Framework
Purpose and status
1. It sets out the concepts that underlie the preparation and financial statements of financial statements for external users.   
      – Framework
2. The framework assists this council in developing future Phil. Financial Reporting standards and helps in reviewing existing standards  
- Accounting Standard council (ASC)
3. The framework assists these people in applying Philippine Financial standards      

- Preparers of financial statements
4. The framework assists these people in forming an opinion whether financial statements conform with Philippine Financial Reporting Standards. 
      – Auditors

5. The framework also assists these people in interpreting information contained in financial statements. 
– Users
6. The Framework is not a PFRS, therefore if there is conflict between the framework and the PFRS the one that prevails is the? 
– PFRS

Scope
7. The framework deals with the following except
a) Objectives of FS

b) Qualitative characteristics of FS

c)  Reasons for making FS

d) Definition, recognition and measurement of the elements from which FS are constructed

e) Concepts of Capital and capital maintenance

   -C. Reasons for making FS

8.  The Framework is concerned only with (general-purpose / special purpose) FS. 

· General purpose
9.  Is an entity for which there are users who rely on the financial statements as their major source of financial information about the entity.  
– Reporting entity
Users and their information Needs.
10. These are users of financial statements who need information to help them determine whether they should buy, hold or sell. They are also interested in information which enables them to assess the ability of the entity to pay dividends. 
–Investor
11. These are users of financial statements who need information about the stability and profitability of the entity. They are also interested in the ability of the entity to provide remuneration and retirement benefits. 
-Employees
12.  These are users of financial statements who need information that enables them to determine whether heir loans, and the interest attaching to them will be paid when due.
 –Lenders
13. These are users of financial statements who need information that enables them to determine whether amounts owing to them will be paid when due. They are likely to be interested in an entity over a shorter period than lenders unless they are dependent upon the continuation of the entity as a major customer.  
· Suppliers and other trade creditors.
14. These are users of financial statements who need information about the continuance of an entity, especially when they have a long term involvement with, or are dependent on , the entity.
 –Customers
15. These are users of financial statements who are interested in the allocation of resources and therefore the activities of entities. They also require information to regulate activities of the entity, taxation policies and as basis for national income and similar statistics. 
· Governments and their agencies
16.  Entities may affect these people in many ways. Entities may make a substantial contribution to the local economy like the number of people they employ and their patronage of suppliers. 
–Public
17.  They have the primary responsibility for the preparation and presentation of the financial statements of the entity.
 –Management
Objective of Financial Statements

18.  The FS provide information about the following except:
a. Financial position

b. Names of investors

c. Performance

d. Changes in financial position

    -B Names of investors

19.  Financial statements prepared for the purposes above do not provide all information that users might need because they do not necessarily provide what kind of information:   
- Non-financial information
Financial Position, Performance and Changes in Financial Position

20.  This is affected by the economic resources it controls, its financial structure, its liquidity and solvency, and its capacity to adapt to changes in the environment in which it operates. 
-Financial Position
21.  This refers to the availability of cash in the near future after taking account of financial commitments over this period. 
–Liquidity
22. This refers to the availability of cash over the longer term to meet financial commitments as they fall due. 
-Solvency

23.  It refers to the profitability of the entity. This is useful in predicting the capacity of the entity to generate cash flows from its existing resource base.
 –Performance of an entity
24. This information is useful in order to assess its investing, financing and operating activities during the reporting period. 
–Changes in financial position
25.  Information about financial position can be found here.
 –balance sheet
26.  Information about performance is primarily provided in this statement. 
–income statement
27.  Information about changes in financial position is provided in a? 
–cash flow statement
Underlying Assumptions

28. This assumption states that effects of transactions and other events should be recognized when they occur and not as cash or its equivalent is received or paid and they are reported in the financial statements of the periods which they relate.

