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WHAT IS FRAMEWORK ? 
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Fundamental 
basis  for  

Development of 
new standard  

Review of existing 
standard  

ASB issued framework 



PURPOSE OF THE FRAMEWORK 
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To Assist 

Enterprises in 
preparation of FS 

in compliance 
with AS 

ASB in its task of 
development & 

review of AS; 

ASB in 
promoting 

harmonisation of 
regulations & AS 

Auditors in 
forming an 

opinion as to 
whether FS 

conform to the 
AS 

Users in 
interpretation of 

FS 

Those interested in 
the work of ASB 



STATUS & SCOPE OF THE FRAMEWORK 
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Framework applies to  

General purpose 

For external users  

Special purpose 

e.g. For tax purpose 



COMPONENTS OF FINANCIAL STATEMENTS 

10 Feb. 2021 © THE INSTITUTE OF CHARTERED ACCOUNTANTS OF INDIA 6 

COMPONENTS OF FINANCIAL STATEMENTS 

Balance sheet 

1. Shows value of economic resources 
controlled by an enterprise.  

2. Provides information about liquidity 
and solvency of an enterprise. 

3. Useful in predicting the ability of the 
enterprise to meet its financial 
commitments. 

Statement of P&L 

1. Presents the result of operations of an 
enterprise for an accounting period. 

2. It shows the performance of an 
enterprise. 

Cash Flow 
Statement 

1. Shows cash inflows & 
outflows   

2. Evaluating the investing, 
financing and operating 
activities. 

Notes & other 
statements  

1. Present supplementary 
information explaining 
different items of FS.  

2. Additional disclosures as 
accounting policies, segment 
reporting, related party 
disclosures, earnings per share 
etc. 



OBJECTIVES & USERS OF FINANCIAL STATEMENTS  
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Users of Financial Statements 

Investors 

Analysis of 
performance, 
profitability, 

financial position 
of company 

Employees 

Knowledge of 
stability, continuity, 

growth 

Lenders 

Determine 
whether their 
loans, and the 

interest attaching 
to them, will be 
paid when due 

Suppliers & Creditors 

Determination of 
credit worthiness 

Customers 

Analysis of stability, 
profitability 

Govt. 

Evaluation of 
entity's 

performance and 
contribution to 

social objectives 

Public 

Determine 
contribution to the 
local economy and 

public at large 

To provide information about the financial position, performance & cash flows of an enterprise that 
is useful to a wide range of users. 

Objective 



OBJECTIVES & USERS OF FINANCIAL STATEMENTS  
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Fundamental Accounting Assumptions  

Going concern (Illu 1 & TYK 3) 

Assumption that an enterprise will 
continue in operation in the 
foreseeable future and no 

intention to curtail the scale of 
operations. 

Accrual (Example 1) 

According to AS-1 Revenues and 
costs are recognised as they are 
earned or incurred (and not as 

money is received or paid) 

Consistency 

Accounting policy can be changed if 
the change is required  

by statute or  

by an AS or  

for more appropriate presentation of 
financial statements. 



QUALITATIVE CHARACTERISTICS OF FINANCIAL STATEMENTS  
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Qualitative Characteristics of Financial 
Statements 

Understandability 

By the users with reasonable 
knowledge of business 

Relevance 

It is not right to think that more 
information is always better.. A 
mass of irrelevant information 

creates confusion and can be even 
more harmful than non-disclosure. 

Reliability Comparability 
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Constraints on Relevant & Reliable information 

Timeliness 

Undue delay in reporting of information lose 
its relevance 

Balance between Benefit 
and Cost 

The benefits derived from information should 
exceed the cost of providing it 
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Qualitative Characteristics of Financial 
Statements 

Understandability 

By the users with reasonable 
knowledge of business 

Relevance 

It is not right to think that more 
information is always better.. A 
mass of irrelevant information 

creates confusion and can be even 
more harmful than non-disclosure. 

Reliability 

To be useful, the information must 
be reliable; that is to say, they must 
be free from material error & bias.  

Comparability 
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Information is reliable only when 

Transactions & events 
reported are faithfully 

represented. 

Transactions and events 
are reported on the 

principle of 'substance 
over form (discussed 

later in AS-1)'. 

The reporting of 
transactions and 

events are neutral, i.e. 
free from bias. 

Prudence is exercised in 
reporting uncertain 

outcome of transactions 
or events. 

