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Introduction to Financial Reporting

Definition of Financial Importance of Financial
Reporting Reporting

> Financial reporting involves > It helps investors, creditors,

the preparation and and other stakeholders make

presentation of financial informed decisions about the

statements that provide allocation of resources.
information about the Ensures transparency,
financial performance, accountability, and
financial position, and cash comparability across

flows of an entity. organizations.
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Overview of the Chapter

> This chapter explores the

conceptual and regulatory
framework that underpins
financial reporting, focusing
on the foundational principles,
guidelines, and regulations
that guide the preparation of

financial statements.
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The Need for a Conceptual Framework

What is a Conceptual Framework? Purpose of the Conceptual Framework

A conceptual framework is a system of Ensures consistency in the application of

interrelated objectives and fundamental accounting standards.

concepts that guide the preparation and
oresentation of financial statements. Facilitates comparability across financial
statements from different entities and time

It provides a basis for developing consistent oeriods.

accounting standards and helps in resolving

accounting issues.
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Objectives of Financial Reporting

Primary Objective

DZQ To provide financial information that is useful for making

economic decisions

Secondary Objectives

To show management's stewardship of resources

Additional Objectives

To provide information that helps in
assessing future cash flows

» The primary objective of financial reporting is to provide financial information that is useful for

making economic decisions, particularly by providing information about the financial position,
performance, and cash flows of an entity.

» Secondary objectives include showing how management's stewardship of the resources entrusted

to it has been exercised, and providing information that helps in assessing the future cash flows of
an entity.
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Qualitative Characteristics of Financial Information

Relevance

Information is relevant if it can influence the decisions of users. It must have predictive value,
confirmatory value, or both.

Key Aspects:
Predictive Value: Helps users make predictions about future events.
Confirmatory Value: Provides feedback to confirm or correct prior evaluations.

Example: Information about the financial health of a company influencing an investor's decision.

Faithful Representation

Financial information must faithfully represent the economic phenomena it purports to
represent.

Key Aspects:
Completeness: All necessary information must be included.
Neutrality: Free from bias.

Free from Error: No material errors or omissions in the reporting.
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Enhancing Qualitative Characteristics

£ O

Comparability Verifiability

Enables users to identify and understand similarities

Information is verifiable when different
and differences between financial information.

knowledgeable and independent observers can
reach consensus on whether the information

Example: Consistency in the application of faithfully represents the economic phenomena.

accounting policies across periods and entities.

O

Timeliness

]
Understandability

Financial information should be available to Information should be presented clearly and

decision-makers in time to be capable of concisely to ensure users can comprehend it.
iInfluencing decisions.

Chapter 1. The Conceptual and Regulatory Framework for Financial Reporting



e SERRARI

Elements of Financial Statements

Equity

The residual interest in Income

the assets of the entity
after deducting
liabilities.

Increases in economic benefits,
either through inflows or

Present obligations arising from enhancements of assets or
past events, whose settlement reductions in liabilities.

will result in an outflow of
&fe
resources.

Liabilities

Expenses

Decreases in

Assets ; .
economic benefits,
Resources controlled by resulting in a

the entity, expected to reduction of assets or
generate future an increase in
economic benefits. ° liabilities.

The elements of financial statements are the fundamental components that make up the financial statements. These
elements provide the structure of the financial statements and are the building blocks for accounting information.
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Recognition of Elements

@ Meet Element Definition

lterm must fit definition of an element

Reliable Measurement

&

ltem must be measurable reliably

Probable Future Benefits

2

Future economic benefits or outflows must
be probable

Only those elements that meet the criteria are included in the financial statements. For example, a
contingent liability may not be recognized but disclosed in the notes.
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Measurement Bases in Financial
Reporting

Measurement Description

Assets and liabilities are recorded at the
amount of cash or cash equivalents paid or
received at the time of the transaction.

Historical Cost

The amount for which an asset could be
exchanged or a liability settled between
knowledgeable, willing parties.

Fair Value

The cost to replace an asset or settle a
Current Cost liability in the current market.

The discounted value of future cash flows

Sresent velue expected from an asset or liability.

Different measurement bases may be used for different types of
transactions and itemes.
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ulatory Environment
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International Financial Reporting Standards (IFRS):

The global standards issued by the IASB to ensure consistency in financial reporting across borders.
IFRS is used in over 140 countries, including the European Union.