–Accrual basis
29.  Under this assumption, financial statements should be prepared in a way that the entity will still continue in operation for the foreseeable future.  
–Going concern 
Qualitative Characteristics of Financial statements

30.  This characteristic states that financial statements should be readily understandable by users. This characteristic assumes that users must have a reasonable knowledge for business and economic activities and accounting.          
-Understandability
31.  If this characteristic is followed, the financial statements would answer the decision-making needs of users helping them evaluate past, present or future events or confirming, or correcting their past evaluations. 
-Relevance
32.  Information is ______ if its omission or misstatement could influence the economic decisions of users taken on the basis of the financial statements.                  
-Material
33. _______ provides a threshold or cut-off point rather than being a primary qualitative characteristic which information must have if it is to be useful.  
    -materiality 

34.  In this characteristic Financial statements must be free from material error or bias and can be depended upon by users to represent faithfully that which it either purports to represent or could reasonably be expected to represent. 
- Reliability 
35.  In this criterion for reliability, it is a violation when entities would not recognize items whose measurement of financial effects could be so uncertain. 
– Faithful Representation 
36.  In this criterion for reliability, it is necessary that transactions are accounted for and presented in accordance with their substance and economic reality and not merely their legal form. 
  –Substance over form
37.  To be reliable, information must follow this criterion wherein it should be free from bias. Financial statements are not following this criterion by the selection or presentation of information; they influence the making of a decision or judgment in order to achieve a predetermined result or outcome.    
- Neutrality
38.  __________ is the inclusion of a degree of caution in the exercise of the judgments needed in making the estimates required under conditions of uncertainty, such that assets or income are not overstated and liabilities or expenses are not understated.
 – Prudence (Conservatism)
39.  In this criterion for reliability the financial statements must have no omissions and additions so that it would be reliable   
-completeness
40.  In this characteristic, users wish to compare the financial position, performance and changes in financial position of an entity over time, it is important that the FS show corresponding information for the preceding periods.   
- Comparability 
Constraints on relevant and reliable information 
41.   In this constraint, to provide information on a timely basis it may often be necessary to report before all aspects of a transaction or other events, thus impairing its reliability. Conversely, if reporting is delayed until all aspects are known, the information may be highly reliable but of little use to users who have had to make decisions in the interim(relevance). They should be balanced                   
-Timeliness 
42.  The evaluation of this constraint is substantially a judgmental process. The benefits that can come from the information must exceed the cost of providing it.   
–balance between benefit and cost
43.  In this constraint preparers of FS should aim to achieve an appropriate balance among the characteristics in order to meet the objective of financial statements. The relative importance of the characteristics in different cases is a matter of professional judgment.  
– Balance between qualitative characteristics.
Elements of Financial statements

44. Financial statements portray the financial effects of transactions and other events by grouping them into broad classes according to their economic characteristics. These broad classes are called ______. 
– Elements of financial statements
45.  The elements directly related to the measurement of financial position in the balance sheet are the _____________.     
–Assets, liabilities and equity.
46.  The elements directly related to the measurement of performance in the income statement are the ___________. 
 – Income and expenses.
47.  The statement of changes in financial position usually reflects in the _________ because this framework identifies no elements that are unique to this statement.          
–Income statement elements and changes in the balance sheet elements.
Financial Position

48.  Is 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?  
 -assets
49.  is 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.   
 - Liabilities
50.  Is the residual interest in the assets of the entity after deducting all its liabilities?    
–equity
Assets

51.  Future economic benefits in an asset may flow to the entity through these except

a. Used singly or in combination with other assets in the production of goods or services to be sold by the entity.

b. Exchanged for other asset

c. Used to settle a liability

d. Can add to the entities liabilities

e. Distributed to the owners of the entity

 -D can add to the entities liabilities

52. True/false. Assets only include physical things. Patents and copyrights are not assets.   
-false 

53.  True/false A property held on lease is an asset if the entity controls the benefits which are expected to flow from the property.    
-true
54.  True/false. When an entity incurs expenditure, this may provide evidence that future economic benefits were sought but is not conclusive proof that an item satisfying the definition of an asset has been obtained. For example, items that have been donated to the entity may satisfy the definition of an asset.   
-true
Liabilities 

55. Is a duty or responsibility to act or perform in a certain way. 
 -obligation
56.  This action usually involves the entity giving up assets in order to satisfy the claim of the other party.     
· Settlement of present obligation
57. Settlement of present obligation may occur in these ways except:

a. Payment of cash

b. Transfer of other assets

c. Provision of services

d. Replacement of that obligation with another obligation

e. Conversion of the obligation to equity

f. Acquiring the embodying economic benefits.

