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EY is delighted to support Applying IFRS Standards, fifth edition. With International Financial Reporting 
Standards (IFRS®) now being mandated, or permitted, for the financial reporting of listed entities in 
most parts of the world, it has become the global language of accounting. This means that comparing 
financial statements from companies across the globe has become much easier, increasing transparency 
and improving decision-making by stakeholders of companies. It also has led to reductions in training 
costs and greater mobility of accounting staff and professionals across countries. You, as accountancy 
students and professionals, will benefit greatly from being able to carry your knowledge and experience 
from country to country without always having to study local accounting standards each time you cross 
a border.

The business environment and capital markets are developing continuously. Financial reporting needs 
to adapt with these changes. The International Accounting Standards Board (IASB®) not only introduced 
new and amended existing standards, but also recognised the growing importance of the impact of climate 
and other sustainability topics on the financial performance and position of companies. In doing so, it 
works closely with its sister Board in the IFRS Foundation, the International Sustainability Standards Board 
(ISSB®) that sets IFRS Sustainability Disclosure Standards®, which we hope will get a similar acceptance as 
the IFRS Accounting Standards. In this new edition of Applying IFRS Standards these developments have 
been incorporated and illustrated with extracts from recent financial statements.

Applying IFRS Standards aims to help you master the complex world of IFRS Standards; as such, it is 
truly global in the wealth of insights and examples it provides, as well as extracts from financial statements 
of companies across the globe. I am sure this book will be instructive not only to those learning about 
financial reporting standards for the first time, but also to accountancy professionals keeping abreast of 
developments in IFRS Standards and trying to find their way in applying IFRS Standards to transactions 
and events.

Now that IFRS Standards have been adopted in most parts of the world, it is important to interpret and 
apply the standards consistently to make it a truly single global set of accounting standards. I hope and 
trust this book will help in achieving a common and consistent understanding and application of IFRS 
Standards.

Michiel van der Lof
Global Leader — Corporate Reporting Services, Global Professional Practice

EY
London

March 2025
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PREFACE xiii

IFRS Accounting Standards have firmly established their role as the global standard for financial reporting, 
mandated in more than 140 countries, with many other countries adopting the Standards. Over the years, 
IFRS Accounting Standards have also been the example for national accounting standards. As economic 
conditions and global markets continue to change in a world of shifting political landscapes, the impor-
tance of a stable and widely accepted set of financial reporting standards remains essential, providing a 
foundation for transparency and consistency in the complexities of today’s world.

An understanding of the IFRS Accounting Standards is therefore paramount for all those involved in 
financial reporting or preparing to attain such a role. It provides not just technical knowledge and in-depth 
understanding of the financial reporting process, but does so in a global business environment. Applying 
IFRS Standards, fifth edition, has been written to meet the needs of accountancy students and practitioners 
in understanding the complexities of IFRS Accounting Standards.

This publication is the fifth edition of the book. It has now established itself as a text that is used by 
academics and practitioners throughout the world. We have welcomed the comments and suggestions 
received from various people and have tried to ensure that these are reflected in this edition.

What’s new in this edition?
The fifth edition incorporates the release of new IFRS Accounting Standards and amendments of existing 
accounting standards. Some of the more prominent changes made include:
•	 an update of the chapter on the IASB’s Conceptual Framework for Financial Reporting due to its 

amendment
•	 a complete rewrite of the chapter on leases following the adoption of IFRS 16 Leases
•	 a significant update of the chapters on revenue recognition and financial instruments with more 

illustrative examples and extracts from IFRS financial statements now that IFRS 9 and IFRS 15 have 
been applied for some years

•	 expanded scope of the chapter on translation of financial statements to include foreign currency 
transactions

•	 a re-ordering of the chapters in section 2 to better align with the structure of the statement of financial 
position and statement of profit or loss and other comprehensive income

•	 an update of all other chapters including recent extracts and incorporating IFRIC agenda decisions and 
smaller changes to the standards.
Also the academic perspectives, to be found at the end of all chapters in the first three parts of the book 

(i.e. chapters 1 to 19), have been updated. These academic perspectives summarise and highlight certain 
findings from published research in accounting and other fields that pertain to a chapter’s topic. Referring 
to these perspectives should give the reader a basic understanding of questions that accounting researchers 
have attempted to address. Note, however, that the academic perspectives do not furnish a comprehensive 
review of related literature. Rather, they provide a starting point for further reading and exploration of rel-
evant academic research.

