NET PROFIT OR LOSS FOR THE PERIOD

AS 5 BRIOR PERIOD ITEMS & CHANGES IN '
ACCOUNTING POLICIES

NB Pg, No

ohcé of 50,000 was still appearing as synq,
d. The company is certain that this amouynt i

? Question 1 S :

From the past 5 financial years, an old outstanding bal
creditor in the current year balance sheet of People Lt
not payable due to one or more reasons.

Therefore, it decided to write off the said amount in its current yeq
it as income. The company treated the amount of ¥ 50,000 wri
made the adjustments accordingly.

The company is of the view that since sundry balances were recognized in the prior period(s), its
related written-off amount should be treated as a prior period item.

Solution :

No, the company is not correct in treating the amount written off as a prior period item. As per AS 5,
prior period items are income or expenses which arise in a current year due to errors or omissions in
the preparation of the financial statements of one or more prior period(s).

Writing off an old outstanding balance in the current year which is appearing in its books of accounts
from the past 5 financial years does not mean that there has been an error or omission in the
preparation of financial statements of prior period(s). It is just a practice adopted by the company
to write off the old outstanding balances of more than 5 years in its current year books of accounts.
Therefore, the amount written off is not treated as a prior period item.

Hence, adjusting the amount ¥50,000 written off as a prior period item on the basis that sundry
balances were recognized in prior period(s) is not in line with AS 5.

r's books of accounts and recognize
tten off as a prior period item qnq

| D Question 2 Ak \ G T .
Fuel surcharge is billed by the State Electricity Board at provisional rates. Final bill for fuel surcharge
of 2 5.30 lakhs for the period October, 20X1 to September, 20X7 has been received and paid in
February, 20X8. However, the same was accounted in the year 20X8-X9. Comment on the accounting

treatment done in the said case.

Solution :

The final bill having been paid in February, 20X8 should have been accounted for in the annual
accounts of the company for the year ended 31st March, 20X8. However, it seems that as a result
of error or omission in the preparation of the financial statements of prior period i.e., for the
ended 31st March 20X8, this material charge has arisen in the current period i.e., yeqr e"dedy;:,e-|atr
March, 20X9. Therefore, it should be treated as 'Prior period item'.cus per AS 5. As per aAs 5 §°
period items are normally included in the determination of net proflt_or loss for the Current p- p.ngr
An alternative approach is to show such items in the statement of profit and loss after detel’minen? ;
of current net profit or loss. In either case, the objective is to indicate the effect of such items o:téﬁg

~ current profit or loss.

It may be mentioned that it is an expense arising from the ordinary course of business. Althoua
" abnormal in amount or infrequent in occurrence, such an expense fio.es not qualify an extraoy g

L item as per AS 5. For better understanding, the fact that power bill ls-occoc;mted for at o
" rates billed by the state electricity board and final adjustment thereof is made as and whe

| is received may be mentioned as an accounting policy.
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@ 3 . A .

() During the year 20X1-20X2, a medium size manufacturing company wrote down its inventories
to net realisable value by  5,00,000. Is a separate disclosure necessary?

i) A company sigf\ed an agreement with the Employees Union on 1.9.20X2
with retrospective effect from 30.9.20X1. This would cost the company an d
5,00,000 per annum. Is a disclosure necessary for the amount paid in 20X2-X3?

for revision of wages
dditional liability of %

solution :
0 Although the case under consideration does not relate to extraordinary item, but the nature

and amount of such item may be relevant to users of financial statements in understanding the
financial position and performance of an enterprise and in making projections about financial
position and performance. AS 5 on 'Net Profit or Loss for the Period, Prior Period Items and

changes in Accounting Policies’ states that:

wwhen items of income and expense within profit or loss fr
nature or incidence that their disclosure is relevant to exp

for the period, the nature and amount of such items should be disclose
items of income an

s to net realisable valu

vities are of such size,

om ordinary acti
prise

lain the performance of the enter
d separately.”
d expense in

circumstances which may require separate disclosure of
e as well as

accordance with AS 5 include the write-down of inventorie
the reversal of such write-downs.

it is given that revision of wages took place on 1st Sept

from 30.9.20X1. Therefore wages payable for the half year from 1.1
be taken as an error or omission in the preparation of financial statements and hence this

expenditure cannot be taken as a prior period item. Additional wages liability of 2 7,50,000 (for
1%, years @ ¥ 5,00,000 per annum) should be included in current year's wages.

additional wages is an expense arising from the ordinary activities of
the company. Such an expense does not qualify as an extraordinary item. However, as per AS 5,
when items of income and expense within profit or loss from ordinary activities are of such size,
nature or incidence that their disclosure is relevant to explain the performance of the enterprise
for the period, the nature and amount of such items should be disclosed separately.

ember, 20X2 with retrospective effect

(ii)
0.20X2 to 31.3.20X3 cannot

It may be mentioned that

@Qvestion 4 NB Pg. No.
The company finds that the inven

details of inventory worth % 14.5 la
accounts of Omega Ltd. for the year en

1.3.20X1 did not include two pages containing

tory sheets of 3
ill deal with the following matters in the

khs. State, how you W
ded 31st March, 20X2.

