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4.36

Losses include, for example, those resulting from disasters such as fire and flood,
as well as those arising on the disposal ‘of non-ctirrent assets. The definition of
expenses also includes unrealised losses, for example, those arising 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. When losses are recognised in the
income statement, they are usually displayed separately because knowledge of

them is useful for the purpose of making economic decisions. Losses are often
reported net of related income.

Capital maintenance adjustments

The revaluation or restatement of assets and liabilities gives rise to increases or
decreases in equity. While these increases or decreases meet the definition of
income and expenses, they are not included in the income statement under
certain concepts of capital maintenance. Instead these items are included in
equity as capital maintenance adjustments or revaluation reserves. These

concepts of capital maintenance are discussed in paragraphs 4.57-4.65 of this
Conceptual Framework.

Recognition of the elements of financial statements

437

4.38

4.39

4.40

Recognition is the process of incorporating in the balance sleetor income
statement an item that meets the definition of an element «nid satisfies the
criteria for recognition set out in paragraph 4.38. It involves tiie depiction of the
item in words and by a monetary amount and the inclasion of that amount in
the balance sheet or income statement totals. Items thag saﬁisfy the recognition
criteria should be recognised in the balance shact o1 income statement. The
failure to recognise such items is not rectifiad *5disclosure of the accounting
policies used nor by notes or explanatory mateiial.

An item that meets the definition of an 3¢ment should be recognised if:

(a) it is probable that any futuse hconomic. benefit associated with the item
will flow to or from the enficy; and

(b)  the item has a cost.or value that can be measured with reliability.*

In assessing whether 2t item meets these criteria and therefore qualifies for
recognition in the financial statements, regard needs to be given to the
materiality considerations discussed in Chapter 3 Qualitative characteristics of useful
financial information. The interrelationship between the elements means that an
item that meets the definition and recognition criteria for a particular element,
for example, an asset, automatically requires the recognition of another
element, for example, income or a liability.

The probability of future economic benefit

The concept of probability 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. The concept is in keeping with the uncertainty
that characterises the environment in which an entity operates. Assessments of

4

A40

Information is reliable when it is complete, neutral and free from error.
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Conceptual Framework

Concepts of capital and capital maintenance

cost and net realisable vahie, marketable securities may be carried a1 market

value and pension liabilities are carried @l their present value.  Furthermore.

some entities use the current cost basis as a response fo rhe inability of the

sistorical cost accounting model Lo deal with the effects of changing prices of

non-menefary asses.

4.58

4 (0

Add

Concepts of capital

& financial concept of capital is adepted by most entities in preparing their
finamcial statements, Under a financial concept of capital, such as invested
maney or invested pirchasing pow
Under a physical concept of capital, such @5 apeTating

or, capital is synonymous with the net assels

ot equily of the entity.
capabilicy. capital is regarded as the productive Gapacity of the enfity based o,
for example, units of output per day.

The selection of the appropriate coneept of capital by an entity shonld be Based
on the needs of the wsers of its financial statements. Thus, 2 finapCial concepl of
capital should be adepted if the users of financial statemetts are primarily
concerned with the maimenance of nominal invested capitalae the
resoof users is with the

purchasing

power of invested capital. if, horwever, 1he main con
operaring capability of the entity, a physical concejst o capital should be used
tes the goal to be attainedin determining profit, even

The concept chosen indic
rorhe coneept

though there may be some measupement dlfficalties in making

eperational,

Concepts of capital maintenznce and the determination
of profit

The concepts of capital in patageaph 4357 give rise to the following concepts of

capital maintenance:
1) Financial copital yruintenance, nder this concepta profit is carned only il
the fimapeel ot money) amount of the net assets al the end of the period
exceeds The Mnancial {or money) ameount of et assers at the beginning of
the period, after excluding iy distriburions to, and contributions rom,
owners during the peried.  Financial capital mainlepance can bz
measured in vither mominal menetary unils or units of constam

purchasing power.

() Physicai capital maintendrce. Under this concept a prodit is eavned only if

the physical productive capacity {or operating capability) of the entity {or
the resources or funds needed to achieve that capacity} at the end of The
period exceeds the physical productive capacity a1 the beginning of the

period, after excluding any distributions to, and contributions rom,
owners during the period.

The concept of capital maintenance ie concerned with ligw an entity defines tle

capital that it seeks to maintain, It provides the linkage between the concepts of

capital and the concepls of profit because it provides the point of reference by
which profit is measured: it is a prevequisite for distinguishing hetween an

entity’s return on capital and its return of capital; only inflows of assers in

= |FRS Foundation
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The aceounting policies that an enlity uses in i1s opening IFRS staternent of
financial position may digfer from those that it used for the same date using its
provious GAAP. The resulting adjustments arise fromn events and transactions
hefore the date of transilion Lo [TRSs. Therefore, an entity shall recognise Those
adjustrents directly in rerained earnings [or, if appropriate, another category of
eguity) at the date of ransition to [F5s.

This [FRS establishes two categories of exceptions 10 the principle 1hat an
entity’s opening [FRS statement of finencial position shall comply with cach
TFES:

{a) paragraphs 14-17 and Appendix B prohibit retrospective application of

some aspects of olher [FR3s.
53] Appendices O-F gran? exemptions from somd requirements of other

IFRSs.

Exceptions to the retrospective application of other
IFRSs

This [FRES prohibits retrospective application of seme aspects Gl evher IFRSs
These excoptions are set oul in pavagraphs 14-17 and Appendix B

Estimates

An entity’s estimates in accordance with IFRSg At die date of transition 1o
IFRSs shall be consistent with estimates woade for the same date in
accordance with previous GAAP {afte - adjustments 1o reflect any
difference in accounting policies), unless there is objective evidence that
those estimates were in error,

[Refer:

Basie for Conclusions paragraph BLUSS

Implementation Guidance parayraphs 163, 167, 1619, 1G20, 1640, 1651 and IG58]

AT entity may receiys inarmation after the date of transition Lo IFRSs about
cqlimates that i\ had” made under previous GAAF. In accordance will
paragraph 14, an entity shall teeat the receipt of that information in the same
way as non-adjusting events after the reporting pericd in aceordance with 145 10
Events after the Beporting Period. [Refer: IAS 10 paragraphs 10 and 11] For example,
seeme that an entitys date of transifion 1o IFRSs is 1 Janmary 20¥4 and new
information on 15 July 2084 requires e revision of an estimate made in
accordance wilh previous CAAP at 21 Docember 20X3: The enrity shall not
reflect that new information in its ppening [FRS statement of financial position
{unless the estimates need adjustment for any differences in arcointing policies
or Lhere is objective evidence that Lhe estimates were in error]. [Refer IAS 8
paragraph 5 (definiiion of prior period errors)] Tnstead, the entity shall reflect that
new information in profit or loss [Refer: 1AS 1 paragraphs 81-108] for, i
appropriate, other comprehensive income) for the yeas erded 31 Dhecember
20X4.

[Refer:

Basis for Conclusions paragraph BLEL

Implementation Guidance paragraphs 1G3(a) and (b), 1G20, 1640, IG51 and 1658

1G example 2]

& |FRS Foundation
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