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Re : DP/2013/1 A review of the conceptual Frameworfor financial reporting

Dear Mr Hoogervorst,

Context of the ANC’s work towards preparing this response

| am writing on behalf of the Autorité des Normesniptables (ANC) to express our views on the
above-mentioned Discussion Paper. These viewstrésuh the ANC’s due process which has

involved working on bulletins and other proactiveriwpublished with European colleagues, meetings
with interested parties, including an “outreachSsen in Paris with the IASB, an examination by its

renewed IFRS Commission and then by its renewekk@olBoard).

Over the years, the ANC has engaged into consitteradrk and taken part to a number of projects
related to the conceptual framewbrleither by itself or with European colleagueshas therefore
been able to discuss, develop and confirm its vieves time, as IFRS themselves evolved and have
been put to the test of changing economic envirarisne

General considerations

Although the conceptual framework is not formalilydersed by Europe, it is on the basis of its
underlying principles present in the standards tiggisted by the turn of the century that Europe
made the decision to adopt IFRS in 2002. Since #rah up until 2010, there have been ongoing
conceptual framework convergence discussions daatg by the IASB and the FASB, whilst at the
same time standard-level projects were carriedtaiteither departed from the framework or where
constituents were being told that they were mispriging it.

! http://www.autoritecomptable.fr/sections/la_recterca | anc/travaux_dans_le_cadr/travaux_proactf3éb/view
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Given this unstable context, it is unsurprising tiés consultation has been awaited and requésted

a long time by most constituents of the IASB, idihg the ANC, even before its last agenda
consultation. This demonstrates the importance #tiegh to this subject and its role of “anchofieT
ANC therefore welcomes this consultation. We alsbcame the IASB’s approach of taking a more
holistic approach whilst focusing on financial stagnts as opposed to financial reporting and of
speeding up the process of revising the conceframlework. In the ANC'’s view, this became all the
more important in the context of the recent crishi&h have demonstrated that changes were urgently
needed.

We note and regret however that the discussionrgapeoses to fill some gaps with long and rather
open discussions such as, for example, on measntehabilities, the distinction between debt and
equity, whilst not on others such as, for exampieperformance, on the capital maintenance concept,
on the perspective (entity/proprietary) with whtble accounts are prepared.

The discussion paper appears to confirm existiagtfme and concepts without any - or much - form
of discussion such as, for example, the possiltititdepart from it at standards’ level, the theofy
efficient financial markets or the accounting farigdatives at fair value. On the other hand, the
discussion paper proposes to make some major chaiogeeflect current thinking such as, for
example, on the unbundling of assets and liakslitiee push-down of probability from recognition to
measurement issues, or the recent notion of control

All of this is done without providing constituentsth much understanding of what the consequences
of the proposals and options would be, which is©lurisettling and perplexing.

ANC'’s key views on the conceptual framework

As part of the ANC’s work on conceptual framewag&ues and more specifically in the context of the
European Commission’s Green Paper consultatiorong term financing, the ANC articulated the
key principles it considers should be enshrined in the concejftaalework for IFRS

The ANC is of the view that the representation miites’ activities should focus on their economic
performance, in order to give tmeost relevant information to investors and all othe users and
help them assesgewardship of actions taken by management. We believe thatiAA$B concurs
with that goal, often expressed by the Trustees.

Considering the current framework and standardswels as the proposed discussion paper and
ongoing projects, we are convinced that:

() The principle ofprudence, which implies an asymmetry in the accountingssets and liabilities,
should be kept in the framework from which it wampved in 2010;

(i) The principle ofreliability should equally be preserved contrary to the fraomkviinalised in
2010 and to proposals in the DP;

(iii) The performance of entities is best portrayed considering theisaibn principle based on the
business modeltaking into account additional information acdogdto the principle of prudence;

(iv) This implies torestore the importance of the profit or loss versusthe balance sheetas well as
betweenoften misleadinghort term financial valuations and long term appraisal of entities’
achievements.

http://www.autoritecomptable.fr/sections/textesrehonses_2/reponses_aux_guestio/commission_eurdgeeaments_20
13/revision_du_cadre_co6802/downloadFile/file/Cadmmceptuel anglais.pdf?nocache=1372322877.36




In addition, we wish to draw your attention to theed to not add accounting complexity to objective
economic complexity and to make clear proposatkdbeffect.

This calls for changes in the conceptual framework as Weas corresponding adjustmenis
individual standards and projectsas soon as possible.

Implication of changes of the conceptual frameworlon standards

We noted the lack of analysis of the consequentéseoproposals on existing and future standards,
even though the IASB indicates that it does na@ridtto change existing standards in the short térm.

is only fair to constituents that the IASB wouldgduce such an analysis as part of its due process,
which will now be when the Exposure-draft is issudthis would not only help constituents’
understanding of the IASB’s thinking but also eratlem to bettetlest the consequences on financial
statements as well as on financial stability. Werdfore would expect the IASB to provide such an
analysis in the next phase of its due process.

The ANC has started to work in this area. For msta in terms of portraying an entity’s business
model, IAS 39 was an obvious candidate for beinipreed and IFRS 9 may still be in some aspects.
There are also a humber of standards which raswatfair representation of the business model and
should therefore be preserved from change, subhS8 (Inventories), and IAS 17 (Leases).

Of course the same work needs to be undertakeeteyrdine whether the other key principles are
appropriately applied in the standards and in 488's projects.

These are the aspects according to which the ANE domsidered the proposals in the IASB’s
discussion paper and responded to the specifidciqnesisked.

Our detailed comments as regards the questionsfispllg asked by the IASB are set out in the
attached Appendix.

Yours sincerely,

v

Jérdbme HAAS



Appendix : Answers to the IASB’s questions

Section 1 Introduction

Question 1
Paragraphs 1.25-1.33 set out the proposed purposkstatus of the Conceptual Framework. The
IASB’s preliminary views are that:
(a) the primary purpose of the revised Conceptual Fraork is to assist the IASB by identifying
concepts that it will use consistently when devafppand revising IFRSs; and
(b) in rare cases, in order to meet the overall objextf financial reporting, the IASB may decide to
issue a new or revised Standard that conflicts \aithaspect of the Conceptual Framework. If
this happens the IASB would describe the depaffara the Conceptual Framework, and the
reasons for that departure, in the Basis for Cositdas on that Standard.
Do you agree with these preliminary views? Why loy wot?

Scope of the Discussion Paper

The ANC agrees with the focus of the discussion papon financial statements.In the ANC'’s
view, financial statements are indeed only a suludefinancial reporting, albeit an extremely
important subset. As such, they cannot serve gkctibes of financial reporting : for instance,
management reports serve other objectives thandialstatements such as in terms of perspectives
of the business. It would therefore have been Useheave had in this context a discussion abowttwh
the specific objectives of financial statementsiare context of those of financial reporting

In the ANC'’s view, as further developed in our answr to question 22, financial statements need
to first and foremost serve the purpose of stewardisp. It is in this sense that the ANC usually
prefers to use the term “accounting” as opposed tthe terminology of “financial reporting”.

Purpose of the revised Conceptual Framework

The ANC understands from the developments in papgyr 1.25 to 1.29 that the revised Conceptual
Framework will state the following in terms of fisrpose :
(a) the primary purpose is to assist the IASB by idgimg concepts that it will use consistently
when developing and revising IFRSs (paragraph 1.26)
(b) it may also assist parties other than the IASBageaph 1.28) :
i. tounderstand and interpret existing Standards; and
ii. to develop accounting policies when no standarithterpretation specifically applies
to a particular transaction and event.

The ANC agrees with the above proposed purpostigeatvised Conceptual Framework.

The limitation posed by the IASB in paragraph 1.29n terms of the use by parties other than the

IASB is however unclear: the example of OCI is mentioned, yet there i®Rrplanation as to which
other parts are concerned nor how these would imeagked in the Conceptual Framework.

It seems to us that the IASB should further aréitailits intentions, especially as we note that 8AS
requires preparers to refer to the framework ircsigecircumstances.



