
IASB issues first Exposure Draft on
conceptual framework
On 29 May 2008, the International Accounting Standards Board (IASB) and the US Financial
Accounting Standards Board (FASB) jointly published for comment an Exposure Draft (ED)
An improved Conceptual Framework for Financial Reporting – Chapter 1: Objective
of Financial Reporting and Chapter 2: Qualitative Characteristics and Constraints of
Decision-useful Financial Reporting Information. The ED develops the Boards’ thinking
from the 2006 Discussion Paper on the same subject. The Boards are seeking comments by
29 September 2008.

This is the first ED issued in the Boards’ ongoing project to develop a common conceptual
framework. 

Chapter 1: The objective of financial reporting

The ED concludes that the fundamental objective of general purpose financial reporting is 
‘to provide financial information about the reporting entity that is useful to present and
potential equity investors, lenders and other creditors in making decisions in their capacity 
as capital providers’.

Capital providers are identified as investors, lenders and other creditors (including suppliers,
employees and customers). The reference to ‘present and potential’ investors is intended to
acknowledge that general purpose financial reports are used both for future investment
decisions and for assessing the stewardship of resources already committed to the entity.

The stewardship responsibilities of management are addressed specifically. This issue sparked
considerable debate during the discussion paper phase of this project. While ‘stewardship’ 
is not a separate objective of financial reporting as some had requested, the Boards have
acknowledged that evaluating past performance of an entity is as important as predicting
future cash flows.

Chapter 2: Qualitative characteristics and constraints of decision-
useful financial reporting information

Chapter 2 considers the qualitative characteristics and constraints of decision-useful financial
reporting information. The Boards have refined the approach in the Discussion Paper, so that
two ‘fundamental’ qualitative characteristics are identified: relevance and faithful representation.
A number of additional characteristics are highlighted that ‘enhance’ the decision-usefulness
of financial information and that are complementary to the fundamental qualitative
characteristics. The enhancing characteristics identified in the ED are comparability (including
consistency), verifiability, timeliness and understandability.
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Fundamental qualitative characteristics differentiate useful information from information
that is not useful or is misleading – whereas enhancing qualitative characteristics
differentiate more useful information from less useful information.

The Basis for Conclusions accompanying the Exposure Draft lists additional candidates for
qualitative characteristics that were considered by the Boards, but not included in the
proposals. These include ‘transparency’ (the Boards concluded that this characteristic is
subsumed within faithful representation and understandability); ‘true and fair view’ (this is
equivalent to faithful representation); ‘credibility’ (implied by verifiability); and ‘high quality’
(this is achieved by adherence to the objective and qualitative characteristics of financial
reporting generally). One other candidate, ‘internal consistency’ was rejected because the
Boards considered that such a requirement, although desirable and the goal of the Boards,
could impede the evolution of financial reporting standards.

Constraints
Two pervasive constraints are identified that limit the information provided in useful financial
reports: materiality and cost. Information is material if its omission or misstatement could
influence the decisions that users make on the basis of an entity’s financial information.
Materiality is not a matter to be considered by standard-setters but by preparers and their
auditors. The benefits of providing financial reporting information should justify the costs 
of providing that information.

For more information on Deloitte Touche Tohmatsu, please access our website at www.deloitte.com

Deloitte provides audit, tax, consulting, and financial advisory services to public and private clients spanning multiple
industries. With a globally connected network of member firms in 140 countries, Deloitte brings world-class capabilities
and deep local expertise to help clients succeed wherever they operate. Deloitte’s 150,000 professionals are committed
to becoming the standard of excellence. 

Deloitte’s professionals are unified by a collaborative culture that fosters integrity, outstanding value to markets and
clients, commitment to each other, and strength from cultural diversity. They enjoy an environment of continuous
learning, challenging experiences, and enriching career opportunities. Deloitte’s professionals are dedicated to
strengthening corporate responsibility, building public trust, and making a positive impact in their communities. 

Deloitte refers to one or more of Deloitte Touche Tohmatsu, a Swiss Verein, and its network of member firms, each of
which is a legally separate and independent entity. Please see www.deloitte.com/about for a detailed description of the
legal structure of Deloitte Touche Tohmatsu and its member firms. 

This publication contains general information only and is not intended to be comprehensive nor to provide specific
accounting, business, financial, investment, legal, tax or other professional advice or services. This publication is not 
a substitute for such professional advice or services, and it should not be acted on or relied upon or used as a basis for
any decision or action that may affect you or your business. Before making any decision or taking any action that may
affect you or your business, you should consult a qualified professional advisor.

Whilst every effort has been made to ensure the accuracy of the information contained in this publication, this cannot
be guaranteed, and neither Deloitte Touche Tohmatsu nor any related entity shall have any liability to any person or
entity that relies on the information contained in this publication. Any such reliance is solely at the user’s risk.

© Deloitte Touche Tohmatsu 2008. All rights reserved.

Designed and produced by The Creative Studio at Deloitte, London. 25808


