simpler explaining that an "economic resource" and "economic 

benefits"  ultimately embody expected cash inflows.  

 I would add that the  ultimate test of whether  any "profit" has been generated by a company is  

assessed by looking at whether there has been net cash inflows.  A  company is established to carry 

out business (and normally for-profit), and it can only do this by transacting with others.  At the core 

of any successful business is ultimately cash.  Cash inflows and outflows represent the life blood of a 

company.  This must be kept in mind in the preparation of IFRS financial statements,  especially as 

the "accruals" and the concept of "matching" are introduced,  and as a result the significance of cash 

flows is often forgotten.  The meaning of "cash flows" is a simple more commonly used  term and  is 

relatively easier to relate to and understand. Looking at the ultimate movement of a company’s 

"cash flows" or "money flows", and whether it has "effective ownership" of things (either through 

legal title or other means) is a  useful means of  understanding more clearly accounting issues.  

Although  "rights" would logically appear to be assets,  I am  concerned with the new emphasis on 

"rights" as being separate assets especially where a single asset can be split into multiple rights as 

set out in paragraph  4.12 of the ED.  I believe this may  lead to possible unforeseen complications in 

practice and will bring with it further interpretation difficulties. For example, if assets are regarded 

as a "bundle of rights", conceptually all assets would be divisible infinitely and the question then 

would be who actually has "control".  

The word "control" is used in the proposed revised definition of an asset.  Although "control" is also 

used in the existing definition, inclusion of the word "control" has been problematic. For example, it 

is also used in IFRS 3, IFRS 10, IFRS 11, IAS 28 and IAS 27 but its meaning is not always the same. If in 

the definition of an asset "control" is meant to and should mean  the "right to variable returns" it is 

in substance saying that the party possesses "Effective Ownership" and this I believe would be a 

more easily understood term.  The ED goes to some length in describing when a party is acting as 

agent or as a principal and concludes that where a party "controls" an asset in the capacity of an 

agent the asset belongs to the principal and is not an asset of the agent.  In my view, the ED’s 

discussion, in substance, is explaining which party has "Effective Ownership".   



 
 

To illustrate the problems associated with an asset being a "bundle of rights" that can be separately 

controlled, it means that conceptually an asset can be divisible into infinite parts and this will 

depend on the percentage or degree of control held.  The implications of this concept are unclear 

and needs to be carefully thought through.  For example, in the case of a leased asset  both the 

lessor and lessee have some "control" of the leased asset at the same time, but the extent of control 

of each is different. I believe the lessor has more control than the lessee. For example,  in the case of 

a property lease, the lessor  can sell the leased asset whereas the lessee is normally restricted on 

how the leased asset is used and normally the lessee will not be permitted to  sub-lease the asset to 

another tenant. Control can also change over time.  

The same applies to a licence say of software or any computer application commonly used in an 

office such as Microsoft Word which I am using to write this letter.  It is clear from the license that 

the ownership of the software belongs to Microsoft and I as a user have limited control in that I 

cannot change the software or amend it in any way.  I am paying Microsoft for its use and from a 

cash flow perspective an asset only arises  if I capitalise my cost so that the cost may be deferred and 

spread over the years I intend to use the software. If I were to use the software solely for just writing 

this letter the cost should be expensed on completion of this letter.   

From another perspective, in the preparation of consolidated financial  statements where say there 

is a 60% owned subsidiary, under current accounting practice 100% of all the assets of the subsidiary  

are consolidated. However, if an asset is regarded as a “bundle of rights” and a percentage control 

notion applies,  does this mean that  proportionate consolidation of just 60% would be appropriate 

as it could be seen as there is just control over  60% of the assets and the remaining 40% represents 

assets for which the parent is using as an agent.  