Status of the Conceptual Framework

The ANC understands that the status proposed ®ictimceptual framework confirms the existing
past practice whilst adding the requirement to @&xpany departure from the conceptual framework,
which would be limited to rare cases.

There is a tension between assigning as an objedito the conceptual framework the fact that it
should help the IASB apply its concepts consistentl (paragraph 1.26) and the fact that
individual standards trump the conceptual framework ie by allowing departures that are
justified, albeit in rare cases (paragraphs 1.30-31).

Adding to the tension is the intention to revieve tonceptual framework from time to time in the
light of the IASB’s experience of working with ppéragraph 1.33).

Whilst this may be considered acceptable undeptéaeticality and pragmatism angles, this does raise
the issue of the pervasiveness and robustnessofahceptual framework over time and business
transactions and the related uncertainties of ¢tdcuch pervasiveness and robustness for condstuen
In other words, the proposal undermines the cone¢ftamework’s role of “anchor”.

For instance, at what level should the concept@ahéwork be focused so as to be practical enough
and limit to the maximum extent possible the casalépartures?

As the ANC considers that stewardship should bepthreary objective, it may well be that the ANC
would disagree with the IASB in those rare casesra/lthe principles in the standards will differmfro
those in the framework (see hereafter).

Nonetheless, should the IASB implement its proposgustify departure from the framework, the
ANC considerghat it would be equally important and useful for the IASB to justify and explain
the cases where it deems that standards are compliawith the framework. This will help
constituents understand how the framework is usggblied and interpreted by the IASB, and
therefore help constituents do the same when nageas per IAS 8 requirements.

Consequences of changes to the Framework on exigfitFRS

Another source of tension is that the consequeatése proposals on existing and future standards
are not clear : in some cases the IASB seems to twadiring the conceptual framework in line with
existing thinking (see summary of the DP - as f@tance on the right-of-use in the leases project o
on the notion of control), but does not indicateatvine consequences would be on existing standards.
Even though the IASB has no intention of changihgnt in the short termit is only fair to
constituents that the IASB would produce an analysi of the consequences of its proposals as
part of its due process on the Conceptual FrameworkThis would not only ease constituents’
understanding of the IASB’s thinking but also ewatiiem to better test the consequences on their
financial statements.

The ANC agrees with the IASB in paragraph 1.22 #mt such consequences would require the IASB
to go through its normal due process for addingr@ept to its agenda and for developing an
Exposure-Draft and an amendment to that standaraddition, the ANC considers that such process
should include an analysis of the needs to makie si@nges.

The ANC has started to work in this area. For imsta in terms of portraying an entity’s business
model, IAS 39 was an obvious candidate for beimipreed and IFRS 9 may still be in some aspects.
There are also a number of standards which raswtfair representation of the business model and
should therefore be preserved from change, subhS2 (Inventories), and IAS 17 (Leases).

Of course the same work needs to be undertakeeteyrdine whether the other key principles are
appropriately applied in the standards and in &8s projects.



Testing the changes to the Conceptual Framework

Finally, the IASB indicates it must focus on thadganges that will provide clear and significant
improvement (paragraph 1.6) without any explicitecia to evaluate this. In this regamde reinsist
on the need for the IASB to perform effects analyseof its proposalsin coordination with national
standard-setters.



Section 2 Elements of financial statements

Question 2
The definitions of an asset and a liability areadissed in paragraphs 2.6-2.16. The IASB proppses
the following definitions:
(a) an asset is a present economic resource controletthe entity as a result of past events.
(b) a liability is a present obligation of the entity transfer an economic resource as a result of past
events.
(c) an economic resource is a right, or other sourceatie, that is capable of producing economic
benefits.
Do you agree with these definitions? Why or why?ribtyou do not agree, what changes do you
suggest, and why?

The ANC is not convinced by the need to change thaefinition of assets and liabilities by
separating the definition from the recognition aspets as it considers the existing definitions have
worked well in practice. In fact, under the current framework there was aobd for the ANC as to
the fact that the asset is the resource (and eogxbected flows of economic benefits) in any ef th
examples provided in paragraph 2.14.

Absent any specific mention of the very specifisesawhich have lead the IASB to change the
definitions, nor of the consequences of such chaihge very difficult to conclude on agreement or
disagreement with the proposed new definition$iaddllowing topics are, amongst others, unclear :

- how far do these changes of definitions increaseathount (including unbundling and unit of
account issues) and nature of assets and liabilitiat would be recognised in the balance
sheet ?

- is replacing “expect to” by “capable of” changingsentence which the IASB argues some
misinterpret (paragraph 2.13a) with another semtémat could also be misinterpreted ?

Given the above and the ANC'’s position on the needetain probability thresholds in terms of
recognition as expressed in our answer to queStithe ANC does not disagree with the definitions
proposed in themselves as long as these definitioc®mbination with recognition criteria wouldtno
bring any major change to assets and liabilitiesgeecognised.



Question 3
Whether uncertainty should play any role in theirdébns of an asset and a liability, and in the
recognition criteria for assets and liabilities, dgiscussed in paragraphs 2.17-2.36. The IASB’s
preliminary views are that:
(a) the definitions of assets and liabilities should retain the notion that an inflow or outflow fis
‘expected’. An asset must be capable of producog@mic benefits. A liability must be capable
of resulting in a transfer of economic resources.
(b) the Conceptual Framework should not set a probtilireshold for the rare cases in which it is
uncertain whether an asset or a liability existsthere could be significant uncertainty about
whether a particular type of asset or liability std, the IASB would decide how to deal with that
uncertainty when it develops or revises a Standarthat type of asset or liability.
(c) the recognition criteria should not retain the daixig reference to probability.
Do you agree? Why or why not? If you do not agndet do you suggest, and why?

Whilst the ANC does not disagree with uncertainty iresholds not playing a role in the definition

of assets and liabilities, it very strongly disagres with moving uncertainty thresholds from the
conceptual framework recognition criteria to individual standards.

We therefore support the position set out in paalg2.33. Arguments for this position are described
in our European bulletins on “Uncertaintyind “Reliability of financial informatiorf”

In this regard, e recognition of assets and liabilities &k possible inflows or outflows no matter
how remote cannot provide the most useful inforamafor users of financial statements as this causes
a number of issues in terms of judgment as to taicgies, reliability and relevance. Hence some sor
of probability filter is needed at the recognitienel.

In addition, the ANC considers that removing uraiatly thresholds from recognition criteria in the
framework to IFRS standards puts at risk the pwasen of consistency amongst standards and would
undermine the conceptual framework. In saying this,ANC is not implying that the same thresholds
should apply to assets and liabilities (some fofmagymmetry is warranted due to the prudence
principle, see our answer to question 22) but thate is need for consistency amongst assets and
amongst liabilities.

We consider that a number of aspects come intoiplegrms of recognition and that the IASB should
look at those and articulate them in a more halistanner. These include whether the transaction is
executory, whether (un)conditionality plays a ratewell as what type of (un)conditionality, how the
unit of account comes into play and what informmai®relevant.

http://www.autoritecomptable.fr/sections/la_reclmerca | _anc/travaux_dans_le_cadr/bulletin_unceytaiotvnloadFile/file

/Bulletin_Uncertainty.pdf?nocache=1365672982.87
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Question 4

Elements for the statement(s) of profit or loss @l (income and expense), statement of cash flows
(cash receipts and cash payments) and statemechariges in equity (contributions to equity,
distributions of equity and transfers between atassf equity) are briefly discussed in paragraphs
2.37-2.52.

Do you have any comments on these items? Woulkl lietpful for the Conceptual Framework |to
identify them as elements of financial statements?

The ANC notes that the IASB does not propose aaygé to the definitions of income and expenses,
which will therefore remain defined by referencebanges in assets and liabilities. We also nate th
the IASB seems to infer that the distinction betweeofit or loss and OCI is merely a presentation
issue (paragraph 2.49).

