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Dear Mr Hoogervorst 

Comment letter on DP/2013/1 A Review of the Conceptual Framework for Financial 
Reporting 

We appreciate the opportunity to comment on the International Accounting Standards Board’s 
(IASB) DP/2013/1 A Review of the Conceptual Framework for Financial Reporting.  We have 
consulted with, and this letter represents the views of, the KPMG network.  

We compliment the Board on responding to the calls for a review of the Conceptual Framework 
and launching the long-awaited debate in such an efficient manner.  Our aspirations for the 
project are that, once finalised, the revised Conceptual Framework would hold out the prospect 
of a set of internally consistent accounting standards that reduce complexity and improve 
comparability, and a faster, less controversial process for producing new standards.  The 
founding principles, which should be robust, would be settled already, not devised afresh each 
time, and need only be applied by the Board to the standard-setting problem in hand.  The 
Discussion Paper is a good, pragmatic starting point for promoting the debate on fundamental 
principles underlying financial reporting and for seeking input to arrive at practical solutions.  
We commend the Board for establishing an ambitious timeframe for completion.  However, we 
believe that there is much more to do before the aspirations for the project are fulfilled.  We 
think that some important issues are in need of development (e.g. principles around 
‘performance’, ‘unit of account’ and ‘obligating event’) and some of the conceptual alternatives 
(e.g. the approach to liabilities that are conditional on an entity’s own future actions and 
‘transfer of wealth’ approach to the statement of changes in equity) need further development 
and/or testing with stakeholders, before the Board would be in a position to make a choice with 
confidence and for the resulting framework to command wide respect.   

Some of the issues addressed in the Discussion Paper are long-standing areas of controversy in 
financial reporting, where finding a consensus way forward is difficult.  In our discussions 
within the KPMG network globally, we also noted strongly held, diverging views on some of 
the areas under discussion; so we do appreciate the magnitude of the challenge the Board has 
taken on.  However, we do feel that, despite this challenge, the Board should not defer too many 
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decisions to the future in order to be resolved on a standard-by-standard basis.  Whilst we do 
favour a pragmatic and timely approach to the Conceptual Framework project, we are concerned 
that deferring certain decisions now – e.g. on performance – would be missing a unique 
opportunity to make headway in financial reporting at a time when many stakeholders are 
calling for improvements.  In addition, not resolving those issues now results in continued 
inconsistencies between standards.  In our view, the aspiration should be that all founding 
principles are included in the Conceptual Framework and not created as new standards are being 
developed.  

The Discussion Paper is a significant and important step on the road to a robust Conceptual 
Framework, but it is only the beginning of the journey and further work is needed on a number 
of key areas for the future exposure draft to meet the aspirations of constituents.  

In addition, once the decisions have been made and the Conceptual Framework is revised, as a 
next step the Board would need to assess priorities for revisiting standards in conflict with the 
revised framework.  We also recommend that the Board consider whether to prohibit the 
practice of analogising to standards that are no longer consistent with the revised framework. 

We trust that our comments and suggestions included in Appendix 1 to this letter will help the 
Board to achieve these goals.  Our responses to the specific questions are included in 
Appendix 2. 

Please contact Mark Vaessen +44 (0)20 7694 8871 or Mike Metcalf +44 (0)20 7694 8088 if you 
wish to discuss any of the issues raised in this letter. 

Yours sincerely 

 

KPMG IFRG Limited 
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Appendix 1 

Completed chapters of the Conceptual Framework 

We sympathise with the Board’s decision not to reconsider fundamentally the content of the 
completed chapters of the Conceptual Framework addressing the objectives of financial 
reporting and the qualitative characteristics of useful information, and we understand the 
reasoning for this decision.  However, recent years have seen renewed debate of some topics, 
including prudence and stewardship.  Therefore, there is cause for reconsidering these two 
matters. 

The issue of ‘prudence’ has recently attracted wide publicity and we believe that there are 
sufficient arguments for reinstating this concept in the Conceptual Framework.  We 
acknowledge that different people seem to approach the concept of prudence differently.  We 
consider ‘prudence’ as a degree of caution when exercising judgement in conditions of 
uncertainty, e.g. when an objectively neutral answer is not achievable, and not as a possibility to 
create hidden reserves.  In fact, although the reference to prudence (in the former meaning) was 
removed from the Conceptual Framework in 2010, preparers continue to be cautious in 
exercising judgments and also the Board continues to include a level of caution in its standards, 
as it has done in the past – a recent example of this being the Board’s decision in the revenue 
project to limit recognition of variable revenue.  We believe that the concept of prudence, as 
defined in the pre-2010 Conceptual Framework, should be reinstated.  It does not need to 
conflict with the principle of neutrality, as long as the relationship between the two is clearly 
defined.  This will also assist in dealing with the confusion and speculation that sometimes 
occur in debates outside the standard-setting community. 

We acknowledge that the Board did not intend to remove the concept of ‘stewardship’ from the 
Conceptual Framework when revising it in 2010, and that it is meant to be implicitly present.  
As it is one of the founding principles of financial reporting – management’s accountability to 
shareholders requires financial statements – we now consider that stewardship should be 
mentioned explicitly and more fully explained as part of the Conceptual Framework. 

Assets  

Overall, we are supportive of the direction that the Board has taken in relation to concepts and 
principles underlying accounting for assets.  However, and as we explain below, there are 
potential challenges with the application of some concepts. These need to be examined and 
addressed, for the Conceptual Framework to provide operational solutions.  In addition, some 
issues may require founding principles in the Conceptual Framework to guide the Board in 
developing standards and to ensure consistency between standards.  Without these challenges 
and issues being addressed it is difficult to determine whether the proposals are appropriate. 

We understand that the proposal is that since a familiar ‘asset’ – such as property, plant and 
equipment – is represented in law by a bundle of rights, in accounting terms each component 
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right in the bundle may be a separate asset.  So although they may be presented together for 
convenience – e.g. as ‘property, plant and equipment’ – in the balance sheet, the asset is not the 
physical object, and, indeed, there may not be one asset but many.  There is, we agree, a good 
deal of logic in this view: there are many transactions that seek to carve out or create component 
rights to financial instruments, intangible assets and even tangible assets.  However, the 
‘component rights’ approach has previously caused some challenges in developing new 
standards (e.g. the recent project on leases) and in applying existing standards that follow this 
approach, particularly when considering the implications for derecognition (e.g. accounting for 
financial instruments).  