In my view "Effective Ownership" is perhaps a term that may be better understood as it means that  

there can be only one party that can recognise the same asset at any point in time.  In other words, 

an asset acquired from a third party is indivisible and belongs to one party who bears the risks  and 

rewards of ownership and thus possess the unilateral  ability to do whatever he likes with it; namely, 

either to use it (as a whole or subdividing it ), sell it or destroy it.  The entity that possesses the 

power and ability  to choose between all three alternatives is an indicator that he is the "Effective 

Owner" and thus the thing is his asset and his  alone.  If an entity's  power  is limited to less than all 

the three alternatives,  the thing is not his asset and it should not be recognised as his asset. 

In my view, we essentially live in a physical world in which we can only easily comprehend it if 

everything is supported by some physical form ( i.e. it is identified by a name together with certain 

properties or characteristics that allows it to be identified).  For example, even a "right" ( e.g. a 

mining right , license or patent)  is identified by a name or document and even know-how developed 

in-house must be supported by an identifier and some type of physical form such as being written on 

paper or  electronic means which sets out the specific characteristics, formula or process.   

The first test on the issue of a bundle of rights as being assets,  but which do not possess the 

characteristics inherent in assets  as mentioned below ( in other words,  they are neither a 

receivable or a deferred expense arising from a transaction with another party), will likely be in 

relation to the new proposed accounting standard for leases which I understand will be issued by the 

end of 2105.  A lease contract creates obligations but what is a present obligation, namely what is 

the "liability" is still unclear under the ED ( see also Question 4). 



 
 

 I personally see a lease contract as a contract where the performance obligations of the lessor and 

the lessee are to be performed and satisfied over time rather than at a point in time as a lease is in 

essence time-based.  That is, an initial liability amount arises and if not settled,  builds up based on 

the passing of time. As a result,  the question is whether  there actually is  a " liability"  or a present 

obligation for the  full amount of all lease payments committed under the lease contract at inception 

( e.g. once  the keys to a leased property are handed over to the lessee) , which I understand will be 

required in the new lease standard. I do not believe this reflects the true economics of the 

transaction or the intention of the lessor and lessee.  If there is no  such "liability" ( i.e.  for all the 

committed lease payments at inception), the question which follows is can there be a corresponding  

"asset".  

From a cash flow perspective, an asset  arises from a real actual transaction made with another 

known external counterparty and has an intrinsic characteristic in that it is either :- 

(a)  expenditure made that justifiably has been deferred and capitalised for future use or 

consumption, or 

(b) a receivable from a known party who recognises ( explicitly or implicitly) that the amount ( the 

cash inflow) is due and thus is expected to flow to  the entity. 

This is illustrated in the Table below.   

 

 Capitalised expenditure that is 
expensed in P&L in subsequent 

period(s) 

Receivable 

Property, Plant and Equipment Yes 

(through Depreciation) 

No 

Inventories Yes 

(through Cost of Goods Sold) 

No 

Investments – Trading / Subsidiaries / 

Associates 

Yes 

(through Cost of Disposals) 

No 

Trade Debtors / Accounts Receivable No Yes 

Prepayments Yes No 

Cash at Bank / Bank Deposits No Yes 

(Due from government / 

banks) 

 

Even a  physical  gift  can be seen as equivalent to a cash loan granted by the grantor to facilitate the 

expenditure by the grantee to pay for it, but where the repayment of the loan is waived by the 

grantor. All assets that are deferred expenses will always be eventually charged to P&L when used 

( e.g. inventories through COGS and fixed assets through deprecation ). Assets that are accounts 

receivable will be replaced by either (1) other receivables ( e.g. a trade receivable may be settled by 

cash but cash too is a another receivable; namely, a promise to pay from another party such as a 

bank/government) or (2) by another  deferred expense ( e.g. cash received in settling a receivable is 

used to buy further inventories which will be used in subsequent sales). 