Applying IFRS Standards, fifth edition, also comes equipped with discussion questions at the end of each 
chapter, specifically designed to test the reader’s understanding of the content. A wealth of additional learning 
materials can also be found at www.wiley.com/go/picker5e/student; www.wiley.com/go/picker5e/instructor,  
including:
•	 Four additional chapters entitled: Exploration for and evaluation of mineral resources; Agriculture; 

Associates and joint ventures; Joint arrangements
•	 Instructor slides
•	 Testbank
•	 Exercises
•	 Solutions manual
•	 Access to the IFRS Learning Resources

In writing this book, we have endeavoured to ensure that the following common themes flow throughout 
the text:
•	 Accounting standards are underpinned by a conceptual framework. Accounting standards are not simply 

a rulebook to be learnt by heart. An understanding of the conceptual basis of accounting, and 
the rationale behind the principles espoused in particular standards, is crucial to their consistent 
application in a variety of practical applications.

PREFACE

http://www.wiley.com/go/picker5e/student
http://www.wiley.com/go/picker5e/instructor
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•	 The International Accounting Standards Board (IASB®) IFRS Accounting Standards are principles-based. 
Although a specific standard is a stand-alone document, the principles in any standard relate to and are 
interpreted in conjunction with other standards. To appreciate the application of a specific standard, 
an understanding of the reasoning within other standards is required. We have endeavoured where 
applicable to refer to other IFRS Accounting Standards that are connected in principle and application. 
In particular, extensive references are made to the Basis for Conclusions documents accompanying each 
standard issued by the IASB. This material, although not integral to the standards, explains the reasoning 
process used by the IASB and provides indicators of changes in direction being proposed by the IASB.

•	 Accounting standards have a practical application. The end product of the standard-setting process must 
be applied by accounting practitioners in a variety of organisational structures and practical settings. 
While a theoretical understanding of a standard is important, practitioners should be able to apply 
the relevant standard. The author of each chapter has demonstrated the practical application of the 
accounting standards by providing case studies, examples and journal entries (where relevant). The 
references to practical situations require the reader to pay close attention to the detailed information 
discussed, given that such a detailed examination is essential to an understanding of the standards. 
Having only a broad overview of the basic principles is insufficient.
Writing a book like this is impossible without the help and input from many people. Much of the 

knowledge and insights reflected in this book have been gained through discussions and debates with 
many colleagues and with staff associated with the standard-setting bodies, particularly at the IASB. We 
thank them for sharing their perspectives and experience. We would like to thank the following people in 
particular. A team of people from EY’s Global Corporate Reporting Services team in London, consisting of 
Angela Covic, Pieter Dekker and Victor Chan, wrote or reviewed individual chapters of the book. Richard 
Barker from Saïd Business School, Oxford University reviewed the chapters in Part 4. Erik Roelofsen from 
Rotterdam School of Management, Erasmus University Rotterdam and PwC reviewed the Academic Per-
spectives. Elisabetta Barone from Brunel Business School updated the testbank. We would also like to 
thank Natalie Forde from Cardiff Business School and other anonymous reviewers who have provided 
valuable feedback and recommendations during the development of the fifth edition. In addition, we 
extend our thanks to the people at Wiley and professional freelancers for their help realising this edition, 
including Juliet Booker, Steve Hardman, Georgia King, Joyce Poh and Joshua Poole as well as Jennifer Mair 
and Paul Stringer. Last but not least, writing a book takes huge commitment, and this has left less time for 
family and friends. We thank them also for their support and understanding.

