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FrameworkFrameworkFramework

• does not define 
standards for any 
particular 
measurement or 
disclosure issue



• nothing in the framework 
overrides any specific 
Philippine Accounting 
Standard – Philippine 
Financial Reporting 
Standard

FRAMEWORK:FRAMEWORKFRAMEWORK::



Concepts of capital and 
capital maintenance.

• objective of financial 
statements

qualitative characteristics 
that determine the 
usefulness of information 
in financial statements;

definition, recognition and 
measurement of the 
elements from which 
financial statements are 
constructed; and
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IFRS Financial Statements

• Objective
–provide information about 

financial position, 
performance, cash flows

–useful to a wide range of 
users in making economic 
decisions

FRAMEWORK
PFRS FINANCIAL STATEMENTS 



Conceptual Framework

Objective of
Financial Statements

1st

TO PROVIDE A FAIR PRESENTATION

Financial 
Position 1

Cash Flows
3

Financial
Performance 2

Statement
of Changes
in Equity 4



IFRS Financial Statements

• In PFRS financial statements, PFRS overrides 
– tax rules 
– rules on distributable profits
– banking and insurance regulations
– funding rules for pension plans
– national GAAP

• May need to prepare different financial 
statements for different purposes

FRAMEWORK
PFRS OVERRIDE 
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IASB Framework

• Balance sheet
– assets
– liabilities
– equity

• Income statement
– income 
– expenses

FRAMEWORK
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It meets It meets 
definition of definition of 

asset or liabilityasset or liability

There is any There is any 
probable  future probable  future 

economic benefit economic benefit 
associated with associated with 

asset/liability will asset/liability will 
flow to/from entityflow to/from entity

cost or value cost or value 
can be reliably  can be reliably  

measuredmeasured

When to recognize  Assets/Liabilities



Is it an ASSET?

DEFINITION CRITERIA
a resource controlled by 
the enterprise as a result 
of past events & from 
which future economic 
benefits are expected to 
flow to the enterprise. 
[F.49(a)]

RECOGNITION in 
the BALANCE 
SHEET

1. when it is probable 
that the future 
economic benefits will 
flow to the enterprise 
&

2. asset has a cost or 
value that can be 
measured reliably. 
[F.89]



Is it an LIABILITY?

DEFINITION CRITERIA
present obligation of the
enterprise arising from 
past events, the 
settlement of which is 
expected to result in an 
outflow from the 
enterprise of resources 
embodying economic 
benefits. [F.49(b)]

RECOGNITION in the 
BALANCE SHEET

1. when it is probable that 
an outflow of resources
embodying economic 
benefits will result from 
the settlement of a 
present obligation &

2. amount at which the 
settlement will take 
place can be measured 
reliably. [F.91]



Is it EQUITY?

• residual interest in the assets 
of the enterprise after 
deducting all its liabilities. 
[F.49(c)] 



Is it an INCOME?

DEFINITION CRITERIA
increases in economic benefits
during the accounting period in 
the form of inflows or 
enhancements of assets or 
decreases of liabilities that 
result in increases in equity, 
other than those relating to 
contributions from equity 
participants. [F.70] 

RECOGNITION in the 
INCOME STATEMENT
when an increase in 
future economic 
benefits related to an 
increase in an asset or 
a decrease of a liability 
has arisen that can be 
measured reliably



Is it an EXPENSE?
DEFINITION CRITERIA
decreases in economic 
benefits during the
accounting period in the 
form of outflows or 
depletions of assets or 
incurrences of liabilities 
that result in decreases in 
equity, other than those 
relating to distributions to 
equity participants. [F.70] 

RECOGNITION in the 
INCOME STATEMENT
when a decrease in future 
economic benefits related 
to a decrease in an asset 
or an increase of a 
liability has arisen that 
can be measured reliably



Measurement of Assets/Liabilities
FRAMEWORK

MEASUREMENT: ASSETS & LIABILITIES

ENTRY  PRICES EXIT PRICES

Historical cost Realizable value

Replacement cost Net selling price

Current cost Present value

Value in use



Fair Value of Assets & Liabilities

Characteristics that Substitute for Leadership

Entry Prices Exit Prices

Ability

Experience

Need for independence

Professional orientation

Indifference towards

organizational goals

Formalization

Group cohesion

Inflexibility

A rigid reward structure

ENTRY PRICES

vs

EXIT PRICES

•REPLACEMENT COST
•CURRENT COST

•REALIZABLE VALUE
•NET SELLING PRICE

ENTRY PRICES
vs

EXIT PRICES

BUYER’S
ENTRY PRICE

SELLER’S
EXIT   PRICE

Exchange between Exchange between 
knowledgeable, knowledgeable, 
willing parties in willing parties in 

armarm’’s length s length 
transactiontransaction

IASB FRAMEWORK
Fair Value of Assets & Liabilities



Measurement of Assets/Liabilities

• Initial measurement 
– entry price
– usually ‘cost’
– may need to use ‘fair value’ to determine cost

• Subsequent measurement 
– usually lower of cost-based measurement and 

current exit price
– sometimes required or allowed to use current 

entry price

FRAMEWORK
MEASUREMENT OF ASSETS/LIABILITIES



Valuation methods & PFRS-
standards

PRESENT VALUE

VALUATION
OF  ASSETS

CURRENT VALUE

NRV

HISTORICAL COSTS

FAIR
VALUE

REPLA-
CEMENT
COST

VALUE 
IN USE



Capital Maintenance 
Adjustments

• revaluation or restatement of assets and 
liabilities gives rise to increase or 
decreases in equity.  
– these items are included in equity as 

capital maintenance adjustments or 
revaluation reserves. 
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