 



 
 

 

Re-measurement of Assets 

 The above analysis is before taking into account the conceptual issues concerning  re-measurement; 

what it means, its purpose and when and why it should be done and how should it be presented in 

financial statements.  For example,  a conceptual question raised  could include this.  Should "assets" 

that have been fully/ partially expensed be re-measured upwards to reinstate them and should 

there be a maximum amount of the restatement? One possible answer is not to recognise the re-

measurement amount  but to disclose the restated amount and explain what it means. Another 

possible answer  is the maximum amount of the restatement should be recognised and should be 

the original cost as this is what was actually spent.  Another possibility is it could be re-measured and 

recognised up to its replacement cost or the price the asset can be sold at the reporting date.  

The choice made will result in different accounting consequences. For example, if the assets  are 

restated to their original cost it could be interpreted to mean that  expenses in past years were 

overstated and thus profits overstated,  and an adjustment against  retained profits brought forward 

may be appropriate. If however they are re-measured above their original cost  this would mean that 

there will be a gain and the questions that may be asked would be (1) whether the gain is a realised 

gain  and (2) in which accounting period did this gain arise and should any attempt be made to 

allocate it to the relevant  past and/or  present period .   

Fair value upward re-measurement information is  relevant and useful but the conceptual question 

is what is the concept or principle that can be consistently applied when deciding how the 

information is conveyed to the reader, where the alternative methods available include (1)  

recognition in the primary statements ( P&L,  OCI or balance sheet) or  (2) no recognition in the 

primary statements  but by way of note disclosure only. The benefits of disclosure is that all gains 

and losses on re-measurement  can be separately highlighted perhaps in a central note for both 

management and shareholders to see so that it will lead to questions on what courses of action are 

available and when  action can be taken  to realise a potential gain or minimise  further potential 

losses.  

 The IASB must  be clear about and explain what re-measurements, and especially upward re-

measurements  in value, are attempting to do and what the resulting information is attempting to 

portray,  and to set out  core concepts and principles so there is consistency and a logical rationale in 

the chosen treatment.   

It may be appropriate to look to the following two tax law principles and consider whether they can 

be used as key accounting principles when considering the accounting for asset re-measurements or 

even as general accounting principles for recognising "transactions and events" :-  

 

(1) Principle I  - profits connotes actual or realised and not potential or anticipated profits; 

(2) Principle II  -  neither profits nor losses may be anticipated. 



 
 

Principle I would require defining what would be regarded as "realised" and this is unavoidable in a 

full and proper explanation of the "Accruals Concept", the "Matching Concept" and the analysis will 

assist in flushing out the purpose of the OCI statement.  

For Principle II, it could be explained that the making of impairment allowances for existing assets 

and provisions for expected losses is not another way of anticipating losses.  The assessments, if 

made properly under the Prudence Concept, should be that the losses are in fact realised.  A 

distinctive feature of impairment allowances for assets that are receivables is that there is a real 

identified counterparty  from whom a receivable  was originally due but which has now become non-

recoverable,  or if the asset was a capitalised expense,  there is no longer justification for continued  

deferral of the expense.   In contrast, in the case of a re-measurement upwards or the  recognition of 

a holding gain, the counterparty is hypothetical as no real counterparty can be identified. The 

conceptual question then is this,  is the gain actually realised and if so why and if it is to be 

recognised how should this information be best portrayed to the reader, and moreover if such gains 

are recognised should these segregated and separately identified and  tracked so that the total 

cumulative amount of the exposures at the reporting date  is known? 

I believe that normally  the type of "events" to be recognised in the primary statements should  

normally be restricted to those that meet the Prudence Concept, i.e. adjustments are made to 

ensure that the carrying values of existing assets are not overstated and expected losses are not 

understated or overstated.  The Concept of Prudence is extremely important as it forms the 

conceptual basis for accounting for "events" where no "transaction" has occurred with an 

identifiable counterparty giving rise to changes in claims.  The Prudence Concept provides a useful 

reality check to the "Accruals Concept" which allows the recognition of sales and treating the 

resulting profits as being "realised" despite the fact that cash inflows from the sales have not been 

received.  The making of impairment allowances on assets is a means to reflect the fact that "profits" 

that were previously recognised under accrual accounting will not materialise.  The making of 

provisions for expected cash  outflows  also serves the stewardship function to recognise expected 

losses as soon as possible. 