One of the key issues with componentisation relates to the concept of the ‘unit of account’.  We 
understand the Board’s arguments for dealing with the unit of account on a standard-by-
standard basis and agree that it would be difficult to develop conceptual guidance on the unit of 
account that would provide ready-made answers for every future standard-setting problem.  
Nevertheless, we believe that the Conceptual Framework should include some fundamental 
principles to guide the Board in setting standards, and those principles should be more specific 
than the reference to the qualitative characteristics of useful information (i.e. relevance and 
faithful representation).  The heart of the issue – and the use of the ‘component rights’ approach 
transfers all of the accounting stress to this – is the question of how far one goes.  For example, 
is the driver of ‘componentisation’ the simple fact that it is theoretically possible to create or 
carve out such a right?  Alternatively, is ‘componentisation’ driven by a need to apply other 
accounting rules – e.g. recognition/derecognition, measurement – independently to different 
components (perhaps in order to avoid some mischief), overlaid by practical limits (theoretical 
separability, practical transferability, reliability of valuation, pricing of components, linkage)?  
Other questions about the unit of account include whether the same unit applies for all 
accounting purposes, e.g. recognition vs measurement vs presentation.  We recommend that the 
Board reviews existing standards, projects in progress and matters on the future agenda to 
identify examples of unit-of-account problems that it can reflect on in order to move forward 
with this conceptual issue. 

Another area that is linked to the unit of account issue, and needs to be examined more 
thoroughly, is whether a contract, to the extent not performed, is viewed as giving rise to a 
single ‘net’ right or obligation, or to one or more separate ‘gross’ rights and obligations.  We 
observe that the recent project on leases primarily follows the ‘gross’ approach for lessees’ 
accounting whilst the project on revenue follows the ‘net’ approach to accounting for a contract 
with a customer.  In the revenue project, an executory contract with a customer would give rise 
to a net right or a net obligation in the balance sheet; whereas in the leases project, a contract 
with a customer that is an unexpired lease would give rise to a separate right to use the 
underlying leased item and a separate obligation to pay the lease rentals.  Under the leases 
proposals, in some cases, these separate rights and obligations would be measured 
independently (Type A lease), and in other cases their measurement would be linked (Type B 
lease).  The Discussion Paper suggests that the choice between the ‘net’ and the ‘gross’ 
approaches is driven by the unit of account; however, the arguments that the Board has used in 
making the choices in the revenue and leases projects are not necessarily transparent or linked to 
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that concept.  We recommend the development of further principles in the Conceptual 
Framework around the ‘net’ and the ‘gross’ approaches that would help the Board to make 
rational, consistent choices in individual cases. 

Any further thinking and work on the ‘component rights’ approach should be linked with work 
on other areas of the Conceptual Framework, particularly derecognition proposals. 

Derecognition 

We understand that the proposal to replace the current derecognition concepts, based on transfer 
or risks and rewards, with concepts based on transfer of control, is largely driven by 
considerations of symmetry with the approach to the recognition of assets.  We agree that there 
is a good deal of logic behind that: the position at a point in time should be portrayed by the 
same assets (and liabilities) regardless of the history of how that position was arrived at.  A 
classic example is the credit guarantee.  If an entity guarantees another’s exposure to credit risk 
of a specified asset, without any prior involvement, the accounting is a financial guarantee 
contract or credit derivative.  The same result might be expected even if the specified asset were 
transferred to the second entity by the first.  Yet, we expect that many stakeholders – including 
some from each of users, auditors and preparers – would have at least some discomfort with the 
latter case resulting in just a credit derivative. 

The Discussion Paper is consistent with the Board’s previous work on the subject, including the 
recent revenue project and the 2009 proposals on derecognition of financial instruments.  As 
experience has shown, it may be quite challenging to introduce a pure control-based 
derecognition model: in the revenue project, risks and rewards were re-introduced as an 
indicator of transfer of control; and the 2009 financial instruments proposals have not been 
taken forward.  It may be helpful to examine the previous concerns and address them in testing 
and shaping the derecognition principles in the Conceptual Framework. 

Subject to that, the proposed conceptual basis for the derecognition model is a good starting 
point, but the model itself requires further development.  Based on the proposals in the 
Discussion Paper, it is not clear how it would work in practice and what the ultimate effects 
could be.  For example, it is not clear whether and how ‘risks and rewards’ would be considered 
and whether and how an ‘agent vs principal’ analysis would play a role.  It appears that the 
‘agent vs principal’ analysis – referred to briefly and at a very high level – would actually be a 
key step in the overall process of derecognition.  However, the nature/basis of this step is not 
clear and may, we speculate, in fact be a risks-and-rewards step.   

In addition, for the derecognition model to be functional and free from potential abuse, further 
work is needed on a number of areas, including approaches to partial derecognition and 
accounting for any retained interest.  The Discussion Paper proposes that the Board would 
consider the most appropriate accounting for a retained component of an asset or a liability on a 
standard-by-standard basis.  Options considered include enhanced disclosures, presenting 
retained rights and obligations as a separate line item or continuing to recognise the original 
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asset or liability and treating the proceeds received or paid for the transfer as a loan (i.e. 
retaining the entire bundle of rights and therefore not a components approach at all – line ‘failed 
sale’?).  However, it is not clear what criteria would be used for selecting one of these 
approaches, and what the effects would be.  We suggest that these approaches are further 
developed and tested at the Conceptual Framework level.  The Board may consider its recent 
work on the revenue project – e.g. possible returns and the notion of temporary control – when 
developing the control-based derecognition model further.  

Finally, transactions seem to us to be a particularly important area for further consideration.  
One might characterise transaction-based accounting as follows: is a change in rights and 
obligations sufficient to say that a transaction has occurred and hence warrant an accounting 
change?  For example, we believe that the widespread discomfort with the off-balance sheet 
treatment of ‘repo’ transactions might be explained in such terms.  At the level of the broader 
canvas, we should ask whether the Conceptual Framework project has yet offered an analysis of 
these two apparently competing visions: a transactions-basis of accounting vs one that is a 
period-end stock-take of component rights. 

