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I The IASB’s PositionI The IASB’s Position



IASB’s decisions related to profit or loss

 In June 2016, the IASB tentatively decided to describe the 
statement of profit or loss as the primary source of 
information about an entity’s financial performance   

 However, the IASB also decided not to set out the 
purpose of the statement of profit or loss

 Paragraph 7.20 of the Exposure Draft (ED) stated:

The purpose of the statement of profit or loss is to:
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The purpose of the statement of profit or loss is to:
(a)  depict the return that an entity has made on its 

economic resources during the period; and
(b)  provide information that is helpful in assessing 

prospects for future cash flows and in assessing 
management’s stewardship of the entity’s resources



Reasons for Not Including the Purpose

 Some respondents to the ED stated that setting out an 
objective only for the statement of profit or loss but not 
for other statements could not be justified

 The IASB staff gave the following reasons for not 
including the purpose of the statement of profit or loss

 The proposed purpose largely reiterated the objective of 
general purpose financial reporting and therefore was 
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general purpose financial reporting and therefore was 
unnecessary

 The proposed purpose could equally apply to OCI

 The proposed purpose created confusion (particularly the 
reference to “return”)
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Distinction between Profit or Loss and OCI

 The Conceptual Framework defines income and expenses 
in such a way that they encompass items included in 
profit or loss as well as items included in OCI
 The distinction between profit or loss and OCI is merely a 

presentation or classification issue

 The IASB states that there is no conceptual basis for the 
distinction between profit or loss and OCI

 In June 2016, the IASB tentatively decided to set out a 
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 In June 2016, the IASB tentatively decided to set out a 
principle that income and expenses should be included in 
the statement of profit or loss unless the relevance or 
faithful representation of the information provided in the 
statement of profit or loss for the period would be 
enhanced by including a change in the current value of 
an asset or a liability in OCI
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Recycling

 In June 2016, the IASB tentatively decided to state that:

 in principle, income and expenses included in OCI should 
be recycled when doing so would enhance the relevance 
or faithful representation of the information in the 
statement of profit or loss for that period

 income and expense may not be recycled if, for example, 
there is no basis for identifying the period in which 
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there is no basis for identifying the period in which 
recycling should occur or the amount that should be 
recycled to enhance the relevance or faithful 
representation of information provided in the statement of 
profit or loss for that period 
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Linkage with Measurement

 In December 2016, the IASB discussed the factors to 
consider in selecting a measurement basis 

 In the suggested redraft presented by IASB staff, the 
revised Conceptual Framework would state that:

6.52  The relevance of a measurement basis for an asset or a 
liability and the related income and expenses is affected by:
(a) the characteristics of the asset or the liability; and 
(b) how that asset or liability contributes to future cash flows.
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(b) how that asset or liability contributes to future cash flows.

6.57  As noted in paragraph [1.14], some economic resources 
generate cash flows directly; in other cases, economic resources 
are used in combination to generate cash flows, and thus generate 
cash flows indirectly.  How economic resources generate cash 
flows depends, in part, on the nature of the business activities 
conducted by the entity.



Linkage with Measurement (continued)

 In January 2017, the IASB tentatively decided that the 
revised Conceptual Framework would:
 state that more than one measurement basis might 

sometimes be selected to provide information about an 
asset, liability, income or expenses as proposed in the ED

 require that both the relevance and faithful representation 
of information about an asset, liability, income or 
expenses are considered when more than one 
measurement basis is selected
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measurement basis is selected

 The IASB also tentatively decided to clarify that selecting 
different measurement bases for an asset or a liability in 
the statement of financial position and for related income 
or expenses in the statement of profit or loss, is an 
example of classifying income and expenses in the 
statement of profit or loss and in the statement of other 
comprehensive income
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II Our ViewsII Our Views



Purpose of Financial Statements

 Each financial statement has its own purpose
 Different measurement bases may need to be used to achieve 

the purposes of each statement

 If setting out an objective only for the statement of profit or loss 
but not for other statements could not be justified, we think the 
IASB should set out the objectives for each statement
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Purpose of the Statement of Profit or Loss

 Our proposed “purpose of the statement of profit or loss”