Equity 

Retaining  the status quo (i.e.  defining “equity”  as a residual), will not assist is resolving the many 

practical difficulties that have been encountered in practice.  In particular, properly  distinguishing 

equity  from a liability is  extremely important as the accounting for equity is significantly different 

from the accounting for a liability. Currently, after initial recognition the former is not subsequently  

re-measured but the latter sometimes is.  

In substance, both a liability and equity represent claims by  parties against the reporting entity.  The 

distinction between the two is perhaps  best found by looking at the status of the  claimant  ( i.e. the 

body or legally recognised person) making the claim.  In my view, the basis of an "equity" claim must 

be premised on the fact that the claimant is a registered  member of the entity ( e.g. a shareholder  

in the case of a company ) as this establishes the claimant's  rights but also his obligations, including 

the extent of his rights and obligations concerning the  company's assets.   

A shareholder of a company  is distinguished from other claimants in that he:- 



 
 

(a) has contributed “capital” to the company (i.e. an amount which is not 
repayable/refundable to the shareholder except on liquidation of the company; but also 
where the amount refundable is restricted to the available assets remaining in the company 
after preferential payments due to non-shareholders at the time of liquidation have been 
settled; and 
 
(b)  bears the risks of variable returns of the company, namely he is entitled to his 
proportionate share (but only because he is one of the shareholders of the company) of  the 
profits/losses of the company.  

 

Both the elements represent the characteristics possessed by an  equity claimant , and they are held 

and arise in that order.    

If the above is an appropriate  description of an equity claimant which I believe it is, there will be 

implications and a need to reconsider the  current accounting requirements .  For example, in the 

case of convertible bonds the holder of a convertible bond is not a registered shareholder of the 

company until he has exercised his option to convert so the conceptual question is should part of a 

convertible bond be regarded as equity which is currently the case.  

Question 4 – Present obligation 

The ED includes guidance but does not include clear guiding principles similar to that contained in 

IFRIC 21 – Levies which would have been useful to identify when an "obligating event" triggers and 

crystallizes an obligation into a "present" obligation.  It is not entirely clear when  a "present 

obligation" is triggered.  I believe a useful "trigger point"  that can perhaps be explored is the point 

in  time when a monetary amount becomes  "Effectively Owed" by the reporting entity to outsiders.    

The ED’s discussion of a present obligation as being where the "entity has no practical ability to 

avoid the transfer economic resources" is unclear and is likely to lead to implementation difficulties 

and diversity in practice.  For example, in respect of an insurance contract or stand-ready 

arrangements such as a guarantee or even a bank overdraft facility, it could be argued that  

immediately on  entering into the contract the insurer/ grantor  has no ability to avoid the transfer 

of economic resources and thus under the ED it would appear that a liability for the 

insured/guaranteed amount  should be recognised immediately .   It is unclear whether  this is the 

intention but if it is it would mean that liabilities as currently recognised are substantially 

understated.   

As  mentioned above under Question 3, in the case of a lease once the lessee gets access to the 

property, the present  obligation or amount “Effectively Owed” at the reporting date  to the landlord 

is not  the total amount payable under the full term of the lease but only that amount due and 

outstanding at the reporting date.  Amounts payable on the lease after the reporting date are not 

“present” obligations but are future obligations.  

The attempt to expand the meaning of a "liability" to not just include “enforceable” obligations but 

to also include “constructive obligations” will also lead to continued implementation issues.  A 

possible solution is for a separate conceptual discussion on “provisions” which I believe represent  

amounts set aside but where there is no “present obligation” or an amount "Effectively Owed", 

namely,  an immediately enforceable claim from another identified party.  If a claim is not 



 
 

enforceable, arguably there will be a practical ability to avoid the transfer of economic resources.  

