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Conceptual Frameworkdssaall i) jUay)

ASSUMPTIONS ERINCIPLES CONSTRAINTS
1. Economic entity 1. Hstorical cost 1. Cost-benefit
2. Going concern 2. Rewenue recognition 2. Matenality
3. Monetary unit 3. Matching 3, ndustry practice
4. Pariodicity 4. Full disclosure 4. Conservatism

Ilustration 2-6
Concept ual
Framework for
Financial
Reporting

First level

L0 2 Deseribe the FASBY
Qupkr s 45 efforts to comtrwt o
3 conceptual framenori

1- A conceptual framework is like constitution that leads the accounting system.
ozl ol 398 Sl Hgiwl Ay Gaawlxol) S kil ,bYI

2- The conceptual framework is made of three levels:
Level (1) Objectives of financial reporting
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Level (2): (A) Qualitative characteristics of accounting information and (B) Elements of financial statements.
Level (3): Recognition and measurement concepts: (Assumptions, Principles, and Constraints).
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Level (1) Objectives of financial statements e
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Objectives of financial reporting are to provide information that is: (1) useful to those making investment and credit decisions,
(2) helpful to present and potential investors, creditors, and other users in assessing the amounts, timing, and uncertainty of future cash
flows, and (3) about economic resources, the claims to those resources and the changes in them.
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Users of DECISION MAKERS
accounting information AND THEIR CHARACTERISTICS
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Level (2) (A) Qualitative characteristics of accounting information
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1- Decision makers and their characteristics (Understandability)
(opil) ablall) ppaslasy el gixio

2- Constraints: (1) Cost < Benefits, and (2) Materiality
sl @0Vl (2)g astioll (o J8l @Sl wgSs Ul (1) @ Apaniai M1 OI>A=x0J]

3- Primary qualities: (1) Relevance, and (2) Reliability
a,8g590Jl (2)9 @osMoll (1) : Qi Ml yailasdl

4-  Ingredients of primary qualities: (1) Relevance (a- predictive value, b- feedback value, and c- timeliness), and (2) Reliability
(a- verifiability, b- representational faithfulness, and c- neutrality)
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5-  Secondary qualities: (1) comparability, and (2) consistency
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Level (2) (B) Elements of financial statements e
adoll pilgsll jolic (W) WUl Sgiwuoll o
[ ]
1-  Assets: probable future economic benefits obtained or controlled by a particular entity as a result of past transactions or events
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2- Liabilities: probable future sacrifices of economic benefits arising from present obligations of a particular entity to transfer
assets or providing services to other entities as a result of past transactions or events
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3- Equity: residual interest in the assets of an entity that remains after deducting its liabilities. In a business enterprise, the equity
is the ownership interest.

aSloll (s> dam a,lall OIS il (58 lpule sl @asdl 03d .lpio ol g lidl azy slinioll Jgol (58 dazdl sdg 1 pgaad] >

4- Revenues: inflows or other enhancements of assets of an entity or settlement of liabilities (or a combination of both) during a
period from delivering or producing goods, rendering services, or activities that constitute the entity ongoing major or control
operations.
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5- Expenses: outflows or other using up of assets or incurrence of liabilities (or a combination of both) during a period from
delivering or producing goods, rendering services, or carrying out other activities that constitute the entity ongoing major or control
operations.
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6- Gains: increases in equity (net assets) from peripheral or incidental transactions of an entity during a period except those that
result from revenues or investments by owners.
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7- Losses: decreases in equity (net assets) from peripheral or incidental transactions of an entity and from all other transactions
and other events and circumstances affecting the entity during a period except those that result from expenses or distribution to
owners.
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Level (3) Recognition and Measurement Concepts e
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A- Basic Assumptions (qGuwbwVI («

1- Economic Entity Assumption means that economic activity can be identified with a particular unit of accountability. e
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2-  Going Concern Assumption means that the business enterprise will have long life.
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3- Monetary Unit Assumption means that money is the common denominator of economic activity and provides an appropriate
basis for accounting measurement and analysis.
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4- Periodicity Assumption means that the economic activities of an enterprise can be divided into artificial time periods.
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B- Basic Principles of Accounting (Quwlw Yl duwlxoll Solw)

1- Historical Cost Principle means that most assets and liabilities to be accounted for and reported on the basis of acquisition
price.
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2- Revenue Recognition Principle means that revenue should be recognized when (1) realized or realizable and (2) when
earned.
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Revenues are Realized when products (goods or services), merchandise, or other assets are exchanged for cash or claims to cash.
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Revenues are realizable when assets received or held are ready convertible into cash or claims to cash.
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Revenues are considered earned when the entity has substantially accomplished what it must do to be entitled to the benefits
represented by the revenues.
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Recognition at the time of sale provides a uniform and reasonable test. e
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During production: Recognition of revenue is allowed before the contract is completed in certain long-term construction contracts. e
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End of production: revenue might be recognized after the production has ended but before the sale takes place.
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Receipt of cash: its used only when its impossible to establish the revenue figure at the time of sale because of the uncertainty of
collection.
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3-  Matching Principle dictates that efforts (expenses) be matched with accomplishment (revenues) whenever it is reasonable
and practicable to do so.
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4- Full disclosure Principle recognizes that the nature and amount of information included in financial reports reflects a series
of judgmental trade-offs. These trade-offs strive for (1) sufficient detail to disclose maters that makes a difference to users, yet (2)
sufficient condensation to make the information understandable, keeping in mind costs of preparing and using it. Information about
financial position, income, cash flows, and investments can be found in one of the following three places: (1) financial statements, (2)
notes to the financial statements, and (3) supplementary information.
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Constraints (59.9-wl>a=oJl)

1-  Cost-Benefit Relationship means that the cost of providing the information must be weighted against the benefits that can
be derived from using the information.
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2- Materiality relates to an items impact on a firms overall financial operations. An item is material if its inclusion or omission
would influence or change the judgment of a reasonable person. It is immaterial and, therefore, irrelevant if it would have no impact
on decision-maker.
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3- Industry Practices means the peculiar nature of some industries and business concerns sometimes requires departure from
basic theory.

anlell @bl e s lpless 8)laally wleball yas daub Ol uss acluadl Glsixo

4- Conservatism means when in doubt choose the solution that will be least likely to overstate assets and income.
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