We very strongly regret that the Board decided notto engage in a discussion on what
performance in the profit or loss account represerst. Such a discussion would have justified and
helped characterise income and expenses on the dfasihat they are supposed to represent within
the context of a specific accounting period.

Regarding the existing definition of income and enxges, we would like to point out to the inclusion
of the notion of inflows and outflows in the definoih which, in our view, refers to the notion ofsba
generation.

We also think that, in the existing definitions, noprominence is given to changes to assets and
liabilities as opposed to inflows and outflows.

To illustrate this, in practice and depending oa Warious business models, the profit of productive
activities is measured mainly through the genemattd cash-flow and adjusted for depletion
(depreciation, impairment) if necessary) wheraagading or in certain financial activities, pradiso
includes a significant portion of assets/liabibtienhancements/depletions.

We also understand that most users primarily useptbfit and loss account to project future cash-
flows, albeit with the caveat that it may be lessnminent for financial institutions. It is howeveare

to encounter capital providers who predict futuesheflows primarily based on balance sheet
information.

Unfortunately, we are concerned that effectively ma importance has been granted to the part

of the definition of income and expenses which rafeto changes in assets and liabilities.

This major shift is all the more important since gve noted that, by first focusing on assets and
liabilities in a number of projects (revenue reatign, leases, IFRS 3 revised, IFRIC 21, project on
IAS 37, ....), this has added to complexity. For egharthis has resulted in accounting for assets and
liabilities which are further away from the casbwiks they will ultimately end up as (either in
recognition or measurement terms). This, whensttheen deemed that the resulting impact on profit
and loss is unsatisfactory, has led to compromisiity the creation of OCI items, which in this
Discussion Paper the IASB is trying to redefinebddging items (as per paragraph 8.55), or to the
financial statements not portraying the entity’siness model.

In addition, we note that companies communicatatler types of financial reports (as well as under
IFRS 8) using non-IFRS measures.

All of this should have, in our view, led the IAS8 question their approach.
In our view, therefore, a clear and distinct deifom of the fundamental elements of the P&L / ineom

statement is required in order to be in the pasitd faithfully representing the performance of the
entity’s business required as key information bgrss



As noted in the Discussion Paper, the economictanbs of the performance is better reflected
through recognition and measurement approachesatbatiriven by value creation and cash flows
generation resulting from the application of busgienodels to the entity’s activities (see also our
answer to question 23). These approaches shouwddsstify the most relevant units of accounts to
which business models apply. Therefore, definibbelements of the P&L / income statement should
be consistent with both notions. Finally, as themte “profit” and “loss” may be understood too

restrictively in this respect, one should use tBEams “income” and “expense” as fundamental
elements of the income statement, assuming that dbenot necessarily include items currently
designed as OCI.

In summary, this question of the DP on income aadhdlows statements involves numerous
questions that seem to be only addressed throsghmistic shortcut, i.e. the balance-sheet apgroac
and comprehensive income. In the existing framewarkl in the entities’ practice-, the major driver
is the cash-flow statement (the « story » of thm)fi although we note that cash flow statements are
not very relevant for financial institutions andgumance companies. It is the only objective stateme
as cash is ultimately the only objective item. Tmome statement is a disaggregation of the operati
flows to assess if they consist in pay back ofdhgital employed (capital maintenance adjustments)
or in a return on that capital (net income). Thiaihee sheet is finally only a conventional photpira

to measure the outstanding capital employed atideizfore a subset of the two others. Computing
the income by difference of two balance sheetsrigvarsal of the concepts. However, in the same
way as the difference between two photographs ffradoes not tell the story of the film, the
changes of the balance sheet do not tell the sfdihe value creation.

At a time when the IASB reaffirms that the objeetnf accounting is to help users in assessingdutur
cash-flows, the role of cash generation and camaihtenance in the determination of profit should
not only be maintained in the framework but alsogtted in practice in standard setting.

Under the proviso that this effectively happeng &NC supports the IASB in that “no primary
financial statement has primacy over the other gnnstatements and they should be looked at as a
group” (paragraph 7.31).

Arguments supporting the ANC views on the aboveadse provided in our European Bulletin “The
asset/liability approach”

http://www.autoritecomptable.fr/sections/la_reclmerca_| anc/actualites/efr_cf bulletin_asse/dowrffdatfile/EFR_CF B
ulletin_asset_liab_sept.pdf?nocache=1379079603.84
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Section 3 Additional guidance to support the asseind liability definitions

Question 5
Constructive obligations are discussed in paragmp39-3.62. The discussion considers |the
possibility of narrowing the definition of a liakif to include only obligations that are enforcealbly
legal or equivalent means. However, the IASB termyt favours retaining the existing definition,
which encompasses both legal and constructive afidigs—and adding more guidance to help
distinguish constructive obligations from econom@mmpulsion. The guidance would clarify the
matters listed in paragraph 3.50.

Do you agree with this preliminary view? Why or wiog?

As mentioned previously, the ANC considers the exiag definitions and criteria as regards
liabilities, including that of constructive obligations, to be working well.

We obviously are aware of the issues mentionedragraphs 3.44 to 3.47. We could add that similar

issues occur within the context of IFRIC 21. Howewe our view :

- On the restructuring issue (paragraph 3.46a), fitoisright to imply that the company does not
have an obligation given the criteria includedha standard to determine its existence. Of course,
one may argue that the entity could, by its actiomsg implement the restructuring plan. Beyond
the fact that this in practice is rarely realistiod therefore that the company is economically
compelled to do it, would it be relevant to not@aat for it ? In this regard, we disagreed with the
IASB'’s proposals on the revision of IAS 37 (seeagaaphs 3.53-3.54).

- On IFRIC 6 (paragraph 3.45), and therefore IFRIC &4 well as on the IAS 34 example of
contingent rentals (paragraph 3.46b) the questaiso about the role of the principle of going
concern has to play in drawing up financial statetsien terms of relevance.

We understand from paragraphs 3.50-3.51 that tigBI#ould propose to include existing guidance
from IAS 37 on constructive obligations within tReEmmework. We agree with this.

However, we understand from paragraph 3.52 thatAB® would also propose to add guidance on

economic compulsion to state that economic compulsioes not in itself amount to a constructive

obligation. Without disagreeing with this, we calesithat the role of economic compulsion and going
concern on liabilities, and more generally withiFRIS, needs to be more thoroughly debated than
what is proposed in the discussion paper.

The ANC considers that limiting the definition ofliability to obligations that another party could

enforce against the entity to be too restrictive &e not convinced by the argumentation provided i
paragraph 3.60 and support the onus put on theamte of the information provided as argued in
paragraph 3.61a.

11



Question 6
The meaning of ‘present’ in the definition of abiidy is discussed in paragraphs 3.63-3.97] A
present obligation arises from past events. Angaltlon can be viewed as having arisen from past
events if the amount of the liability will be detened by reference to benefits received, or a@w/|t
conducted, by the entity before the end of therteygpperiod. However, it is unclear whether such
past events are sufficient to create a presentgahibn if any requirement to transfer an economic
resource remains conditional on the entity’s futations. Three different views on which the I1ASB
could develop guidance for the Conceptual Framevaoekput forward:
(a) View 1: a present obligation must have arisen fimast events and be strictly unconditional. jAn

entity does not have a present obligation if itldpat least in theory, avoid the transfer through

its future actions.
(b) View 2: a present obligation must have arisen fimast events and be practically unconditional.

An obligation is practically unconditional if thenity does not have the practical ability to avoid

the transfer through its future actions.
(c) View 3: a present obligation must have arisen figast events, but may be conditional on [the

entity’s future actions.
The IASB has tentatively rejected View 1. Howet/bgs not reached a preliminary view in favour| of
View 2 or View 3.
Which of these views (or any other view on wheneagnt obligation comes into existence) do you
support? Please give reasons.

