THE STATEMENT OF PRINCIPLES
One of the several major tasks of accounting standard setting bodies in the UK has been to develop a conceptual framework for financial accounting . Such a framework allows standards to be developed from pre-existing principles rather than merely comprising an ad hoc set of rules for a particular accounting topic . 

This conceptual framework sets out the concepts that under-lie the preparation and presentation of financial statements and its purposes are as follows :

(a)
to assist in the development of future accounting standards and in its review of existing accounting standards

(b)
to assist  by providing a basis for reducing the number of alternative 
accounting treatments permitted by law and accounting standards

(c)
to assist preparers of financial statements in applying accounting standards and in dealing with topics that do not form the subject of accounting standards

(d)
to assist auditors in forming an opinion whether financial statements conform with accounting standards

(e)
to assist users of financial statements in interpreting the information contained in financial statements 

(f)
to provide those people who are interested in the work of the ASB with 
information about its approach to the formulation of accounting standards

In other words , we can say that the Statement sets out to provide a framework ; a set of internally consistent definitions , assumptions and conventions which underpin and inform accounting practice in general and accounting standards in particular . 

These notions should then make life easier for all the parties listed in (a) to (f) above and should ensure that standards are properly consistent with each other as they will all emanate from the same agreed starting position . 
CONTENT OF THE STATEMENT OF PRINCIPLES

The Statement of Principles is not in itself  an accounting standard . It sets out the concepts that underlie the preparation of financial statements

The Statement is split into 8 chapters as follows :

Chapter 1   :   The Objective of Financial Statements
" The objective of financial statements is to provide information about the financial position , performance and financial adaptability of an enterprise that is useful to a wide range of users for assessing the stewardship of management and for making economic decisions "

Chapter 2    :    The Reporting Entity

The chapter considers which entities should prepare financial statements , both as individual entities and as parents (in group accounts)

It makes the point that it is important that entities that ought to prepare financial statements , in fact do so. For this purpose direct control and indirect control are taken into account

Chapter 3   :   The Qualitative Characteristics of Financial Statements


Relating to Content 
 
---   relevance and reliability


Relating to Presentation

---   comparability and understanding
(
Relevance
Financial information is relevant if it has the ability to influence the economic decisions of users and is provided in time to influence those decisions

(
Reliability
Financial information is reliable if it can be depended upon by users to represent faithfully what it either purports to represent or could reasonably be expected to represent , and therefore reflects the substance of the transactions and other events that have taken place . It should also be free from deliberate or systematic bias and material error . Where there are conditions of uncertainty , it has been prudently prepared . 

(
Comparability
Financial information should be capable of being compared with similar information about the entity for some other period or point in time , and with similar information about other entities . 

(
Understandability
Financial statements need to be capable of being understood by users having a reasonable knowledge of business and economic activities

Chapter 4   :   Elements of Financial Statements
Any item that does not fall within one of the terms defined in Chapter 3 should not be included in financial statements . Definitions are given for


--  Assets

Assets are rights or other access to economic benefits controlled by an entity as a result of past transactions or events


--  Liabilities

Liabilities are obligations of an entity to transfer economic benefits as a result of past transactions or events


-- Ownership Interest


-- Gains

--  Losses


--  Contributions from Owners


--  Distributions to Owners

Chapter 5   :   Recognition in Financial  Statements
The chapter discusses the 3 stages of recognition  which are :


--  Initial Recognition


--  Subsequent Remeasurement


--  Derecognition

and then describes the criteria which determine each stage

Chapter 6   :   Measurement in Financial Statements
The following approach is taken.

SYMBOL 183 \f "Symbol"
Initially , when an asset is purchased or a liability incurred , the asset / liability is recorded at historical cost , which at that time is current replacement cost

SYMBOL 183 \f "Symbol"
An asset / liability may subsequently be " remeasured " . In a historical cost system, this can involve writing down an asset to its recoverable amount. For a liability , the corresponding treatment would be amendment of the monetary amount to the amount ultimately expected to be paid

SYMBOL 183 \f "Symbol"
Such re-measurements will depend on whether the new amount can be reliably measured

Chapter 7   :   Presentation of Financial Information
Financial information is presented in the form of a structured set of financial statements comprising primary statements and supporting notes

The primary statements are :


--    profit and loss account


--    balance sheet


--    statement of total recognised gains and losses


--    cash flow statement

Chapter 8 : Accounting For Interests In Other Entities

This chapter explains in detail the distinction between single entity financial statements and consolidated financial statements

It explains that the degree of influence able to be exerted needs to be considered as does the difference between control , joint control and significant influence

In addition , it states that all amalgamations can be characterised as either a purchase (acquisition) or a uniting of interests (merger)

Jan 15 Update
Following the issue of  FRS 102, the contents of the Statement of Principles are now enshrined within Section 2 : Concepts and Pervasive Principles of FRS 102.