Liabilities 

Accounting for liabilities has been a controversial subject.  The numerous requests for 
interpretations in this area and the Board’s recent experience on the levies and rate-regulated 
activities projects both point to that.  The Discussion Paper is a good starting point for exploring 
possible solutions to deal with the controversy; however, it does not address the heart of the 
problem.  The definition of a liability retains the reference to a ‘past event’, and we support this 
proposal.  However, the underlying concept of the past event that creates an obligation (i.e. 
‘obligating event’) is not itself addressed in the Discussion Paper, and this omission seems to 
cause problems – e.g. choosing the most appropriate approach to obligations that are contingent 
on the entity’s own future actions.  For example, there does not seem to be enough focus, where 
the Discussion Paper works through examples, on whether and why the ‘obligating event’ is the 
past event that determines the amount of any payment or the past event that triggers its payment; 
put another way, what must be the consequence of the past event in order to require liability 
recognition? 

One of the difficulties with the concept of ‘obligating event’ may be that it is not of a purely 
accounting nature but a matter of personal belief and it is challenging to set principles around it.  
In the classic case of a wrong-doing, some people believe that an obligation arises when an 
allegation is made, others when and if the wrong was actually committed (albeit that this 
requires one to assess uncertainty of existence of the ‘obligating event’) and a few others when 
adverse judgment is given.  In the case of a contract, some would argue that an obligation arises 
on entering into the contract; others would state that it arises only when circumstances specified 
in the contract occur.  Unfortunately, without common ground on this subject, it is quite difficult 
to move forward in other areas – e.g. distinguishing between a present and a future obligation.  
We appreciate the difficulty associated with this topic, but recommend the Board consider 
setting some fundamental principles around ‘obligating event’ in the Conceptual Framework. 
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We sympathise with the Board’s struggle to choose the most appropriate approach to liabilities 
that are conditional on an entity’s own future actions.  We ourselves experienced similar 
challenging discussions.  We note that two approaches favoured by the Board – i.e. ‘practically 
unconditional’ (View 2 in paragraphs 3.77–3.83 of the Discussion Paper) and ‘conditional’ 
(View 3 in paragraphs 3.84–3.88 of the Discussion Paper) – seem to result in a similar 
accounting outcome in most cases.  Like the Board, we have not reached a conclusion based on 
the Discussion Paper.  We find the outcomes of the ‘practically unconditional’ and ‘conditional’ 
approaches intuitively fair; however, the approaches are not sufficiently developed, for example, 
to understand why they could not lead to an entity recognising not only the current year levy but 
also the next several years’ levies.  In addition, the discussion about the role of an entity’s future 
actions seems to be disconnected from the discussion about the role of economic compulsion in 
the context of constructive obligations.  The Discussion Paper suggests that economic 
compulsion to continue operating in a particular market does not in itself amount to a 
constructive obligation; conversely, regarding the ‘practically unconditional’ approach to an 
entity’s future action, the Discussion Paper seems to imply that such economic compulsion 
plays a role in deciding whether or not an entity has the practical ability to avoid the obligation.  
Therefore, further analysis of potential differences between ‘practically unconditional’ and 
‘conditional’ approaches is needed to enable proper debate, and this analysis should be carefully 
linked to the discussion about the role of ‘economic compulsion’. 

We appreciate that a number of proposals in the Discussion Paper are aiming at consistency in 
accounting for financial and non-financial items, and the removal of existing recognition 
thresholds from the Conceptual Framework is one of those.  We generally support consistency 
and do not object to the proposal on conceptual grounds.  We also do not object to dealing with 
uncertainty about existence of an obligation on a standard-by-standard basis, provided that the 
Conceptual Framework includes some founding principles around ‘obligating event’.  We are 
also content for probability of outflow to be removed as a recognition criterion, provided that 
the practical implications are addressed – i.e. being able to achieve a meaningful measurement 
of liabilities for single or low probability items that will be settled (rather than transferred).  
Some further work may be needed in this area.  

Presentation of profit or loss and other comprehensive income 

The question of performance has been a perennial one for standard setters and accounting 
bodies and none has made headway.  We understand and appreciate the difficulties faced, yet 
the problem remains too important to ‘work around’ rather than settle directly.  The question 
‘what is performance?’ is at the heart of the debate about the dividing line between profit or loss 
and other comprehensive income (OCI): is profit or loss performance and OCI not performance, 
or are they both performance and the split is presentational disaggregation?  It is at the heart of 
the debate about whether and, if so, when to recycle: intuitively one should not report the same 
performance twice; yet if OCI is performance, then we do report performance twice for some 
items.  As the Discussion Paper observes at paragraph 8.3, the problem is one factor behind the 
rise of non-GAAP measures, and the lack of an answer leaves stakeholders feeling that OCI is a 
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‘dumping ground’ for anything controversial.  The problem is even starting to attract attention 
outside of the accounting profession. 1     

We are disappointed that the Discussion Paper quickly dismisses the key question of 
performance and instead seeks to make ‘profit or loss vs OCI’ and ‘recycling vs not-recycling’ 
the subject of rules in the absence of a principled answer.  We find those rules (Approaches 2A 
and 2B in paragraphs 8.40–8.78 and 8.79–8.96 of the Discussion Paper) to be lacking in 
conceptual foundations; one might reasonably observe that as destinations they appear too much 
influenced by the point of departure (the current, unhappy situation).  

We believe that the first step to develop founding principles for the dividing line between profit 
or loss and OCI, as well as principles for recycling (or not), should be a proper debate around 
the notion of performance.  This is a once-in-a-generation opportunity for the profession, led by 
the IASB, to settle that debate; renewed efforts are required.  We recommend that the following 
areas be explored in developing principles around the notion of performance: 

• Should financial statements give the user sufficient inputs to assess performance however 
the user wishes to define it, or present a standardised assessment? 

• Should performance drive measurement (i.e. non-performance should not be recognised) or 
should measurement drive performance?  There are three possible approaches: 

– changes in assets and liabilities drive performance; 

– changes in assets and liabilities drive performance and non-performance; and 

– performance drives changes in assets and liabilities. 

• Should performance reflect changes in market conditions outside management’s control? 

• What is the right driver for ‘performance’ (or its disaggregation) – stewardship, the business 
model or changes in value? 

• Whose performance should financial statements reflect – i.e. entity’s, management’s or 
performance of individual assets or liabilities? 

We hope that investigating these matters could help to arrive at principles that would provide a 
potential conceptual basis of performance that then leads to a rational basis for the distinction 
between profit or loss and OCI and would address the issue of recycling. 