As previously mentioned, the ANC considers thastixg definition and recognition criteria have
worked well. Thereforepur analysis of the three proposed views lead us favour View 2 as it
appears closer to existing practice which includesbligations that are highly probable to occur
(which is however different from the “more likely than not” existing IAS 37 approach) as
compared to View 3 which seems to imply that adai@nge of possibles would be recognised. View
1 appears too restrictive (as argued in question Eestructuring plans) because of having to wait f
all conditions to be fulfilled even when the prollipis very high. This in our view would reducket
relevance of the financial statements.

However, the ANC considers that it is difficult tmnclude as the consequences of either view
between view 2 and view 3 have not been providedliotypes of obligations (not only within the
context of IAS 37 but also for instance in the cagdinancial liabilities, income taxes, employee
defined benefits, share-based payments). It woeldalr to constituents for the IASB to articulate
these views around items covered by existing stalsda

Question 7
Do you have comments on any of the other guidarag@oped in this section to support the asset jand
liability definitions?

Role of economic compulsion and going concern

As noted in our answer to question 5, we considat ¢conomic compulsion needs to be discussed
within the context of the recognition of obligatigrand not only in the context of the distinction
between debt and equity. The role of going consbould also be discussed.

We do not disagree with the fact that economic adsipn does not in itself amount to a constructive
obligation. However, some features of construci@igations may well interact with economic
compulsion and going concern and vice-versa. Iretitg relevant information is what is needed. The
conceptual framework should include a larger disicuson these topics, so that standard-setting and
interpretation activities better consider thesesatsp
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Assets

The ANC regrets that no question was asked oni#wiskion on the notion of an economic resource
which may comprise various different rights (paggudr 3.8). We regret this even more because this
appears to simply confirm proposed thinking onaheounting for lease contracts. In this respect we
note that IAS 17 currently already refers to thghtiof use but obviously proposes an accounting
treatment which we consider more aligned to thestautze of the transaction and to entities’ business
model. The evolution proposed, in our view, evideo€ the focus on assets and liabilities and the
induced complexity we mention in our response testjon 4.

In the discussion in paragraphs 3.8 to 3.15, theseguences of this “unbundling” are unclear. For

instance, how far in the breakdown of existing tssdees the IASB intend to go ? We consider that
this topic requires more informed discussion alpmiiéntial consequences on existing assets.

Beyond the obvious unit of account issue in thessasf "unbundling” in the example of leases, we
have referred to the substance of the transaciibis. notion under current IAS 17 is based on the
assessment of risks and rewards which was at thg béthe control notion. The IASB however
proposes an evolution of the control notion thaligned with the thinking they have developedia t
context of consolidation and of revenue recognitidmere risks and rewards are relegated as an
indicator of control. As mentioned in a number af previous responses to the IASB on the topic, we
do not consider the proposed notion of control iagomore relevant information than that of risks
and rewards. Please see also our answer to quéstion
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Section 4 Recognition and derecognition

Question 8
Paragraphs 4.1-4.27 discuss recognition criteria.the IASB’s preliminary view, an entity should
recognise all its assets and liabilities, unlesg \SB decides when developing or revising a
particular Standard that an entity need not, orsldonot, recognise an asset or a liability because:
(a) recognising the asset (or the liability) would pide users of financial statements wijth
information that is not relevant, or is not sufiotly relevant to justify the cost; or
(b) no measure of the asset (or the liability) wouldulein a faithful representation of both the asset
(or the liability) and the changes in the asset ttoe liability), even if all necessary descriptions
and explanations are disclosed.
Do you agree? Why or why not? If you do not agndegt changes do you suggest, and why?

As already mentioned, the ANC disagrees with noluiting a probability criterion in the recognition
principles set out in the Conceptual Framework. Méfer to the explanations provided in our answer
to question 3.

We consider that it is important that informatiblat is included in the financial statements isva.

We therefore agree with the IASB in paragraphsah@ 4.10 that it can decide that an enitypuld

not recognise an asset or a liability because reciogniswould provide users of financial statements
with information that is not relevant, or is notffstiently relevant to justify the cost. We are
concerned, in terms of consistency and companglpilat the IASB could propose that an entiged
not (in the sense that it does not have to but ca@ddgnise an asset or a liability because it would
not provide relevant information as this would umdi@e the essence of the notion of relevance.

Similarly, we agree with the IASB that it can dexithan an entity should not (and not that it nezt)l n
recognise an asset or a liability because no measfisuch element would result in a faithful
representation of both the element and of its chsngven if all necessary descriptions and
explanations are disclosed.

In this regard, we agree that, provided that thmudois not on assets and liabilities as opposed to
performance, the IASB should look at all aspectsdfansaction, including the disclosures to be
provided, even in the absence of an asset or ifitifgparagraph 4.19). In addition, we are of thew

that disclosures should not be provided to compenfsa inadequacies in recognition, measurement
and presentation requirements.

In our European Bulletins on "Prudeficand "Reliability in financial reporting”, as wedls in our
June 2013 response to the European CommissionanGtaper on long term investmente make
the case for reinstating prudence and reliabilgytreey were in the pre-2010 Conceptual Framework.
As regards reliability, this would help resolve th&SB's issue with not being able to include
reliability in the recognition criteria because t@enceptual Framework no longer defines it (see
paragraph 4.16).

http://www.autoritecomptable.fr/sections/la_reclmerca | _anc/travaux_dans_le_cadr/bulletin_prudeoegitbadFile/file/

Bulletin_Prudence.pdf?nocache=1365672848.83
7

http://www.autoritecomptable.fr/sections/textesreponses_2/reponses_aux_guestio/commission_eurdgeeaments_20
13/revision_du_cadre_co6802/downloadFile/file/Cadmmceptuel anglais.pdf?nocache=1372322877.36
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Question 9
In the IASB’s preliminary view, as set out in paigghs 4.28—-4.51, an entity should derecognise an
asset or a liability when it no longer meets theagnition criteria. (This is the control approac¢h
described in paragraph 4.36(a)). However, if théitgimetains a component of an asset or a liabjlity
the IASB should determine when developing or myigarticular Standards how the entity would
best portray the changes that resulted from theda&tion. Possible approaches include:
(a) enhanced disclosure;
(b) presenting any rights or obligations retained offiree item different from the line item that was
used for the original rights or obligations, to higght the greater concentration of risk; or
(c) continuing to recognise the original asset or lighiand treating the proceeds received or pa
for the transfer as a loan received or granted.
Do you agree? Why or why not? If you do not agndet changes do you suggest, and why?

d

As a general principle, we consider that derecogndn criteria should be symmetrical to the
recognition criteria. The latter, as previously mentioned, should betham the risks and rewards
notion and not on the recently adopted controlamotithe risks and rewards approach enables, in
our view, a more faithful representation of the subtance of transactionsin that it is consistent
with the way business is conducted.

We note with interest that in paragraph 4.36 th8BAefers to the difficulty in cases where thetgnti
retains a component that exposes the entity disptiopately to the remainingsks and rewards
(emphasis added) arising from the previously resmghasset or liability. We understand this to mean
that in the case of derecognition, risks and resvaekm to trump the recently defined control notion
Therefore, if risks and rewards were, as previougly the case, reinstated as the basis for themoti
of control and therefore for recognition, the syrmp&ould be more obvious and the principle should
be included in the Framework. The issues would tterster more on the unit of account ie the
component(s) that is(are) retained.

We therefore strongly disagree with the argumerdsiged in paragraph 4.37.
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Section 5 Definition of equity and distinction betveen liabilities and equity instruments

Question 10
The definition of equity, the measurement and prtesien of different classes of equity, and how to
distinguish liabilities from equity instruments agéscussed in paragraphs 5.1-5.59. In the IASB’s
preliminary view:
(@) the Conceptual Framework should retain the existilgginition of equity as the residugl

interest in the assets of the entity after dedggcditits liabilities.
(b) the Conceptual Framework should state that the 188@uld use the definition of a liability

to distinguish liabilities from equity instrumenisyo consequences of this are:

(i) obligations to issue equity instruments are ndtilites; and

(i) obligations that will arise only on liquidation difie reporting entity are not liabilities (see
paragraph 3.89(a)).

