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This article aims to:
Discuss key changes 
made by the revised 
Conceptual Framework 
for financial reporting 
under Ind AS relevant 
for the preparers of 
financial statements.
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Introduction
Recently, the Institute of Chartered 
Accountants of India (ICAI) has 
issued a revised ‘Conceptual 
framework for financial reporting 
under the Indian Accounting 
Standards (Ind AS)’ (the 
Conceptual Framework)1. The 
framework has been revised basis 
the revised conceptual framework2 
issued by the International 
Accounting Standards Board 
(IASB). The IASB issued the 
Conceptual Framework in March 
2018.

While, the primary purpose of 
the Conceptual Framework is to 
assist ICAI in formulating Ind AS, 
it would also assist preparers of 
financial statements to develop 
consistent accounting policies 
when no Ind AS applies to a 
particular transaction or other 

event or when an Ind AS allows a 
choice of an accounting policy. The 
Conceptual Framework provides 
the foundation for IFRS/Ind AS and 
serves as a basis on which new/
revised accounting standards are 
developed.

The Conceptual Framework 
introduces some new concepts 
and related clarification along with 
revision in definitions and changes 
in recognition criteria of assets and 
liabilities under Ind AS.

In this article, we aim to highlight 
some of the key changes 
introduced by the Conceptual 
Framework vis-à-vis financial 
reporting under Ind AS. 
Understanding these changes 
would be relevant for the preparers 
of the financial statements.

Overview of the changes
Objective of financial reporting 
The objective of financial reporting is to provide useful 
financial information about the reporting entity to its 
stakeholders to assist them in making decisions relating 
to providing resources to the entity. 

As per the Conceptual framework, those decisions 
would depend on the stakeholders’ expectations about 
returns which would further depend on assessment of 
the amount, timing and uncertainty of future net cash 
inflows to the entity and assessment of management’s 
stewardship of the entity’s economic resources. 

To achieve the said objective, the Conceptual Framework 
emphasises the importance of providing information 
about a reporting entity’s economic resources, claims 
against the entity and changes in resources and claims 
along with information about use of an entity’s economic 
resources in the financial reports.

Qualitative characteristics of useful  
financial information 
As per the Conceptual Framework, for a useful 
financial information, in addition to being relevant, 
the information needs to faithfully represent the 

substance of the financial information. To be a perfectly 
faithful representation, a depiction would have three 
characteristics. It would be complete, neutral/unbiased 
and free from error.

Further, whether the information would depict faithful 
representation could be affected by the level of 
measurement uncertainty associated i.e. uncertainty 
that arises when monetary amounts in financial reports 
cannot be observed directly and must instead be 
estimated. In some cases, the most useful information 
may be a highly uncertain estimate, accompanied by 
a description of the estimate and an explanation of 
the uncertainties that affect it. In other cases, if the 
information would not provide a sufficiently faithful 
representation, the most useful information may include 
an estimate of another type that is slightly less relevant 
but is subject to lower measurement uncertainty.

Enhancing qualitative characteristics

As per the Conceptual Framework, comparability, 
verifiability, timeliness and understandability are 
qualitative characteristics that enhance the usefulness 
of information that both is relevant and provide a faithful 
representation of what it purports to represent.

1. The Conceptual Framework is not an Ind AS. Accordingly, nothing in the Conceptual  
Framework overrides any Ind AS or any requirement in an Ind AS.

2. Conceptual Framework for Financial Reporting
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Financial statements and reporting entity 
The objective of financial statements is to provide 
financial information about the reporting entity’s assets, 
liabilities, equity, income and expenses that is useful to 
users of financial statements. 

As per the Conceptual Framework, reporting entity could 
be any entity that is required or chooses to prepare 
financial statements but not necessarily a legal entity. 
It can be a single entity or a portion of an entity or can 
comprise more than one entity. 

Further, the Conceptual Framework also provides 
guidance in cases where it is difficult to determine 
the boundary of a reporting entity in the absence of 
legal form. According to it, in such cases, determining 
the boundary of the reporting entity is driven by the 
information needs of the primary users of the reporting 
entity’s financial statements which is relevant information 
that faithfully represents what it purports to represent.

Additional guidance has been provided with respect to 
consolidated, unconsolidated and combined financial 
statements as different forms of financial statements.

Elements of financial statements 
The Conceptual Framework defines following elements 
of financial statements:

a. Assets, liabilities and equity, which relate to a
reporting entity’s financial position and

b. Income and expenses, which relate to a reporting
entity’s financial performance.

The Conceptual Framework made significant changes in 
the definition of an asset and a liability. According to it:

• An asset is a present economic resource controlled
by the entity as a result of past events wherein an
economic resource is a right that has the potential to
produce economic benefits.

The main change to definition of an asset is a
separate definition of an economic resource.

As per the Conceptual Framework, not all of an
entity’s rights are assets of that entity. For rights to
be assets of the entity, the rights must have following
two characteristics:

– The potential to produce for the entity economic
benefits beyond the economic benefits available to
all other parties and

– Be controlled by the entity.

Also, a right can meet the definition of an economic 
resource even if the probability that it will produce 
economic benefits is low.

• A liability is a present obligation of the entity to
transfer an economic resource as a result of past
events wherein an obligation is a duty or responsibility
that an entity has no practical ability to avoid. As per
the Conceptual Framework, an obligation can meet
the definition of a liability even if the probability of a
transfer of an economic resource is low.

Related changes have also been made to the definition 
of income and expenses.

