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Financial Statements provide information

• Future net cash flows
• Resources of the entity

• Claims of the entity

• Efficient and effective discharge of  
responsibilities by the entity’s management

Provide Return, Capital Gains, Dividends 

Dividend decisions
Investing Decision

Investors
Corporations

Information flow
SLFRS Financial Statements

Financial Markets

Purpose of Financial Statements

Investors



Contents

Conceptual Framework from 2010 to 2019 

Chapter 1 – Objective of general-purpose financial reporting (Part of FASB’s 

Concepts Statement No. 8)

Chapter 2 – Reporting entity (to be added) 

Chapter 3 – Qualitative characteristics of useful financial information (part of 

FASB’s Concepts Statement No. 8)

Chapter 4 – Remaining text of 1989 Framework 

Underlying assumption

Elements of financial statements – definition, recognition and 

measurement

Concepts of capital and capital maintenance
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Hierarchy of Accounting Qualities



Background

• On March 29, 2018, the IASB published its revised Conceptual Framework
for Financial Reporting.

• The revised Conceptual Framework includes:

Chapter 1 :- The Objective of Financial Reporting

Chapter 2 :- Qualitative characteristics of useful financial information

Chapter 3 :- Financial statements and the reporting entity

Chapter 4 :- The elements of financial statements

Chapter 5 :- Recognition and derecognition

Chapter 6 :- Measurement

Chapter 7 :- Presentation and disclosure

Chapter 8 :- Concepts of capital and capital maintenance

• The amendments are effective for annual periods beginning on or after
January 1, 2020 in Sri Lanka.
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Why Revised C/F

Previous Conceptual Framework
Issued in 1989 and partially revised in 2010

Revised Conceptual Framework
Issued in 2018 and will be effective in 2020

Priority

Filling Gaps

Updating

Clarifying
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Main Changes

New Changes

•Concepts on measurement, including 
factors to be considered when selecting a 
measurement basis

Measurement

•Concepts on presentation and disclosure, 
including when to classify income and 
expenses in other comprehensive income

Presentation 
and Disclosure

•Guidance on when assets and liabilities 
are removed from financial statementsDerecognition



Main Changes

Updated

Clarified

•Definitions of an asset and a liabilityDefinitions

•criteria for including assets and liabilities in 
financial statements

Recognition

Prudence Stewardship

Measurement Uncertainty Substance over Form



Chapter 1- The Objective of Financial 
Reporting

Key changes 

The Board reintroduced stewardship and clarified the

resulting information need.

Stewardship 
• Users of financial reports need information to help them assess

management’s stewardship. The Conceptual Framework explicitly
discusses this need as well as the need for information that helps users
assess the prospects for future net cash inflows to the entity.

• Existing and potential investors, lenders and other creditors need
information to help them make those assessments.



Chapter 2 – Qualitative Characteristics 

of Useful Financial Information



Chapter 2 – Qualitative Characteristics of 

Useful Financial Information

Key changes 

Reintroduced the concept of prudence and defined the concept of
measurement uncertainty in assessing the usefulness of financial
information.

Prudence

Neutrality is supported by the exercise of prudence. Prudence is
the exercise of caution when making judgements under conditions
of uncertainty. Prudence does not allow for overstatement or
understatement of assets, liabilities, income or expenses.

Measurement uncertainty

Measurement uncertainty does not prevent information from being
useful. However, in some cases the most relevant information may
have such a high level of measurement uncertainty that the most
useful information is information that is slightly less relevant but is
subject to lower measurement uncertainty



Chapter 2 – Qualitative Characteristics of 

Useful Financial Information

Predictive Value
Information has predictive value if it can be used in making

decisions about the eventual outcomes of past or current

events.



Chapter 3 – F/Ss and Reporting 

Entity



Chapter 3 – F/Ss and Reporting 

Entity

Key changes 

• This chapter is newly introduced (Scope and 
Objectives of F/S).

Boundary of a reporting entity 

• Determining the appropriate boundary of a reporting
entity can be difficult if, for example, the entity is not a
legal entity. In such cases, the boundary is determined
by considering the information needs of the users of
the entity’s financial statements. Those users need
information that is relevant and that faithfully
represents what it purports to represent. A reporting
entity does not comprise an arbitrary or incomplete
collection of assets, liabilities, equity, income and
expenses.



Chapter 3 – F/Ss and Reporting 

Entity

Boundary of a reporting entity 
• Its Financial Statements provide relevant information to

existing and potential investors, lenders and other

creditors.