National Financial Reporting Standards:

Different countries may have their own financial reporting standards (e.g., US GAAP in the United States,
UK FRS).
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International Accounting
Standards Board (IASB)

Mandate: To develop high-
quality, understandable,
enforceable, and globally
accepted financial reporting
standards.

Chapter 1: The Conceptual and Regulatory Framework for Financial Reporting

Key Functions

Setting IFRS standards.

Improving the comparability
of financial information.

The IASB and its Role

Global Influence

Promotes consistency
across international borders,
reducing the complexity for
multinational companies.
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The Conceptual Framework of IFRS

Objective of Financial Reporting
Establishing the purpose and goals of financial reporting under IFRS.
Qualitative Characteristics of Financial Information
Defining the attributes that make financial information useful to users.
The Elements of Financial Statements
ldentifying and defining the building blocks of financial statements.

Recognition and Measurement of Financial Statements

Establishing criteria for including items in financial statements and determining
their monetary values.

The IFRS Framework provides the basis for the development of specific accounting standards and guidag
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Legal Requirements for Financial
Reporting

Companies Act 2006 (UK)

Establishes the legal framework for financial reporting
in the UK, including rules about financial statements,

auditors, and corporate governance.
Sarbanes-Oxley Act (USA)

Imposes stricter regulations on financial reporting for
companies listed in the U.S,, particularly in the area of

internal controls and auditor independence.
Other National Legislation

Various countries have their own legal frameworks

governing financial reporting requirements.
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The Role of Auditors

Planning

Auditors plan the audit
approach based on risk

..

Testing
Review and test financial
statements and controls

Evaluation

Assess findings against
reporting standards

Opinion
Issue an audit opinion on the
financial statements

Types of Audit Opinions:

Unqualified Opinion: The financial statements are free of material misstatements.

Qualified Opinion: The financial statements are materially misstated in certain areas.

Adverse Opinion: The financial statements are misleading or do not comply with accounting standard

Disclaimer of Opinion: The auditor cannot form an opinion on the financial statements.




The Concept of 'True and Fair View'

1 2

Legal Requirement Overriding Principle

INn Many jurisdictions, financial Takes precedence over specific
statements must comply with accounting standards in certain
the legal requirement to provide circumstances
a true and fair view

Professional Judgment

Requires accountants and
auditors to exercise professional
judgment

Definition: Financial statements must present a true and fair
view of the financial position and performance of an entity.

This concept is fundamental to financial reporting, irrespective
the accounting standards applied.
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Materiality in Financial Reporting

Definition of Materiality: Information is material if its omission or misstatement could

INnfluence the economic decisions of users taken on the basis of the financial statements.

Application of Materiality: Materiality is assessed based on both qualitative and quantitative

factors, such as the size of the misstatement or omission relative to the financial statements.




Challenges in Financial Reporting

(¥ Complexity of
Standards

Accounting standards can
be complex and difficult to
apply consistently,
especially for multinational
companies.

Ethical Considerations

Pressure to present
financial statementsin a
way that benefits the
organization, potentially
leading to manipulation or
fraudulent reporting.
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Global Harmonization

Achieving consistency
between IFRS and other
national standards (e.g,
US GAAP) remains a
challenge.
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The Future of Financial Reporting

I
£) —— Sustainability Reporting

Increasing focus on Environmental, Social, and
Governance (ESG) factors.

{F —— Technology Integration

Greater use of technology in financial reporting (e.g.,
blockchain, automation).

|:| — Standards Evolution

Ongoing efforts to update IFRS and other standards to
reflect new business models and emerging issues in the
global economy.

Chapter 1. The Conceptual and Regulatory Framework for Financial Reporting
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Chapter 1: The

Summary and Key Takeaways

Conceptual Framework

Provides the foundation for the preparation of financial statements,
ensuring consistency and transparency.

Regulatory Bodies

The IASB and other bodies shape global financial reporting standards.

Key Consept

Relevance, faithful representation, true and fair view, and materiality
are fundamental to financial reporting.

Challenges and the Future

Continued evolution of standards and growing focus on sustainability
and technological advancements in financial reporting.

Conceptual and Regulatory Framework for Financial Reporting