(© an entity should:

() at the end of each reporting period update the measf each class of equity claim. The
IASB would determine when developing or revisingi@aar Standards whether that
measure would be a direct measure, or an allocadibtotal equity.

(i) recognise updates to those measures in the statesh@manges in equity as a transfer|of
wealth between classes of equity claim.

(d) if an entity has issued no equity instruments, #ynbe appropriate to treat the maqst
subordinated class of instruments as if it were exquity claim, with suitable disclosurg.

Identifying whether to use such an approach, amsbjfwhen, would still be a decision for the

IASB to take in developing or revising particulaai®iards.

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

We agree that the Conceptual Framework should retai the existing definition of equity as the
residual interest in the assets of the entity aftededucting all its liabilities.

We regret that the IASB has not considered includig any consideration in this discussion paper
as to what view is taken as regards the reportingngity : is it the entity view or the proprietary view
or something else ? We consider that, absent ti8B®\intentions in this regard, it is difficult to
conclude on the approaches proposed for distinmgjsdtebt from equity, especially in the context of
all the issues which have arisen (including thatl@i puts) and been discussed in isolation in tevfns
remediation (whether such remediation has occuwretbt) in relation to existing standards. It would
be useful to take a more holistic approach tohesé issues in order to be able to define pringihlat
would go in the Framework.

We agree that, as financial statements are nornpaipared on the assumption that an entity is a
going concern, obligations that will arise only lagquidation of the reporting entity are not liakiis
(paragraph 3.89a).

Regarding the proposals on measuring each class eduity claim, we consider there is a tension
between defining equity as a residual and then tryig to break the residual further down(beyond
profit and loss and other comprehensive incomeh wie primary equity claim being the ultimate
residual. The objectives of the proposal are un@ed the notion of "wealth" transfers too subjeziti
especially since the notion of wealth is undefinde do not think that the information provided
would be relevant. We consider in addition thathspooposals would contradict OB 7 which states
that “general purpose financial statements arelasigned to show the value of a reporting entity”.

We consider it is important for entities which hasgued no equity instruments to portray the redidu
between assets and liabilities as equity. We emgmuthe IASB to look at this issue further from a
Conceptual Framework perspective in order to fingeaeral principle before deciding to refer the
issue to individual standards.
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Section 6 Measurement

Question 11

How the objective of financial reporting and thealjtative characteristics of useful financial

information affect measurement is discussed in graphs 6.6—6.35. The IASB’s preliminary views

are that:

@) the objective of measurement is to contribute te thithful representation of relevant

information about:

(i) the resources of the entity, claims against thétyeanhd changes in resources and claims;

and

(i) how efficiently and effectively the entity’s mamagat and governing board have discharged

their responsibilities to use the entity’s resoww.ce

(b) a single measurement basis for all assets andlii@si may not provide the most relevant

information for users of financial statements;

© when selecting the measurement to use for a péaticiem, the IASB should consider what

information that measurement will produce in bdtle statement of financial position and the

statement(s) of profit or loss and OCI,

(d) the relevance of a particular measurement will d&pen how investors, creditors and other

lenders are likely to assess how an asset or dlilalof that type will contribute to future cash

flows. Consequently, the selection of a measurement

® for a particular asset should depend on how thaeasontributes to future cash flows;
and

(i) for a particular liability should depend on how thatity will settle or fulfil that liability.

(e) the number of different measurements used shoulthdesmallest number necessary| to

provide relevant information. Unnecessary measurgnehanges should be avoided and

necessary measurement changes should be explained;

() the benefits of a particular measurement to uséfgancial statements need to be sufficient

to justify the cost.

Do you agree with these preliminary views? Why by wot? If you disagree, what alternative

approach to deciding how to measure an asset @tdity would you support?

Measurement (and the related accounting policyce)as probably the most obvious place where the
business model should play a role, but it is net dinly one (see our answer to question Z8e
relevance of a particular measurement dependsriview on the way cash is generated and on the
value creation, as explicited in our European RebeRaper on the Business Mdddis a basis for
this, and as discussed in our answer to questionw22consider that the objective of financial
statements should be to allow all users (and nigtiomestors, creditors and other lenders) of friah
statements to assess the stewardship of management.

This implies a single measurement basis cannotiggothe most relevant information for users of
financial statementsWe therefore welcome the fact that the IASB proposethat “a single
measurement basis may not provide the most relevannformation for users of financial
statements”, even though the way it is formulated appearstodyy timid.

We also welcome the IASB proposing to expand orsghaspects as we believe the Conceptual
Framework should provide guidance as to what measemt bases the individual standards should
require in their specific contexts.

We do insist again on the need for the ensuing mmeagent of elements to be reliable.

http://www.autoritecomptable.fr/sections/nos_pudiicns/nos_publications_fic/research_paper_busmitmdFile/file/RE
SEARCH_PAPER_BUSINESSMODEL 2013 12 18.pdf?nocacB&#363123.8
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We have concerns withthe fact that the risk of increasing the numbernssgets and liabilities that
could be recognised on the balance sheet evenhhitwgy probability is remote could imply that
expected value methods would become predominamind that such exercisgould add undue
complexity and impair the relevance of financial sitements

As a matter of principle, we consider that if the bisiness model were appropriately taken into
account, there would be no need for having differdnmeasurement bases for the statement of
financial position and the statement(s) of profit o loss and OCI. We consider such a situation to
be unhelpful to users and confusing. It seems tmlyelp standard setters compromise because they
are pursuing different objectives at the same timgutting accounting constraints on some assets an
liabilities which therefore either constrain otlasisets and liabilities or lead to accounting misimexd.

We therefore would wish the IASB to articulate wfiaaincial statements are supposed to portray in
the context of financial reporting including otlerms of report.

We regret with the IASB confirming in paragraph 6.19, without any further discussion, that
current market prices are likely to be the most redvant measure for derivativesWe consider that
some derivative transactions (such as forward exgdhaontracts) would be better represented if they
were to follow the accounting treatment of the hesbignstrument. This could potentially reduce
complexity in a very significant manner.

Given the recent financial crisis which demonstraté that financial markets are all but efficient,
we consider that the IASB should reconsider and radcuss the market efficiency theoryhich is
at the basis of fair value measurement in ordendoe appropriately calibrate when it is relevard an
appropriate to require such measurement.

We are not convinced with the discussion on thetdition of the number of measurements used in
paragraph 6.23. If the measurement portrays the thvayasset or liability generate cash flows, ie
according to the entity's business model (as perassumed meaning of this term in our Research
Paper), the measurement should adapt to any ewolati the entity's business model, which we
consider would be infrequent but would be objedyivdentifiable, to avoid earnings management. In
addition if subsequent measurement should be the same agial measurement, arguably this
would imply that in almost all cases, assets andahilities would be measured at fair value. We
strongly disagree with this. Therefore, there should not be a limitation prapgpghat subsequent
measurement should be the same as initial measot@s@roposed in paragraph 6.24.

As for the cost/benefit constraint, we consideioitbe a valid constraint for all aspects of finahci
reporting.

We also refer to arguments we have set out inespanse to the CICA's discussion on measurément

http://www.autoritecomptable.fr/sections/textesreponses_2/reponses_aux_questio/autres_organismasients 2013/ci
ca_reponse_anc_cad/downloadFileffile/Lettre ANC_dmmlva_measurement_framework.pdf?nocache=1359036545.
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Question 12
The IASB’s preliminary views set out in Question Hdve implications for the subsequent
measurement of assets, as discussed in paragrapBs@96. The IASB’s preliminary views are that:
(a) if assets contribute indirectly to future cash ftothrough use or are used in combination with
other assets to generate cash flows, cost-basedureraents normally provide information that
is more relevant and understandable than currentketaprices.
(b) if assets contribute directly to future cash fldwsbeing sold, a current exit price is likely to |be
relevant.
(c) if financial assets have insignificant variabiliip contractual cash flows, and are held for
collection, a cost-based measurement is likelyréwige relevant information.
(d) if an entity charges for the use of assets, theveeice of a particular measure of those assets| will
depend on the significance of the individual ags¢he entity.
Do you agree with these preliminary views and treppsed guidance in these paragraphs? Why or
why not? If you disagree, please describe whatradteve approach you would support.