The difficulty of the ED’s approach lies in how non-enforceable claims can be incorporated into the 

definition of a liability.   

Please refer also to comments to Question 18 

  

Question 5 – Other guidance on the elements 

The importance of considering the “probability” of expected cash inflows appears to be downplayed 

for asset recognition and this is likely to lead to the recognition of assets where it will be difficult to 

independently disprove the expected cash inflows.  Under the proposals it will be easier to justify 

recognising something developed by an entity internally for which the cost of development has 

already been expensed but will be re-measured upwards because it is regarded as  having potential 

to generate future cash inflows.   

See comments to Question 3  

 Question 6 – Recognition criteria 

See comments to Question 8 

Question 8 – Measurement  bases 

The IASB needs to clearly explain initial measurement and how it is distinguished from re-

measurement and when re-measurement is conceptually appropriate. This means addressing the 

issue of when holding gains/losses should be recognised and if so when and where they will be 

presented (e.g. P&L, OCI) or whether they should be disclosed by way of a note to the financial 

statements.   

The recognition of hypothetical transactions which allows re-measurement  of the carrying value of 

assets upwards represent the early recognition of gains or expected cash inflows but there is no 

identified party from whom the reporting entity can make and enforce a  claim. Accordingly the 

potential to produce economic benefits or expected cash inflows may not materialise and their 

recognition  could in fact be considered as presenting a misleading picture in financial statements  

unless readers are also clearly warned that such expected cash inflows recognised to date  may in 

fact  not materialise.   

The current requirements to regularly re-measure some  assets and liabilities but not others after 

their initial recognition and with the changes recognised in P&L, OCI or elsewhere without a clear 

conceptual rationale is a major factor contributing to complexity and information overload in 

financial statements.   

The reason for reflecting re-measurement gains and losses, such as fair value adjustments, in the 

primary statements for some items but not for others is not clear.  Fair value information, for 

example,  is relevant and useful  but there are many ways to present relevant and useful information.  

In other words,  should accounting primarily be "transaction" based,  and if so what type of 

transactions should be recognised and why. If accounting is to also capture "events",   what type of 



 
 

events should be recognised and why. Fair value re-measurements do not involve a  real 

“transaction” with another party  and represents recognition of a “hypothetical transaction” and the 

result is presenting pro-forma “as if” information. The conceptual question then is should you mix 

real transaction information with "as if "information,  and if so should they be separately 

distinguished in financial statements and how.   

 I believe "relevance" of information  alone is not a sufficient and a robust guide that can be used by  

the IASB and it must be accompanied by other concepts and principles that can be tested more 

objectively.  

Question 9 – Factors to consider when selecting a measurement basis 

See comments to Question 8. 

At present there is little discussion in the ED to distinguish initial measurement and what is the 

reason for subsequent re-measurement  except perhaps that the information provided is "relevant 

information".  "Relevant  information" however is very subjective and does not provide a solid and 

an objective basis so it can be tested and used consistently and guide the IASB in selecting a 

measurement basis.     

 As included in IFRS 13, the IASB may wish to consider whether there should be a hierarchy  or 

systematic process in the selection of the most appropriate measurement basis to be used.   In 

current standards, including the newly issued  IFRS9, selection of the measurement basis is 

sometimes determined based on the business model or use of the asset which is entity specific and 

the IASB may wish to further explore whether selection can be linked to an entity's  "business 

model".    

Question 10 – More than one relevant measurement basis 

The ED proposes that different measurement bases can be selected for recognition of assets and 

liabilities in the primary statements and the basis for selection shall be whether the information 

provided is relevant and useful.  Paragraph 6.76 of the ED will allow for the same item, a different 

measurement basis for recognition in P&L and recognition in the statement of financial position.  

The questions that will arise from this will be (1) what is the accounting policy for the selected item 

and (2) if the main rationale for different measurement basis is that the information being presented 

is "relevant",  how can this be  objectively applied consistently ( 3) does it add undue complexity and 

is the information provided really understandable  and (4) is  there be a better way? 

