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Exposure Draft “Conceptual Framework for Financial Reporting”

Dear Mr Hoogervorst

On behalf of the German Insurance Association (GDV) we welcome the

opportunity to comment on the Exposure Draft “Conceptual Framework for

Financial Reporting” (ED/2015/3), as published by IASB on 28 May 2015
for public consultation. We fully support the considerable efforts undertak-
en by IASB to revise and amend the existing Conceptual Framework for
IFRSs to make it clearer and more complete.

We believe that this particular consultation is of essential importance as
the updated Conceptual Framework will provide a point of reference for
the future IASB’s standard setting activities. Nevertheless, we also appre-
ciate that IASB has acknowledged in the Exposure Draft that the Concep-
tual Framework also plays an important role for preparers of IFRS finan-
cial statements when developing their entity-specific accounting policies.

We believe that IASB is able and should finalise this important project as
scheduled. Nevertheless, we also continue to argue that IASB should not
compromise its quality. Especially, a high quality Conceptual Framework
might significantly contribute to globally consistent implementation of prin-
ciple-based IFRSs. While the future Conceptual Framework is not intend-
ed to override specific Standards, it will surely influence the future thinking
of IASB and the IFRS Interpretations Committee.

Hence, we encourage IASB that the following issues are thoroughly con-
sidered during the upcoming Board deliberations before finalising the pro-
ject. These relevant aspects should be mentioned in the final Conceptual
Framework as important to be explicitly considered during any future
IASB’s standard setting process:
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° the role of business models’ consideration in standard setting;

o the critical importance of the right unit of account to be applied,;

° the role of the OCI presentation and the importance of recycling;

o the relevance of long-term perspective to be acknowledged,;

o the need for effective disclosure requirements to be based on clear
objectives.

For example, the business model consideration should help IASB to de-
termine if accounting principles for particular items can be developed in
isolation or should better be considered together with other related items
(e.g. insurance contracts and financial instruments). Similarly, the deter-
mination of the ‘right’ unit of account is essential and will decide whether
the particular Standard will be operational and result in providing meaning-
ful information. And the separate work on the disclosure framework should
help IASB to define principles how to determine meaningful disclosures
when developing or revising particular Standards.

Finally, we would like to emphasise a specific issue which refers to the
acceptancy of the IASB’s activities at large. Our strong concerns relate to
the subsequent treatment of potential inconsistencies between the future
Conceptual Framework and the particular Standards. Even acknowledging
that any amendment to specific Standards would require proceeding with
the normal due process of IASB, a constant flow of changes to IFRS
would not be supported by us. Although we fully understand the relevance
of consistency in IFRS from the IASB perspective, we encourage IASB to
consider a need for an extended period of calm (three to five years) to
allow all constituents to fully understand the implications of the new Con-
ceptual Framework. In addition, if existing Standards work well in practice,
there is no need to revise it. We would appreciate an explicit commitment
of IASB in this respect when issuing the revised Conceptual Framework.

For our detailed comments to the specific questions in the ED/2015/3 we
kindly refer to the annex to this letter. If you like to discuss our response in
further detail, please do not hesitate to contacts us.

With best regards

‘7/@/& C/a?"{
Hans-Juergen Saeglitz

Dr. Axel Wehling
Member of the Executive Board Head of Accounting
German Insurance Association German Insurance Association



Annex: The GDV’s comments to the IASB’s Exposure Draft
ED/2015/3 “Conceptual Framework for Financial Reporting”

Question 1 — Proposed changes to Chapters 1 and 2
Do yoU réupb'ort the probosaié: - - 7
(a) to give more prominence, within the objective of financial reporting, to the

importance of providing information needed to assess management’s
stewardship of the entity’s resources;

(b)  to reintroduce an explicit reference to the notion of prudence (described as
caution when making judgements under conditions of uncertainty) and to
state that prudence is important in achieving neutrality;

(c) to state explicitly that a faithful representation represents the substance of
an economic phenomenon instead of merely representing its legal form;

(d) to clarify that measurement uncertainty is one factor that can make finan-
cial information less relevant, and that there is a trade-off between the level
of measurement uncertainty and other factors that make information rele-
vant; and

(e) to continue to identify relevance and faithful representation as the two fun-
damental qualitative characteristics of useful financial information?

Why or why not?

In general, we are supportive of the suggested changes.