                                                      
1 A recent publication from management consultants McKinsey & Company drew attention to the 
problem and saw it as something that ought to be fixed and could be fixed.  Although it understated the 
challenges, it does point to the need for renewed efforts to resolve the issue. 

http://www.mckinsey.com/insights/corporate_finance/building_a_better_income_statement?cid=other-eml-nsl-mip-mck-oth-1312
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Distinction between equity and liability instruments 

We support the Board’s proposal to set principles in the Conceptual Framework for 
distinguishing between equity and liability instruments. We also support the Board’s preference 
for the ‘strict obligation’ approach on conceptual grounds, as it is based on consistent 
application of principles and aims to reduce complexity. However, that is not to say that further 
work may not occasionally be needed at individual standard level to prevent potential abuses 
(e.g. structuring). 

We understand that the ‘transfer of wealth’ approach to the statement of changes in equity might 
be seen as a consequence of the ‘strict obligation’ approach.  We do not see it as a necessary 
consequence of the strict obligation approach and we are concerned that it may amount to re-
introducing complexity.  We suggest, therefore, that the Board field test the proposal to identify 
whether it would cause any practical challenges for preparers and conduct user outreach to 
identify whether it would result in useful information.  In the end, it may be a question of a 
trade-off between operability and usefulness.  
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Appendix 2 

Section 1 Introduction 

Question 1 

Paragraphs 1.25–1.33 set out the proposed purpose and status of the Conceptual Framework. 
The IASB’s preliminary views are that: 

(a) the primary purpose of the revised Conceptual Framework is to assist the IASB by 
identifying concepts that it will use consistently when developing and revising IFRSs; and 

(b) in rare cases, in order to meet the overall objective of financial reporting, the IASB may 
decide to issue a new or revised Standard that conflicts with an aspect of the Conceptual 
Framework. If this happens the IASB would describe the departure from the Conceptual 
Framework, and the reasons for that departure, in the Basis for Conclusions on that 
Standard. 

Do you agree with these preliminary views? Why or why not? 

We agree with the Board’s preliminary view on the proposed purpose and status of the 
Conceptual Framework. 

Section 2 Elements of financial statements 

Question 2 

The definitions of an asset and a liability are discussed in paragraphs 2.6–2.16. The IASB 
proposes the following definitions: 

(a) an asset is a present economic resource controlled by the entity as a result of past events. 
(b) a liability is a present obligation of the entity to transfer an economic resource as a result 

of past events. 
(c) an economic resource is a right, or other source of value, that is capable of producing 

economic benefits. 

Do you agree with these definitions? Why or why not? If you do not agree, what changes do you 
suggest, and why? 

As set out in Appendix 1, overall we are supportive of the direction that the Board has taken in 
relation to concepts and principles underlying accounting for assets and liabilities, but we 
believe that it needs to be validated by addressing the application challenges.  Moreover, it is 
not fully clear what the practical effects of the entire set of proposals in the Discussion Paper 
would be.  For example, it is not clear which items that are currently not recognised in the 
accounts as a result of failing to meet either the existing definition or recognition criteria, could 
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potentially appear in the statement of financial position – e.g. rate-regulatory deferrals, 
internally generated brand names or contracts with employees – or vice versa.  Another example 
is the effect of the ‘component rights’ approach to assets on accounting for deferred taxes.  If a 
physical asset is ‘unbundled’ into various rights, which are recorded in the accounts of different 
entities, then it is not clear whether the entire asset remains on the tax balance sheet of one 
entity or it gets divided between entities.  It is also not clear why, if component rights are the 
‘fundamental principle’ of assets, the definition of an economic resource specifically refers to 
‘other source of value’ and what it is – i.e. if the definition of an asset is based on rights and 
‘other source of value’ is not itself a right, then why it would qualify as a basis for the definition 
of the asset?  We recommend that further work is performed to assess practical effects of the 
entire set of proposals, so that the Conceptual Framework results in useful information and 
provides operational solutions. 

In addition, as noted in Appendix 1, we believe that the Conceptual Framework should include 
some fundamental principles related to the ‘obligating event’, the ‘unit of account’ and ‘gross vs 
net accounting for contracts’ to guide the Board in making standard-setting decisions; these 
principles should be more specific than a reference to the qualitative characteristics of useful 
information (i.e. relevance and faithful representation). 

Question 3 

Whether uncertainty should play any role in the definitions of an asset and a liability, and in the 
recognition criteria for assets and liabilities, is discussed in paragraphs 2.17–2.36. The IASB’s 
preliminary views are that: 

(a) the definitions of assets and liabilities should not retain the notion that an inflow or 
outflow is ‘expected’. An asset must be capable of producing economic benefits. A 
liability must be capable of resulting in a transfer of economic resources. 

(b) the Conceptual Framework should not set a probability threshold for the rare cases in 
which it is uncertain whether an asset or a liability exists. If there could be significant 
uncertainty about whether a particular type of asset or liability exists, the IASB would 
decide how to deal with that uncertainty when it develops or revises a Standard on that 
type of asset or liability. 

(c) the recognition criteria should not retain the existing reference to probability. 

Do you agree? Why or why not? If you do not agree, what do you suggest, and why? 

We agree that the definitions of assets and liabilities should not retain the notion of expectation 
about inflows or outflows. 

We also do not object to dealing with uncertainty about existence of an obligation on a standard-
by-standard basis, provided that the Conceptual Framework includes some founding principles 
around the notion of ‘obligating event’.  This notion is critical for the definition and recognition 
of a liability, and the number of cases in which there is uncertainty about existence of an 
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obligation may not be that rare, especially in litigations.  For example, consider a share-based 
payment arrangement granted to an employee, in which the length of the vesting period is 
dependent on achieving a non-market performance condition (e.g. an IPO).  Under the proposals 
in the Discussion Paper, it is unclear what the ‘obligating event’ is or whether in this case there 
is more than one event – e.g. is the ‘obligating event’ the initial granting of the award, the 
services being rendered or the final vesting event occurring (e.g. the IPO)?  Another example is 
a renewal option in a lease contract.  If the renewal option is not considered to be a separate unit 
of account from the original contract, then it is not clear whether the ‘obligating event’ for the 
renewal period is the signing of the original contract or the exercise of the option.  We 
appreciate the difficulty associated with this topic, but recommend the Board considering setting 
some founding principles around the notion of ‘obligating event’ in the Conceptual Framework. 

