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Proposals in the Exposure Draft   Tentative decisions for the revised Conceptual Framework 

Chapter 1—The objective of general purpose financial 
reporting 

The description of the objective of general purpose financial reporting in the Exposure 

Draft has been carried forward from the current version of the Conceptual Framework: 

The objective of general purpose financial reporting is to provide financial 

information about the reporting entity that is useful to existing and potential 

investors, lenders and other creditors in making decisions about providing 

resources to the entity. Those decisions involve buying, selling or holding 

equity and debt instruments, and providing or settling loans and other forms of 

credit. 

The Exposure Draft proposes to give more prominence, within the objective of financial 

reporting, to the importance of providing information needed to assess management’s 

stewardship of the entity’s resources. 

To achieve this, the Exposure Draft proposes to reintroduce the term ‘stewardship’ and to 

explicitly explain that investors’, lenders’ and other creditors’ expectations about returns 

(that affect their decisions to buy, sell or hold investments and provide or settle loans) 

depend not only on their assessment of the amount, timing and uncertainty of (the 

prospects for) future net cash inflows to the entity, but also on their assessment of 

management’s stewardship of the entity’s resources.   

 

 

 

 
 

On 18 May 2016 the Board discussed whether any changes are needed to the 

discussion of stewardship in Chapter 1 and tentatively decided to: 

(a) clarify the link between the objective of financial reporting and stewardship by 

explaining resource allocation decisions as:  

(i)     decisions to buy, sell or hold equity and debt instruments; 

(ii)     decisions to provide or settle loans and other forms of credit; and 

(iii) decisions needed to exercise rights while holding investments, such as 

rights to vote on or otherwise influence management's actions. 

(b) retain paragraphs 1.22–1.23 of the Exposure Draft without explaining further 

which aspects of management's stewardship responsibilities can be assessed 

using information in financial reports. 

(c) continue using the term 'stewardship' in the Conceptual Framework and explain 

in the Basis for Conclusions on the Conceptual Framework what the term 

'stewardship' means and how it relates to the term 'accountability'. 

The Board tentatively decided to indicate in the Basis for Conclusions on the revised 

Conceptual Framework that increasing the prominence of stewardship within the 

objective of financial reporting does not imply a preference for a historical cost 

measurement basis. 

In addition, on 18 May 2016 the Board tentatively decided to retain the existing 

description of the primary user group in Chapter 1. 

   

Chapter 2—Qualitative characteristics of useful financial 
information 

When the Board restarted work on the Conceptual Framework project in 2012, it decided 

not to fundamentally reconsider the chapter on qualitative characteristics.  

The Exposure Draft proposes to continue to identify relevance and faithful representation 

  
 

On 18 May 2016 the Board tentatively decided to confirm that relevance and faithful 

representation should continue to be identified as the two fundamental qualitative 
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as the two fundamental qualitative characteristics of useful financial information. It does 

not propose any changes to the description of enhancing qualitative characteristics 

(comparability, verifiability, timeliness and understandability) or the cost constraint. 

However, in response to the comments received on the Discussion Paper A Review of the 

Conceptual Framework for Financial Reporting, the Exposure Draft proposes a number 

of changes. 

characteristics of useful financial information. 

On 18 October the Board tentatively confirmed the definition of materiality proposed 

in the Exposure Draft.  That definition will not be updated for the amendments 

discussed in the Principles of Disclosure project. 

 

Reintroduction of prudence 

The Exposure Draft proposes to reintroduce an explicit reference to the notion of 

prudence: 

2.18. Neutrality is supported by the exercise of prudence.  Prudence is the 

exercise of caution when making judgements under conditions of uncertainty.  

The exercise of prudence means that assets and income are not overstated and 

liabilities and income are not understated.  Equally, the exercise of prudence 

does not allow for the understatement of assets and income or the 

overstatement of liabilities and expenses, because such mis-statements can 

lead to the overstatements of income or the understatement of expenses in 

future periods. 

The Basis for Conclusions distinguishes between two types of prudence: 

(a) ‘cautious prudence’—a need to be cautious when making judgements under 

conditions of uncertainty, but without needing to be more cautious in judgements 

relating to gains and assets than those relating to losses and liabilities.  It is in this 

sense that the Board proposes to reintroduce prudence in the Conceptual 

Framework.  

(b) ‘asymmetric prudence’—a need for systematic asymmetry: losses are recognised at 

an earlier stage than gains are.  The Board thinks that the Conceptual Framework 

should not identify asymmetric prudence as a necessary characteristic of useful 

financial information.  However, it explained that accounting policies that treat 

gains differently from losses could be selected in accordance with the proposals in 

the Exposure Draft if: 

(i) they are selected in a manner that is not intended to increase the probability that 

financial information will be received favourably or unfavourably by users of 

financial statements (ie neutral accounting policies are selected); and 

(ii) their selection is intended to result in relevant information that faithfully 

  

On 18 May 2016 the Board tentatively decided to confirm that the revised Conceptual 

Framework should include a reference to prudence described as the exercise of 

caution when making judgements under conditions of uncertainty, as proposed in the 

Exposure Draft.  

The Board tentatively decided that there is no need to explain in the Basis for 

Conclusions on the Conceptual Framework that the notion of prudence cannot be used 

by preparers to override the requirements in IFRS Standards because the Conceptual 

Framework already includes a statement that it is not a Standard and does not override 

any specific Standards.  