We welcome the re-introduction of the explicit reference to the role of fi-
nancial reporting with regard to the management’s stewardship. In particu-
lar, we agree that information about management’s stewardship is part of
the information to be provided to investors and other users of financial
statements (BC1.10 (a)). It is a matter of fact that reporting entities are not
acting on its own terms and that audited financial statements are consid-
ered as being suitable to provide the proper basis for assessment of man-
agement performance. However, we do not share the view that introduc-
ing an explicit additional primary objective of financial reporting would be
confusing (BC1.10 (b)). It would rather reflect the reality.

We appreciate that IASB recognised the relevance of an explicit reference
to the prudence principle in the Conceptual Framework (paragraph 2.18).
However, we do believe that the sole reference to neutrality does not fully
reflect the rationale behind the prudence principle as commonly under-
stood. It seems to be rather confusing than helpful. We recommend incor-
porating certain elements of the discussion regarding the existence of
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asymmetric prudence in specific IFRSs into the Conceptual Framework.
Both dimensions of the prudence principle are relevant and existent, as
they target different ‘users’ of the Conceptual Framework. While the cau-
tious prudence (BC2.9) is aimed to support the preparers of the financial
statements, the asymmetric prudence (BC2.11) is intended to support
IASB in the standard setting process.

For example, with regard to the accounting treatment of executory con-
tracts (paragraph 4.40) it is a common practice, and a practice which is
recognised and not questioned by IASB, that tests are necessary to verify
whether the contract is onerous at the reporting date or not (para-
graph 4.41). In general, beneficial contracts used to be not recognised in
the financial statements, subject to explicitly predefined exemptions in
particular Standards. However, only IASB might decide under which par-
ticular circumstances such contracts are to be recognized in financial
statements. The outcome is the existing asymmetric prudence. It would be
obviously highly problematic if the reporting entities would be entitled to
makes such decisions. On the contrary, the cautious prudence can be
exercised at the level of reporting entities only, depending on the entity-
specific facts and circumstances. We advise IASB to target these two di-
mensions of prudence explicitly in the Conceptual Framework to avoid
confusion as the Conceptual Framework is intended to support IASB in
standard setting process and help prepares when developing entity-
specific accounting policies or applying principle-based IFRSs.

We continue to believe that also “reliability” should be re-introduced as a
quantitative characteristic of useful financial information. The term “faithful
representation” is too vague to provide sufficient guidance for IASB’s
standard setting decisions in specific circumstances. While fully acknowl-
edging that in paragraphs 2.12 und 2.13 the concept of measurement un-
certainty is described, the principle of reliability should be explicitly re-
introduced as well as the common origin for all these considerations. We
support the related views of the European Financial Reporting Advisory
Group (EFRAGQG) in this regard and refer to its analysis.

We support the proposed explicit reference to the essentially important
substance of the form principle in the revised Conceptual Framework.
Nevertheless, we like to note that the legal framework often results in di-
rect economic consequences. Hence, the legal form is an essential part of
the economic environment in which reporting entities are acting.

Finally, we agree with the conclusions drawn on the issue of understanda-
bility (BC2.26), complexity (BC2.27) and materiality (BC2.31).



Question 2 — Description and boundary of a reporting entity
Do yéu agree with: o - '7
(a) the proposed description of a reporting entity in paragraphs 3.11-3.12; and

(b) the discussion of the boundary of a reporting entity in paragraphs 3.13—
3.257

Why or why not?

We have no critical comments regarding the proposals as IASB has no
authority to determine who must or should prepare separate or consoli-
dated financial statements. Nevertheless, we explicitly appreciate that
IASB recognises in the paragraph 3.20 the important role of separate fi-
nancial statements (‘unconsolidated financial statements’). Especially,
they might play a decisive role as a reliable basis for assessment of the
potential future profit distribution to shareholders via dividend payments.
However, we do not disagree that consolidated financial statements,
based on the concept of (both direct and indirect) control (paragraph
3.21), provide useful information to users as they reflect the matter of fact
that the group of reporting entities behind it create an economic unity.

Question 3 — Definitions of elements

E)d yc7>L71ﬂ agir'e'e with the prbposed definitions of elements (éxcldding issues rélaﬁhé
to the distinction between liabilities and equity):

(a) an asset, and the related definition of an economic resource;

(b) aliability;

c) equity;

d) income; and
(e) expenses?

Why or why not? If you disagree with the proposed definitions, what alternative
definitions do you suggest and why?