We appreciate that the removal of the recognition threshold related to uncertainty about inflows 
or outflows from the Conceptual Framework is aiming at consistency in accounting for financial 
and non-financial items, and we generally do not object to this proposal on conceptual grounds.  
However, as noted in Appendix 1, we urge the Board to consider carefully practical effects of 
this proposal. 

Question 4 

Elements for the statement(s) of profit or loss and OCI (income and expense), statement of cash 
flows (cash receipts and cash payments) and statement of changes in equity (contributions to 
equity, distributions of equity and transfers between classes of equity) are briefly discussed in 
paragraphs 2.37–2.52. 

Do you have any comments on these items? Would it be helpful for the Conceptual Framework 
to identify them as elements of financial statements? 

As noted in Appendix 1, we believe that there is a need for a proper debate around the notion of 
performance as a first step.  Once the founding principles are developed, the discussion about 
definitions of elements for profit or loss and OCI, including whether or not to recycle, will be 
the next logical step. 

Section 3 Additional guidance to support the asset and liability definitions 

Question 5 

Constructive obligations are discussed in paragraphs 3.39–3.62. The discussion considers the 
possibility of narrowing the definition of a liability to include only obligations that are 
enforceable by legal or equivalent means. However, the IASB tentatively favours retaining the 
existing definition, which encompasses both legal and constructive obligations—and adding 
more guidance to help distinguish constructive obligations from economic compulsion. The 
guidance would clarify the matters listed in paragraph 3.50. 
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Do you agree with this preliminary view? Why or why not? 

We agree with the Board’s decision not to narrow the definition of a liability to obligations that 
are enforceable by legal or equivalent means and to retain the notion of a constructive 
obligation.  However, as noted in Appendix 1, the discussion about the role of economic 
compulsion in the context of constructive obligations is inconsistent with a similar discussion in 
the context of an entity’s future actions.  We believe that further work is required in this area 
and that it should be linked to other work on liabilities – e.g. the development of principles 
around the notion of the ‘obligating event’.  The issues to explore may include, but not limited 
to, questions such as how an economic compulsion differs from a practical ability to avoid 
satisfying an obligation, what economic dependency is and whether it plays any role, whether 
and how the question of who has control over the obligation should be considered. 

Question 6 

The meaning of ‘present’ in the definition of a liability is discussed in paragraphs 3.63–3.97. A 
present obligation arises from past events. An obligation can be viewed as having arisen from 
past events if the amount of the liability will be determined by reference to benefits received, or 
activities conducted, by the entity before the end of the reporting period. However, it is unclear 
whether such past events are sufficient to create a present obligation if any requirement to 
transfer an economic resource remains conditional on the entity’s future actions. Three 
different views on which the IASB could develop guidance for the Conceptual Framework are 
put forward: 

(a) View 1: a present obligation must have arisen from past events and be strictly 
unconditional. An entity does not have a present obligation if it could, at least in theory, 
avoid the transfer through its future actions. 

(b) View 2: a present obligation must have arisen from past events and be practically 
unconditional. An obligation is practically unconditional if the entity does not have the 
practical ability to avoid the transfer through its future actions. 

(c) View 3: a present obligation must have arisen from past events, but may be conditional 
on the entity’s future actions. 

The IASB has tentatively rejected View 1. However, it has not reached a preliminary view in 
favour of View 2 or View 3. 

Which of these views (or any other view on when a present obligation comes into existence) do 
you support? Please give reasons. 

As noted in Appendix 1, like the Board, we have not reached a conclusion based on the 
Discussion Paper. We find the outcomes of the ‘practically unconditional’ (View 2) and 
‘conditional’ (View 3) approaches intuitively fair; however, the approaches are not sufficiently 
developed, including in relation to identification of the ‘obligating event’ and whether that past 
event determines the potential amount or its actual payment.  Therefore, further analysis of 
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potential differences between these two approaches is needed to enable proper debate, and this 
analysis should be carefully linked to the discussion about the role of ‘economic compulsion’. 

Question 7 

Do you have comments on any of the other guidance proposed in this section to support the 
asset and liability definitions? 

As noted earlier, it is not fully clear what practical effects of the entire set of proposals in the 
Discussion Paper would be.  Therefore, we recommend that further work is performed to assess 
effects of the entire set of proposals, so that the Conceptual Framework results in useful 
information and provides operational and economically relevant solutions that command wide 
respect. 

Section 4 Recognition and derecognition 

Question 8 

Paragraphs 4.1–4.27 discuss recognition criteria. In the IASB’s preliminary view, an entity 
should recognise all its assets and liabilities, unless the IASB decides when developing or 
revising a particular Standard that an entity need not, or should not, recognise an asset or a 
liability because: 

(a) recognising the asset (or the liability) would provide users of financial statements with 
information that is not relevant, or is not sufficiently relevant to justify the cost; or 

(b) no measure of the asset (or the liability) would result in a faithful representation of both 
the asset (or the liability) and the changes in the asset (or the liability), even if all 
necessary descriptions and explanations are disclosed. 

Do you agree? Why or why not? If you do not agree, what changes do you suggest, and why? 

As noted in Appendix 1, we appreciate that the removal of existing recognition thresholds from 
the Conceptual Framework is aiming at consistency in accounting for financial and non-
financial items, and we do not object to the proposal on conceptual grounds.  We also appreciate 
that the proposed ‘relevance’ and ‘faithful representation’ recognition thresholds that the Board 
may set on a standard-by-standard basis are intended to prevent recognition of items that meet 
the definitions of assets or liabilities but intuitively should not appear on a balance sheet (e.g. 
internally generated goodwill or highly uncertain litigation), and we agree with the proposal.  
However, as criteria they are rather vague thresholds, whereas as with other standard-by-
standard decisions, the Conceptual Framework should include robust criteria to guide the Board 
in concluding whether or not to introduce a recognition exception in a specific standard.  As 
with all standards that depart from the Conceptual Framework, the reasons should be laid out in 
the basis for conclusions (per paragraph 1.32 of the Discussion Paper), including for non-
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qualifying recognition as well as non-qualifying non-recognition.  This will help to ensure 
consistency between standards. 