In addition, the Board directed the staff to explore further whether and how the 

Conceptual Framework should acknowledge that asymmetric treatment of gains (or 

assets) and losses (or liabilities) could be selected if such selection is intended to 

result in relevant information that faithfully represents what it purports to represent. 

On 22 September 2016 the Board tentatively decided that the main body of the 

revised Conceptual Framework should acknowledge that, in some cases, income may 

need to be treated differently from expenses and assets differently from liabilities.  

The Board directed the staff to develop the wording for such an acknowledgement for 

discussion at a future Board meeting. 

On 18 October the Board tentatively decided that Chapter 2—Qualitative 

characteristics of useful financial information of the revised Conceptual Framework 

should acknowledge that the exercise of prudence does not imply a need for 

asymmetry—for example, a need for more persuasive evidence to support the 

recognition of assets than of liabilities or to support the recognition of income than of 

expenses.  Nevertheless, in financial reporting standards such asymmetry may 

sometimes arise as a consequence of requiring the most useful information. 
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represents what it purports to represent. 
 

Explicit reference to substance over form 

The Exposure Draft proposes to state explicitly that a faithful representation represents 

the substance of an economic phenomenon instead of merely representing its legal form: 

2.14. Financial reports represent economic phenomena in words and numbers. 

To be useful, financial information must not only represent relevant 

phenomena, but it must also faithfully represent the phenomena that it 

purports to represent. A faithful representation provides information about the 

substance of an economic phenomenon instead of merely providing 

information about its legal form. Providing information only about a legal 

form that differs from the economic substance of the underlying economic 

phenomenon would not result in a faithful representation. 

  

On 18 May 2016 the Board tentatively decided to confirm that it would include in the 

Conceptual Framework an explicit statement that a faithful representation represents 

the substance of an economic phenomenon instead of merely representing its legal 

form. 

Discussion of measurement uncertainty 

The Exposure Draft proposes that measurement uncertainty is one factor that can make 

financial information less relevant, and that there is a trade-off between the level of 

measurement uncertainty and other factors that make information relevant. 

 

  

On 18 May 2016 the Board tentatively decided to: 

(a) describe measurement uncertainty as a factor affecting faithful representation; 

and  

(b) clarify in the Basis for Conclusions on the revised Conceptual Framework that a 

trade-off can exist between the fundamental qualitative characteristics of 

relevance and faithful representation.  

The Board tentatively decided not to include a brief explanation of existence, outcome 

and measurement uncertainty in the Introduction to Chapter 2.   

   

Chapter 3—Financial statements and the reporting entity 

The role of financial statements 

The Exposure Draft describes the role of financial statements.  Among other things, it: 

(a) states that financial statements are prepared from the perspective of the entity as a 

whole, instead of from the perspective of any particular group of investors, lenders 

  

 

On 22 September 2016  the Board tentatively decided to confirm: 

(a) the proposed statement that financial statements are prepared from the 

perspective of the entity as a whole; and  
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or other creditors; and 

(b) sets out the going concern assumption, which has been brought forward largely 

unchanged from the existing Conceptual Framework.  

(b) the proposed going concern assumption. 

Description and boundary of a reporting entity 

The Exposure Draft describes a reporting entity as an entity that chooses, or is required, 

to prepare general purpose financial statements.  It states that a reporting entity does not 

have to be a legal entity and can comprise only a portion of an entity or two or more 

entities. 

The Exposure Draft proposes that when one entity (the parent) has control over another 

entity (the subsidiary), the boundary of the reporting entity can be determined by either 

direct control only (leading to unconsolidated financial statements) or by direct and 

indirect control (leading to consolidated financial statements). 

The Exposure Draft also states that financial statements are sometimes prepared for two 

or more entities that do not have a parent-subsidiary relationship and refers to such 

financial statements as combined financial statements.  

The Exposure Draft also states that:  

(a) in general, consolidated financial statements are more likely to provide useful 

information to users of financial statements than unconsolidated financial 

statements; 

(b) consolidated financial statements of the parent entity are not intended to provide 

information to users of the subsidiary’s financial statements; and 

(c) if an entity chooses, or is required, to prepare unconsolidated financial statements, 

it would need to disclose how users may obtain the consolidated financial 

statements. 

  

On 22 September 2016 the Board tentatively decided to confirm: 

(a) the proposed description of a reporting entity as an entity that chooses or is 

required to prepare general purpose financial statements.  

(b) the proposed concepts on the boundary of the reporting entity. The Board 

directed the staff to clarify in drafting how the proposed concepts place 

appropriate limitations on what may constitute a reporting entity in situations 

when the entity is not a legal entity. 

(c) the proposed concepts underlying the notions of ‘direct’ and ‘indirect’ control, 

but not to use those specific terms in the Conceptual Framework.  

(d) the proposed concepts related to the usefulness of information provided in 

consolidated and unconsolidated financial statements, but to improve the 

description of those concepts in the Conceptual Framework. 

The Board also tentatively decided not to include in the Conceptual Framework the 

statement in paragraph 3.25 of the Exposure Draft that an entity that presents 

unconsolidated financial statements discloses how a user may obtain the entity’s 

consolidated statements.  

 

   

Chapter 4—The elements of financial statements 

The Exposure Draft proposes changes that would affect both the definition of an asset 

and the definition of a liability.  In particular, the Exposure Draft proposes to replace the 

notion of ‘expected’ economic benefits with a notion of the ‘potential to produce’ 

economic benefits; to define an economic resource as a ‘right’; and to align the asset and 

  




