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ELEMENTS AND COMPONENTS OF FINANCIAL STATEMENTS AND 
ADJUSTMENTS FOR FINANCIAL STATEMENTS 

 

FINANCIAL REPORTING FRAMEWORK  

STRUCTURE  

1. The objective of general-purpose financial reporting 
2. The underlying assumption  
3. The qualitative characteristics of useful financial information 
4. The elements of the financial statements 
5. Components of financial statements  
6. The recognition and measurement of the elements of financial statements 

1. THE OBJECTIVE OF GENERAL PURPOSE FINANCIAL REPORTING 

To provide financial information about the reporting entity that is useful to existing 
and potential investors, lenders and other creditors in making decisions about 
providing resources to the entity. 

 
2. THE UNDERLYING ASSUMPTION  

Going Concern  Financial statements are prepared on the assumption that the 
entity will continue in operation for the foreseeable future.  

 
3. QUALITATIVE CHARACTERISTICS OF USEFUL FINANCIAL INFORMATION 

 
 

Qualitative 
characteristics  

Fundamental

Relevance  

Predictive 
value 

Confirmatory 
Value

Faithful 
representation 

Complete 

Neutral 

Free from 
errors 

Enhancing  

Comparability 

Timeliness 

Verifiability  

Understandability 
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4. THE ELEMENTS OF THE FINANCIAL STATEMENTS 
 ASSETS  

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.  

o Non-Current Assets - Land, Building, Motor vehicles, Machineries, Furniture 
and fittings, Equipment, Investments, Fixed Deposit, Treasury Bonds, 
Goodwill  

o Current Assets - Inventories, Debtors, Treasury Bills, Income Receivables, 
Prepaid Expenses, Bills Receivable, Bank Balance, Cash in Hand  

 LIABILITY  
A present obligation of the entity arising from past events the settlement of 
which is expected in an outflow of the  resources.  

o Non-Current Liabilities  - Bank Loan, Mortgage Loan, Debentures 
o Current Liabilities - Creditors, Income Received in Advance, Expenses Payable, 

Bills Payable, Bank Overdraft  

 EQUITY (CAPITAL / NET ASSETS) 
The proportion of Assets owned by the owners of a business 
The amount which is derived after deducting the liabilities payable to outside 
parties from total assets. 

o Equity = Total Assets  Total Liabilities  
o Equity = Capital Invested + Profits  Drawings  

 INCOME  
Increase in economic benefits during the accounting period in the form of 
inflows of assets or decrease of liabilities that result in increase in equity. 

o Sales Income  Cash Sales, Credit Sales  
o Other Income  Rent Income, Dividend Income, Investment Income, 

Commission Income, Interest Income, Discount Received, Profits from 
disposal of Assets  

 EXPENSE 
Decrease in economic benefits during the accounting period in the form of 
outflows of assets or increase of liabilities that result in decrease in equity. 

o Cost of Sales  
o Administration Expenses  Rent, Insurance, Electricity, Rates, Salaries & 

Wages, Telephone, Stationery, Fixed Assets Depreciation, Professional Fee 
o Selling & Distribution Expenses  Selling Commission, Advertising, Vehicle 

Expenses, Bad Debts, Discount Allowed, Doubtful Debts, Carriage Outwards, 
Sales Employee Salary  

o Finance Expenses  Bank Charges, Cheque Book Charges, Bank Loan Interest, 
Bank Overdraft Interest 

o Other Expenses  Loss on Stock Damages, Donations, Loss on Disposal of 
Assets 
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5. COMPONENTS OF FINANCIAL STATEMENTS  

o Statement of Comprehensive Income (SOCI) 
o Statement of Financial Position (SOFP) 
o Statement of Changes in Equity (SOCIE) 
o Statement of Cash Flow (SOCF) 
o Notes to the Financial Statements (Notes)   
 

6. THE RECOGNITION AND MEASUREMENT OF THE ELEMENTS OF FINANCIAL STATEMENTS

1. It is probable that any future economic benefit associated with the item will flow to 
or from an entity.  
(The probability of future economic benefit) 

2. The item has a cost or value that can be measured reliably.  
(Reliability of measurement) 

7. MEASUREMENT BASES 

1. Historical Cost 
2. Current Cost 
3. Realizable (Settlement) Value 
4. Present Value 

 
 