We are concerned that the above is an over-sirogtiifin, especially in the context of the ANC's
general views on financial statements as desciibedr answer to question 22.

We agree with a).

As regards b), we disagree with the fact that aeairexit price is likely to be relevant for all
inventory, in particular for inventory which is ntsading inventory (in the sense of inventory being
acquired and sold in the short term). As regaraditig inventory, we agree as long as the curreit ex
price is based on observable prices or on relimbtegmation that is readily available. In this rega
we refer to the reservations we have already egpdeamore specifically in the context of the third
level in the fair value measurement hierarchy aspkeially in contexts of illiquid markets. Indeede

do not agree that an uncertain measurement becfaitleful just by adding loads of disclosure to
compensate for the lack of reliable input.

In ¢), we disagree with the constraint of the ingigant variability of cash flows proposed, which
seems to just enshrine in the Conceptual Framewtsknotion developed for IFRS 9 purposes. In
such cases, if deemed necessary, current markeesvatould be provided as supplementary
information in the notes.

We are not sure to understand the proposal in dgrims of linking the measure of assets to the
significance of the individual asset to the entByrely that cannot be a principle ?
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Question 13
The implications of the IASB’s preliminary views fioe subsequent measurement of liabilities jare
discussed in paragraphs 6.97—6.109. The IASB’smpiehry views are that:
(a) cash-flow-based measurements are likely to benhewable measurement for liabilities without
stated terms.
(b) a cost-based measurement will normally providentiest relevant information about:
0] liabilities that will be settled according to thégrms; and
(i) contractual obligations for services (performandsigations).
(c) current market prices are likely to provide the t@evant information about liabilities that wi
be transferred.
Do you agree with these preliminary views and treppsed guidance in these paragraphs? Why or
why not? If you disagree, please describe whatradtiéve approach you would support.

We agree with the fact that the way a liabilityMoié settled is important in identifying the appriape
measurement for the liability.

We are concerned with the fact that the prelimindeyvs expressed above do not take into account
unit of account issues (which are important fotanse in insurance contracts and warranty provision
to explain the difference between measurementrmmividual liability and measurement based on a
portfolio of liabilities). We are also concernedlwthe fact that the preliminary views do not dssu
"best estimate" versus "most likely" or other typgsmeasurement such as expected value that
currently exist within IFRS.

We consider that the focus should be on the wayiahdity will be settled in terms of whether the
entity will be performing or on whether a third gawill perform. The notion of stated terms would
come in after. For instance if a third party isrgpto decontaminate a site, the liability will baskd
on the stated terms of the contract/estimate peovity the third party.

We are concerned with including own credit risktiie measurement of liabilities, in view of the
counter intuitive information provided, which a kiaig in OCI does not resolve.
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Question 14
Paragraph 6.19 states the IASB'’s preliminary vidwattfor some financial assets and finangial
liabilities (for example, derivatives), basing me@snent on the way in which the asset contribuies t
future cash flows, or the way in which the liapilis settled or fulfilled, may not provide infornoat
that is useful when assessing prospects for futash flows. For example, cost-based information
about financial assets that are held for collectmmfinancial liabilities that are settled accordjrto
their terms may not provide information that isfusg/hen assessing prospects for future cash flows:
(a) if the ultimate cash flows are not closely linkedhe original cost;
(b) if, because of significant variability in contraeiu cash flows, cost-based measurement
techniques may not work because they would be ernaldimply allocate interest payments oyver
the life of such financial assets or financial liékes; or
(c) if changes in market factors have a disproportieneffect on the value of the asset or the liabjlity
(ie the asset or the liability is highly leveraged)
Do you agree with this preliminary view? Why or wing?

See our answer to question 12. In the contextebtisiness model, we see no conceptual reason as to
why there would be a difference between finaneiatruments and other assets and liabilities, nor fo
any constraints. We consider that the IASB hassudficiently articulated the rationale for this and
should do so.

As mentioned in our answer to questions 11 andhl applies in particular to derivatives but edyal

to instruments with variable cash flows.

Question 15
Do you have any further comments on the discusgiareasurement in this section?

We regret the fact that there is no mention of £imgting issues which are currently the cause of
inconsistencies which have never really been desmlisit a conceptual level. Amongst these cross-
cutting issues are the discount rate as well atatheg into account or not of transaction costs.

In the case of discount rates, this will be all there important as the use of present value calonk
seems to be increasing.

As previously mentioned in our answers to the pnewiquestions, we regret that some of the
proposals appear to be constrained by the needgbrise existing practices in the Conceptual
Framework.

non

We also regret the absence of any discussion st dséimate”, "most likely" versus expected values.
In this respect, the proposals appear to be unelean potential consequences on existing standards

and we are not convinced that the guidance propisseabust enough to ensure consistency in the
measurement bases required at individual stand¢rds
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Section 7 Presentation and disclosure

Question 16
This section sets out the IASB’s preliminary vialweut the scope and content of presentation jand
disclosure guidance that should be included in @enceptual Framework. In developing jts
preliminary views, the IASB has been influencetiloymain factors:
(a) the primary purpose of the Conceptual Frameworkictviis to assist the IASB in developing
and revising Standards (see Section 1); and
(b) other work that the IASB intends to undertake edhea of disclosure (see paragraphs 7.6—
7.8), including:
@ a research project involving IAS 1, IAS 7 and IA@8well as a review of feedback
received on the Financial Statement Presentatiajegt;
(i) amendments to IAS 1; and
(iii) additional guidance or education material on maadty.
Within this context, do you agree with the IASB@iminary views about the scope and content of
guidance that should be included in the Concepfuaimework on:
(a) presentation in the primary financial statementg)uding:
0] what the primary financial statements are;
(i) the objective of primary financial statements;
(iii) classification and aggregation;
(iv) offsetting; and
()] the relationship between primary financial stateisen
(b) disclosure in the notes to the financial statementduding:
@ the objective of the notes to the financial statesieand
(i) the scope of the notes to the financial statemémtkjding the types of informatign
and disclosures that are relevant to meet the eljeof the notes to the financigl
statements, forward-looking information and compiaeinformation.
Why or why not? If you think additional guidancenéeded, please specify what additional guidance
on presentation and disclosure should be includetié Conceptual Framework.

Presentation in the primary financial statements

We agree that it is necessary and fundamental Her Gonceptual Framework to spell out the
objectives of primary financial statements and #rtculation of these statements between one
another, including the fact that no primary finah@tatement should have primacy over another as
they should be considered as a package. Howevesistent with our position expressed in our
answer to question 22, we consider that the packédi@ancial statements should primarily reflect
the stewardship of management and regret thatAB® Ihas decided not to discuss this nor what
performance of the entity is.

We however regret that this is currently perceivsed being merely part of the discussion on
presentation of the primary financial statements.

In addition, as mentioned in our answer to questipmve note with regret that this has not been
applied in practice recently, for example in theer® projects on revenue recognition as well as on
leases, amongst other projects.

As regards principles pertaining to classificatiaggregation and offsetting, we consider that any
articulation of these as part of the Conceptuaienaork should be at a level which takes into actoun
the business model as well as the principles oévesice, understandability, reliability and

comparability. Operationalising these principlesdtd be left to the level of individual standards,

including more general standards such as IAS 1&8d.
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Disclosure in the notes to financial statements

We welcome the IASB’s willingness to tackle thespexts as part of the framework as we note that
disclosures in the notes have become quite outwad.hThe ANC has been quite actively working on
these aspects in a European context but also ati@nal level. We do however think that it would
have been helpful to have had a discussion of grekanent on what it is that financial statemeras (i
including the notes) are supposed to portray withanbroader context of financial reporting so that
information is not unduly duplicated between diéier forms of financial reports.