The proposed definitions seem to be more concise and focused. And we
explicitly do not disagree with the IASB’s approach of defining income and
expenses in terms of changes in assets and liabilities (acknowledging the
rationale as provided in BC4.2-BC4.3).

However, we do not agree with the suggested definition of an asset for
one particular reason. We believe that the proposed definition comingles
two conceptual dimensions of accounting and economic realty which are




to be explicitly separated: the asset definition and the question of owner-
ship.

The question of the ownership, i.e. the question, whether the particular
reporting entity controls the particular asset, should not form part of the
definition of an asset. It should be rather considered as a recognition /
derecognition criterion. Therefore, we recommend the following adjust-
ment to the proposed definition of an asset in the paragraph 4.5:

“An asset is a present economic resource controlled-by-the-entity as

a result of past events.”

Fully acknowledging the IASB’s rationale provided in BC4.44 (b) regarding
the practical relevance, we continue to believe that the Conceptual
Framework should be conceptually proper. It would also better fit to the
conceptually right statement in paragraph 4.17 that “control links the eco-
nomic resource to the entity’. In addition, to be controlled a resource
would need to be ‘identifiable’ or ‘separable’. However, IASB rejected this
aspect to be part of the asset definition (BC4.37).

Furthermore, we believe that paragraph 4.6 defining the “economic re-
source” as “a right” is leading to a radical conceptual change to the current
accounting approach. In general, the suggestion that for example not
physical objects but instead the related rights are recognised is not con-
vincing. It might be seen as not fully in line with the substance over form
principle (paragraph 2.14). We also believe that accounting should reflect
the economic reality, what means that tangible and intangible items are
assets and not the package of the related rights and obligations. The ex-
istence of legal right is (solely) a basis for recognition in the balance sheet
of a particular asset’'s owner. Based on this rationale, we acknowledge the
explicit IASB’s recognition in paragraph 4.12 that “describing the set of
rights as a physical object will often provide the most concise, clear and
understandable information”. This statement seems to implicitly incorpo-
rate the essential consideration of the appropriate unit of account ap-
proach in this regard. Nevertheless, we are concerned about potential
unintended consequences of the suggested conceptual change and the
intended focus on rights. We are concerned especially with regard to the
future Board’s considerations regarding the unit of account and a poten-
tially unnecessary high level of granularity for accounting purposes only in
the future.

Finally, we suggest to delate the section “Other changes in resources and
claims” in the table in paragraph 4.4. This section does not provide any
added value to those presented above.



Question 4 — Present obligation
Do you 'agree with the p?rrbrpiésedr de’s'.cript'i‘on of a preéénf obligation and the pfo;
posed guidance to support that description? Why or why not?

We have no specific critical comments. And we support the IASB’s sug-
gestion to retain the reference to past events in the definition of a liability
(paragraphs 4.36-4.39, BC4.64). We also agree with the explicit clarifica-
tion in the paragraph 4.26. It makes clear that there is no requirement / no
intention in the paragraph 4.25 for a corresponding accounting.

Question 5 — Other guidance on the elements

Do you have any comments on tl:léwbroboéed éuidanéé?

Do you believe that additional guidance is needed? If so, please specify what that
guidance should include.

Fully acknowledging that the practical entity-specific adoption of the con-
cepts/definitions of the Conceptual Framework will require judgment, we
do not believe that further additional guidance is necessary, i.e. the guid-
ance proposed in the Exposure Draft seems to be sufficient. Nevertheless,
we strongly believe that the most essential issue for IASB will be to ensure
that the ‘right’ unit of account (paragraphs 4.57-4.63) is determined in the
particular standard setting activities. Otherwise the Standard’s provisions
might lack operational feasibility and result in not meaningful information.

In particular, we are highly concerned about the intended relevance of the
last sentence in paragraph 4.58 which might be of critical importance in
the future. We suggest to delate this sentence. Especially, we would dis-
agree if the initially right Board’s decision regarding the appropriate
unit of accounting should be effectively overwritten by some presen-
tation or disclosure requirements only. This needs to be avoided. For
example, if a portfolio is identified as a right unit of account for insurance
contracts project, this decision should be consistently applicable also for
presentation and disclosure purposes, hence not reverted without critical
reasons. Furthermore, we agree that the selecting a unit of account should
be the Standards-level decision.