    - F Acquiring the embodying economic benefits
58.  are liabilities that can only be measured bY using a substantial degree of estimation.  
 -provisions
Equity

59. Although equity is described as a residual, it may be sub classified in the balance sheet. Other forms of equity are the following except
a. Funds contributed by shareholders

b. Assets bought by the entity

c. Retained earnings

d. Reserves representing appropriations of retained earnings

e. Reserves representing capital maintenance adjustments
   -B Assets bought by the entity
60.  The creation of these things is sometimes required by statute or other law in order to give the entity and its creditors an added measure of protection from the effects of losses.   
–reserves
Performance

61.  This is frequently used as a measure of performance or as the basis for other measures, such as return on investment or earnings per share.         
 -profit
62.  This is an increase in economic benefits during the accounting period in the form of inflows or enhancements of assets or incidences of liabilities that result in increases in equity other than those relating to contributions to equity participants.   
-income

63.  These are decreases in economic benefits during the accounting period in the form of outflows or depletions of assets of incidences of liabilities that result in decreases in equity, other than those relating to distributions to equity participants. 
–expenses 
Income

64. This arises in the course of the ordinary activities of an entity and is referred to by a variety of names including sales, fees, interest, dividends, royalties and rent.      
-revenues 

65.  These represent other items that meet the definition of income and may or may not arise in the course of the ordinary activities of an entity.  These include those arising on the disposal of non-current assets.
 –Gains

66. For example, gains that are arising on the revaluation of marketable securities and those resulting from increases in the carrying amount of long terms assets are called ____. 
 –unrealized gains  

Expenses
67. These arise in the course of the ordinary activities in the entity that includes cost of sales, wages and depreciation.
- Expenses
68. These represent other items that meet the definition of expenses and may or may not arise in the course of the ordinary activities of the entity. These include those resulting from disasters such as fire and flood as well as those arising on the disposal of non-current assets.       
  - Losses
69.  For example, losses that arise from the effects of increases in the rate of exchange for a foreign currency in respect of the borrowings of an entity in that currency. 
–Unrealized losses
70.  The revaluation or restatement of assets and liabilities gives rise to the increase or decrease in what?   
 -Equity
71.  Is the process of incorporating in the balance sheet or income statement an item that meets the definition of an element and satisfies its criteria. 
-recognition
72.  an item should be recognized if these are met except
a. It is bought by the entity’s owner

b. It is probable that any future economic benefit associated with the item will flow to or from the entity

c. The item has a cost or value that can be measured with reliability                            

                 -A It is bought by the entity’s owner
The probability of future economic benefit

73.   This concept is used in the recognition criteria to refer to the degree of uncertainty that the future economic benefits associated with the item will flow to or from the entity.     
-Probability
74.  assessments of the degree of uncertainty attaching to the flow of future economic benefits are made on  the basis of the evidence available when  _____ are prepared.  
· financial statements
Reliability of Measurement

75.  The use of these is an essential part of the preparation of FS and does not undermine their reliability.      
-estimates
76.  When a reasonable estimate cannot be made, the item (is / is not) recognized in the balance sheet or income statement. 
–Is not
77.  If a reasonable estimate cannot be made, the item (should be / should not be) disclosed in the notes, explanatory material or supplementary schedules.   
 –should be
Recognition of Assets

78.  An asset (is / is not) recognized in the balance sheet when expenditure has been incurred for which it is considered improbable that economic benefits will flow to the entity beyond the current accounting period.   
– is not
79.  Obligations under contracts are equally proportionately unperformed (for example, liabilities for inventory ordered but not yet received) are generally (recognized / not recognized) as liabilities.   
–not recognized
Recognition of income

80. Is recognized in the income statement when increase in future economic benefits related to an increase in an asset or decrease in a liability has arisen that can be measured reliably. 
 -income
81.  This occurs simultaneously with the recognition of increases in assets or decreases in liabilities.   
  –recognition of income
Recognition of expenses

82.  are recognized in the income statement when a decrease in future economic benefit related to a decrease in an asset or an increase of a liability has arisen that can be measured reliably
. -expenses
83.  This occurs simultaneously with the recognition of an increase in liabilities or a decrease in assets.   
  – Recognition of expenses
84.  This process involves the simultaneous or combined recognition of revenues and expenses that result directly and jointly from the same transactions or other events. For example, the various components of expense making up the cost of goods sold are recognized at the same time as the income derived from the sale of the goods.  
– Matching of costs
85.  This is used when economic benefits are expected to arise over several accounting periods and the association with income can only be broadly or indirectly determined, expenses are recognized in the income statement on the basis of __________.
 –Systematic and rational allocation procedures
86.   These allocation procedures are intended to recognize expenses in the accounting periods in which the economic benefits associated with these items are consumed or expire. This expense is referred to as _________.
  –depreciation or amortization
87.  An expense ( is / is not ) recognized in the income statement when an expenditure produces no future economic benefits or when and to the extent that future economic benefits do not qualify or cease to qualify for recognition in the balance sheet as an asset.      
 - is
88.  An expense (is/ is not) recognized in the income statement in those cases when a liability incurred without the recognition of an asset as when a liability under a product warranty arises.      
  -is
Measurement of the elements of financial statements