We agree with the content of guidance to be inadudethe Conceptual Framework as the proposals
are consistent with the work we have carried out e proposals we have made in our Discussion
Paper “Towards a Disclosure Framewdfkind especially the following 14 main principles taxd
identified :

General objective of a Disclosure Framework

To ensure that all and only relevant informatiodisclosed in an appropriate manner, so that
detailed information does not obscure relevantrinfdion in the notes to the financial statements.

Purpose and content of the notes
1. The purpose of the notes is to provide a relevastidption of the items presented in the
primary financial statements and of unrecognisedngements, claims against and rights of
the entity that exist at the reporting date.

2. Consequently:

a. The disclosures in the notes should provide infeionawhich amplifies and explains
the primary financial statements;

b. The notes should focus on past transactions arat etlents existing at the reporting
date; information about the future that is unreldtethose past transactions and other
events, is not provided in the notes; and

c. Information in the notes should be entity-specific.

3. As a complement to reported numbers showing thetyentfinancial situation and
performance in the balance sheet and profit angl lostes should provide information such
as, but not limited to, (a) assumptions and judgmémat are built into the reported numbers
of items in the balance sheet and profit and Ii§sinformation on risks that may affect these
reported numbers; and (c) alternative measuremeérgse this information would be relevant.

4. It is necessary to consider the implications obggution and measurement attributes on the
disclosure requirements so that, ultimately, thefulsess of information is assessed as a
whole. In particular, the more uncertainty affeitte amounts in the primary statements, the
more disclosures are usually needed.

10

http://www.autoritecomptable.fr/sections/nos_pudtiicns/nos_publications_fic/disclosure_efrag_12@floadFile/file/disc
losure_efrag_12072012.pdf?nocache=1342094050.33
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Setting the disclosure requirements

5. Disclosure needs to be an objective distinct frotheo objectives, specifically from
recognition, measurement and presentation.

6. Disclosure requirements should be developed antig¢aswith the same level of depth and
scrutiny as recognition, measurement and presentegguirements.

7. Disclosure requirements should be set in a comgisteanner across the whole set of
accounting standards, including the level of grarity.

8. Disclosure requirements should be principle-baseddetailed rules should be avoided.
9. Disclosure requirements should achieve proportitynia the entity’s users’ needs, and meet a
reasonable cost-benefit trade-off in all circumes&m Alternative disclosure regimes may

have to be put in place to achieve proportionality.

10. Disclosure requirements should not be used to cosgte for inadequacies in recognition,
measurement and presentation requirements.

11. Disclosure requirements should be set as to avoyd pmssible overlap within notes and
reviewed over time to eliminate requirements tmatreo longer relevant.

Applying the requirements
12. Care should be taken in applying the materialityygiple in practice, bearing in mind that
disclosing immaterial information (and information situations that do not apply in practice
to the reporting entity) reduces the relevancethadinderstandability of disclosures.

Communicating information

13. Disclosure requirements should be applied witheavwio communicating information to users
rather than a compliance exercise.

Succeeding in practice

14. Preparers, auditors and regulators, each in thggciic role, have a shared interest in
fostering the improvement of disclosures, throdghdpplication of all principles above.

Financial statements in an electronic format

Whilst we understand the benefits of providing diatahe form of electronic formats, we express
some concerns in this regard.

There is a risk of over constraining standard-sgtéind the application of standards to fit the farm
and the language of the tool as well as to prorooteparability, to the detriment of understandapilit
and relevance, which we understand the IASB wanfgémote. We would therefore advise that the
IASB be extremely cautious in this regard and aecerned with the content of paragraph 7.52b
which seems in contradiction to some extent tdlthébility granted for instance in IAS 1.

In addition, we do not think it is the IASB’s rale promote one system over others, especially&as th
decisions regarding the use of such system isibigir hands.
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Question 17

Paragraph 7.45 describes the IASB’s preliminarywithat the concept of materiality is cleal
described in the existing Conceptual Framework. seguently, the IASB does not propose to am
or add to, the guidance in the Conceptual Framework materiality. However, the IASB
considering developing additional guidance or edigra material on materiality outside of th
Conceptual Framework project.

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

ly
end,
is
e

We agree with the IASB’s preliminary view that tbencept of materiality is clearly and sufficiently
described in the existing Conceptual Framework.otdingly, we consider that there is no need to

change.

Question 18

The form of disclosure requirements, including Iith®&B’s preliminary view that it should consider t
communication principles in paragraph 7.50 wherdé@velops or amends disclosure guidance
IFRSs, is discussed in paragraphs 7.48-7.52.

Do you agree that communication principles showghrt of the Conceptual Framework?

Why or why not?

If you agree they should be included, do you agr#ie the communication principles proposed? W

or why not?

We agree with these communication principles. Sgenswer to question 16.
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Section 8 Presentation in the statement of comprehsive income—profit or loss and
other comprehensive income

We refer to our answer to question 4 where we esspoer regrets that the IASB has shied away from
defining performance positively.

Question 19
The IASB’s preliminary view that the Conceptual meavork 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 &hatill be able to require a total or subtotal fito
or loss when developing or amending Standards?

The ANC has always expressed the position that priofor loss should be a total and not a
subtotal as it reflects the entity’s performance ad is the primary number investors look at In
addition, in our view, other comprehensive incoteens do not have the same nature nor the same
relevance for users of financial statements. Weetbee consider that these items should not be
aggregated with profit or loss.

We are disappointed with the fact that this iseaist the third time in the last 8 to 9 years that t
IASB asks this question.

Question 20
The IASB'’s preliminary view that the Conceptual rReavork should permit or require at least some
items of income and expense previously recognis@fl to be recognised subsequently in profit or
loss, ie recycled, is discussed in paragraphs 825~
Do you agree? Why or why not? If you agree, do ok that all items of income and expense
presented in OCI should be recycled into profitazs? Why or why not?
If you do not agree, how would you address cash fledge accounting?

If the need for OCI is confirmed (see our answeaguestion 22), we are of the view that all casiwvéio
should ultimately be reflected in profit or lossdatherefore that items recognised in OCI should be
recycled by principle when this is reflective oktlentity’s performance. This principle should be
stated in the Conceptual Framework and the indalidtandards concerned should operationalise the
principle.

Question 21

In this Discussion Paper, two approaches are exgdhat describe which items could be included in
OCI: a narrow approach (Approach 2A described imggraphs 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 desctiat approach and explain why you believe it is
preferable to the approaches described in this Déson Paper.

The ANC regrets that there is no attempt by the IA8 to define what performance is and that
the approach considered of defining OCI is very naiow.

It seems that the approach taken is to fit in @gdsOCI items to the definitions instead of lookiag

fundamental principles, which may have caused &stjon past decision (see our answer to question
11).
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In addition, existing OCI basically means that éher a difference between the balance-sheet and the
profit or loss either in terms of recognition ofrits (or timing thereof) or in terms of measurement.
The ANC wonders how far the IASB would want to ould go : in the absence of a discussion as to
what the individual primary statements are suppasaédpresent and of what financial statements are
supposed to portray as a whole, to the extrems, dbuld mean that the balance sheet is fully
accounted for at fair value whilst the profit os$ois based on representation of the business model
We would be in complete disagreement with suchraach and we consider that the Conceptual
Framework should not allow for an extended use©f.O
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Section 9 Other issues

Question 22
Chapters 1 and 3 of the existing Conceptual Framkwaragraphs 9.2-9.22 address the chapters of
the existing Conceptual Framework that were puklisin 2010 and how those chapters treat the
concepts of stewardship, reliability and prudentke IASB will make changes to those chaptefs if
work on the rest of the Conceptual Framework higlité areas that need clarifying or amending.

However, the IASB does not intend to fundamentadignsider the content of those chapters.
Do you agree with this approach? Please explairryeasons.

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

ANC’s views on the Conceptual Framework, especiallyon its objective and qualitative
characteristics

The ANC provides hereafter its high level viewstbe conceptual framework for IFRS and IFRS
financial statements. These are the aspects angomiwhich the ANC has considered the proposals
in the discussion paper and responded to the gpgoiéstions of the DP.