 The  consequences of two or more different measurement methods being used for the same item at 

the same time is that  once it is allowed it will be easy to justify it for other items and the likely result 

is more complex financial statements that will be difficult to understand. 

Question 12 – Description of the statement of profit or loss 

See comments to Question 3. 

The ED has not defined “profit” / “financial performance” but rather appears to suggest that both 

the P&L and OCI statements will present information on “financial performance” and P&L will be the 

primary source. 



 
 

If the meaning of "financial performance" is not clear and uniformly understood, preparers and  

auditors, who are required to report on  "financial performance" instead of "profit/loss " , would be 

put in a difficult position as they would have to make their own interpretation of what the term 

means and this will result in diversity in practice. Clarity  will also be demanded by readers and users  

of financial statements. The IASB needs to be clear on the purpose of the P&L statement as well as 

the OCI statement.  

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

See comments to Questions 3 and 12.  

Question 14 – Recycling 

See comments to Questions 3, 8  and 12. 

The underlying conceptual question is whether there should be accounting for holding gains/ losses  

through  re-measurements , and if so what, when and how? 

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

See comments below on IASB Exposure Draft ED/2015/4 "Updating References to the Conceptual 

Framework"  . 

Question 16 – Business activities 

The importance of an understanding of a company's  "business model" for  a proper understanding 

of annual reports, including its financial  statements, cannot be avoided.  

 First, the term "business model", "business activities" or similar terminology is currently used to 

support the choice of an appropriate measurement basis for accounting.  Second, a clear 

explanation of an entity's "business model(s)" is a key element of Integrated Reporting and  Business 

Reviews which  entities are encouraged to present to shareholders which explain their activities in a  

more understandable , meaningful  and effective way .    

Ironically,  although a business model is inherently entity specific, inconsistent with this, some 

measurement methods such as fair value measurements prohibit the consideration of entity specific 

considerations when applying the method of measurement.   

Question 18 – Other comments 

 Accruals, Matching and Set-off  Concepts 

Although the "Accruals Concept " and "Matching Concept" are the first and most fundamental 

concepts to be understood under IFRS , there is very little explanation of the two concepts in the ED.  

The Framework  should include further discussion of these and how they are to be applied as IFRS 

"accrual accounting" is regarded as superior to "cash accounting ".  They are key concepts to support 

what should be reported as income or expense in a particular year, why certain assets can be 

recognised and subsequently expensed in future years.  They may also provide some rationale for 

the recognition or disclosure of unrealised holding gains and losses in the year that they arise. The 

concepts may assist  in determining when and where the gains and losses should be reflected (e.g. 



 
 

P&L , OCI,  revaluation reserves or elsewhere). As they contribute to an understanding of what will 

be  regarded as  realised or unrealised, they are a key to sorting out the purpose of OCI and the 

meaning of "financial performance".  Moreover the Matching Concept  is currently used to provide 

some justification for  hedging accounting and, as I understand it,  some justification for proposals 

being developed for new insurance accounting. Matching is similar to but not the same as the set-off 

concept where  assets and liabilities or profits and losses  arising from transactions with the same or 

different counterparties  are set-off for presentation purposes.  This distinction should also  be 

discussed.  

Measuring unit  

The ED does not include a “ Measuring Unit Principle”.  This could possibly be described as “the unit 

of measure should be the money unit of the most significant and frequently used currency”.  Like the 

Going Concern Principle, a basic assumption in the preparation of financial statements is that it 

should be assumed that the unit of measure is stable and changes in general purchasing power are 

not considered.  If this assumption is not valid, a different basis of accounting would be appropriate.  

Authority of the Framework  

As the Framework should embody high level concepts and principles, it should be at the top rather 

than at the bottom of accounting authority. The purpose of the Framework is to help to ensure that 

the standards issued by the IASB represent a coherent, conceptually sound and consistent body of 

accounting guidance.  To be able to do this, the Framework must be aspirational, principle-based 

and the authority of the Framework must be elevated to be above that of specific accounting 

standards.   The detailed accounting standards should be based on the Framework rather than the 

reverse.  