Finally, in a time when the world, with its increasing sophistication, seems to produce situations and 
pronouncements that have added complexity, we hope that this book assists in the lifelong learning pro-
cess that we and the readers of this book are continuously engaged in.

Ruth Picker
Leo van der Tas

David Kolitz
Miriam Koning

Gilad Livne
Janice Loftus

Cathrynne Service 

March 2025
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3CHAPTER 1  The IASB and its Conceptual Framework 

The IASB and its 
Conceptual Framework

1

After studying this chapter, you should be able to:

1	 describe the organisational structure of the key players in setting International Financial 
Reporting Standards (IFRS® Standards)

2	 describe the purpose of a conceptual framework — who uses it and why

3	 explain the qualitative characteristics that make information in financial statements useful and the 
constraint thereon

4	 explain the going concern assumption

5	 define the basic elements in financial statements — assets, liabilities, equity, income and 
expenses

6	 explain the principles for recognising the elements of financial statements

7	 distinguish between alternative bases for measuring the elements of financial statements

8	 explain the principles for measuring the elements of financial statements

9	 explain the difference between presentation and disclosure and the principles for presenting and 
disclosing information in the financial statements

10	 explain what is meant by a unit of account and in what context it is used

11	 outline two concepts of capital and explain the relevance of the term capital maintenance

LEARNING 
OBJECTIVES
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INTRODUCTION
The purpose of this book is to identify and explain the major concepts and principles of International 
Financial Reporting Standards (generally referred to as IFRS Standards, or simply IFRSs) and to help you 
develop skills in applying them in business contexts. You may be familiar with the accounting treatment 
for various transactions, such as the purchase of inventory. The text will build on that knowledge and con-
sider the principles and techniques required or permitted by IFRS Standards in accounting for a range of 
transactions, events and circumstances.

This first chapter provides an outline of the International Accounting Standards Board (IASB®) and its 
role in setting international accounting standards (IFRS Standards). It also explains that the IASB develops 
those IFRS Standards using certain fundamental concepts and principles, which are set out in the Concep-
tual Framework for Financial Reporting (the Conceptual Framework). The Conceptual Framework’s key concepts 
and principles will also be outlined in this chapter. Interestingly, although the IFRSs are supposed to be 
built on the concepts and principles contained in the Conceptual Framework, it is possible for an IFRS to 
not reflect these concepts and principles. This situation may arise when an IFRS was developed prior to 
the current revision of the Conceptual Framework (the latest major revision occurred in 2018), and in situ-
ations such as these, the requirements of that IFRS take precedence over the Conceptual Framework. IFRS 
Standards are principles-based standards, rather than rules-based standards, even though the volume of 
guidance under IFRS Standards might suggest otherwise. Since the IFRS Standards are principles-based, 
we need professional judgement when applying them. An example of needing to apply principles rather 
than rules is the requirement that investment property be measured either using the cost model or fair 
value model, where this decision is based on the principle that the model chosen should be the one that 
provides the most useful information to the user. Identifying the most useful information is frequently a 
subjective task. To assist in this process, the Conceptual Framework establishes the qualitative characteristics 
financial information must have for it to be considered useful. The Conceptual Framework also provides 
definitions and recognition criteria that must be met before including elements in the financial statements 
and explains a variety of principles, including, for example, the concepts of recognition and derecognition,  
measurement, presentation and disclosure as well as concepts of capital. These principles are an important  
source of guidance to standard setters in the development of new IFRS standards referred to as IFRS 
Standards or simply IFRSs and to preparers of financial statements in the absence of an applicable  
IFRS standard. Accordingly, study of the Conceptual Framework provides a useful foundation to under-
standing and applying IFRS Standards.