Finally, we like to note that the IASB’s approach how to justify why execu-
tory contracts are generally not recognised in the financial statements
(BC4.92) is only one of the possible approaches. In our view, the IASB
has not explored sufficiently the role of the realisation and prudence prin-
ciple in this regard. Thus, receivables / revenues are commonly not rec-
ognised until the underlying obligations are fulfilled. And the onerous ex-




ecutory contracts are considered on the offset basis because of the
asymmetric application of the prudence principle; it does not change the
character of the concerned contracts to remain being executory. The
IASB’s offsetting approach might lead to similar conclusions but is incom-
pletely reflecting the current accounting practice/theory. The existing
treatment for derivatives and financial instruments accounting in 1AS 39 /
IFRS 9 is an exception only. Therefore, the Conceptual Framework should
include the simple accounting principle that executory contracts are not
recognised unless onerous (in line with the prudence and realisation prin-
ciple) or decided differently on the level of specific Standards.

Question 6 — Recognition criteria

Do Vyorur agrée with the proposed approach to rercoghitibni?”Why or why not? If you
do not agree, what changes do you suggest and why?

We believe that the related descriptions are not well structured and vague.
We recommend defining an overreaching principle for recognition for as-
sets and liabilities in first place and then to refer to possible exceptions
from this principle and related consequences, accompanied with appropri-
ate references to specific and narrowly defined facts and circumstances of
such exceptions.

In particular, we view as a matter of principle that the revised Conceptual
Framework should clarify that all assets controlled by the entity and all
liabilities resulting in a present obligation for the reporting entity as a result
of past event are to be recognised in the financial statement (complete-
ness principle). Only, in the second step exceptions to this principle should
be explicitly defined. The case of executory contracts is such exception to
the general principle of completeness. Further exceptions should be de-
fined in the relevant specific Standards, in which the probability criterion
might still play an essential role.

We support that the Exposure Draft provides a reminder what should hap-
pen if a particular item is not recognised. In particular, paragraph 5.12
clarifies that an expense is recognised if no asset is recognised when ex-
penditure is incurred. We believe this clarification indicates that simple
neglecting certain items from financial statements is not intended for any
reason. We note the cost consideration in paragraph 5.24, we miss how-
ever the consideration of the role of the materiality in this regard.

Finally, we refer to our firm view, as expressed above in the response to
Question 3 that “control” is a precondition for recognition and not an ele-
ment of the asset definition.




Question 7 — Derecognition

Do ydu agree with the proposrérd discussion of derecognition? Why or why not? If
you do not agree, what changes do you suggest and why?

As a matter of principle, we think that a symmetry between the criteria for
recognition and derecognition is the most understandable and desirable
objective at the level of the Conceptual Framework. Therefore, the control
approach might be the preferable one from the conceptual point of view.

Furthermore, we do not follow fully rationale for the explanations in para-
graph 5.32. In particular, the paragraph 5.32 (c) refers to the case, in
which the entity has no longer ‘any rights or obligations’ under the trans-
ferred component. If this is the case, than derecognition seems to be the
right answer. We encourage IASB to provide a suitable example to indi-
cate a suitable case for the intended treatment. We believe that potentially
misleading presentation should be best avoided and not tried to be healed
by additional disclosures. We agree that the derecognition issue is also
closely related to the unit of account consideration, the related measure-
ment provisions, and therefore any detailed provisions can only be dis-
cussed at the Standards-level (BC5.58).

Question 8 — Measurement bases

Has the IASB:

(a)  correctly identified the measurement bases that should be described in the
Conceptual Framework? If not, which measurement bases would you in-
clude and why?

(b)  properly described the information provided by each of the measurement
bases, and their advantages and disadvantages? If not, how would you de-
scribe the information provided by each measurement basis, and its ad-
vantages and disadvantages?

The GDV is supportive of the existing mix measurement approach in the
current IFRSs and agrees that “different information, derived from different
measurement bases, may be relevant to users of financial statements in
different circumstances” (BC6.13). A single measurement basis for all as-
sets and liabilities would not provide the most relevant information and
would not be workable in practice. It would not pass the cost-benefit test.

Furthermore, we believe that the suggested two main categories (histori-
cal cost and current value) are the appropriate approach for the purpose
of the revised Conceptual Framework. We would however strongly rec-




ommend using the term “amortised cost” or simply “cost” instead of “his-
torical cost” as it would better reflect the nature of the different cost-based
measurement approaches. The reference to “historical cost” suggests
implicitly that cost-based measurement is not subsequently updated and
hence loses (any) relevance at the subsequent reporting dates. This is
obviously not the case, as also cost-based measurement approaches are
(at least partially) updated and take into account for example impairments.

