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2

Part 1 :  The conceptual framework.
4pm - 5pm
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Today’s session

Part 3: optional practice and discussion
6pm - 6.30pm
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What is financial reporting?

Providing
information on

the financial
state of the
company.

The objective
is to provide

useful
information to
the end user.



‹#›IFAI  |  Session 1

What is financial reporting?
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Useful information - for whom?

Investors Lenders Suppliers

General public and
government

EmployeesCustomers



Summary

The conceptual framework
provides the theoretical

principles that are the
basis for developing

accounting standards
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The Conceptual framework

Objectives

What we’re trying to
achieve

1
Qualitative

Characteristics

The key concepts that
inform everything

2
Financial Statements
And Reporting Entity

What’s reported on and
over what time

3

Elements

What is actually in
financial statements

4

Recognition And
Derecognition

When do we put information
in the statements

5
Measurement

How we actually turn into
numbers

6
Presentation And

Disclosure

How we present

7
Capital And Capital

Maintenance

How we define profit

8
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Objectives

The objective of general
purpose financial reporting is to
provide financial information
about the reporting entity that
is useful to existing and
potential investors, lenders and
other creditors in making
decisions relating to providing
resources to the entity.

(IASB Conceptual Framework for Financial Reporting, 2018)
© IFRS Foundation

Those
decisions

involve
decisions

about

buying, selling or
holding equity and
debt instruments;

(a) (b)

providing or
settling loans

and other forms
of credit;

(c)
or exercising rights to vote
on, or otherwise influence,
management’s actions that
affect the use of the entity’s
economic resources.
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Objectives

Investors Lenders Suppliers

General public
& governmentEmployeesCustomers

Useful
information
- for whom?



Qualitative
Characteristics
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Qualitative Characteristics

Relevance
Key concept

Materiality
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Complete

Neutral

Free from error

Qualitative Characteristics

Faithful representation

Key concepts Supporting concepts

Prudence
(exercise of caution under
conditions of uncertainty)

Substance over form
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Qualitative Characteristics

V-CUT

Verifiability

Comparability

Understandability

Timeliness

Key concept Enhancing characteristics

Truly verified
Comparability
Understandability
Timeliness

OR



Financial Statements
And The Reporting

Entity
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Financial Statements And The Reporting Entity

Reporting period Reporting entityObjectives Going Concern



The Elements Of
Financial Statements
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The Elements Of Financial Statements

A present economic resource  
on the basis of past events, with

potential to produce future
economic benefits.

Decreases in assets or
increases in liabilities which
lead to decreases in equity.

An increase in assets or decrease in liabilities
which results in increase in equity. Other than

costs from holders of equity claims.

A present obligation to transfer
economic resources as a result of
past events, which the entity has
no practical ability to avoid.

The ‘residual interest’ in the
assets after deducting
liabilities. Represents what will
be left for shareholders when
the business is wound up.

Asset Liabilities

Equity 

Income

Expense



Recognition And
Derecognition
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Assets + Liabilities 

Income - expenses

Assets + Liabilities = Equity

Recognition And Derecognition

Key concepts: recognition links the elements together
Substance over form

+

=

Statement of Financial 
Position at beginning

Statement of Profit or Loss and Other
Comprehensive Income

Statement of Financial 
Position at end
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Recognition And Derecognition

Key concepts: only recognised when useful

Recognition De-recognition

Asset If potential for future economic benefit
When control gained

When control lost

Liability When there is an obligation When there is no longer an obligation

Equity Based on the above

Income Revenue or gains on assets
NOT equity contributions

Expenses Both day to day expenses and increased liabilities
or reduced assets



Measurement
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Measurement

What You Paid
For It

01Historical cost 02Current value 

What You Expect It To Be Worth

Fair value. 
Reflects current

expectations.

Value in use /
fulfilment value.

Present value based
on future cash flows.

Current cost 
What it would

cost to replace.



Presentation And
Disclosure
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Presentation And Disclosure

Presenting and
disclosing in financial
statements is how we
communicate to users

The key is supporting the objectives
and qualitative characteristics

Focus on principles over rules

Group similar items together

Don’t aggregate in such a way that
information is obscured



Capital And Capital
Maintenance
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Capital And Capital Maintenance

Links the concepts we have
just learned to profit

Profit can only be
recognised if assets

at the end of the
reporting period
exceed assets at

the beginning.

Financial concept 
Profit earned if financial value of assets

increases (minus any distribution)

Money - takes into account time value of
money.

Real - does not.

Physical concept
Profit is earned if productive capacity

increases.
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Capital and capital maintenance - Calculation

  £ (000)

Opening balance 50

Sales income 60

Cost of inventory 50

New cost of inventory 55

  £ (000)

Financial concept

Physical concept

Calculate the retained profit

Financial concept 
(sales income - cost of

sales)

Physical concept 
(sales income - new cost

of inventory)



‹#›IFAI  |  Session 2

Capital and capital maintenance - Calculation

  £ (000)

Opening balance 50

Sales income 60

Cost of inventory 50

New cost of inventory 55

  £ (000)

Financial concept 10

Physical concept 5

Calculate the retained profit

Financial concept 
(sales income - cost of

sales)

Physical concept 
(sales income - new cost

of inventory)



Break and Q&A
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Summary5
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Summary

The objective of Financial reporting is
to provide useful information to the
end user
Important part of the corporate
governance framework - providing
transparency and accountability
IFRS is designed to provide a
consistent approach worldwide - and
is the framework we will be using
There is still variation in practice
globally



