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AESUMPTIONS ERMCIFLES CONSTRA INTS
1. Boonomic entity 1. Historical cost 1. Cost-benetit
2. Gaolng coneern 2. Reverise recogrisan 2. Mzmerialiny Third
3, Monetary unit 3, Matohing 2. Industry practics level
4, Pariodicity 4, Full disclosure 4. Consarvatism
BUALITATIVE
CHARACTERISTIES ELEMENTS
Aasets, Liabdties, and Baity
R leva rios
Fe liability E:,ﬁ;’,‘ﬂﬁm" Second level
Compreneraie income
z”:lww Reneniees and Epenses
: Rk FtanGy Gaing md Losses
Ilustration 2-6
Concept ual ORIECTIVES
Fram ework for 1. Usetul In Ineestment
i and credit decisions
Financial 2. Usetul in assessing
Reporting fiture cash flow s First lewel
3. Aboln enteiprlze
rezounces, daims o
etk L0 2 Deseribe the FASEE
Caphr efforts fo comiruct o
23 conceptual Framenort
1- A conceptual framework is like constitution that leads the

accounting system.

ol Ul 3 3 sl Antifpdaall g BT U]

2- The conceptual framework is made of three levels:
Level (1) Objectives of financial reporting
Level (2): (A) Qualitative characteristics of accounting information and (B)
Elements of financial statements.
Level (3): Recognition and measurement concepts: (Assumptions,
Principles, and Constraints).

rcly g EM Cra (0 9Sa dplaall (5 i) Uy
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Level (1) Objectives of financial statements

Al a3 58 Cilaa) s Q¥ (s ghunal)

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.
(2) Anlatiiy o 4y lainuy) <l ) jall ‘:A_m& oLda (1) claglra Mg sa (Aol '&N.,N\ alaa)
Apoail) el Cpe LSV ade 5 ol Gl g cadliall o (e agiSad cuitlall 5 o paianell sae L
st ) 5 2l sl ey Aalal)l cldUaal) 5 cApalai@y) 5l sally daldll (3) 5 el

Lede Tk

Users of
accouning information

DECISIOMN MAKERS
AND THEIR CHARACTERISTICS

Constraints

COST < BENEFITS
(Pervasive constraini)

MATERIALITY
(Threshold for recognition}

User-specilic qualities

Pervasive criterion |

|

I UNDERSTANDABILITY |

DECISION USEFULNESS |

[

Primary qualities I RELEVAMCE - | RELIABILITY |
T

ingrediems | . .o |
of primary I "-: 1I| I-"': F -I'-hf:d'- i Timeliness Verifiatil ity hm::l.‘:r?“:n“”d Meufrality
gualities ol " aithiulness j

L ]
S [ Comparatili | | Consesten I
qualities by cY

Level (2) (A) Qualitative characteristics of accounting information
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1- Decision makers and their characteristics (Understandability)

2- Constraints: (1) Cost < Benefits, and (2) Materiality
Tl Taaa¥) (2) 5 Rndiall (po J8 RS ()55 ) (1) 2Apeuti ) aaaa)

3- Primary qualities: (1) Relevance, and (2) Reliability
48 5 sall (2) 5 dee Dl (1) 14 N adladl)

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)
~z 5 Asela i) Al o Al e ) Leedlal (1) dmi ) patadd) el e
—z s o) A aall —o @il e sl ) A8 5 sall (2) 5 ¢(cabiall cud il
4kl

5- Secondary qualities: (1) comparability, and (2) consistency

.QL\.\S\ (2) 9 ‘UJM\ A_A& 3)&35\ (1) L’ﬂm\ Uﬁw\

Level (2) (B) Elements of financial statements

Lllal) ol g8 jualic (@) (AEY (s gimal

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
oliie i (e Alla clagas e Lim daliadl ailiad Aldin Ayl la sl 35N
Al cllee g Caal (e Aatl ledd a g Jsaal Jasa Jilie 5 a0 ol

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.
Gl Luan) 538 5 . Lgie il 3N o 1) 2xy sLina) Jgeal & Lasl) a5 tageadl daa
AL 5 in Amny Ay ladll S, b e

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.
P (LaadS ) Lgolal 3 4 puss ) il J gaal laalise f 53 )5 BN a5 1) 1Y)
o A e 8 aald A clllelil) o) ccilonad) ol il it ) sl s
et sl Bl e 3yl