THE IFRS FOUNDATION AND THE INTERNATIONAL 
ACCOUNTING STANDARDS BOARD (IASB)
The purpose of this section is to provide an understanding of the structure of the IFRS Foundation and 
how the IASB fits into this structure, and in particular, the IASB’s role in the determination of IFRS Stand-
ards. Much of this information has been obtained from the website of the IASB, www.ifrs.org. To keep up 
to date with what the IASB is doing, this website should be regularly visited.

Formation of the IASB
In 1972, at the 10th World Congress of Accountants in Sydney, Australia, a proposal was put forward for the 
establishment of an International Accounting Standards Committee (IASC). In 1973, the IASC was formed 
by 16  national professional accountancy bodies from nine countries  — Canada, the United Kingdom, 
the United States, Australia, France, Germany, Japan, the Netherlands and Mexico. By December 1998, 
the membership of the IASC had expanded and the committee had completed its core set of accounting 
standards.

However, the IASC was seen as having a number of shortcomings:
•	 It had weak relationships with national standard setters; this was due in part to the fact that the 

representatives on the IASC were not representative of the national standard setters but rather of 
national professional accounting bodies.

•	 There was a lack of convergence between the IASC standards and those adopted in major countries, 
even after 25 years of trying.

•	 The board only functioned on a part-time basis.
•	 The board lacked resources and technical support.

LO1
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In 1998, the committee responsible for overseeing the operations of the IASC began a review of the 
IASC’s operations. The results of the review were recommendations that the IASC be replaced with a 
smaller, full-time International Accounting Standards Board. At the same time, the IASC’s Standing Inter-
pretations Committee of the IASC was replaced by the IFRS Interpretations Committee of the IASB (com-
monly referred to as IFRIC). In 1999, the IASC board approved the constitutional changes necessary for the 
restructuring of the IASC. A new International Financial Reporting Standards Foundation was established 
and its trustees appointed. By early 2001, the members of the IASB and the Standards Advisory Council 
(SAC) were appointed, as were technical staff to assist the IASB.

The IASB initially adopted the International Accounting Standards (IAS® Standards), with some modi-
fications, as issued by the IASC (e.g. IAS 2 Inventories). As standards were revised or newly issued by the 
IASB, they were then called International Financial Reporting Standards (e.g. IFRS 8 Operating Segments). 
This means that the term International Financial Reporting Standards (IFRSs) includes both IFRS Stand-
ards and IAS Standards. For the sake of brevity, this chapter will refer to all standards as IFRSs, whether 
prefixed with ‘IFRS’ or IAS’.

The IFRS Foundation: purpose and governance
The IFRS Foundation has a three-tiered governance structure:
•	 The International Accounting Standards Board (IASB), together with its IFRS Interpretations Committee 

(IFRIC), and the International Sustainability Standards Board (ISSB)
•	 The IFRS Foundation Trustees
•	 IFRS Foundation Monitoring Board
What these levels do and how they interact is explained below.
•	 The International Accounting Standards Board (IASB) is an independent standard-setting board. It is 

this body that publishes the International Financial Reporting Standards (IFRSs).
•	 The IASB has a committee called the IFRS Interpretations Committee (IFRIC). This committee reviews 

newly identified financial reporting issues that are not specifically dealt with in the IFRSs, and issues 
for which unsatisfactory or conflicting interpretations have emerged or may emerge. The committee 
endeavours to reach a consensus on appropriate accounting treatment and provides authoritative guidance 
on the issue concerned. This may take the form of (i) a proposal to the Board to amend a standard;  
(ii) the issuance of an interpretation of a standard; or (iii) the issuance of an agenda decision explaining 
why neither is necessary. The latter often implicitly contains guidance on how to apply an IFRS.