• Financial Statement should describe the set of economic

activities within the reporting entity.
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Chapter 4 – The Elements of F/Ss



Chapter 4 – The Elements of F/Ss

Element Previous Definition Revised Definition

Asset A resource controlled by the
entity as a result of past events
and from which future
economic benefits are expected
to flow to the entity.

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.

Liabilities A present obligation of the
entity arising from past events,
the settlement of which is
expected to result in an outflow
from the entity of resources
embodying economic benefits.

A present obligation of the entity to 
transfer an economic resource as a 
result of past events. An obligation 
is a duty of responsibility that the 
entity has no practical ability to 
avoid.



Chapter 4 – The Elements of F/Ss

Element Previous Definition Revised Definition

An Economic

Resource

Not defined. An economic resource is a right that has
the potential to produce economic
benefits

Equity Residual interest in the assets of the
entity after deducting all its liabilities

No Change

Income Increases in economic benefits during

the accounting period in the form of

inflows or enhancements of assets or

decrease of liabilities that result in

increase in equity, other than those

relating to contributions from equity

participants.

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 economic benefits during
the accounting period in the form of
outflows or depletions of assets or
incurrence of liabilities that result in
decrease in equity, other

Decreases in assets, or increases in
liabilities, that result in decreases in
equity, other than those relating to
distributions to holders of equity claims



Chapter 4 – The Elements of F/Ss

Questions – Asset?? Liability??
1. Saman & Co has purchased a patent for $ 50,000. This patent

gives the Saman & Co the sole authority to use the particular
process which in turn will save $ 5,000 per year for the next five
years.

2. Ratnayake Automobile (Pvt) Limited paid Mr. Dump $ 10,000 to
set up a car repair shop, on condition that priority treatment is
given to cars from the Company’s fleet.

3. ABC Electrics provides a warranty with every eclectic
equipment's sold.



Chapter 4 – The Elements of F/Ss

Answers

Saman & Co

Ratnayake Automobiles

ABC Electrics

Past Event – Yes
Right to produce Economic Benefits – Yes
Asset -

Past Event – Yes
Right to produce Economic Benefits – No. as 
no control over the car repair shop and 
difficult to argue
Asset -

Present Obligation – Yes
Practical ability to avoid – No
Liability-
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Derecognition



Chapter 5 – Recognition & 

Derecognition



Chapter 5 – Recognition & 

Derecognition

Key changes 

• The previous recognition criteria were that an entity

should recognise an item that met the definition of

an element if it was probable that economic benefits

would flow to the entity and if the item had a cost or

value that could be determined reliably.

• The revised recognition criteria refer explicitly to the

qualitative characteristics of useful information.
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Chapter 6 - Measurement



Chapter 6 – Measurement Bases

• The Price paid for an asset or for the event which gave rise to the liability. 
This price will be constant.

Historical 
Cost

Current 
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.

Fair 
Value

• Present Value of the cash flows, or other economic benefits, that an entity 
expects to derive form the use of an asset and its ultimate disposal. 

Value in 
Use

• Current cost, like historical cost, is an entry value. It reflects prices in the 
market in which the entity would acquire asset or incur the liability.

Current 
Cost

• The price paid for an asset or the liability value will be updated to reflect any 
changes since it was acquired or incurred. 



Chapter 7 – Presentation & 

Disclosure



Chapter 8 – Capital & Capital 

Maintenance

• No changes and will be continued under the new 

C/F.

Capital Maintenance How an entity defines the capital that it 

seeks to maintain..

Financial capital maintenance
• Profit is earned only if the financial

amount of net assets at the end of

the period exceeds the financial

amount of net assets at the

beginning of the period, after

excluding any distributions to, and

contributions from owners, during

the period.

• Can be measured in nominal units

or units of constant purchasing

power

Physical capital maintenance

• Profit is earned only if the physical

productive capacity of the entity at the

end of the period exceeds the

physical productive capacity at the

beginning of the period

• Requires current cost basis of

measurement



Transition to the New C/F

• The revised concepts will guide the Board when it develops or revises
Standards.

• However, changes to the Conceptual Framework will not automatically
lead to changes in existing Standards.

• Changes to the Conceptual Framework will have no immediate effect on
the financial statements of most reporting entities.

• Preparers of financial statements could be directly affected by the changes
only if they need to use the Conceptual Framework to develop an
accounting policy when no Standard applies to a particular transaction or
other event or when a Standard allows a choice of accounting policy.
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