 If it is not given such authority  the Framework will not be able to serve its purpose.  It appears that 

there is a concern that this change might  undermine some present practices  allowed under current 

accounting standards, that is, there will be inconsistencies between the standard and the 

Framework.  The concern is a valid one  but  is looking at the issue from the wrong perspective.  One 

of the principal  reasons  for the  review of the Framework is to indentify such inconsistencies and to 

decide whether they should be removed or that the inconsistency is somehow justified and should 

be permitted.  If the Framework allows detailed standards to be inconsistent with the Framework, 

which should be rare but maybe for some reason will be necessary, there is no reason why the 

Framework cannot sit at the top of the accounting hierarchy.    

In this connection the sub-paragraphs in paragraph  11 of IAS 8 should  reversed as the Framework 

sets out basic core definitions, concepts and principles that should be the first criteria to be met.  

Detailed accounting standards are directed at specific areas and for particular circumstances and 

these may include departures from  the Framework  for valid or practical reasons and this principle 

will be included in the Framework to allow flexibility and the development and refinement of  new 

ideas and principles.  We have seen many instances of inconsistencies in concepts introduced in 

different detailed accounting standards and  following the current order of priority in paragraph  11 

of  IAS 8 may promote,  rather  than prevent,  further inconsistencies. 

 



 
 

Framework -  timing of its release and transitional guidance 

Once the Framework is finalised ( but before it is officially released)  an important task that needs to 

be undertaken by the IASB  is to identify all inconsistencies with existing accounting standards and  

preliminary proposals on why and how the inconsistency is to be resolved. Identification of the 

inconsistencies will assist in assessing whether Framework is conceptually coherent and sound and 

can be issued in a final form. As the Framework is likely to be issued before firm decisions can be 

made on how to deal with the inconsistencies in the detailed standards, the IASB should also provide  

guidance on what is expected of preparers of financial statements during  the interim period where 

the inconsistency remains. 

Transition Resource Group 

I believe a Transition  Resource Group should be  set up (if one is not already planned)  to  examine 

the practical issues that may arise from the new Framework.  

"Transactions" ,  "Events" and  "Contracts " 

Although the ED often refers to "transactions", "events” and "contracts" it does not include a clear 

definition and meaning of the terms. The position it appears to take is that in the preparation of 

financial statements there will be accounting for all three.  However the conceptual basis for each   

has not been clearly articulated, for example, it is unclear  what is the conceptual basis for choosing 

say a "contract"( which may encompass one or more transactions or performance obligations as 

explained in IFRS 15)  in preference to a "transaction" or vice versa.  The choice has significant 

implications on when and what is presented in financial statements.  

 I believe there appears to be  a trend towards accounting for "contracts" rather than  "transactions" 

and this perhaps started on the release of accounting standards dealing with "financial instruments" 

which are  defined in terms of being a "contract..... ".  I believe this trend has led to blurring of the 

meaning of  what is a "liability" and what is "equity" and perhaps also the meaning of a "provision". 

This has led to complexity in other areas of accounting and the development of inconsistencies in 

accounting principles and concepts.  However, there  is a difference between a "contract" and a  

"transaction"  and this is clearly evident in IFRS 15. The meaning of a “transaction” and "events" 

needs to be clearly defined and the conceptual reason for what type of "transactions" and what type 

of “events”  need to be recognised in the primary statements, vis-a-vis those just  disclosed,  needs 

to be set out and explained. My views on this are explained further below. 

 In its discussion on “executory contracts”,  the ED indicates that there is accounting for "contracts" 

as a whole whereas in the ED’s discussion on measurement, it appears to be primarily focused on 

accounting for individual "transactions" completed pursuant to a contract which is the accounting 

principle used under many other accounting standards, including the new IFRS 15 on Revenue  

where completion performance obligations is the principal deciding factor for recognition.     