Why Is Financial
Reporting Important?
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Corporate collapse
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The
Principles 
of Corporate
Governance 

Responsibility 

Accountability 

Transparency 

Fairness

Corporate Governance 
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Agency theory

Manager behaviour may not
be in the interest of the owner

Solved by monitoring and
corrective action

The owner is the
Principal

The manager
is the Agent

This includes accurate
financial statements and the
role of audit
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Objectives of financial regulation

Comparability

Credibility

Transparency

Regulatory

Reliability
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Arguments against financial regulation

Too
complex

Gives the illusion
of comparability

Removes
judgment

Not ‘one size
fits all’



The Framework
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Elements of financial regulation

National and
company law

International
Financial Reporting

Standards

Country specific
financial regulation

Industry specific
and securities

exchange

Corporate
governance
frameworks

Environmental and
social reporting
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Elements of financial regulation

International Financial
Reporting Standards

Country specific
financial regulation

Industry specific and
securities exchange

Corporate governance
frameworks

Environmental and
social reporting

National and
company law

Requirement
to prepare
accounts is
enacted by

company law

Companies
Act 2006

requires use of
either IFRS or

UK FRS

Listed and AIM
companies

must use IFRS.
Others can

choose

Different
thresholds of

reporting
depending on
type and size
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Elements of financial regulation

National and company
law

International
Financial Reporting

Standards
Country specific

financial regulation
Industry specific and
securities exchange

Corporate governance
frameworks

Environmental and
social reporting

Principles based

International Accounting Standards Board (IASB)
Sets the standards

Conceptual framework
Sits at the heart

International Financial Reporting Standards (IFRS)
Provide detail

International Accounting Standards (IAS)
Provide detail
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Elements of financial regulation

National and company
law

International Financial
Reporting Standards

Country specific
financial regulation

Industry specific and
securities exchange

Corporate governance
frameworks

Environmental and
social reporting

EU UK US

EU Commission Set by Financial Reporting Council
Set by Financial Accounting 

Standards Board (FASB)

IFRS FRS 100 - 105
Generally Accepted Accounting

Principles (GAAP)

IFRS obligatory for EU listed

companies

Non-listed companies can choose

this or IFRS
All US Companies must use

Converging with IFRS
No convergence

Rules based
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Elements of financial regulation

National and company
law

International Financial
Reporting Standards

Country specific
financial regulation

Industry specific and
securities exchange

Corporate governance
frameworks

Environmental and
social reporting

e.g. Financial
Conduct
Authority

(FCA)

Listing Rules
and Disclosure

and
Transparency

Rules

London Stock
Exchange

regulations

Charities
Statement of

Recommende
d Practice

(SORP)
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Elements of financial regulation

National and company
law

International Financial
Reporting Standards

Country specific
financial regulation

Industry specific and
securities exchange

Corporate governance
frameworks

Environmental and
social reporting
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Elements of financial regulation

Environmental reporting is the process of communicating the environmental
effect of the organisation’s economic actions

Tools ISO 14000

EU Eco-
Management

System and Audit
Scheme

National and company
law

International Financial
Reporting Standards

Country specific
financial regulation

Industry specific and
securities exchange

Corporate governance
frameworks

Environmental and
social reporting
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Elements of financial regulation

National and company
law

International Financial
Reporting Standards

Country specific
financial regulation

Industry specific and
securities exchange

Corporate governance
frameworks

Environmental and
social reporting

Corporate Social Responsibility is a
management concept whereby
companies integrate social and
environmental concerns in their
business operations and
interactions with their stakeholders.
(United Nations Industrial
Development Organisation)

Carroll’s CSR pyramid

Philanthropic

Ethical

Legal

Economic
Be profitable and survive to benefit society in the long term

Observance of laws and regulations

Acting ethically e.g. to employees

Discretionary, to improve lives of others
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Elements of financial regulation

National and
company law

International
Financial Reporting

Standards

Country specific
financial regulation

Industry specific
and securities

exchange

Corporate
governance
frameworks

Environmental and
social reporting



Harmonisation
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So why doesn’t everyone adopt IFRS?

Easier to
compare globally

Easier to
appraise for
mergers and
acquisitions

Better for
multinationals

Common
accounting
language
Reduction in
audit costs
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Barriers

Legal
system

Financial
practices

Tax system

Political and
economic

relationships

Inflation

Meek and Saudagaran (1990)
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Harmonisation and Standardisation

Replace standards
most in need of

convergence

Developed over time

Don’t focus on standards
that don’t need

improving

03

02

01 e.g. From 1 January 2026, FRS 102 changes to:
Revenue recognition
Lease accounting
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The Conceptual framework

Objectives

To provide useful information
to users

1
Qualitative

Characteristics

The key concepts that inform
everything

2
Financial Statements
And Reporting Entity

What they are
Reporting period
Going concern 

Entity

3

Elements

Assets
Liabilities

Equity
Income

Expenditure

4

Recognition And
Derecognition

Elements are recognised
when they meet the

definition.

5
Measurement

Historical cost
Current value

6
Presentation And

Disclosure

Effective
communication

7
Capital And Capital

Maintenance

Financial
Physical

8



Conclusions

The objective of
Financial reporting
is to provide useful
information to the

end user

Important part of the
corporate

governance
framework -

providing
transparency and

accountability

IFRS is designed to
provide a
consistent

approach and
forms part of the

governance
framework

There is still
variation in

practice globally
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See you at the next session! 