The conceptual framework should provide the conacples and values that the IASB should
conform to when setting standards and that comstitushould apply when drawing up financial
statements, auditing them, enforcing them. It ttoeee cannot deal with all topics in detail, such
details being best dealt with within individual rstiards.

The subject matter of financial reporting and @ fimancial statements in particular is the erdigyan
economic actor which engages in activities withutiplicity of other economic actors. The nature of
its interactions varies depending on the economtioraAll these actors are therefore interestetthén
entity and need information about it. As demonstiah the recent crises, the balance and inter link
between all these actors is very delicate. Findistéements should serve all and not focus owa fe
at the risk of creating an imbalance. The ANC seesieed or reason to oppose stakeholders against
one another.

Entities engage in activities which ultimately geate cash inflows and cash outflows. Cash flows are
“tangible” and therefore the most objective itent@mtered within financial statements. Financial
statements are established to provide informatioa cegular basis to the entities stakeholdersteThe
is therefore a need for conventions to represattittiormation over a truncated period and make it
understandable to the stakeholders. The concefpturaéwork and its derived IFRS standards are such
a convention.

General purpose financial statements thereforeribesover a given period, what the entity has ¢done
its performance, according to its business modglifloelevant, to its various business modelsjhia
perspective of going concern, ie of continuingaitsivities. The business model is the way the entit
generates its cash flows and creates value.

In assigning this simple objective to financialtstaents, ie placing them within the context of the
entity’s business model(s), a number of debateddumel reconciled and/or be helpful for :

- The traditional opposition between decision-usefstnand stewardship

- Long term and short term perspectives

- The realised versus non realised debate

- The debate about prudence versus caution

- The measurement to be applied and therefore tlaadmisheet versus profit and loss debate

- The unit of account

- Presentation versus disclosure
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As a matter of course, financial statements neeletainderstandable to reasonably economically
educated stakeholders, which implies that :

- complexity should be represented in as much afléats the complexity of the business and
financial statements should not add complexityhtd by, for instance, portraying the business
differently from the way it is run

- financial statements need to be based on reliatnleiaderstandable measures as well as avoid
“noise” that would detract their readers from thditg’s fundamentals (for instance by
recording items from which it is less than probattlat cash flows will be generated or
incurred).

Consequences of the ANC'’s views on Chapters 1 anaBthe Conceptual Framework

The ANC thus disagrees with overall objective of fiancial reporting as currently stated in the
Conceptual Framework : stewardship should be the pmary objective.
Therefore, the ANC considers that some aspects dhe chapters on objectives and qualitative
characteristics warrant reopening on topics such as
- the users of financial statements,
- stewardship (see arguments provided in our Bulletimon Accountability
- prudence (see arguments provided in the related Blgtin'?),
- reliability (see arguments provided in the relatedBulletin™).

11)’

Question 23
Business model
The business model concept is discussed in paragr@®3-9.34. This Discussion Paper does|not
define the business model concept. However, thB'$A8eliminary view is that financial statements
can be made more relevant if the IASB considergnvdeveloping or revising particular Standards,
how an entity conducts its business activities.
Do you think that the IASB should use the busimesdel concept when it develops or revises
particular Standards? Why or why not?

If you agree, in which areas do you think thatblisiness model concept would be helpful?
Should the IASB define ‘business model’? Why ormatty

If you think that ‘business model’ should be defifeow would you define it?

The ANC has consistently supported the businessehindhat faithful representation of performance
can only be achieved if the business model is ¢efte We have therefore carried out a significant
amount of work on the subject with European collesgwhich has been published as a bulletin and as
a research paper.

We fully support the conclusions in these papers vith indicate that the business model, under
the assumed meaning and characteristics developed these papers, has a role to play in all
aspects of financial reporting : recognition, meastement, etc.

See also our answer to question 22.

11

http://www.autoritecomptable.fr/sections/la_reclmerca_| _anc/actualites/efr_cf bulletin_acco/downfbdile/EFR_CF
Bulletin_accountability sept.pdf?nocache=137907 %554

12

http://www.autoritecomptable.fr/sections/la_reclmerca | _anc/travaux_dans_le_cadr/bulletin_prudeoegitbadFile/file/

Bulletin_Prudence.pdf?nocache=1365672848.83
13

http://www.autoritecomptable.fr/sections/la_reclnerca |_anc/travaux_dans_le_cadr/bulletin_reliatil@wnloadFile/file/
Bulletin_Reliability of financial_information.pdfeeache=1365672939.12
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Question 24
Unit of account
The unit of account is discussed in paragraphs-@38&L. The IASB’s preliminary view is that the
of account will normally be decided when the |1A®Bealbps or revises particular Standards and tk
in selecting a unit of account, the IASB shouldsiber the qualitative characteristics of use
financial information.

nit
nat,
ful

Do you agree? Why or why not?

We consider that there should be a high level ohitaccount consideration at the Conceptual
Framework level within the context of an entity’sismess model. This would help better

operationalise its application at the individuarstards’ level.

Question 25

Going concern

Going concern is discussed in paragraphs 9.42-9M¥ IASB has identified three situations
which the going concern assumption is relevant (wheeasuring assets and liabilities, wh
identifying liabilities and when disclosing inforir@n about the entity).

Are there any other situations where the going eomassumption might be relevant?

n
en

We agree with the situations identified by the IASB to when the going concern assumption is

relevant.

We are unsure of the IASB’s intentions on this ¢opgis mentioned in our answer to questions 5
7, we consider that there should be further devetoys in the Conceptual Framework than in

and
the

existing paragraph 4.1 of the Conceptual Framewsuch developments would have to somehow be

linked to the notion of business model.

In addition, it would be useful to clarify whethérthe going concern assumption is not met and

the

financial statements may have to be prepared oiffereht basis, such financial statements are in
compliance with IFRS, either because of this mentb the Framework, and/or of the accounting

override as specified in IAS 8.
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Question 26

Capital maintenance
Capital maintenance is discussed in paragraphs -94%. The IASB plans to include the existing
descriptions and the discussion of capital mainte@aconcepts in the revised Conceptual Framework
largely unchanged until such time as a new or eiStandard on accounting for high inflation
indicates a need for change.

Do you agree? Why or why not? Please explain yeasons.

We consider that capital maintenance is a fundameat accounting issue, as the meaning and
interpretation of performance depends directly on he capital maintenance concepts chosen.

We therefore consider that an up-to-date discussiarapital maintenance instead of simply relying
on the existing description is needed.

Indeed in practice and depending on the variousnbss models, profit of productive activities is
measured mainly through the generation of cash-flowd adjusted for depletion (depreciation,
impairment) if necessary whereas, in trading océntain financial activities, profit also includas
significant portion of assets/liabilities enhanceise

This is perfectly consistent with the basic finah¢heory in which the value of productive assets i
created when they generate cash-flows in excetbeadhitial investment.

The existing framework supports this practice inagaaph 4.60 relating to profit and the concept of
capital maintenance : « The concept of capital teagnce.....provides the linkage between the
concepts of capital and the concepts of profit beeat provides the point of reference by whichfipro

IS measured ; it is a prerequisite for distingughbetween an entity’s return on capital and itarre

of capital ; only inflows of assets in excess ofoamts needed to maintain capital may be regarded as
profit and therefore as a return on capital. Hemefit is the residual amount that remains after
expenses (including capital maintenance adjustmest® appropriate) have been deducted from
income ».

Because accounting is considered by most entisie@sraajor tool for measuring capital employed and
the return on it, the most practiced way of detaing profit is in perfect accordance with the

principle of cash-flow generation and capital maiv@nce. The actual practice is —and will most
probably remain- as follows :

Profit = Cash-flows from operations, less amoriisatind provisions, plus cut-off accruals. (ieain
way illustrated by the indirect cash-flow statemgrgsentation).

Therefore, we are of the view that the discussiorcapital maintenance should be carried out in a
broader context than addressing hyperinflatioreewaluation issues.
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