 If profit or loss is the primary source of information about 

The purpose of the statement of profit or loss is to depict the 
return that an entity has made on its economic resources in 
reflecting the business activities pursued by the entity during 
the period.
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an entity’s financial performance, OCI, which may be 
useful but would be the secondary source of information, 
should be clearly distinguished from profit or loss   

11



Dual Measurement and OCI

 All OCI items should be explained using the concept of 
dual measurement
 In our view, OCI is transitory in nature

 OCI should reverse (or accumulate to nil) at some point in 
time
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time
 OCI is reversed when the asset or liability is derecognised or 

when there is a change in the measurement basis (eg derivative 
used in cash flow hedge becoming derivative held for trading)

 The reversal is triggered by a specific transaction or event, 
which should be accounted for

 Reclassification is not merely a change in presentation
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Existing OCI Items

Standard OCI item Option? Balance Sheet Profit or Loss
IAS 39 Changes in the fair value of a 

financial instrument in a cash 
flow hedge

Hedge 
accounting 
is optional

FV: market value Historical cost (nil)

IAS 39 Changes in the fair value of 
available-for-sale financial 
assets

FV OCI is 
optional

FV: market value Historical cost

IAS 21 Foreign currency translation 
adjustments on foreign 

No Current value 
(measured using 

Measured using 
historical exchange rate

 Many existing OCI items can be explained using the dual 
measurement concept and are recycled
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adjustments on foreign 
subsidiaries

(measured using 
current exchange 
rate)

historical exchange rate

IAS 21 Receivable accounted for as a 
net investment in foreign entity

No Current value 
(measured using 
current exchange 
rate)

Measured using 
historical exchange rate

IFRS 9 Changes in the fair value of a 
financial instrument in a cash 
flow hedge

Hedge 
accounting 
is optional

FV: market value Historical cost (nil)

IFRS 9 Changes in the fair value of a 
debt investment

No FV: market value Amortised cost



Existing OCI Items (continued)

 Some existing OCI items can be explained using the dual 
measurement concept but are not recycled

Standard OCI item Option? Balance Sheet Profit or Loss
IFRS 9 Changes in fair value of an

equity investment
Yes FV: market value Historical cost

IFRS 9 Changes in own credit risk FV Option is 
optional

FV: market value FV excluding the 
effects of own credit 
risk

IAS 16
IAS 38

Revaluation of assets Yes FV: market value Revalued amount 
becomes new cost
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IAS 38
IFRS 6

becomes new cost

IAS 19 Actuarial gains and losses 
arising on a defined benefit 
pension plan 

No Current value 
(measured using 
updated 
assumptions)

Measured using 
original assumptions

If dual measurement is the basis for using OCI, items should 
be recycled; otherwise items should not be recognised in OCI 
in the first place



 IAS 39 had OCI items but were all recycled; 
IFRS 9 created OCI items that are not recycled

Existing OCI Items on Financial
Instruments (IAS 39 and IFRS 9)

OCI item IAS 39 IFRS 9

Changes in the fair value of a financial 
instrument in a cash flow hedge

Hedge accounting is optional
[OCI recycled]

Changes in the fair value of  an equity 
investment

If “available for sale” 
[OCI recycled]

Optional
[OCI not recycled]

Changes in the fair value of a debt investment

If SPPI and business 
model is “hold to 
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[OCI recycled]
Changes in the fair value of a debt investment

model is “hold to 
collect and sell”
[OCI recycled]

Changes in own credit risk of a financial 
liability

n.a.
If FV option elected
[OCI not recycled]



Information value of OCI 

 If all OCI items were to reverse in the future, they may 
provide some insight into future performance (ie profit or 
loss)

 Several studies in the past have highlighted that users 
focus on profit or loss and disregard OCI

 We are currently conducting a study on OCI
 A French study on 80 European listed companies by Professor 

Touron
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Touron
 A Japanese study on 80 Japanese listed companies by the ASBJ



Preliminary Findings from Study

 Comprehensive income is more volatile than profit or 
loss, in both Europe and Japan

 OCI related to available-for-sale (AFS) financial assets 
has a high correlation with total OCI for insurance 
companies and banks in both Europe and Japan 
 OCI related to cash flow hedges has a low correlation with total 

OCI for insurance companies and banks in both Europe and 
Japan
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Japan

 OCI related to AFS financial assets has a low correlation 
with total OCI for industrial and service companies in 
Europe, whereas there is a high correlation for these 
companies in Japan
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III Questions for DiscussionIII Questions for Discussion



Questions for Discussion

 Do you think that each financial statement has a different 
purpose? Do you think that different purposes can lead to 
different measurement bases? What is the purpose of the 
statement of profit or loss?