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.
o A e sl Gllee (e 4nl (U] i) ASL) (3 gia 8 50L ) s qulSal
DL @l g ) ) e danlill el Lgie e sodae 3 i P& 4 jA

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.
o A e sliiall Gldee e 4nil (J sl i) ASLal) (3 gin (a1 iludd)
5y O sland) e s jisall 35,00 5 claal) 5 clilendl aan o Gl3S Al 5 dga A
DLl il 5585 Cayjliad) e Al el g e sdasa

Level (3) Recognition and Measurement Concepts
il o) g el aalia GIAY (5 gl
)4l a9 AA- Basic Assumptions (
1- Economic Entity Assumption means that economic activity can be

identified with a particular unit of accountability.
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2- Going Concern Assumption means that the business enterprise will

have long life.

v e g sk sliiall jee Gl i A paiul) 2 b

3- Monetary Unit Assumption means that money is the common
denominator of economic activity and provides an appropriate basis for
accounting measurement and analysis.
sh s Apalai) Ualiaall A S Gl san s s JUl ol ey AaB3 Bas gl (2
eemlaall Jalatill g bl & L)

4- Periodicity Assumption means that the economic activities of an
enterprise can be divided into artificial time periods.

Ay loe) Agiey <l ) ApaleaidV) slinall el s Sy ixg Ay 98l a8
)Z.Hb.m duulaall 5aLB— Basic Principles of Accounting (
1- Historical Cost Principle means that most assets and liabilities to be
accounted for and reported on the basis of acquisition price.
EEPRVEFSEL N PRCHIN - NS PR [ OV U N RENEDL PR A SE WL LS Y Y

2- Revenue Recognition Principle means that revenue should be

recognized when (1) realized or realizable and (2) when earned.
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Giaill W ()5S 5 3y (1) Leaie o VL Gl e W) g adly Jing 2100 Gl oY) fase
LSl xie (2)
- Revenues are Realized when products (goods or services),
merchandise, or other assets are exchanged for cash or claims to cash.
AV Jsa¥) il 5 (Clerdll o) glad)) cilaviiall Jolis 5y Lesie o ) gy
doanl) LUl ) aally
- Revenues are realizable when assets received or held are ready
convertible into cash or claims to cash.
o8 D Jysatill alli s ally A ) Al Jpa¥) culS 1Y gEatll B o, o S,
doaay llUag
- Revenues are considered earned when the entity has substantially
accomplished what it must do to be entitled to the benefits represented by
the revenues.
e Juasill S5 JelS <0 Saie 13 sLisall 4t yse ) 13 LS o N1 i) a4
Leimaial 4aladiind 4

)«;ué 3:\5\) 3 L Gél ey (3 WWays of revenue recognition

- Recognition at the time of sale provides a uniform and reasonable
test.
ple JS3 culi 6l g al) Adal die (il e W) a8
- During production: Recognition of revenue is allowed before the
contract is completed in certain long—term construction contracts.
Al gla o L) Clagat (8 ) ddee DA o 5L Qo) eV mledd) Sy ip U ddee DA
JaY!
- End of production: revenue might be recognized after the

production has ended but before the sale takes place.

el Adae 25 ) Jad oK1y 2 ) Adae aay o VL Gl e W) (S iz BN (e s LgaN) aay
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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.
Ao paie st Sa Y Ledie Al B die o H¥L G e V) A calill) aMe Aie
Losilly € 25 Jpmnd 400a€) el wadl dlee 2ic

3- Matching Principle dictates that efforts (expenses) be matched with

accomplishment (revenues) whenever it is reasonable and practicable to do

So.
e LK (Qlal 1) @l iV (caysliadl) s seaal Aias o (ay ALEa) faa )
GINPENN|

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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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.
e A iall Aniially e sheall a5 55 A4S D53 po camy 4y a5 Aadiad g Al diDle
Lol 22

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.
13 g il 2xy L JSS AL el o e 2 0 ae 0 g0 A nad) ()
S Aaal S 1 aga e dmyy . SOlEe GadldaSa g o) Sige Al ) dea IS

oAl A e Al Gl aida

3 Industry Practices means the peculiar nature of some industries and
business concerns sometimes requires departure from basic theory.

bl Byl e am Ledaat 5 Ll 5 clelivall (iany dala Gl i Aeliaal) cadas

4- Conservatism means when in doubt choose the solution that will be
least likely to overstate assets and income.
S Y A dal iy jladl cangy 4l el ) A vie adly ey (LA g Adaal)) Bdal)
Jadl 5 Jpa) i b
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