


































































3 
CHAPTER 

ACCOUNTING STANDARDS 

COMPANIES (ACCOUNTING STANDARD) RULES, 2021) 

Q. 1. Define "Small and Medium Sized Company" as defined in the Companies 
(Accounting Standards) Rules, 2021. 

Opriyesh bhore 

Ans. Small & Medium Sized Company [Rule 2(e)]: Srnall and Medium Sized Company 
(SMC) means, a company 

(i) Whose equity or debt securities are not listed or are not in the process of listing on 
any stock exchange, whether in India or outside India. 

(i) Which is not a bank, financial institution or an insurance company. 
(iii) Whose turnover (excluding other income) does not exceed 250 Crore in the imme 

diately preceding accounting year. 

(iv) Which does not have borrowings (including public deposits) in excess of? 50 Crore 
at any time during the immediately preceding accounting year. 

(v) Which is not a holding or subsidiary company of a company which is not SMC. 

Explanation: A company shall qualify as SMC, if the conditions mentioned therein are satisfd. as at the end of the relevant accounting period. 

(ACCOUNTING STANDARDS 

Q.2. Write a short note on: Significance of Accounting Standards 
[June 2005 (4 Marks)], (Dec. 2005 (5 Marks)] 

Or 
Write a short note on: Objectives of accounting standards 

(Dec. 2008 (3 Marks)], (Dec. 2017 (S Marks)J 
Ans. Objectives of accounting standards are as follows: 

(i) To harmonize different accounting policies and practices use in a country. 
(ii) To standardize accounting methods and procedures. 

(iii) To reduce the accounting alternatives in the preparation of financial statements 
(iv) To lay down principles for preparation and presentation. 
(v) To establish benchmark for evaluating the quality of financial statements. 

3.1 



3.2 

(vi) To cnsure the users of financial statements get creditable hnancial informa: 

() To attain international levels in the related areas. 

Accounting Standards reduce to a considerable extentor climinate altogetherwvide va 
in the accounting treatrments used to prepare and present hnancial statements Thus, the 

obiective of an Accounting Standard is to harnonize the diverse accouanting practice 

preparation and presentation of fnancial statements So as to facilitate basic ot followed in the 
intra-firm comparison. 

PART I: cORPORATE ACCoUNTING 

Consider the following exanple: 

Particulars 
Profits before depreciation 
Gross Block 

Net Block 
Depreciatton method 
Depreciation rate 

A Ltd. 

?10 Crore 
710 Crore 

79 Crore 

SLM 

10% 

R1 Crore 

BLId. 

79 Crore 

10 Crore 
10 Crore 

79 Crore 
WDY 

10P% 
Depreciation amount 
Profits after depreciation 

Thus, the profits of A Ltd. are lower by ?10 Lakh as compared to B Ltd., because of the 

depreciation method followed. Similarly, a change in an accounting policy, over a period 
of time, by an enterprise renders intra-firm comparison a meaningless exercise. 

Q.3. Write a short note on: Generally Accepted Accounting Principles (GAAP) 
Dec. 2005 (4 Marks)] 

z90 Lakh 
29.10 Crore 

Ans, GAAP Tefer to the standard framework of guidelines for financial accounting used 
in any given jurisdiction; generally known as accounting standards. 

GAAP includes the standards, conventions, and rules accountants follow in recording and 
summarizing, and in the preparation of financial statements. 
Indian GAAP is nothing but a set of accounting standards that every company operating ir 
India has to follow when reporting its financial results. esults. Generally Acceptable Accountin 
Standards differ for each country as they incorporate policies and procedures that haw 
to be followed for financial disclosures as per the standards set in each country. ICAI 1 
the body in India that has set the Accounting standards that need to be followed whil 
financial reporting, all CAs, its' members, are an integral part of the corporate in Ind 
have the responsibility to report and furnish the financial results as per the set standard 
So Indian Accounting Standards are termed as Indian GAAP. While US has its own s 

This helps in that all companies follow uniform procedure in financial disclosures whic 
are widely acceptable and followed int in the country. 

0.4. What is the procedure for issue of Accounting Standard In India by ICA 
[Dec. 2006 (5 Marks 

of accounting Standards termed as US GAAP; a non-US company when presenting 
inancial results in US has to follow US GAAP. 



h 

CH. 3: ACCOUNTING STANDARDS 

Ans. Procedure for issue of AS in India by 1CAI: 

Determinatíon of broad areas, by ASB. in which AS are required 

Preparation of preliminary draft by Study Groups 

Consideration of preliminary draft by ASB & making revision if 
required 

Circulation of Draft to Council, member of ICAI & other bodies 
such as DCA, C&AG, CBDT, ICWAI, ICSI, RBI, SEBI, etc. 

Meeting with the representative of specified bodies to ascertain 
their views, finalization of exposure drafts 

Issue of cxposure drafts, for comments, to members of ICAI, 

specified bodies, stock exchanges, etc, 

Preparation of final draft by ASB in the light of comments received 

Submission to Council of ICAI, consideration of the same by 
Council, modifications carried out (if required) 

Issue of accounting standard by ICAI 

Q. 5. "Accounting standards are formulated in conformity with the provisions 
of the applicable laws, customs, usages and business environment of 
Comment. 

