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Comment Letters

International Accounting Standards Board

30 Cannon Street

London EC4M 6XH

UK

Dear Sir/Madam,


In the present letter you will find ICAC views and answers to he questions raised on the Exposure Draft of An improved Conceptual Framework for Financial Reporting: Chapter 1: The objective of Financial Reporting, and Chapter 2: Qualitative Characteristics and Constraints of Decision-useful Financial Reporting Information.

Questions Chapter 1: The objective of financial reporting
Chapter 1 describes the objective of financial reporting, the primary user group to which financial reporting is directed, the types of decisions made by that group and the financial information useful to that group in making those decisions. 

1) The boards decided that an entity’s financial reporting should be prepared from the perspective of the entity (entity perspective) rather than the perspective of its owners or a particular class of owners (proprietary perspective). (See paragraphs OB5–OB8 and paragraphs BC1.11–BC1.17.) Do you agree with the boards’ conclusion and the basis for it? If not, why?

Firstly, in relation to the perspective from which an entity’s financial reporting should be prepared, ICAC agrees with the Boards that it should be the entity’s perspective.

We are in line with the arguments raised in BC1.11: “the objective of financial reporting in terms of information that is useful to a wide range of users in making economic decisions.” Indeed, what all users have in common, no matter the different needs they may have, is the entity.

As well as the boards state on BC1.15, we believe that the entity perspective is more consistent with the fact that the vast majority of today’s business entities engaged in financial reporting have substance distinct form that of their capital providers.

2) The boards decided to identify present and potential capital providers as the primary user group for general purpose financial reporting. (See paragraphs OB5–OB8 and paragraphs BC1.18–BC1.24.) Do you agree with the boards’ conclusion and the basis for it? If not, why?

In this respect, in line with BC1.7, we also think that the best way to make the information provided in general purpose financial reporting the most useful as possible is to identify the wider user group and then know their needs about financial reporting.

Indeed, a very important group of users of general purpose financial reporting are capital providers as identified in paragraphs OB5-OB8 of the ED.

Nevertheless, despite being capital providers a very important group of users, we believe that from the perspective of the entity,  there are other very important users like judges, arbitrators, public administrations and potential clients (not as capital providers, as net turnover providers). Entities must satisfy the needs of these users too, in order to accomplish with public accountability and its performance. We believe the Improved Conceptual Framework should also take these issues into account.

3) The boards decided that the objective should be broad enough to encompass all the decisions that equity investors, lenders and other creditors make in their capacity as capital providers, including resource allocation decisions as well as decisions made to protect and enhance their investments. (See paragraphs OB9–OB12 and paragraphs BC1.24– BC1.30.) Do you agree with that objective and the boards’ basis for it? If not, why? Please provide any alternative objective that you think the boards should consider.

1. We are also of the view that the objective of general purpose of financial reporting is to provide financial information about the reporting entity that is useful to the capital providers in making decisions.

2. Nevertheless, in line with our arguments settled in the preceding answers, we believe that in a Framework context, and moreover when trying to determine the objective of “general purpose” financial reporting, other very important users, apart from capital providers, need to be taken into account. 

3. General purpose financial reports contain information fundamentally addressed to external users, and from an entity’s perspective, “capital providers” sounds quite close to “internal”, despite being external too.

4. We believe that the users of financial reporting are not only investors and creditors and consequently, the objective of financial reporting should not only be giving information that allows investors and creditors to asses the ability of an entity to generate cash, but also giving information that permits all users to asses the financial position and performance of an entity. 

5. Within Framework’s definition of the objective of financial reporting, should also be required “faithful representation of the activities of the entity” in addition to the requirement of providing financial information useful to the capital providers.

6. Moreover, the Conceptual Framework is intended to be applied by all kind of entities, including small and medium entities. In this sense we believe that the information that users demand from the financial reporting of small and medium entities is not information about their cash flow but information about their financial position.

Questions Chapter 2: Qualitative characteristics and constraints of decision-useful financial reporting information 

In general terms we consider that the qualitative characteristics and pervasive constraints classification made in Chapter 2 are useful, well identified and defined. 

Nevertheless, we would like to highlight some concerns on this Chapter 2:

1. We agree with the consideration of “faithful representation” as a fundamental characteristic for general purpose financial reporting. As stated in paragraph 5 of our answer to question 3, we believe that “faithful representation of the activity of the entity” should be required in the objective of financial reporting.

2. We are concerned with the new treatment given to the “accrual basis accounting”.

Within IFRS it is an underlying assumption that puts it clear enough: “financial statements are prepared on the accrual basis of accounting”. 

In the ED this assumption has been deleted, so it is not any more an underlying assumption. 
We recognise the importance of cash-flows information, mostly prepared within the “Cash-flow statement” with a cash-flow accounting basis. Nevertheless, we consider it is necessary to put it clear enough in the Conceptual Framework for general purpose financial reporting, that accrual accounting criteria is best to be applied in the preparation of financial reports other than the “Cash flow statement” i.e the statement of financial position and the statement of comprehensive income ( in a single statement or in two statements)
3. We believe that prudence should continue being part of the conceptual framework for the following reasons:

a) Most financial reporting measures involve estimates of various types, consequently when deciding which estimate among the various possibilities is better, prudence is just a characteristic that may be taken into account when making the estimates and giving information to users.

b) When reflecting a transaction, the qualitative characteristics and the pervasive constraints interact as indicated in the ED. We believe that the Improved Conceptual Framework should also indicate how prudence would be exercised, so if entities follow the framework, assets will not be understated and liabilities will not be overstated when prudence is used. Consequently we believe that prudence as it is conceived in the actual framework, does not conflict with the characteristic of neutrality.

Madrid, 29 September 2008
4


_1073225748