Once approved, or not objected to, by the IASB, the interpretations have equivalent status to 
standards (IFRSs); that is, although they are technically not standards (IFRSs), they are regarded as 
forming part of the standards (IFRSs) such that stating that there is compliance with the standards 
(IFRSs) means that there has been compliance with both the standards issued by the IASB (IFRSs) 
and any guidance issued by IFRIC. More recently the IFRS Interpretations Committee has been asked 
by the IASB to help with the drafting of minor amendments to standards and with the Annual 
Improvement Projects. The latter are annual packages of changes to standards that are minor or 
narrow in scope.

•	 The International Sustainability Standards Board (ISSB) was created in 2022, and is the body that 
will focus on the standard setting for ‘sustainability reporting’, called IFRS Sustainability Disclosure 
Standards. Sustainability disclosure standards are not covered in this book. However, the two Boards 
will work together closely in areas of mutual interest, where uncertainties regarding sustainability may 
have an impact on financial statements.

The members of the ISSB, the IASB and IFRIC are appointed and overseen by a geographically and 
professionally diverse group of trustees, referred to as the IFRS Foundation Trustees. The trustees are 
publicly accountable to the IFRS Foundation Monitoring Board.

•	 The trustees appoint an IFRS Advisory Council (IFRS AC), which provides strategic advice to the IASB, 
the ISSB, and informs the IFRS Foundation Trustees.

In addition to the IFRSAC, other formal advisory bodies that provide a means for the IASB to consult 
and engage with interested parties from a range of backgrounds and geographical areas include:
•	 Capital Markets Advisory Committee
•	 Emerging Economies Group
•	 Global Preparers Forum
•	 SME Interpretations Group.
Furthermore, working groups may be established for major projects to provide the IASB with access to 

additional expertise as required; for example, the Insurance Working Group was set up when the IASB was 
developing a standard on accounting for insurance contracts.

Further information about advisory bodies and working groups, including reports and summaries of 
discussions, can be obtained from the IASB’s website.

1.1.2
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A pictorial view of the structure of the IFRS Foundation is given in figure 1.1.

The IFRS Foundation: due process
The IFRS Foundation Trustees approved the publication of the booklet IASB and IFRS Interpretations Com-
mittee Due Process Handbook (DP Handbook) in 2020 (available on the IASB’s website). This handbook 
sets out the due process to be followed when, for example, publishing a new or revised IFRS Standard, 
or an IFRS Interpretation. The requirements laid out in the DP Handbook have been carefully crafted to 
ensure the development process is ‘thorough, inclusive and transparent’, which, in turn, ensures that the 
IFRS Foundation is successful in its stated aim of developing high-quality standards that will be accepted 
and adopted globally.

By way of a brief overview, the DP Handbook sets out:
•	 ‘how the Board determines whether to add a project to its work plan;
•	 the stages of standard-setting and the types of consultation documents and other materials published 

by the Board and the Interpretations Committee;
•	 the minimum consultation requirements, including the duration of consultations;
•	 the advisory bodies and consultative groups established to provide input to the standard-setting 

process, and when and how they should be consulted;
•	 the minimum voting requirements for the Board and the Interpretations Committee to advance 

proposals or finalise documents at different stages in standard-setting; and
•	 the procedures followed if a stakeholder complains about the due process’.

Source: ‘What is Due Process and Why Does it Matter?’ by Alan Beller; on the IFRS website: 
https://www.ifrs.org/news-and-events/news/2020/08/what-is-the-due-process-and-why-does-it-
matter/#:~:text=The%20due%20process%20is%20essential,global%20acceptance%20of%20the%20
Standards.