Regarding the proposed subcategories of the current value, i.e. fair value,
value in use and fulfilment value, we believe that the Exposure Draft pro-
vides a suitable level of detail and a balanced assessment of the applica-
tion of cost-based measurement versus current value measurement. In
particular, we appreciate that IASB seems to acknowledge at the concep-
tual level the importance of the amortised cost and fulfilment measure-
ment, instead of the (exit) market oriented fair value measurement only.

Question 9 — Factors to consider when selecting a measurement basis
Has the IASB 'cor'rectly identified the factors to consider when selecfihg a meas-
urement basis? If not, what factors would you consider and why?

In general, we believe that IASB has identified a number of important fac-
tors to consider when selecting a measurement basis for particular items
(i.e. an asset or a liability) when developing specific Standards. We also
fully agree with the conclusion that initial measurement and subsequent
measurement cannot be considered separately (paragraph 6.52). In our
firm view, they need to be consistent, as assumed in paragraph 6.67.

Furthermore, we also think that measurement basis has to be selected not
only in relation to the nature of business activities conducted by the entity
(paragraph 6.54 (a)). It should be also based on the characteristics of the
business model of the entity. Especially, it would not be appropriate to
select the measurement basis in isolation for assets and liabilities if the
underlying business model is causing an inherent economic linkage be-
tween them. Otherwise the information provided will not be useful to inves-
tors or other users of financial statements (paragraph 6.49). If assets and
liabilities interact with each other economically (e.g. insurance contracts
and financial assets and other assets backing insurance contracts), ac-
counting should take it into account and enable entities to reflect this in-
terplay appropriately. We appreciate the related consideration in the para-
graph 6.58 which should be part of the revised Conceptual Framework.

Finally, we support the IASB’s recognition of the importance of the cost
constraints to be considered by IASB when setting measurement require-
ments (paragraph 6.50).
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Question 10 — More than one relevant measurement basis

Do you agree with the approach discussed in péragraphs 6.74-6.77 and BC6.687
Why or why not?

Yes, we agree that in some cases different measurement approaches for
balance sheet and income statement might be necessary to appropriately
depict the underlying economics of particular business models. We also
agree that in such circumstances the use of the other comprehensive in-
come presentation (paragraph 6.77 (b)) might be of essential importance
to ensure transparent information for investors and other users of financial
statements. Therefore, we support the inclusion of the related paragraphs
into the future Conceptual Framework.

Especially, in the case of the long-term oriented business models a careful
consideration of the relevance of the transparent separate presentation of
short-term effects of market variables has to take place. In other words:
the application of two different measurement approaches for balance
sheet and for income statement helps to ensure that the underlying finan-
cial performance of the reporting entity is appropriately depicted and not
overshadowed by irrelevant market noise effects in the income statement.

Question 11 — Objective and scope of financial statements and communica-
tion

Do you have any comments on the discussion of the objective and scope of fi-

nancial statements, and on the use of presentation and disclosure as communica-
tion tools?

We welcome the clarification that forward-looking information is generally
provided outside the financial statements, for example, in the manage-
ment commentary (paragraphs 7.4 and 7.5). Therefore, we object to the
concept that primary financial statements should provide also certain in-
formation about transactions and events that have occurred after the end
of the reporting period (paragraph 7.6). It seems to be necessary to
properly clarify the boundary between financial statements and other ele-
ments of financial reports (e.g. management commentary), as targeted in
BC7.6.

We continue to encourage IASB to further work on the Disclosure Initiative
and the principle-based Disclosure Framework. We believe that defining
disclosure principles, and determining what the respective disclosure ob-
jectives for specific Standards are, would significantly contribute to in-
creased effectivity of disclosures provided by reporting entities.
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Nevertheless, we urge IASB to already reconsider problematic disclosure
requirements in currently ongoing projects before they get effective and
burdensome for reporting entities. A suitable example here is the recently
adopted proposal to require the confidence level reconciliation with regard
to risk adjustment determination in the insurance contracts project (IASB,
Agenda Paper 2D, October 2015: Presentation and Disclosures for insur-
ance contracts) while the entire insurance and actuarial community at
large is concerned with regard to the uselessness of this requirement.

In addition, IASB should avoid introducing further burdensome disclosure
requirements as part of the Disclosure Initiative’s activities to not under-
mine the acceptancy of the project at large. For the unfortunate example
here we refer to the GDV comment letter of 13 March 2015 “ED/2014/6:
Disclosure Initiative, Proposed amendments to |IAS 7.

