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Elements of Financial Statements
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An important part of the accounting conceptual framework is a set of
definitions that describe the basic terms of the elements of financial
statements such terms as assets, liabilities, equity, income, and expenses.
Before giving definitions to the elements of financial statements, we need
to list and learn what the financial statements are.
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1) Income Statement or statement of profit and loss:
It is the financial statement that shows a company’s revenues and expenses
over a specific period of time.
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2) The statement of Financial Position (Balance sheet):
A financial statement that reports a company's assets, liabilities and equity
at specific point in time. There are some terms that should be learned to
understand balance sheet such as;
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a- Contributed Capital: The resources that investors contribute to a

business in exchange for ownership interest.
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b- Dividends: Simply mean the profits are distributed to owners.
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c- Retained earnings: Profits that are kept in the business.
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3) The statement of Cash Flow: &l (38l cads

A cash flow statement reports a business’s cash inflows and outflows from

its operating, investing and financing activities.
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4) The statement of Changes in Equity: 4:slall (3sia & ol aal) Cids

This accounting report shows all the changes to the owners’ equity that
have occurred during the period. These changes comprise capital, retained
earnings, and other contributed capital for the period.
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And now we can learn the last classification of Elements of financial statements
According to International Accounting Standards Board (IASB).
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1- 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.
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2- Liability: A present obligation of the entity arising from past events,
the settlement of which is expected to result in an outflow from the

entity of resources embodying economic benefits.
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3- Equity: The residual interest in the assets of the entity after

deducting all its liabilities.
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4- Income: Increases in economic benefits during the accounting
period in the form of

IS8 e Lndaall 5 yiall JDA LlaiiV) ailiall & bl 50 Jaal
a) Inflows or enhancements of assets or
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b) Decreases of liabilities that result in increases in equity
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c) Other than those relating to contributions from equity participants.
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5- Expenses: Decreases in economic benefits during the accounting

period in the form of
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a) Outflows or depletions of assets or
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b) incurrences of liabilities that result in decreases in equity,
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c) Other than those relating to distributions to equity participants.
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6- Revenue: Revenue is the increase in net assets arising from the
principal activities of the business
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7- Gains: Gains are increases in ownership interest not resulting from
contributions from owners.
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8- Losses: Losses are decreases in ownership interest not resulting
from distributions to owners.
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4- Recognition and Measurement Concepts (accounting assumptions,
accounting principles, and accounting constraints).
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1) Accounting Assumptions (Independency): The conceptual
framework of accounting includes four assumptions;
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a. Economic Entity Assumption: company keeps its activity separate

from its owners and other business units.
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b. Going Concern Assumption: Accounting assumes that a company
will have a long life.
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c. Monetary Unit Assumption: Accounting assumes that only
transaction data that can be expressed in terms of money be included
In accounting records.
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d. Time Period (Periodicity) Assumption: A company can divide its
economic activities into time periods.
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2) Accounting Principles: The conceptual framework of accounting

includes four accounting principles which as the following;
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a. Measurement Principle: The principle that assets should be recorded
at;
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v" Historical Cost: is generally thought to be a faithful representation

of the amount paid for a given item.
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v' Fair value is defined as “the price that would be received to sell an
asset or paid to transfer a liability in an orderly transaction between

market participants at the measurement date.”
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b. Revenue Recognition: dictates that revenue should be recognized in
the accounting period in which it is earned.
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c. Expense Recognition: Outflows or “using up” of assets or incurring
of liabilities during a period as a result of delivering or producing
goods and services.
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d. Full Disclosure: The principle that circumstances and events that
make a difference to financial statement users should be disclosed.
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3) Accounting Constraints: include cost constraint and also called cost-
benefits constraint which means;
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a- Cost Constraint: Companies must weigh the costs of providing the
information against the benefits that can be derived from using it.
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