Due process: publishing an IFRS
By way of an example, the summarised process involved in publishing an IFRS Standard (IFRS) is pre-
sented below.
1.	Research programme. This stage of the process involves analysing ‘perceived shortcomings’ and assessing 

possible improvements and remedies to these alleged problems. A wide variety of bodies and interested 
parties are involved in this step (e.g. national and regional accounting standard-setting bodies, other 
bodies associated therewith, academics and any other interested persons). The involvement of a wide 
array of bodies is made possible through the use of the Accounting Standards Advisory Forum (ASAF). 
Evidence of possible problems and their solutions is put forward through documents such as discus-
sion papers, requests for information or research papers. After a process of deliberation and debate, 
some of these matters will be considered important enough to progress to stage 2, whereas others may 

1.1.3
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FIGURE 1.1 Institutional structure of international standard setting
Source: IASB (accessed 2024): http://www.ifrs.org/about-us/our-structure.
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be dismissed as not sufficiently important to require modifications or revisions to existing standards or 
pronouncements.

2.	Developing a proposal for publication. After mandatory consultation with the IFRS Trustees, IFRS Advisory 
Council (IFRSAC) and the Accounting Standards Advisory Forum (ASAF), the project must then be for-
mally added to the IASB’s agenda (this is done by a simple majority vote at a public IASB meeting). 
If the project is considered major, the IASB must then consider whether a consultative group (e.g. in-
volving a group of expert advisors) needs to be established. Proposals must then be developed and de-
bated in public meetings (this involves reviewing papers prepared by the IASB’s technical staff and also 
the possible feedback from any discussion papers). Then, an exposure draft is prepared and published 
(sometimes with additional supporting materials). This must be done with a press release, requesting 
public comment.

3.	Redeliberations and finalisation. After the exposure draft is published (see prior stage 2), there is a man-
datory period during which the public is given time to comment (the period depends on what the 
exposure draft relates to). When this period ends, the IASB must then consider the feedback. Based on 
feedback received, the IASB must consider whether a revised exposure draft is necessary and whether 
additional consultation is necessary (or, if significant negative feedback is received, the IASB may need 
to consider cancelling the entire project). Unless the project is cancelled, the final draft IFRS will need 
to be prepared for balloting, whereupon the Due Process Oversight Committee (DPOC) needs to be 
informed that the balloting milestone has been reached (and, if relevant, the DPOC will need to be 
told why a revised exposure draft was not necessary). The IFRS is published (normally together with an 
accompanying document called the ‘Basis of Conclusions’) if the ballot results yield a supermajority of 
IASB members (this is 8 votes if there are only 13 members, or 9 votes if there are 14 members). If the 
IFRS was a new standard or had been subject to major amendments, then the publication of the IFRS 
will be accompanied by other supporting materials, such as a project summary, feedback statements 
and possibly even podcasts and Q&As.

4.	Post-implementation reviews. If the IFRS (published in stage 3) was a new standard or arose due to major 
amendments to a pre-existing standard, then a post-implementation review must be conducted roughly 
2.5–3 years after the IFRS became effective (the review may be deferred in certain circumstances). This 
review may also be performed for other reasons (e.g. changes to the concerns voiced by stakeholders).
Source: Summarised from ifrs.org website — IASB Due Process
https://www.iasplus.com/en/resources/ifrsf/due-process/iasb-due-process
The above is a summary of the Due Process followed by the IASB before publishing IFRS Standards or 

amendments thereto. A slightly different due process would be followed when publishing an Interpreta-
tion or Agenda decision by IFRIC. The detailed Due Process can be found in the Due Process Handbook, 
which is available on the IFRS Foundation’s website (IFRS.Org: https://www.ifrs.org/content/dam/ifrs/
about-us/legal-and-governance/constitution-docs/due-process-handbook-2020.pdf)

THE PURPOSE OF A CONCEPTUAL FRAMEWORK

Overview
The first international ‘framework’ was adopted in 1989, then superseded by a replacement in 2010, and then 
largely rewritten in 2018. This latest version is called the Conceptual Framework for Financial Reporting (CF). 
Some fairly significant changes were made in this latest revision, including formalising concepts not previ-
ously referred to (e.g. derecognition), clarifying concepts that had previously been interpreted in a variety of 
ways (e.g. prudence) and completely revising the definitions of the elements and their recognition criteria. 
Before getting into the details, however, it is important to understand a few important points about this CF.