I believe a “Transaction” should possess the unique feature in that there is recognition or  

agreement between the reporting entity and counterparties that something has happened that 

results in a change in status between the parties and thus the need for the reporting entity to 

recognise an asset or liability and related P&L items, and these should be recognised at the agreed 

amounts.  A “Transaction” is effectively a completed exchange which, by mutual explicit or implicit 



 
 

agreement, may allow a credit period for settlement. Sometimes  the settlement amount is pre-

agreed that will be subject to regular re-measurement and these would represent subsequent 

"events" that should also be recognised.  A “Contract” in contrast represents an agreement for both 

parties to perform some acts in the future.  A contract may thus involve one “Transaction” at a point 

in time or two or more “Transactions” over a period of time.  

See also comments to Question 3 under Re-measurement of Assets and Question 8. 

Cash flows  

The IASB’s publication "Investor Update" indicates that investors are looking for information on cash 

flows and any attempt to avoid reference to cash flows would not assist in communicating 

information in a way the primary targeted readers of financial statements find useful. 

"Cash flows" is key to any business and the meaning is normally easy to understand.  I believe "cash 

flows" are in fact described in the existing Framework by use of the phrase "flows of future 

economic benefits" and its proposed replacement in the ED with "economic resource"  and a 

"bundle of rights" will bring with it further interpretation difficulties. For example, if assets are 

regarded as a "bundle of rights" conceptually all assets would be divisible infinitely and this requires 

a fuller conceptual debate.  Where an asset has an underlying physical tangible form, the conceptual 

question is whether the right and the tangible form are separable or are they in fact inseparable.  In 

my view, we essentially live in a physical world in which we can only comprehend it if everything is 

supported by some physical form in that it is identified by a name and the thing possesses certain 

distinct characteristics or physical properties.  For example, a "right" must be identified by a 

document or contract and even knowhow must be supported by an identifier and some type of 

physical form, such as being written on paper or a less easily visible but nevertheless physical 

electronic means, setting out the specific formula or process.  Rather than deleting the reference to 

"expected flows of future economic benefits", a simpler approach would have been to provide 

additional guidance on what it is intended to mean by referring to cash flows. 

Under the ED, an "economic resource" only requires that there is a "potential to produce economic 

benefits".  The implication of this phrase and the downplaying of the “probability” or likelihood of 

inflows of economic benefits or cash flows means that assets that may be recognised will be 

considerably widened.  Under the ED, an asset could be recognised even if the probability of cash 

inflows is small.  The consequence of this means that the importance of assessing the accounting risk 

that cash inflows may  not occur has been downplayed.  The question then is will financial 

statements become less reliable and will they be  useful to readers as  errors  will likely arise more 

often.   

IASB Exposure Draft ED/2015/4 "Updating References to the Conceptual Framework" 

It is too early to comment on this issue of cross-referencing as it is primarily an administrative or 

housekeeping matter. The more significant matter to be addressed is to identify where existing 

standards will be  inconsistent with the Framework and how these will be removed or somehow 

addressed.  

 The approach adopted in developing IFRS 13 was to delete cross-referencing  unless it was regarded 

as essential and perhaps this approach should be adopted on this issue.  The need for cross-



 
 

referencing would appear to be relevant where a detailed accounting standard is inconsistent with 

the Framework as there is a need to explain why there is an inconsistency. Moreover, if the 

inconsistency  has yet to be fully explained or resolved the explanation should include guidance for 

preparers of what is expected of them in the interim period.  

 To keep track of all inconsistencies from the Framework it would be preferable for them to be 

located in one central place and I believe the best place would be in an appendix to the Framework 

which would explain the reason for the departure and the position taken.  The detailed accounting 

standards would simply indicate there is an inconsistency and make a cross-reference to the 

Framework's appendix.  This would avoid duplication in the detailed standard.         
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