
ACCT1006 Notes 
 

Week 1 
➢ The Conceptual Framework 
• Set of concepts defining the nature, purpose and content of general purpose 

financial reporting. 
• Used by preparers and standard setters. 
• Impacts the way we view, interpret and report the economic world. 
• In Australia, the conceptual framework has 4 main components: 

o The reporting entity 
o The objective of general purpose financial reporting 
o The qualitative characteristics 
o The definition of elements in financial statements 

• Without the accounting conceptual framework, there would be inconsistency in 
accounting standards & accounting practice. 

The reporting entity 
• It is important to determine if a business is a reporting entity as it is only reporting 

entities that are required to prepare general purpose financial reporting in 
accordance with the accounting standards. 

• The indicators which determine if a business is classified as a reporting entity: 
o Managed by individuals who are not owners of the entity 
o Politically or economically important 
o Sizable in either: sales, assets, borrowings, customers or employees. 

The objective of general purpose financial reporting 
• To provide financial information about the reporting entity that is useful to existing 

and potential equity investors, lenders and other creditors in making their decisions 
about providing resources to the entity.  useful information for decision making 

• Management of the reporting entity does not need to rely on general purpose 
financial reports because it can obtain the financial information it needs internally. 

The qualitative characteristics 
• Attributes that make the information in financial statements useful. 
• Fundamental qualitative characteristics 

o Relevance: information is relevant if it is capable of making a difference in 
the decisions made by users.  information with predictive or confirmatory 
value is considered relevant. 

▪ Predictive value if it can be used to develop expectations for the 
future. 

▪ Confirmatory value if it confirms or corrects users’ past or present 
expectations. 

o Faithful representation: information is a faithful representation if it is 
complete, neutral (free from bias) and free from material error (information 
is material if its omission or misstatement could affect users’ decisions). 



o Relevance is applied to determine which economic phenomena to represent 
and then faithful representation is applied to determine which depiction best 
represent the underlying economic phenomena. 

• Enhancing qualitative characteristics 
o Comparability: facilitates users identifying similarities & differences between 

different economic phenomena.  achieved through consistency 
o Verifiability: represents economic phenomena without bias or material error 

and prepared with appropriate recognition & measurement methods. 
o Timeliness: whether information is available to users before it ceases to be 

relevant  still capable of influencing decisions  
o Understandability: classifying, characterising & presenting comparable 

information clearly & concisely will enhance understandability.  
• Concepts & principles 

o Monetary principle: Online those things that can be expressed in terms of 
money should be included in the accounting records. 

o Accounting entity principle: Every entity can be separately identified & 
accounted for. 

o The accounting period concept: The economic life of an entity can be divided 
into artificial time periods.  for the purpose of reporting  

o Going concern principle: The entity will continue to operate in the 
foreseeable future. 

o Cost principle: Assets should be recorded at cost  and continue to report at 
cost over the life of the asset 

o Full disclosure principle: Circumstances and events that could make a 
difference to financial statement users’ decisions should be disclosed. 

• Constraints on financial reporting 
o Cost constraints limit the information provided by financial reporting  

providing decision-useful information imposes costs. 
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