Question 9 

In the IASB’s preliminary view, as set out in paragraphs 4.28–4.51, an entity should 
derecognise an asset or a liability when it no longer meets the recognition criteria. (This is the 
control approach described in paragraph 4.36(a)). However, if the entity retains a component 
of an asset or a liability, the IASB should determine when developing or revising particular 
Standards how the entity would best portray the changes that resulted from the transaction. 
Possible approaches include: 

(a) enhanced disclosure; 
(b) presenting any rights or obligations retained on a line item different from the line item 

that was used for the original rights or obligations, to highlight the greater concentration 
of risk; or 

(c) continuing to recognise the original asset or liability and treating the proceeds received 
or paid for the transfer as a loan received or granted. 

Do you agree? Why or why not? If you do not agree, what changes do you suggest, and why? 

For our comments on derecognition proposals, please refer to Appendix 1. 

Section 5 Definition of equity and distinction between liabilities and equity instruments 

Question 10 

The definition of equity, the measurement and presentation of different classes of equity, and 
how to distinguish liabilities from equity instruments are discussed in paragraphs 5.1–5.59. In 
the IASB’s preliminary view: 

(a) the Conceptual Framework should retain the existing definition of equity as the residual 
interest in the assets of the entity after deducting all its liabilities. 

(b) the Conceptual Framework should state that the IASB should use the definition of a 
liability to distinguish liabilities from equity instruments. Two consequences of this are: 
(i) obligations to issue equity instruments are not liabilities; and 
(ii) obligations that will arise only on liquidation of the reporting entity are not 

liabilities (see paragraph 3.89(a)). 
(c) an entity should: 

(i) at the end of each reporting period update the measure of each class of equity 
claim. The IASB would determine when developing or revising particular 
Standards whether that measure would be a direct measure, or an allocation of 
total equity. 
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(ii) recognise updates to those measures in the statement of changes in equity as a 
transfer of wealth between classes of equity claim. 

(d) if an entity has issued no equity instruments, it may be appropriate to treat the most 
subordinated class of instruments as if it were an equity claim, with suitable disclosure. 
Identifying whether to use such an approach, and if so, when, would still be a decision for 
the IASB to take in developing or revising particular Standards. 

Do you agree? Why or why not? If you do not agree, what changes do you suggest, and why? 

For our comments on the definition of equity and distinction between liabilities and equity 
instruments, please refer to Appendix 1. 

Section 6 Measurement 

Our comments on the measurement proposals (Questions 11–15) are grouped together and 
presented after Question 15. 

Question 11 

How the objective of financial reporting and the qualitative characteristics of useful financial 
information affect measurement is discussed in paragraphs 6.6–6.35. The IASB’s preliminary 
views are that: 

(a) the objective of measurement is to contribute to the faithful representation of relevant 
information about: 
(i) the resources of the entity, claims against the entity and changes in resources and 

claims; and 
(ii) how efficiently and effectively the entity’s management and governing board have 

discharged their responsibilities to use the entity’s resources. 
(b) a single measurement basis for all assets and liabilities may not provide the most relevant 

information for users of financial statements; 
(c) when selecting the measurement to use for a particular item, the IASB should consider 

what information that measurement will produce in both the statement of financial 
position and the statement(s) of profit or loss and OCI; 

(d) the relevance of a particular measurement will depend on how investors, creditors and 
other lenders are likely to assess how an asset or a liability of that type will contribute to 
future cash flows. Consequently, the selection of a measurement: 
(i) for a particular asset should depend on how that asset contributes to future cash 

flows; and 
(ii) for a particular liability should depend on how the entity will settle or fulfil that 

liability. 
(e) the number of different measurements used should be the smallest number necessary to 

provide relevant information. Unnecessary measurement changes should be avoided and 
necessary measurement changes should be explained; and 
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(f) the benefits of a particular measurement to users of financial statements need to be 
sufficient to justify the cost. 

Do you agree with these preliminary views? Why or why not? If you disagree, what alternative 
approach to deciding how to measure an asset or a liability would you support? 

Question 12 

The IASB’s preliminary views set out in Question 11 have implications for the subsequent 
measurement of assets, as discussed in paragraphs 6.73–6.96. The IASB’s preliminary views 
are that: 

(a) if assets contribute indirectly to future cash flows through use or are used in combination 
with other assets to generate cash flows, cost-based measurements normally provide 
information that is more relevant and understandable than current market prices. 

(b) if assets contribute directly to future cash flows by being sold, a current exit price is likely 
to be relevant. 

(c) if financial assets have insignificant variability in contractual cash flows, and are held 
for collection, a cost-based measurement is likely to provide relevant information. 

(d) if an entity charges for the use of assets, the relevance of a particular measure of those 
assets will depend on the significance of the individual asset to the entity. 

Do you agree with these preliminary views and the proposed guidance in these paragraphs? 
Why or why not? If you disagree, please describe what alternative approach you would support. 

Question 13 

The implications of the IASB’s preliminary views for the subsequent measurement of liabilities 
are discussed in paragraphs 6.97–6.109. The IASB’s preliminary views are that: 

(a) cash-flow-based measurements are likely to be the only viable measurement for liabilities 
without stated terms. 

(b) a cost-based measurement will normally provide the most relevant information about: 
(i) liabilities that will be settled according to their terms; and 
(ii) contractual obligations for services (performance obligations). 

(c) current market prices are likely to provide the most relevant information about liabilities 
that will be transferred. 

Do you agree with these preliminary views and the proposed guidance in these paragraphs? 
Why or why not? If you disagree, please describe what alternative approach you would support. 
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Question 14 

Paragraph 6.19 states the IASB’s preliminary view that for some financial assets and financial 
liabilities (for example, derivatives), basing measurement on the way in which the asset 
contributes to future cash flows, or the way in which the liability is settled or fulfilled, may not 
provide information that is useful when assessing prospects for future cash flows. For example, 
cost-based information about financial assets that are held for collection or financial liabilities 
that are settled according to their terms may not provide information that is useful when 
assessing prospects for future cash flows: 

(a) if the ultimate cash flows are not closely linked to the original cost; 
(b) if, because of significant variability in contractual cash flows, cost-based measurement 

techniques may not work because they would be unable to simply allocate interest 
payments over the life of such financial assets or financial liabilities; or 

(c) if changes in market factors have a disproportionate effect on the value of the asset or the 
liability (i.e. the asset or the liability is highly leveraged). 

Do you agree with this preliminary view? Why or why not? 

Question 15 

Do you have any further comments on the discussion of measurement in this section? 

We agree with the Board that the Conceptual Framework should include the objective of 
measurement.  However, the objective proposed in the Discussion Paper, which simply refers to 
the objective of financial reporting, is too vague.  For the Conceptual Framework to be a useful 
and practical tool, the objective of measurement needs to be more specific. 