Question 12 — Description of the statement of profit or loss

Do yodrsﬁibbart V{hérpropréée?d désoﬁbﬁon of thé statehent of brofit ror loss? Why
or why not?

If you think that the Conceptual Framework should provide a definition of profit or

loss, please explain why it is necessary and provide your suggestion for that defi-
nition.

We agree that the statement of profit or loss is identified in the revised
Conceptual Framework as the primary source of information about entity’s
financial performance for the reporting period (paragraph 7.21). We also
strongly support the recommendation that a total or subtotal for profit or
loss should be mandatorily provided (paragraph 7.19, paragraph 7.22).

However, we also believe that further conceptual work is necessary to
identify the underlying concept(s) for the profit or loss presentation
(against BC7.41). The information provided is only relevant and meaning-
ful if it is based on a commonly understood concept and depicting the un-
derlying economic reality of reporting entities. Therefore, not only but es-
pecially from the perspective of the long-term oriented business model of
the insurance industry, it is essential to ensure that potentially highly vola-
tile short-term effects of subsequent re-measurements are properly re-
flected in performance reporting. The use of the other comprehensive in-
come presentation is suitable to serve this purpose.

In addition, we suggest that the Conceptual Framework should define
what meaning the first ‘revenue’ line of profit or loss statement should
have. Therefore, we do not agree with the suggestion to eliminate the no-
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tion of ‘gains’ or ‘losses’. Also in the current projects IASB should carefully
consider how to safeguard that information provided in the first line are
commonly well understood by investors and other users of financial
statements.

For example, we believe that creating and requiring artificial numbers like
‘insurance contracts revenue’ and prohibiting the presentation of premi-
ums received on the face of the profit or loss statement in the insurance
contracts project (IFRS 4 Phase Il) will not contribute to increased under-
standability of financial statements of insurers. It is also problematic from
the perspective of reporting entities and with regard to the cost/benefits
consideration.

Nevertheless, we do believe that such essential decisions should be made
at the Standards-level only when dealing with specific transactions or
items, while considering the conceptual rationale of the Conceptual
Framework.

Question 13 — Reporting items of income or expenses in other comprehen-
sive income

Do you égreeﬂ\)\}ith the rproposais on the use of other compréhénéi\)e income? Do
you think that they provide useful guidance to the IASB for future decisions about
the use of other comprehensive income? Why or why not?

If you disagree, what alternative do you suggest and why?

The Exposure Draft suggests a rebuttable presumption that all income and
expenses will be included in the profit or loss statement (paragraph 7.23).
This presumption should be rebutted in some certain circumstances (par-
agraph 7.24). The Exposure Draft provides further an example that the
presentation in other comprehensive income (OCI) would be used if IASB
decides that a dual measurement approach is appropriate. In such cases
the current measurement would be used in the balance sheet and related
income and expenses at cost-based basis in the income statement. The
cumulative difference would be presented than in the OCI (para-
graph 7.25, BC7.49).

In general, we believe that the Exposure Draft does not provide any con-
ceptual basis for the use of the OCI presentation. In addition, the pro-
posed description might create an impression that the OCI presentation is
/ should be an absolute rare exception. We would be very concerned
about such outcome. We have the strong view that the OCI presentation is
a proper and valid accounting approach, not only for simple debt instru-
ments. In particular, the OCI presentation, as an accounting policy choice,
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is supported by the insurance industry at large for the currently ongoing
insurance contracts project (IFRS 4 Phase ll). It is also a critically essen-
tial part of the current IFRS 9 Financial Instruments. Therefore, the exist-
ence of OCI presentation must not be disqualified in an inappropriate and
biased way at the level of the revised Conceptual Framework which will
form a fundament for future IASB’s standard setting activities.

Nevertheless, we agree with the suggestion that the OCI presentation is of
importance in cases of current measurement of assets and liabilities
(paragraph 7.24 (a)) and should be used to increase the relevance of the
information provided in the profit or loss statement (paragraph 7.24 (b)).
Therefore, we recommend the following adjustment to the statement in the
paragraph 7.24:

“The presumption that all income and all expenses will be included
in the statement of profit or loss can enly-be rebutted especially if:

(...)

From the conceptual point of view we would suggest to add an additional
example for the use of the OCI presentation to paragraph 7.24, which
would refer to the realisation principle, in line with the use of the OCI
presentation for example in IAS 16 / IAS 38.