Recognition and derecognition 
• Recognition is the process of capturing for inclusion

in the balance sheet or the statement of profit and
loss an item that meets the definition of one of the
elements of financial statements–an asset, a liability,
equity, income or expenses.

As per the Conceptual Framework, recognition of a
particular asset or a liability is appropriate if it provides
relevant information along with faithful representation
of the asset or liability and of any resulting income,
expenses or changes in equity.

• Derecognition is the removal of all or part of a
recognised asset or liability from an entity’s balance
sheet which normally occurs when that item no
longer meets the definition of an asset or of a liability.
The guidance on derecognition has been newly
introduced in the Conceptual Framework.

As per the Conceptual Framework, derecognition
normally occurs:

a. For an asset: When an entity loses control of all or
part of the recognised asset and

b. For a liability: When an entity no longer has a
present obligation for all or part of the recognised
liability.

Further, derecognition should aim to faithfully 
represent assets and liabilities retained after 
the transaction or other event that led to the 
derecognition (including any asset or liability acquired, 
incurred or created as part of the transaction or other 
event) and the change in the entity’s assets and 
liabilities as a result of that transaction or other event.
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Measurement 
A measurement basis is an identified feature of an item 
being measured, for instance, historical cost, fair value 
or fulfilment value. As per the Conceptual Framework, 
while selecting a measurement basis, it is important 
to consider the nature of the information that the 
measurement basis will produce in both the balance 
sheet and the statement of profit and loss.

It identifies following two types of measurement basis:

• Historical cost: Historical cost measures provide 
monetary information about assets, liabilities and 
related income and expenses, using information 
derived, at least in part, from the price of the 
transaction or other event that gave rise to them. 
Accordingly:

 – For an asset: It is the value of the costs incurred 
in acquiring or creating the asset, comprising the 
consideration paid to acquire or create the asset 
plus transaction costs. 

 – For a liability: It is the value of the consideration 
received to incur or take on the liability minus 
transaction costs.

Measurement of assets and liabilities at historical cost 
provides relevant information about both the asset 
or liability and the price of the transaction that gave 
rise to that asset or liability. Measurement of income 

and expenses at historical cost may have predictive 
and confirmatory value as the information provided 
by it can be used as an input in predicting future cash 
flows and also it may provide feedback to users of 
financial statements about their previous predictions 
of cash flows or of margins.

• Current value: Current value measures provide 
monetary information about assets, liabilities and 
related income and expenses, using information 
updated to reflect conditions at the measurement 
date. Current value measurement bases include fair 
value, value in use for assets, fulfilment value for 
liabilities and current cost.

In addition to the nature of information, other factors 
to be considered while selecting a measurement basis 
includes, assessment of whether the information 
provided to users of financial statements is useful i.e. 
it is relevant and faithfully represent what it purports 
to represent. Other factors could include qualitative 
characteristics of useful financial information and cost 
constraint. Consideration of these factors could result 
in selection of different measurement basis for different 
assets, liabilities, income and expenses.
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Presentation and disclosure 
According to the Conceptual 
Framework, effective communication 
of information in financial statements 
makes that information more 
relevant and contributes to a 
faithful representation of an entity’s 
assets, liabilities, equity, income 
and expenses. It also enhances the 
understandability and comparability 
of information in financial 
statements.

Accordingly, following principles 
should be considered while 
communicating information in 
financial statements:

a. Entity-specific information is 
more useful than standardised 
descriptions (‘boilerplate’)

b. Duplication of information in 
different parts of the financial 
statements is usually unnecessary 
and could make financial 
statements less understandable.

Applicability 

The Conceptual Framework is 
applicable for standard-setting 
activity effective from 1 April 2020. 
The applicability of the Conceptual 
Framework for preparers of 
financial statements will be notified 
separately along with consequential 
amendments to certain Ind AS 
arising from the Conceptual 
Framework.
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Our comments

The Conceptual Framework 
provides a point of reference for 
preparers of financial statements 
while selecting their accounting 
policies in the absence of specific 
Ind AS dealing with the subject 
matter under consideration or 
related issues. Accordingly, entities 
should consider the principles of 
financial reporting as highlighted 
under the Conceptual Framework 
for effective communication of 
information to their stakeholders. 

The main changes to the 
Conceptual Framework’s principles 
have implications for how and 
when assets and liabilities are 
recognised and derecognised in 
the financial statements. Some of 
these implications are as follows:

• New ‘bundles of rights’ 
approach to assets: A physical 
object can be ‘sliced and 
diced’ from an accounting 
perspective. However, to what 
extent an asset can be split into 
different rights and consequent 
impact on recognition and 
derecognition could pose 
challenge for entities. 

• New ‘practical ability’ 
approach for recognising 
liabilities: Under the 
Conceptual Framework, a 
liability would be recognised 
if a company has no practical 
ability to avoid it. This may 
bring some liabilities on the 
balance sheet earlier than at 
present. However, if there is 
uncertainty over existence 
and measurement or a low 
probability of outflows, then 
this may result in no or delayed 
recognition in some cases.

The challenge would be 
determining which future 
actions/costs a company has no 
‘practical ability’ to avoid. 

•  New control-based approach 
to derecognition: A company 
would take an asset off balance 
sheet when it loses control over 
all or part of it – i.e. the focus 
is no longer on the transfer 
of risks and rewards. The 
challenge would be determining 
what to do if the company 
retains some rights after the 
transfer.
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(Source: Conceptual Framework for Financial Reporting under Ind AS issued by ICAI on 28 August 2020 and 
KPMG IFRG Ltd.’s publication ‘Conceptual Framework – The new foundation for IFRS’ dated 29 March 2018)