We also agree with the Board not to limit measurements to a single measurement basis and 
support the proposed measurement principle that is based on the concept of the business model 
– i.e. a measurement of an asset should reflect how that asset contributes to future cash flows 
and a measurement of a liability should reflect how the entity will settle or fulfil that liability.  
We believe that measurement of assets and liabilities based on the entity’s business model 
would result in the most relevant information for users of the financial statements, and we 
suggest that the Conceptual Framework explicitly refers to this concept in its measurement 
principles.  We also recommend that the Conceptual Framework should specify whether this 
measurement principle has precedence over the Discussion Paper’s other principles and other 
criteria for measurement, of which there are many.  This relationship between principles is 
unclear, and therefore could have a significant effect on the breadth of freedom to choose 
different models on different projects. 

The proposal to measure assets that contribute directly to future cash flows by being sold at a 
current exit price may be read as implying that inventories should be measured at current exit 
price.  We acknowledge that paragraph 6.80 in the Discussion Paper rebuts this assumption and 
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proposes that the cost-based measurement is more relevant for inventories, and we agree with 
that outcome.  However, the arguments for not following the principle for measuring assets that 
will be sold at current exit price, and instead selecting the cost-based measurement for 
inventories, already place a degree of strain on the principles.  We suggest that the principles are 
re-worked so that the measurement of inventories does not ultimately become an exception to it. 

In addition, we note that an entity’s own credit risk has been a controversial issue in standard 
setting and we believe that the Conceptual Framework should specifically address it. 

In certain circumstances, more than one measure of an asset or liability may seem to be relevant, 
and, in the past, it has been suggested that in such cases one measure could be used in the 
primary statements and another measure could be disclosed in the notes.  We appreciate that this 
approach may provide a way through to a compromise, rather than an impasse, in standard 
setting; however, we believe that the hurdle for using it should be very high to prevent the 
financial statements from becoming a cluttered data pack and that disclosures should not be 
used to compensate for compromises reached in setting standards. 

The Discussion Paper suggests that the number of different measurements used should be the 
smallest number necessary to provide relevant information.  It is not clear whether the proposals 
would actually reduce the number of measurement methods and if so which methods that are 
currently used would be eliminated. As mentioned earlier, it is not clear what would be the 
practical effects of the entire set of proposals in the Discussion Paper.  For example, it is not 
clear whether the potentially larger range of measurement principles/criteria, together with the 
removal of recognition thresholds and reflecting uncertainty in measurement, could lead to more 
or less fair value in the future.   

Therefore, we recommend that further work is performed to assess effects of the entire set of 
proposals and that this be set out for stakeholders. 

Section 7 Presentation and disclosure 

Our comments on presentation and disclosure proposals (Questions 16–18) are grouped together 
and presented after Question 18. 

Question 16 

This section sets out the IASB’s preliminary views about the scope and content of presentation 
and disclosure guidance that should be included in the Conceptual Framework. In developing 
its preliminary views, the IASB has been influenced by two main factors: 

(a) the primary purpose of the Conceptual Framework, which is to assist the IASB in 
developing and revising Standards (see Section 1); and 

(b) other work that the IASB intends to undertake in the area of disclosure (see paragraphs 
7.6–7.8), including: 
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(i) a research project involving IAS 1, IAS 7 and IAS 8, as well as a review of 
feedback received on the Financial Statement Presentation project; 

(ii) amendments to IAS 1; and 
(iii) additional guidance or education material on materiality. 

Within this context, do you agree with the IASB’s preliminary views about the scope and content 
of guidance that should be included in the Conceptual Framework on: 

(a) presentation in the primary financial statements, including: 
(i) what the primary financial statements are; 
(ii) the objective of primary financial statements; 
(iii) classification and aggregation; 
(iv) offsetting; and 
(v) the relationship between primary financial statements. 

(b) disclosure in the notes to the financial statements, including: 
(i) the objective of the notes to the financial statements; and 
(ii) the scope of the notes to the financial statements, including the types of information 

and disclosures that are relevant to meet the objective of the notes to the financial 
statements, forward-looking information and comparative information. 

Why or why not? If you think additional guidance is needed, please specify what additional 
guidance on presentation and disclosure should be included in the Conceptual Framework. 

Question 17 

Paragraph 7.45 describes the IASB’s preliminary view that the concept of materiality is clearly 
described in the existing Conceptual Framework. Consequently, the IASB does not propose to 
amend, or add to, the guidance in the Conceptual Framework on materiality. However, the 
IASB is considering developing additional guidance or education material on materiality 
outside of the Conceptual Framework project. 

Do you agree with this approach? Why or why not? 

Question 18 

The form of disclosure requirements, including the IASB’s preliminary view that it should 
consider the communication principles in paragraph 7.50 when it develops or amends 
disclosure guidance in IFRSs, is discussed in paragraphs 7.48–7.52. 

Do you agree that communication principles should be part of the Conceptual Framework? 
Why or why not? 

If you agree they should be included, do you agree with the communication principles 
proposed? Why or why not? 
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We appreciate that the Discussion Paper on the Conceptual Framework is just part of the 
Board’s disclosure initiative, which comes amid growing calls to cut the clutter from financial 
statements and make them more relevant to users.  However, our aspiration is that once the 
Board finalises all its work in the area of disclosures, the founding disclosure principles – the 
clear, practical vision of what disclosure is for, and therefore what it is not for – would be 
included in the Conceptual Framework. 

We agree that the Conceptual Framework should include the objective of primary statements 
and the objective of the notes.  However, the objectives proposed in the Discussion Paper, 
which are largely based on the objective of financial reporting, are too vague.  For the 
Conceptual Framework to be a useful and practical tool and to restrain the natural tendency for 
disclosure requirements to grow inexorably, the objectives of disclosures need to be more 
concrete.  In addition, as noted in our comments on the measurement proposals, we believe that 
disclosures should not be used to compensate for compromises reached in setting standards. 

We agree that the communication principles are a useful tool and they should be part of the 
Conceptual Framework.  We also understand that the communication principles are primarily 
intended to guide the Board in setting disclosure requirements in a specific standard rather than 
to guide preparers in complying with these requirements.  However, as currently drafted in the 
Discussion Paper, some communication principles may be read as intended for preparers.  
Therefore, we recommend that the drafting of these principles is clarified. 