“(c) they are representing unrealised income or expenses.”

Furthermore, we share the view that the conceptual consistency between
initial and subsequent measurement of assets and liabilities is important
and that the “initial measurement and subsequent measurement cannot
be considered separately” (paragraph 6.52). Therefore, we believe that
also the OCI presentation should not be constrained only to the area of
the subsequent measurement. We are not aware of any valid reasons to
not adopt this thinking and the related underlying rationale consistently to
the presentation approach in IFRS. Taking this view into account we be-
lieve that there might be cases in which the OCI presentation for effects of
initial measurement might be useful. Especially, if the use of the OCI
presentation would be based on the realisation principle, certain day one
gains or losses would be better reflected in the OCI instead of immediate
recognition in profit or loss or as a specific deferral item on asset or liability
side of the balance sheet.

Finally, we fully support the explicit consideration in paragraph 6.58 deal-
ing with ‘accounting mismatches’, when different measurement bases are
to be applied for related assets and liabilities. We urge the IASB to include
this important consideration into the final Conceptual Framework and to
amend this thinking with an explicit reference to the need for consistency
in presentation approaches as well. The recent controversies about the
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need for the fair value through other comprehensive income (FVOCI) cat-
egory in IFRS 9 and about the critical role which the OCI presentation
plays in the insurance contracts project demonstrated that this aspect
should not be ignored in the Conceptual Framework. Especially, the con-
troversy arose as there is no clarity if the use of the OCI is a measurement
or / and presentation approach in IFRSs.

Question 14 — Recycling

Do you agree that the Conbeptual Framework should include the rebuttable pre-
sumption described above? Why or why not?

If you disagree, what do you propose instead and why?

The Exposure Draft suggests that there should be a rebuttable presump-
tion that recycling has to occur (paragraph 7.26). We believe that this clari-
fication is essential. We have however the view that recycling should be
the sole principle for the Conceptual Framework. Any rare exceptions
should be than decided and determined at the Standards-level only.

Also in this context we refer to the important conclusion in the paragraph
6.58 and the rightly recognised need for the IASB to ensure that account-
ing inconsistencies and artificial volatility in profit or loss are best avoided.
This thinking approach should similarly apply to recycling decisions.

For example, it is truly a concerning issue when IFRS 9 Financial Instru-
ments prohibits recycling for equities measured at fair value through other
comprehensive income (FVOCI equities). It is misleading and confusing
for investors and other users of financial statements when realised gains
or losses on FVOCI equities are not reported in profit or loss for the peri-
od, in which the realisation occurred. In addition, this concern does not
only refer to insurers issuing insurance contracts with participation fea-
tures. In general, restrictions on recycling might significantly influence in-
vestment decisions of all insurers and are suitable to disadvantage long-
term equity financing strategies. As a matter of fact, we believe that the
restriction on recycling for FVOCI equites reflects an implicit IASB’s pref-
erence for full fair value accounting of equities and we firmly disagree with
that outcome. Therefore, we continue to have the strong view that any
restrictions on recycling should be very carefully considered when devel-
oping or revising specific Standards. Finally, the development of the bal-
ance sheet item “accumulated OCI” (i.e. outstanding gains or losses) is
less understandable when recycling is not allowed to occur.
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Question 15 — Effects of the proposed changes to the Conceptual Frame-
work

Do you agree with the analysis in paragraphs BCE.1-BCE.317? Should the IASB
consider any other effects of the proposals in the Exposure Draft?

We support the explicit clarification that the Conceptual Framework is not
a Standard and that it does not override any of the provisions in particular
Standards (paragraph IN2).

Furthermore, we believe that the finalisation of the revised Conceptual
Framework should not lead to continuous flow of changes to specific
Standards only because conceptual inconsistencies might be identified
subsequently. While we agree that consistency is a desirable objective
from the IASB’s perspective, we also believe that an extended period of
calm is necessary, once the Conceptual Framework project and other ma-
jor projects (e.g. Insurance Contracts project) have been completed and
their material and timing interactions with other significant Standards has
been improved. The extended period of calm should cover three to five
years.

Question 16 — Business activities
D(VJV ydu agréé Wl’[h'[he piror;')oiéed”abrbroacﬁ tb busihé»s'sr act|v1t|es’? Why or why
not?