Firstly, the CF is not an IFRS. Instead, the purpose of the CF is:
•	 to assist the IASB to develop IFRSs;
•	 to assist preparers of financial statements to develop their own accounting policies in the event there is 

no suitable IFRS or the existing IFRS allows for an alternative policy to be developed;
•	 to assist everyone (e.g. the IASB, the preparers of financial statements and users of financial statements) 

to understand and interpret the application of IFRSs.
The revised CF consists of eight chapters:
•	 Chapter 1: The objective of general-purpose 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
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•	 Chapter 6: Measurement
•	 Chapter 7: Presentation and disclosure
•	 Chapter 8: Concepts of capital and capital maintenance.
Aspects of these eight chapters will be explained in the rest of this chapter.

The objective of general purpose financial reporting
The IASB’s Conceptual Framework deals only with the objective of general purpose financial reporting; that 
is, financial reporting intended to meet the information needs common to a range of users who are unable 
to command the preparation of reports tailored to satisfy their own particular needs. For example, IFRSs 
are not designed to be used in the preparation of special purpose reports for stakeholders such as tax 
authorities and banking supervisors, both of which are able to demand this information directly.

Paragraph 1.2 of the Conceptual Framework states the objective of general purpose financial reporting:
The objective of general purpose financial reporting is to provide financial information about the reporting entity 
that is useful to existing and potential investors, lenders and other creditors in making decisions relating to pro-
viding resources to the entity. Those decisions involve decisions about (a) buying, selling or holding equity and 
debt instruments, (b) providing or settling loans and other forms of credit, or (c) exercising rights to vote on, or 
otherwise influence, management’s actions that affect the use of the entity’s economic resources.

In order to achieve the objective of general purpose financial reporting (i.e. to provide useful informa
tion), the CF specifies certain qualitative characteristics of financial reporting information, defines the elem
ents (assets, liabilities, income, expenses and equity), clarifies the concepts to be used when deciding 
whether to recognise (and derecognise) them, how to measure them and how to present and disclose them.

QUALITATIVE CHARACTERISTICS OF USEFUL 
FINANCIAL INFORMATION
What characteristics should financial information have in order to be included in general purpose finan-
cial reporting? The following section discusses both the qualitative characteristics of useful information 
and the constraint on providing useful information. The qualitative characteristics are divided into funda-
mental qualitative characteristics and enhancing qualitative characteristics.

Fundamental qualitative characteristics
For financial information to be decision-useful, it must possess two fundamental qualitative characteristics:
•	 relevance
•	 faithful representation.

Relevance
Paragraphs 2.6–2.11 of the IASB’s Conceptual Framework elaborate on the qualitative characteristic of 
relevance.

Information is relevant if:
•	 it is capable of making a difference in the decisions made by users of financial information.
Information is considered to have the ability to make a difference in a user’s decision-making if the infor-
mation provides predictive value, confirmatory value or both.
•	 Predictive value occurs where the information is useful as an input into the users’ decision models and 

affects their expectations about the future.
•	 Confirmatory value arises where the information provides feedback that confirms or changes past or 

present expectations based on previous evaluations
Notice that the information needs merely to be capable of making a difference. It is not necessary that the 
information has actually made a difference in the past or will make a difference in the future.

Information about the financial position and past performance is often used as the basis for predicting 
future financial position and performance and other matters in which users are directly interested, such as 
future dividends and wage payments, future share prices, and the ability of the reporting entity to pay its 
debts when they fall due. The predictive ability of information may be improved if unusual or infrequent 
transactions and events are reported separately in the statement of profit or loss and other comprehen-
sive income.

Materiality is not a qualitative characteristic, but is a concept used when assessing the relevance of infor-
mation. Simply put, if something is immaterial, it would be irrelevant to the users. Information is material 
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