Section 8 Presentation in the statement of comprehensive income—profit or loss and other 
comprehensive income 

For our comments on the presentation in the statement of comprehensive income (Questions 
19–21), please refer to Appendix 1. 

Question 19 

The IASB’s preliminary view that the Conceptual Framework should require a total or subtotal 
for profit or loss is discussed in paragraphs 8.19–8.22. 

Do you agree? Why or why not? 

If you do not agree do you think that the IASB should still be able to require a total or subtotal 
profit or loss when developing or amending Standards? 

Question 20 

The IASB’s preliminary view that the Conceptual Framework should permit or require at least 
some items of income and expense previously recognised in OCI to be recognised subsequently 
in profit or loss, i.e. recycled, is discussed in paragraphs 8.23–8.26. 
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Do you agree? Why or why not? If you agree, do you think that all items of income and expense 
presented in OCI should be recycled into profit or loss? Why or why not? 

If you do not agree, how would you address cash flow hedge accounting? 

Question 21 

In this Discussion Paper, two approaches are explored that describe which items could be 
included in OCI: a narrow approach (Approach 2A described in paragraphs 8.40–8.78) and a 
broad approach (Approach 2B described in paragraphs 8.79–8.94). 

Which of these approaches do you support, and why? 

If you support a different approach, please describe that approach and explain why you believe 
it is preferable to the approaches described in this Discussion Paper. 

Section 9 Other issues 

Question 22 

Chapters 1 and 3 of the existing Conceptual Framework  

Paragraphs 9.2–9.22 address the chapters of the existing Conceptual Framework that were 
published in 2010 and how those chapters treat the concepts of stewardship, reliability and 
prudence. The IASB will make changes to those chapters if work on the rest of the Conceptual 
Framework highlights areas that need clarifying or amending. However, the IASB does not 
intend to fundamentally reconsider the content of those chapters. 

Do you agree with this approach? Please explain your reasons. 

If you believe that the IASB should consider changes to those chapters (including how those 
chapters treat the concepts of stewardship, reliability and prudence), please explain those 
changes and the reasons for them, and please explain as precisely as possible how they would 
affect the rest of the Conceptual Framework. 

For our comments on the completed chapters of the Conceptual Framework, particularly on the 
concepts of ‘prudence’ and ‘stewardship’, please refer to Appendix 1. 

Question 23 

Business model 

The business model concept is discussed in paragraphs 9.23–9.34. This Discussion Paper does 
not define the business model concept. However, the IASB’s preliminary view is that financial 
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statements can be made more relevant if the IASB considers, when developing or revising 
particular Standards, how an entity conducts its business activities. 

Do you think that the IASB should use the business model concept when it develops or revises 
particular Standards? Why or why not? 

If you agree, in which areas do you think that the business model concept would be helpful? 

Should the IASB define ‘business model’? Why or why not? 

If you think that ‘business model’ should be defined, how would you define it? 

The concept of ‘business model’ and its role in the financial reporting has rightly become an 
important topic of accounting debate, although it is still at the early stage of development.  We 
agree that the concept of ‘business model’ should form an essential part of the Conceptual 
Framework and that founding principles – e.g. the measurement principle – should explicitly 
refer to it.  However, the Discussion Paper itself does not include a sufficiently extensive 
discussion of the topic to promote the debate, and future work is needed in this area.  We note 
that a number of standard setters and the European Financial Reporting Advisory Group have 
united their efforts and issued a research paper The role of the business model in financial 
statements in December 2013.  Our aspiration is that the Board would leverage from the work 
performed in this area and include more detailed proposals in the forthcoming exposure draft on 
the Conceptual Framework. 

Question 24 

Unit of account 

The unit of account is discussed in paragraphs 9.35–9.41. The IASB’s preliminary view is that 
the unit of account will normally be decided when the IASB develops or revises particular 
Standards and that, in selecting a unit of account, the IASB should consider the qualitative 
characteristics of useful financial information. 

Do you agree? Why or why not? 

For our comments on the ‘unit of account’, please refer to Appendix 1 – Assets. 

Question 25 

Going concern 

Going concern is discussed in paragraphs 9.42–9.44. The IASB has identified three situations in 
which the going concern assumption is relevant (when measuring assets and liabilities, when 
identifying liabilities and when disclosing information about the entity). 
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Are there any other situations where the going concern assumption might be relevant? 

We agree that, so far as the financial statements are concerned, the going concern assumption is 
relevant only to the basis of preparation of those financial statements and disclosures about that 
basis. 

We note, however, that the description of the potential effects on the basis of preparation omits 
some measurement effects under the proposed measurement principles (e.g. not just a change 
from cost to exit price but potentially to a fire-sale exit price) and omits the presentation effects 
(e.g. non-current to current reclassification). 

In addition, disclosure is not about whether an entity ‘is or is not’ a going concern, as suggested 
by paragraph 9.43(b) of the Discussion Paper.  Disclosure is about the accounting basis: either 
the specific policies adopted under the non-going concern basis; or that whilst the going concern 
basis has been adopted, an explanation of the material uncertainties about the applicability of 
that basis. 

Question 26 

Capital maintenance 

Capital maintenance is discussed in paragraphs 9.45–9.54. The IASB plans to include the 
existing descriptions and the discussion of capital maintenance concepts in the revised 
Conceptual Framework largely unchanged until such time as a new or revised Standard on 
accounting for high inflation indicates a need for change. 

Do you agree? Why or why not? Please explain your reasons. 

In practical terms, the physical capital maintenance concept is obsolete.  It is not employed in 
the IASB’s literature and never was in the IASC’s literature (at least not on a mandatory basis).  
We do not foresee any need to implement it in a future standard and, were it not for the need to 
note it as a contrast with the financial capital maintenance concept, it could be removed from 
the Conceptual Framework.  In particular, we do not believe that re-introducing this complexity 
would be likely to help settle the OCI/recycling issues referred to in paragraph 9.54 of the 
Discussion Paper. 

To scratch the surface of the complexity, we note that the capital maintenance concept is 
different from the concept of the measurement unit (nominal vs constant purchasing power), 
which is the subject of IAS 29 Financial Reporting in Hyperinflationary Economies.  We also 
note that in paragraph 9.45, the Discussion Paper describes the capital maintenance as a basis 
for measuring profit, whilst in paragraph 9.47, it describes it as not affecting comprehensive 
income. 
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