Or 

"Accounting Standards are mandatory for all companies." Comment. 

3.3 

a country. 
[June 2008 (5 Marks)] 

(Dec. 2009 (3 Marks)] 
Ans.Accounting standards issued by the ICAl have legal recognition through the Companies 
Act, 2013. 

The Companies Act, 2013 makes following provisions relating to compliance of Accounting 
Standards: 

(1) The financial statements of every company shall comply with the Accounting Stan 
dards. (Section 129(1)) 

(a) Deviation from the Accounting Standards. 
(b) Reasons for such deviation. 

(2) Where the Profit & Loss Account and the balance sheet do not comply with the 
Accounting Standards, such companies shall disclose, the following: 

(c) Financial effect due to such deviation. [Section 129(5)] 

LANN 



3.4 
(3) The Board's report shall also incude a Directors s Responsibility Statement indicai, 

therein that in preparationc ofannual accounts, the applicable. Accounting Standa 
had been followed along with proper explanation nlating to material depan 

[Section 134(5)) 

(4) The auditor's report shall also state whether, in his opinion, the Profit & 

PART I: CORPORATE ACCOUNTING 

and the balance sheet comply with Accounting Standards. Where answer to 

bovein negative or with qualification, it shall also state the reasons thereof. 

Q.6. State the objectives of the Accounting Standards Board. 

in April, 1977. 

Ans. Recognizing the need to harmonize the diverse accOunting policies and pract 
[Dec. 2013 (3 Marks)1. June 2018 (5 S Marks 

accounting, the Council of the ICAl constituted the Accounting Standards Board (ASB 
present in use in India and keeping in view the Intenational developments in the feld 

& Loss Accoun 

Following are the objectives of the Accounting Standards Board: 

oped. 

(a) To conceive of and suggest areas in which Accounting Standards need to be 

(b) To fommulate Accounting Standards with a view to assisting the Council of the ICu 
in evolving and establishing Accounting Standards in India. 

(c) To examine how far the relevant IFRS can be adapted while formulating th 
Accounting Standard and to adapt the same. 

(d) To review, at regular interals, the Accounting Standards from the point of vicw ol 
acceptance or changed conditions and if necessary, revise the same. 

(e) Topruvide, from time to time, interpretations and guidance on Accounting Standart 
) To camy out other functions relating to Accounting Standards. 

0.7. State the functions of National Financial Reporting Authority to provide lor 
matters relating to accounting and auditing standards. [June 2016 (3 Marksll 
Ans. Constitution of National Financial Reporting Authority [Section 132(1)): The 
Central Government may, by notification, constitute a National Financial Reporting 
Authority (NFRA) to provide for matters relating to accounting and auditing standars 
under Companies Act, 2013. 

Functions of NFRA |Section 132(2)]: Functions of the National Financial Reportiny 
Autharity are as tollows: 

standard 

) To make recommendations to the Central Govermment on the formulation and aye down of accounting and auditing policies and standards for adoption by compa er class ot companies or their aud1tors 
(1 To mnitor and enforce the compliance with accounting standards and audie 

) Teersce the qualry cf scrice of the professions associated with ensuring co atce with sh standards, and suggest measures required for improvement in qualin 
ct serice and othr related prescibed matters 4 To petfuaa suh cther functiuns reat1ng to clauses (a), (b) and (c) as may b 



CH, 3: ACCOUNTING STANDARDS 

0.8. What are the disclosure requirements with regard to 'Significant Accounting 
[June 2017 (5 Marks)] 

Policies'? 

Ans.To ensure proper understanding of financial statenents, it is necessary that all significant 
accounting adopted in the preparation and presentation of financial statements 

should be disclosed. Such disclosure should form part of the financial staterments. It would 
disclosed as such in one place 

be helpful to the reader of financial statements if they 
instead of being scattered over several statements. schedules and notes 

In respect ofreporting of accounting policies, company need to follow following principles. 

1. All significant accounting policies adopted in the preparation and presentation of 

financial statements should be disclosed. 

2. The disclosure of the significant accounting policies should form part of the financial 
should be normally disclosed at one place. statements and should 

3.5 

3. Anychange in the accountingpolicies which has a material effect in the curent period 

or which is reasonably expected to have a material effect in later periods should be 

disclosed. In the case of a change in accounting policies which has a malerial effect 
in the current period, the amount by which any item in the financial statements is 

affected by such change should also be disclosed to the extent ascertainable. Where 

such amount is not ascertainable, wholly or in part, the fact should be indicated. 

4. If the fundamental accounting assumptions, viz. Going Concern, Consistency and 

Accrual are followed in financial statements, specific disclosure is not required. If a 

fundamental accounting assumption is not followed, the fact should be disclosed. 

IFRS 

Q.9. Discuss the roadmap for implementation of Indian Accounting Standards (Ind 
AS) to achieve convergence with IFRS. 

