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1. Introduction 

 
1.1. The Association of Accounting Technicians (AAT) is pleased to have the opportunity to 

respond to the Exposure Draft: “Conceptual Framework for Financial Reporting, released 
on 28 May 2015” (ED). 

 
1.2. AAT is submitting this response on behalf of our membership and from the wider public 

benefit of achieving sound and effective financial reporting standards. 
 

1.3. AAT has added comment in order to add value or highlight aspects that need to be 
considered further.   

 
1.4. AAT has focussed on the operational elements of the proposals and has provided 

opinion on the practicalities in implementing the measures outlined.   
 

 
2. Executive summary 

 
2.1. AAT supports the revisions to the Conceptual Framework for the reasons set out on 

page 6 of the ED, notably: 
 

(i) some important areas are not currently covered; 
(ii) the guidance in some areas is unclear; and 
(iii) some aspects of the existing Conceptual Framework are out of date. 

 
2.2. While the Conceptual Framework does not have the force of an accounting standard, it 

does play a fundamental part in the standard-setting process as it assists the 
International Accounting Standards Board (IASB) in developing standards which are 
based on consistent concepts.   
 

2.3. It also offers guidance to preparers of financial statements where International Financial 
Reporting Standards (IFRS) does not address a transaction, event or other condition in 
developing an accounting policy for such a transaction, event or other condition; or 
where an accounting standard offers a choice of accounting policy (such as IAS 16 
Property, Plant and Equipment).   

 
2.4. Furthermore, the Conceptual Framework assists preparers and users in their 

understanding and interpretation of the standards.   
 

 
3. AAT response to the Exposure draft: Conceptual framework for financial reporting 

 
3.1. The following paragraphs outline AAT’s response to the proposals outlined in the 

exposure draft.  AAT has not issued a response to every question in the exposure draft, 
but has limited this response to those matters which AAT considers to be important to its 
membership; notably Question 1. 
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The objective of general purpose financial reporting and the qualitative 
characteristics of useful financial information 

 
3.2. AAT is supportive of giving more prominence, within the discussion of the objective of 

financial reporting, to the importance of providing information needed to assess 
management’s stewardship of the entity’s resources (page 9, of the ED).  Management 
are in a unique position to manage the entity’s resources in the best interest of, not only 
the shareholders of the business, but also the entity itself.   

 
3.3. General purpose financial statements can provide a wide range of information to 

interested parties such as information relating to the entity’s liquidity and solvency, ability 
to generate cash flows, the need to raise finance and how successful the entity might be 
in raising that finance.  This information can also serve to indicate how effective 
management have been in the stewardship of the resources entrusted to it and therefore 
giving it more prominence within the discussion of the objective of financial reporting and 
will strengthen the overall objective. 

 
3.4. The notion of prudence has been an issue of topical debate for a number of years.  

Question 1 (page 10 of ED) describes ‘prudence’ as ‘caution when making judgments 
under conditions of uncertainty’. It also acknowledges that prudence is important in 
achieving neutrality.   

 
3.5. AAT believes that while a principles-based approach to standards prevails, prudence 

provides a greater degree of assurance than neutrality does and is supportive of the 
inclusion of prudence within the Conceptual Framework.   

 
3.6. The concept of prudence is built into the existing IFRS in a number of ways; for example 

in IAS 11 Construction Contracts, losses on a contract are recognised as soon as they 
are foreseen.  IAS 37 Provisions, Contingent Assets and Contingent Liabilities requires  
full provision to be made for expected losses on onerous contracts, regardless of 
whether these items have been delivered or not.  In addition, IAS 37 also restricts 
contingent assets being recognised unless their receipt is ‘virtually certain’ whereas 
contingent liabilities become provisions where the outflow of resources is more likely 
than not and hence are recognised in the financial statements.  

 
3.7. While the current model of embedding prudence within IFRS may serve a purpose for 

individual transactions, events and conditions, AAT is of the view that the concept of 
prudence requires recognition within the Conceptual Framework itself.   

 
3.8. Indeed the EU Accounting Directive of 26 June 2013 at paragraph (9) says that annual 

financial statements should be prepared on a prudent basis and should give a true and 
fair view of an undertaking’s assets and liabilities, financial position and profit or loss.    

 
3.9. There is an expectation by users of financial statements that the financial statements 

give a true and fair view (or ‘present fairly in all material respects’).  As prudence is 
currently embedded within some of the IFRS there is an implicit expectation by, not only 
the general public, but also professional investors that caution has been exercised when 
making estimates or dealing with subjective issues of the financial statements (such as 
financial instruments).   

 
3.10. In AAT’s opinion it therefore follows that it would seem sensible to include prudence in 

the Conceptual Framework which is used in setting the financial reporting standards.   
 

3.11. AAT agrees that faithful representation represents the substance of an economic 
phenomenon instead of merely representing its legal form (exposure draft, page 10, 
question 1(c)).   

