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Conceptual Framework for Financial Reporting

7.17

8.7

Because the statement of profit or loss is the primary source of information about an
entity’ s financial performance for the period, all income and expenses are, in principle
included in that statement. However, in developing Standards, the Board may decide in
exceptional circumstances that income or expenses arising from a change in the current
value of an asset or liability are to be included in other comprehensive income when
doing so would result in the statement of profit or loss providing more relevant
information, or providing a more faithful representation of the entity’ s financial

performance for that period

Under the concept of financial capital maintenance where capital is defined in terms of
nominal monetary units, profit represents the increase in nominal money capital over
the period. Thus, increases in the prices of assets held over the period, conventionally
referred to as holding gains, are, conceptually, profits. They may not be recognised as
such, however, until the assets are disposed of in an exchange transaction. When the
concept of financial capital maintenance is defined in terms of constant purchasing
power units, profit represents the increase in invested purchasing power over the period.
Thus, only that part of the increase in the prices of assets that exceeds the increase
in the general level of prices is regarded as profit. The rest of the increase is treated

as a capital maintenance adjustment and, hence, as part of equity

BC7.24 Accordingly, the 2018 Conceptual Framework sets out a principle that all income and

expenses are included in the statement of profit or loss. The Board’ s intention in
establishing this principle was to emphasise that the statement of profit or loss is
the default location for income and expenses. Thus, decisions to exclude any income and
expenses from the statement of profit or loss and to include them in other comprehensive
income can be made only in exceptional circumstances. Those exceptional circumstances
would be when the Board concludes that requiring or permitting the exclusion of
particular items of income or expenses from the statement of profit or loss would result
in the statement of profit or loss providing more relevant information or providing a

more faithful representation of an entity s financial performance for that period

BC7. 25 The 2018 Conceptual Framework does not include specific guidance on how the Board might

reach that conclusion. The Board expects to take that decision when developing Standards

and to explain its reasons in the bases for conclusions on those Standards. Entities
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cannot take that decision (see paragraph 88 of IAS 1).
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