89.  Is the process of determining the monetary amounts at which the elements of the financial statements are to be recognized and carried in the balance sheet and income statement?         
-Measurement
Measurement bases

90.  In this basis assets are recorded at the amount of cash or cash equivalents paid or the fair value of the consideration given to acquire them at the time of their acquisition   
 - Historical Cost
91.  In this basis assets are carried at the amount of cash or cash equivalents that would have to be paid if the same or an equivalent asset was acquired currently.   
–Current cost
92.  In this basis assets are carried at the amount of cash or cash equivalents that could currently be obtained by selling the asset in an orderly disposal. 
–Realizable (settlement) value
93.  In this basis assets are carried at the present discounted value of the future net cash inflows that the item is expected to generate in the normal course of business.  
 –present value
94.  In this basis Liabilities are carried at the present discounted value of the future net cash outflows that are expected to be required to settle the liabilities in the normal course of business.  
– Present value
95.  In this basis, liabilities are carried at their settlement values, that is the undiscounted amounts of cash or cash equivalents expected to be paid to satisfy the liabilities in the normal course of business.   
– realizable(settlement) value
96.  In this basis liabilities are carried at the undiscounted amount of cash or cash equivalents that would be required to settle the obligation currently.    
–current cost
97.  In this basis liabilities are recorded at the amount of proceeds received in exchange for the obligation, or in some circumstances at the amounts of cash or cash equivalents expected to be paid to satisfy the liability in the normal course of business.      
  –Historical cost
Concepts of Capital and capital maintenance

Concepts of capital

98. Under the ___________ of capital, such as invested money or invested purchasing power, capital is synonymous with the net assets or equity of the entity.   
 –financial concept  

99. Under a ___________ of capital, such as operating capability, capital is regarded as the productive capacity of the entity based on for example, units of output per day.
 –physical concept
100. If users of financial statements are primarily concerned with the maintenance of nominal invested capital or the purchasing power of invested capital then this concept should be adopted. 
 –Financial concept
101.  If the financial statements users’ main concern is with the operating capability of the entity, this concept should be used. 
–physical concept 
Concepts of Capital maintenance and the determination of profit

102.  Under this concept, a profit is earned only if the financial amount of the net assets at the end of the period exceeds the financial amount of net assets at the beginning of the period, after excluding any distributions to, and contributions from, owners during the period.  
 – Financial capital maintenance
103.  This capital maintenance concept can be measured in either nominal monetary units or units of constant purchasing power.  
 – Financial capital maintenance
104.  Under this concept, a profit is earned only if the physical productive capacity of the entity at the end of the period exceeds the physical productive capacity at the beginning of the period after excluding any distributions to and contributions from the owners during the period.   
– Physical capital maintenance
105.  Is the residual amount that remains after expenses have been deducted from income?     
   -profit
106.  is the residual amount that remains after income has been deducted from expenses.     
  –net loss 
107.  When the financial capital maintenance is defined in terms of nominal monetary units, profits represents the increase in nominal money capital over the period. Increases in the prices of assets held over the period or referred to as _________ are conceptually profits.       
   – holding gains
108.   When the financial capital maintenance is defined in terms of _______________ 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.
 – Purchasing power units
109.  (continuation) The rest of the increase is treated as a ____________ and hence, as part of equity.    
 –capital maintenance adjustment
110.  Under the concept of physical capital maintenance when capital is defined in terms of the physical productive capacity, profit represents the increase in _______ over the period.     
 - Capital
111.  (Continuation) all price changes affecting the assets and liabilities of the entity are viewed as changes in the measurement of the physical productive capacity of the entity; hence they are treated as__________ that are part of equity and not as profit.  
 –maintenance adjustment
-THE END-
· This framework is based on the IASB Framework for the Preparation and Presentation of Financial Statements.

· ASC originally approved this framework in January 2000 and the editorial changes made in March 2005
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