 Do you think that OCI can be justified using the concept 
of dual measurement? Do you think that OCI may provide 
some useful information on future performance or on 
current risk exposures?
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current risk exposures?

 Do you think that recycling is not merely a presentation 
issue?  Do you think that recycling should take place 
when dual measurement disappears (upon derecognition
or change in business activities)?

 Do you think that, conceptually, all OCI items should be 
recycled?
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Thank you!Thank you!
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Outline of the Study

 80 listed companies from Europe and Japan, were 
chosen, respectively
 All European companies used IFRS
 All Japanese companies used Japanese GAAP

 The 80 companies from Europe and Japan were classified 
into either Insurance, Banks, Industrials or Services, 
respectively

 The European study looked into 10 years (2005-2014) and 
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 The European study looked into 10 years (2005-2014) and 
the Japanese study looked into 5 years (2011-2015)
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Million Euros

OCI Net income Comprehensive income

Average Std. Dev. Average Std. Dev. Average Std. Dev.

Panel ∆217.4 2,538.7 2,859.4 4,490.4 2,642.0 4,928.8

Insurance 261.9 2,817.6 2,044.5 2,151.0 2,306.5 3,887.8

Banks ∆134.9 3,956.7 4,153.6 3,787.7 4,018.7 5,515.1

Industrials ∆348.1 1,736.0 3,008.9 4,685.5 2,660.9 4,727.8

Services ∆227.8 1,841.8 2,158.0 5,054.4 1,930.2 5,214.4

Table 1: Average and standard deviation of OCI, net income and 
comprehensive income by business sector
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Billion Yen

OCI Net income Comprehensive income

Average Std. Dev. Average Std. Dev. Average Std. Dev.

Panel 40.36 186.23 100.59 185.80 140.95 315.30

Insurance 197.89 501.74 390.29 383.89 588.09 765.44

Banks 20.88 66.72 55.71 52.60 76.59 83.78

Industrials 18.19 73.20 73.71 129.77 91.90 153.83

Services 40.36 186.23 100.59 185.80 140.95 315.30
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PEN CFH FCT AFS

Panel 0.29** 0.21** 0.70** 0.70**

Insurance ∆0.29** 0.11 0.60** 0.93**

Banks 0.00 0.12 0.70** 0.85**

Industrials 0.58** 0.35** 0.75** 0.21

Services 0.27** 0.15* 0.79** 0.49

Non-fin. 0.49** 0.29** 0.76** 0.34**

PEN CFH FCT AFS

Panel 0.56* 0.04 0.72* 0.94*

Insurance 0.15 ∆0.29 0.69* 0.98*

Banks 0.64* ∆0.06 0.78* 0.97*

Industrials 0.72* 0.45* 0.86* 0.85*

Services 0.42* 0.22* 0.90* 0.64*

Non-fin. 0.50* 0.22* 0.88* 0.71*

Table 2: Correlation Statistics (Pearson Test) between 
OCI and Its Four Main Components 
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Non-fin.
Europe

0.49** 0.29** 0.76** 0.34** Non-fin. 
Japan

0.50* 0.22* 0.88* 0.71*

24

* Indicates statistical significance of 5% and 
** indicates statistical significance of 10%.

* Indicates statistical significance of 5%.

The Pearson test assesses the linear relationship between two continuous variables : the change in one variable 
is related to a proportional change in the other variable.

PEN: Actuarial gains and losses on defined obligation pension plans
CFH: Cash flow hedges
FCT: Foreign currency translation adjustments
AFS: Available for sale financial assets




