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Conceptual Framework

CHAPTER

for Financial Reporting

LEARNING OBJECTIVES

After studying this chapter, you should be able to.

1. Describe the usefulness of a conceptual 5. Define the basic elements of financial
framework. statements.

2. Describe the FASB’s efforts to construct a 6. Describe the basic assumptions of

conceptual framework. accounting.
3. Understand the objective of financial 7. Explain the application of the basic
reporting. principles of accounting.
4. ldentify the qualitative characteristics of 8. Describe the impact that the cost
accounting information. constraint has on reporting accounting
information.
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lr Recognition, Measurement, and Disclosure Concepts —l

l

ASSUMPTIONS PRINCIPLES CONSTRAINTS

Basic Elements

QUALITATIVE
CHARACTERISTICS ELEMENTS
1. Fundamental gualities
A. Relevance 1. Assets
(1) Predictive value 2. Liabilities
(2) Confirmatory value 3. Equity
(3] Materiality _ 4. Investment by owners Second level: Bndge
B. Faithful representation 5. Distribution to owners between levels 1 and 3
Eg ﬁiﬂ?ﬁ;ﬂess 6. Comprehensive income
(3) Free from error ; E:;z::::
2. Enhancing qualities 9' Gains
(1) Comparability :
(2) Verifiability 10. Losses
. (3) Timeliness
[llustration 2-7 (4) Understandability

Conceptual Framework for

Financial Reporting OBJECTIVE
Provide information
about the reporting
entity that is useful
to present and potential
equity investors,
lenders, and other
creditors in their
capacity as capital

providers.

First level: The "why"—
purpose of accounting
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Second Level: Basic Elements
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Concepts Statement No. 6 defines ten interrelated elements
that relate to measuring the performance and financial status of
a business enterprise.

“Moment in Time” “Period of Time”
¢ Assets ¢ Investment by owners
¢ Liabilities ¢ Distribution to owners
¢ Equity ¢ Comprehensive income
¢ Revenue
¢ Expenses
¢ Gains
¢ Losses

LO 5 Define the basic elements of financial statements.
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Second Level: Basic Elements

Question

According to the FASB conceptual framework, an entity’s
revenue may result from

a. A decrease in an asset from primary operations.
b. An increase in an asset from incidental transactions.

c. Anincrease in a liability from incidental transactions.

[ d. A decrease in a liability from primary operations. ]

LO 5 Define the basic elements of financial statements.