Ans. The MCA, in 2015, had notifed the Companies (Indian Accounting Standards (IND 
AS) Rules 2015, which stipulated the adoption and applicability of Ind AS in a phased 

manner beginning from the Accounting period 2016-2017. 
Roadmap for implementation of Indian Accounting Standards (Ind AS): 

() For accounting period beginning on or after 1* April, 2016: Following companies 
shall comply with the Ind AS: 

(a) Companies whose equity or debt securities are listed or are in the process of 
listing on any stock exchange either in India or out of India and having the net 
worth of R500 Crore or more. 

(b) Unlisted companies having the net worth of ?500 Crore or more. 

(c) Holding companies, subsidiary companies,joint venture or associate companies 
of the companies mentioned at (a) or (b) above. 

(ü) For accounting period ending on or after 1" April, 2017: Following companies 
shall comply with the nd AS: 
(a) Listed companies having net worth of less than 500 Crore. 



3.6 

(b) Unlisted companies s having net worth ofk250 Crorr or more buu. 

less lhanR Crore. 

(c) Holding, subsidiary, 
mentioned at or (b) above. 

later on does not apply to it. 

Once a company starts applying Ind ASs for the preparation of the fnancial state 

above, it will have to prepare ihe fnan statements in compliance with the Ind ASs forall the subscquent years s even ifthe criter based on the mandatory criteria specitied 

PART I; CORPORATE ACCOUNTING 

y, joint venture and associate companies of 

for the accounting B period starting on or after [" April, 2015. However. such a compa Acompanymay voluntarily apply the Ind ASs forthe preparation of the financial, 

statemet cannot subsequently revert back to the preparation of financial statements by adopting 

Accounting Standards specified under the Companies (Accounting Standarde) 

Rules,202 
0. 10. Explain: Features of Interational Financial Reporting Standarde 

Ans. Features of International Financial Reporting Standards (IFRS) are: 
1. Single set of Accounting Standards based on lair value that would enable in 

tionally to standardize and assure better quality on a global screen. 

2. It would also permit international capital to flow more Ereely, enabling come 
to develop consistent global practices on accounting problems. 

Ans. 

It would be beneficial to the regulators too, as the complexity associated witk a 

understanding of various reporting regimes would be reduced. 

4. For investors, it gives a better understanding to the financial statements and asgy 
the ínvest1nent opportunitics available in foreign countries other than their hoe 

country. 
5. It also benefits the accounting professionals in a way that they will be able tos 

their services in the different parts of world. 

convertible Into 

he compan 

Problem No. 1] Jeevan Ltd. earned a net profit after tax of 90,00,000 during th 
year ended 31.3.2012. The company's equity capital is 10,000 shares of 10 eact 

has also issued 5,000, 20%% convertible debentures of 20 ead The commpany shares sat par:. Compute the basic EPS and diluted EPS as per 

Calculation of EPS: 

EPS = 

20, assuming income tax rate at 30%. 

PROBLEMS & SOLUTIONS 

90,00,000 
10,000 

Profit available for equity shareholder Weighted average number of shares 

[June 2014 (3 Markl 



Calculation of diluted EPS: 
Net profit for the curent year 
(+) Saving in interest expenses due conversion of debenture in to shares 
-Increase in tax due saving in interest expenses (20,000 x 30%) 

Adjusted net profit 

No, of shares before conversion of debenture in to cquity shares 
Additional equity shares due to conversion of debentures (5,000 x 20)/10 

Adiusted shares after conversion of debenture in to shares 

Diluted EPS = Adjusted net profit 

share 

CIH. 3: ACCOUNTING STANDARDS 

Ans. 

e (EPS) of the c 

90,14,000 

EPS = 

Adjusted shares 

= 450,70 

Net profit for the current year 

Calculation of EPS: 

Number of equity shares outstanding 

20,000 

Number of 10% convertible debentures of ? 100 each 

(Each debenture is convertible into 10 equity shares) 
Interest expense for the current year 
Tax relating to interest expenses 

83,00,000 

= 4.15 

Problem No. 2] From the following information, calculate diluted earnings per 

20,00,000 

company: 

Profit available for equity shareholders 
Weighted average number of shares 

shares 

Calculation of diluted EPS: 

Net profit for the current year (after tax) 

3.7 

90,00,000 
20,000 

Increase in tax due saving in interest expenses (10,00,000 x 30%) 
Adjusted net profit 

(6,000) 
90,14,000 

10,000 
10,000 

20,000 

83,00,000 
20,00,000 

1,00,000 

10,00,000 
30% 

(Dec. 2015 (3 Marks)] 

(+) Saving in interest expenses due conversion of debentures in to cquity 10,00,000 
83,00,000| 

(3,00,000) 
90,00,000 



No. of shares before conversion of debenture in to shares 

PART I :CORPORATE ACCOUNTING 

Additional equity shares due to conversion of debentures (1,00,000 x 10) 

|Adjusted shares after conversion of debenture in to shares 

Diluted EPS = 
Adjusted net profit 

Adjusted shares 

90,00,000 
30,00,000 

3.00 

20,00,06% 10,00,06% 30,00,00 
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