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	Conceptual Framework: In financial reporting, a conceptual framework is a theory of accounting prepared by a standard-setting body against which practical problems can be tested objectively. A conceptual framework deals with fundamental financial reporting issues such as the objectives and users of financial statements, the characteristics that make accounting information useful, the basic elements of financial statements (e.g., assets, liabilities, equity, income, and expenses), and the concepts for recognising and measuring these elements in the financial statements.
The components: Four major components of Financial Accounting Standards Board (FASB) in developing conceptual framework. 
1. The Objectives of Financial Reporting 
2. The Qualities of Useful Information 
3. Elements of Financial Statements 
4. Recognition and Measurement. 
The typical components of financial reporting are:
1. The financial statements – Balance Sheet, Profit & loss account, Cash flow statement & Statement of changes in stock holder’s equity
2. The notes to financial statements
3. Quarterly & Annual reports (in case of listed companies)
4. Prospectus (In case of companies going for IPOs)
5. Management Discussion & Analysis (In case of public companies)
Objective: To provide information about the financial position, performance and changes in financial position of an enterprise that is useful to a wide range of users in making economic decisions.
Users’ decisions involve decisions about:
· buying, selling or holding equity or debt instruments
· providing or settling loans and other forms of credit
· voting, or otherwise influencing management’s actions
Users’ to make these decisions
· prospects for future net cash inflows to the entity
· management’s stewardship of the entity’s economic resources
Qualitative characteristics:
1. Fundamental
a. Relevance: Information is relevant if it is capable of making a difference to the decisions made by users. This may involve reporting particularly relevant information, or information whose omission or misstatement could influence the economic decisions of users.
b. Faithful representation/Reliability: The information must be free of material error and bias, and not misleading. Thus, the information should faithfully represent transactions and other events, reflect the underlying substance of events, and prudently represent estimates and uncertainties through proper disclosure.
2. Enhancive
a. Comparability: The information must be comparable to the financial information presented for other accounting periods, so that users can identify trends in the performance and financial position of the reporting entity.
b. Verifiability: Verifiability is the extent to which information is reproducible given the same data and assumptions.
c. Timeliness: All the information in the financial statements must be provided within a relevant span of time. The disclosures must not be excessively late or delayed so that while making their economic decisions the users of these statements posses all the relevant and up-to-date knowledge.
d. Understandability: The information must be readily understandable to users of the financial statements. This means that information must be clearly presented, with additional information supplied in the supporting footnotes as needed to assist in clarification.
	Predictive Value: Information should be relevant to the decision making needs of the user. Information is relevant if it helps users of the financial statements in predicting future trends of the business called Predictive Value.
Confirmatory Value: Confirming or correcting any past predictions they have made is called confirmatory value.
Reporting entity: 
· An entity that is required, or chooses, to prepare financial statements 
· Not necessarily a legal entity—could be a portion of an entity or comprise more than one entity
Consolidated financial statements: Provide information about assets, liabilities, equity, income and expenses of both the parent and its subsidiaries as a single reporting entity.
Unconsolidated financial statements: provide information about assets, liabilities, equity, income and expenses of the parent only.
Combined financial statements: Provide information about assets, liabilities, equity, income and expenses of two or more entities that are not all linked by a parent-subsidiary relationship.
Asset: A present economic resource controlled by the entity as a result of past events. An economic resource is a right that has the potential to produce economic benefits.
Liability: A present obligation of the entity to transfer an economic resource as a result of past events. An obligation is a duty or responsibility that the entity has no practical ability to avoid.
Income: Increases in assets, or decreases in liabilities, that result in increases in equity, other than those relating to contributions from holders of equity claims.
Expenses: Decreases in assets, or increases in liabilities, that result in decreases in equity, other than those relating to distributions to holders of equity claims.
Recognition: The process of capturing for inclusion in the statement of financial position or the statement(s) of financial performance an item that meets the definition of an asset, a liability, equity, income or expenses.
Recognition is appropriate if it results in both relevant information about assets, liabilities, equity, income and expenses and a faithful representation of those items, because the aim is to provide information that is useful to investors, lenders and other creditors.
Recognition criteria: 
· Relevance: whether recognition of an item results in relevant information may be affected by, for example: low probability of a flow of economic benefits, existence uncertainty
· Faithful representation: whether recognition of an item results in a faithful representation may be affected by, for example: measurement uncertainty, recognition inconsistency existence uncertainty (accounting mismatch) , presentation and disclosure
Derecognition: The removal of all or part of a recognized asset or liability from an entity’s statement of financial position. Derecognition normally occurs 
· For an asset: when the entity loses control of all or part of the recognized asset.
· For a liability: when the entity no longer has a present obligation for all or part of the recognised liability.

Historical cost:  A measurement basis according to which assets are recorded at the amount of cash or cash equivalents paid or the fair value of the consideration given to acquire them at the time of their acquisition. Liabilities are recorded at the amount of proceeds received in exchange for the obligation, at the amounts of cash or cash equivalents expected to be paid to satisfy the liability in the normal course of business.

	Historical cost measurement bases:
· historical cost provides information derived, at least in part, from the price of the transaction or other event that gave rise to the item being measured 
· historical cost of assets is reduced if they become impaired and historical cost of liabilities is increased if they become onerous 
· financial assets and financial liabilities is to measure them at amortised cost
Fair Value: The price that would be received to sell an asset, or paid to transfer a liability, in an orderly transaction between market participants at the measurement date.
Value in use (for assets)/ fulfillment value (for liabilities): Reflects entity-specific current expectations about the amount, timing and uncertainty of future cash flows.
Current cost: Paid to acquire an equivalent asset or received to take on an equivalent liability.
Factors to consider in selecting a measurement basis: 
· Relevance: 
· Characteristics of the asset or liability
· Contribution to future cash flows
· Faithful representation:
· measurement inconsistency
· measurement uncertainty
The statement of profit or loss:
· The statement of profit or loss is the primary source of information about an entity’s financial performance for the reporting period 
· Profit or loss could be a section of a single statement of financial performance or a separate statement 
· The statement(s) of financial performance include(s) a total (subtotal) for profit or loss 
· In principle, all income and expenses are classified and included in the statement of profit or loss
Other comprehensive income:
· In exceptional circumstances, the Board may decide to exclude from the statement of profit or loss income or expenses arising from a change in current value of an asset or liability and include those income and expenses in other comprehensive income 
· The Board may make such a decision when doing so would result in the statement of profit or loss providing more relevant information or a more faithful representation
 Recycling: 
· In principle, income and expenses included in other comprehensive income in one period are recycled to the statement of profit or loss in a future period when doing so results in the statement of profit or loss providing more relevant information or a more faithful representation 
· When recycling does not result in the statement of profit or loss providing more relevant information or a more faithful representation, the Board may decide income and expenses included in other comprehensive income are not to be subsequently recycled
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