The information in 
financial 

statements must 
be complete. 
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Qualitative Characteristics of Financial 
Statements 

Understandability 

By the users with reasonable 
knowledge of business 

Relevance 

It is not right to think that more 
information is always better.. A 
mass of irrelevant information 

creates confusion and can be even 
more harmful than non-disclosure. 

Reliability 

To be useful, the information must 
be reliable; that is to say, they must 
be free from material error & bias.  

Comparability 

FS should permit both inter-firm and 
intra-firm comparison.  

One essential requirement of 
comparability is disclosure of financial 

effect of change in accounting 
policies.  



TRUE & FAIR VIEW 
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 FS are required to show true & fair view  

 Framework does not deal directly with this concept of true & fair value 

 However, application of principal qualitative characteristics & appropriate as results in true & fair FS 



ELEMENTS OF FINANCIAL STATEMENTS  
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Elements of Financial Statements  

Asset 

Meaning 

An asset is  a resource controlled by 
the enterprise  as a result of past 

events  from which future economic 
benefits are         

expected to flow to the enterprise. 

Recognition 

Need not have physical substance 
(Intangible / monetary asset)  

May not be owned but it is controlled by 
entity e.g. Finance lease Not recognised 

if control is not sufficient Probable to 
generate future economic benefits (if 
not recognize expense) Cost / Value 

measured reliably 

Liability Equity Income Expenses 
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Elements of Financial Statements  

Asset Liability 

Meaning 

A liability is a present obligation of the 
enterprise arising from past events,  the 

settlement of which is expected to  

result in an outflow of a resource  

embodying economic benefits.   

Recognition 
(Example 2) 

Present obligation (AS 29) 

Certain provisions like depreciation 
impairment loss, provisions for doubtful 
debts are provide the scope of AS 29 & 

hence not considered as liability  
Outflow of economic resources 

measured reliably  

Equity Income Expenses 
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Elements of Financial Statements  

Asset Liability Equity 

It is a residual interest in the 
assets - liabilities. In other 
words, equity represents 

owners' claim consisting of 
items like capital and reserves.  
The value of equity may change 

either through contribution 
from / distribution to equity 

participants or due to income 
earned /expenses incurred. 

Income 

Income is increase in economic benefits 
during the accounting period in the 
form of inflows or enhancement of 
assets or decreases in liabilities that 

result in increase in equity. The 
definition of income includes revenue & 

gains. Revenue arises in the ordinary 
course of business, e.g. sales.  Gains 
may or may not arise in the ordinary 

course of business, e.g. profit on sale of 
PPE. Gains are shown separately in the 
statement of to assess performance of 

the enterprise. Increase in Income = 
increase of asset or reduction of 

liability.  

Expenses (Ex. 4 & TYK 2) 

An expense is decrease in economic 
benefits during the accounting period in 

the form of outflows or reduction of 
assets or incurrence of liabilities that 

result in decrease in equity.  The 
definition of expenses includes expenses 

that arise in the ordinary course of 
business, e.g. wages paid.  Losses may or 
may not arise in the ordinary course of 

business, e.g. loss on sale of PPE. Losses 
are shown separately in the statement 

of to assess performance of the 
enterprise.  Expenses incurred = 

reduction of asset or increase of liability.  
Expenses are recognised in Profit & Loss 
A/c by matching them with the revenue 

generated.  
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Measurement bases 

Historical Cost (Example 5) 

Historical cost means acquisition price. 
Assets are recorded at an amount of cash 
paid or the fair value of the asset at the 

time of acquisition. Liabilities are recorded 
at the amount received in exchange for 

the obligation. 

Current Cost 

Assets are carried out at the amount 
of cash that would have to be paid if 

the same asset was acquired 
currently.  Liabilities are carried at 
amount that would be required to 

settle the obligation currently. 

Realizable Value 

For assets, this is the amount of cash 
currently realisable on sale of the 
asset in an orderly disposal.  For 

liabilities, amount expected to be 
paid on settlement of liability in the 

normal course of business. 

Present Value (Illu 2) 

Assets are carried at the present 
value of the future net cash inflows 
generated in the normal course of 
business.  Liabilities are carried at 
the present value of the future net 
cash outflows to be settled in the 

normal course of business. 

Measurement is the process of determining money value at which an element can be recognised in the balance sheet or 
statement of profit and loss.  



CAPITAL MAINTENANCE 
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Measurement bases 

At historical Cost (Illu 3) 

Opening and closing assets are stated 
at historical costs 

At current purchasing power (Illu 4) 

Restatement at closing prices using 
average price indices 

Physical capital maintenance (Illu 5) 

Restatement at closing prices using 
specific price indices 
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THANK YOU 