 
3.12. AAT also agrees with the IASB’s proposal to give more prominence to this in paragraph 

2.14 of the Conceptual Framework (exposure draft, page 29, para 2.14).   
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3.13. Such emphasis is important to ensure that the financial statements of a reporting entity 

give a true and fair view (or present fairly in all material respects).  This concept can be 
illustrated perfectly with leasing transactions and the need to consider the substance (i.e. 
commercial reality) of the transaction; where, under the current model in IAS 17 Leases, 
risks and rewards of ownership pass to the lessee, the transaction is recognised on the 
balance sheet (statement of financial position) on the grounds that the lessee has, in 
substance, acquired an asset which has been financed by way of a lease.  Reporting 
entities must be seen to be accounting for the substance of transactions and not 
defaulting to legal form and hence embedding this concept in the Conceptual Framework 
is a sensible approach. 

 
3.14. The use of estimates in financial statements is an essential part of the financial 

statement preparation process.  AAT agrees with the IASB’s approach to include a 
section relating to measurement uncertainty within the ‘Relevance’ heading (exposure 
draft, page 28, para 2.12 to 2.13).  ‘Uncertainty’ is taken to mean a state of limited 
knowledge where it is generally impossible or impracticable to describe exactly an 
existing state or future outcome.  As the level of uncertainty increases, this presents 
challenges for: 

 
(i) preparers of financial statements in estimating the future outcome of the uncertainties 

inherent in many business transactions; 
(ii) auditors in verifying the subjective judgements concerning those transactions; and 
(iii) investors in understanding those uncertainties and assess their potential impact on 

future earnings or cash flows. 
 

3.15. AAT supports the IASB’s proposal to acknowledge that there is a trade-off between the 
level of measurement uncertainty and other factors that make information relevant 
(exposure draft, page 28, para 2.13).   
 

3.16. The inclusion of measurement uncertainty will help to clarify the situation where financial 
statements may include a high level of measurement uncertainty and could result in the 
information having little relevance.   

 
3.17. Conversely, a high level of measurement uncertainty may not prevent the use of an 

accounting estimate in instances where that estimate provides the most relevant 
information. 

 
3.18. AAT supports the IASB’s proposal to identify relevant and faithful representation as the 

two fundamental qualitative characteristics of useful financial information.   
 

3.19. AAT also notes the removal of the ‘reliability’ characteristic and one assumes this 
concept has been subsumed within ‘faithful representation’ to avoid using two terms 
which mean essentially the same thing.   

 
3.20. While AAT considers this to be a sensible approach, it would be beneficial to make 

reference to the fact that faithful representation does include reliability.   
 

3.21. In fact, this would help to accentuate the fact that financial statements depicting faithful 
representation are also considered to be reliable.   

 
 

4. Conclusion 
 

4.1. AAT has considered the exposure draft in its entirety and has no further comments to 
make on the remaining questions, other than question 1 (a) to (e). 
 

4.2. AAT strongly supports the inclusion of the prudence concept on the basis that it is 
currently embedded in a number of IFRS at present, but should be included within the 
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Conceptual Framework as the Conceptual Framework is used as a basis of setting the 
standards (exposure draft, page 9 paragraph (b).  

 
4.3. The inclusion of prudence within the standards themselves means that there is an 

implicit expectation that caution has been exercised when preparing the reporting entity’s 
financial statements; however AAT believes that having the prudence concept explicitly 
referred to in the Conceptual Framework will give it prominence. 

 
4.4. AAT supports the prominence given to the concept of substance over form as this is a 

critical concept in the financial statement preparation process which will enable the 
financial statements to give a true and fair view (or present fairly in all material respects) 
(exposure draft, page 9 paragraph (c)).  

 
4.5. AAT supports the inclusion of measurement uncertainty within the Conceptual 

Framework on the basis that all financial statements will contain some items which 
require judgement on the part of management (exposure draft, page 9).  

 
4.6. Achieving perfection in the financial statement preparation process is impossible to 

achieve and whilst some financial statements may include a small degree of 
measurement uncertainty, others may contain a high degree of measurement 
uncertainty.   

 
4.7. Clarifying in the Conceptual Framework that measurement uncertainty can detract from 

the relevance concept but on the other hand may provide relevant financial information, 
which is considered by AAT to be helpful. (exposure draft, page 9).  

 
4.8. AAT recommends that reliability is still mentioned somewhere within ‘Faithful 

representation’ (exposure draft, page 29, para 2.14).   
 

4.9. While the reliability concept has been subsumed within faithful representation, for the 
sake of completeness it would be helpful to preparers of financial statements if it were 
mentioned that faithful representation also includes reliability. 

 
 
5. About AAT 
 

5.1. AAT is a professional accountancy body with over 49,500 full and fellow members
1
 and 

82,400 student and affiliate members worldwide. Of the full and fellow members, there 
are over 4,200 members in practice who provide accountancy and taxation services to 
individuals, not-for-profit organisations and the full range of business types. 

 
5.2. AAT is a registered charity whose objectives are to advance public education and 

promote the study of the practice, theory and techniques of accountancy and the 
prevention of crime and promotion of the sound administration of the law. 

 
 

6. Further information 
 

If you have any questions or would like to discuss any of the points in more detail then please 
contact AAT at: 

 
email: consultation@aat.org.uk and aat@palmerco.co.uk 

 
telephone: 020 7397 3088  

 
Aleem Islan 
Association of Accounting Technicians 
140 Aldersgate Street 

                                                      
1
 Figures correct as at 30 Sept 2015 

mailto:consultation@aat.org.uk
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London 
EC1A 4HY  

 