We believe that the business model consideration should play a role in
financial reporting. The goal of financial statements is to portray the eco-
nomic reality. Therefore, IASB is well advised to consider, when it devel-
ops or revises particular Standards, how this can be best ensured. From
the perspective of the insurance industry it is of utmost importance that the
inherent linkage between insurance contracts and assets backing them is
properly considered. The development and/or adoption of interrelated
Standards in isolation is inappropriate. Consequently, we have the view
that the Conceptual Framework should be amended concerning this mat-
ter, i.e. to introduce a proper safeguarding measure to avoid such incon-
venient circumstances.

Therefore, although we fully acknowledge that the Conceptual Framework
should provide concepts with general application and not provide concepts
with specific consideration to some industries only, the revised Conceptual
Framework should explicitly require the IASB to consider potentially exist-
ing linkages between particular Standards when performing standard set-
ting activities (as indicated for measurement decisions in paragraph 6.58).
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For example, in case of the insurance industry the matter of fact is that the
future Insurance Contracts Standard and the IFRS 9 needs to interact
consistently to avoid significant distortions in performance reporting or
inappropriate respective unfaithful presentation in the statement of finan-
cial position (incl. mismatches in equity presentation). Furthermore, also
the unit of account approach is obviously dependent on the underlying
business model. For example, although the contractual rights and obliga-
tions arise from individual insurance contracts, insurers in general man-
age, and use to measure, insurance contracts on a portfolio basis. Conse-
quently, the objective of the future Insurance Contracts Standard (IFRS 4
Phase Il) should be to provide principles for the measurement of insur-
ance contract at portfolio level, in line with how the concerned reporting
entities manage them.

Question 17 — Long-term investment

Do you égrée with the I1ASB’s conclusions on loné-terfh investment? Why or wh'yr

not?

In general, we are supportive of the IASB’s conclusions. Nevertheless, we
believe that a clear and an explicit commitment to consider the character-
istics of long-term oriented business models like insurance business when
developing or revising particular Standards is necessary. Especially, the
recent controversies about the need for the OCI presentation in the cur-
rent measurement environment demonstrated that the outcome of the
Board’s deliberations might be very much depended on the respective
Board composition and less on the conceptual considerations.

The results presented in the financial statements are considered to play a
significant role in the investment decision process of investors. We espe-
cially highlight that the short-term volatility in the income statement, which
might be of special interest for short-term oriented users of financial
statements, is not relevant, when considering the long-term character of
insurance obligations and the long-term investment horizon of insurers.
The Board’s decision on insurance contracts project regarding the intro-
duction of accounting policy choice to apply the OCI presentation for ef-
fects of changes in markets variables and the Board’s decision regarding
the re-introduction of the FVOCI category for simple debt instruments in
IFRS 9 take this matter of fact into account. Hence, especially the use of
current measurement is the area where the needs of short-term and long-
term investors differ significantly (against BCIN.40 (c)).
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Consequently, IASB should be obliged in the Conceptual Framework to
always carefully consider the consequences of the use of current meas-
urement approach for long-term-oriented businesses. The application of
the OCI presentation should be the default solution if the information pro-
vided by the amortised cost measurement should be considered to be not
sufficient or inconsistent with the provisions of specific Standards for inter-
related items.

Finally, it is generally essential that the financial reporting requirements
are not putting long-term oriented business models in disadvantage via
producing excessive short-term volatility (“market noise”) or via implicitly
prohibiting the use of the FVOCI option for equity investments because of
prohibition of recycling (of realised results from OCI to profit or loss).
This contradicts the IASB’s transparency objective (BCIN.44 (a)) as well.

Question 18 — Other comments

Do you have comments on any other aspect of the EXposure Draft? Please indi-
cate the specific paragraphs or group of paragraphs to which your comments
relate (if applicable).

As previously noted, the IASB is not requesting comments on all parts of Chap-
ters 1 and 2, on how to distinguish liabilities from equity claims (see Chapter 4) or
on Chapter 8.

We believe that the revised Conceptual Framework should clarify that the
IFRS financial reporting is based on the concept of financial capital
maintenance. Any deviations to this concept should be explicitly identified
and IASB should provide a related rationale for such cases. It would re-
main a difficult task for IASB to work on the related performance reporting
project without having clarified on which conceptual basis for example the
profit recognition is determined.

We also understand and support that IASB is working on the project on
how to distinguish liabilities from equity. We appreciate these efforts and
the objective to subsequently incorporate the identified underlying con-
cept(s) into the Conceptual Framework.

Finally, we appreciate the considerable efforts of the IASB to finalise the
work on the revision of the Conceptual Framework in the course of 2016.
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