Solution :
Period Items and Changes in Accounting Policies',

AS 5 on 'Net Profit or Loss for the Period, Prior
defines Prior Period items as "income or €xpenses which arise in the current period as a result of
al statements of one or more prior periods".

errors or omissions in the preparation of the financi
tory valuation is a prior period item vide AS 5. Separate disclosure of

Rectification of error in inven
m is required as per AS 5.

this item as a prior period ite

NB Pg. No.

?.Questioq 5 (RTP Nov’21, May'20, Sep'24)
Explain whether the following will constitute a change in accounting policy or not as per AS 5.

eme by an employer in place of ad hoc ex-gratia

() Introduction of a formal retirement gratuity sch

payments to employees on retirement.
(i) Management decided to pay pension to those employees who have retired after completing
5 years of service in the organisation. such employees will get pension of 2 20,000 per month

Earlier there was no such scheme of pension in the organisation.

J ;QQQ B ondo i CA Inter — Advanced Accounting



Solution :

LY esin Accounting Policiac
As per AS 5 'Net Profit or Loss for the Period, Prior Period Items O}?dtcdl}fcfg?in SUBstance from presis
adoption of an accounting policy for events or transactions tha

occurring events or transactions, will not

(i) Accordingly, introductiqn of a formal
hoc ex-gratiq Payments to employee

(i) Similarly, the adoption of g new acco
Previously or that were immaterial w

@ Question 6

lthe
°Usfy

be considered as a change in accounting policy.

retirement gratuity scheme by an employer in place of
S on retirement is not a change in an accounting Policy,

unting policy for events or transactions which.did nof ocey,
ill not be treated as a change in an accounting policy,

NB Pg. No.

; : : 3
In the current year, A Ltq. changed the depreciation method from the Straight Lt'neSM:;Eggl( c';':) to
Written Down Value (WDV) method. When A Ltd. Recomputed depreciation retro P y Per

the new method, deficie
the carrying amount of the
(deﬁciency amount) hgs been debited

Whether the ch
should be treated as an extr
Solution :

No.

As per AS S, "Net Profit or Los

extroordinory items qgre inco

distinct from the ordinary activiti

es of the enterprise and, therefore, are not ex
frequently or regularly.

A change in the method of char
ordinary activities of th i

? Question 7

A Company (7 Ltd)) is engaged in the by
received

A notice from GsT department
by it for Rs. S500,000.

Recently z |tq. Paid the demand.

ange in the carrying am

NCYy arose in depreciation in respect of past years. Therefore,. It reduceq

ount of assets due to the change in depreciation Method

aordinary item?

s for the Period, Prior Period Items ang Changes in Accounting Policies"
Me or expenses that aris

e from events or transactions that are clearly
Pected to recyr

: NB pg.
siness of providing consultancy Services. 9. No.

A few
raising a demand of GsT on consultancy, servigc

In the books, the Payment is recordeq qe
expenditure,

Whether Payment
extraordinary item?

Solution :

of tax demand raised by the taxation authority cqn be

an extrcordincry

S an
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gn extraordinary item is Income or expenses that arise from events or transactions that are clearly
distinct from ordinary activities of the enterprise and, therefore, are not expected to recur frequently
|n the given case, providing consultancy service is an ordinary activity of Z Ltd.

Thus, GST paid PUFSUGn'_c f:o the demand raised by GST department is also a part of an ordinary
gctivity of Z Ltd. Recognising such payments as an extra-ordinary item is contrary to AS 5.

)] Quesfion 8 (MTP April 21) NB Pg. No.
@

s T.B. Ltd. makes provision for expenses amounting Rs. 7,00,000 as on March 31, 2020, but the actual
expenses during the year ending March 31, 2021 comes to Rs. 9,00,000 against provision made
during the last year. State with reasons whether difference of Rs. 2,00,000 is to be treated as prior
period item as per AS 5. (5 Marks)

Solution :

As per AS 5 'Net Profit or Loss for the Period, Prior Period Items and Changes in Accounting Policies’,
as a result of the uncertainties inherent in business activities, many financial statement items cannot
be measured with precision but can only be estimated. The estimation process involves judgments
based on the latest information available. The use of reasonable estimates is an essential part of the

aration of financial statements and does not undermine their reliability. Estimates may have to

prep
d,orasa

be revised, if changes occur regarding the circumstances on which the estimate was base
result of new information, more experience or subsequent developments.

As per the standard, the effect of a change in an accounting estimate should be classified using
the same classification in the statement of profit and loss as was used previously for the estimate.
Prior period items are income or expenses which arise in the current period as a result of errors or
omissions in the preparation of the financial statements of one or more prior periods. Thus, revision
of an estimate by its nature i.e. the difference of Rs. 2 lakhs, is not a prior period item. Therefore, in
the given case expenses amounting Rs. 2,00,000 (i.e. Rs. 9,00,000 - Rs. 7,00,000) recorded in the

current year, should not be regarded as prior period item.

?Question 9“(MTP March'21, April'22) NB Pg. No.

A company created a provision of Rs. 7,50,000 for staff welfare while preparing the financial
statements for the year 2020-21. On 31st March 2021, in a meeting with staff welfare association,
it was decided to increase the amount of provision for staff welfare to Rs. 10,00,000. The accounts
were approved by Board of Directors on 15th April, 2021. You are required to explain the treatment

of such revision in financial statements for the year ended 31st March 2021 in line with the provisions
of AS 5? (4 Marks)

Solution :

As per AS 5 “Net Profit or Loss for the Period, Prior Period Items and Changes in Accounting Policies
" the change in amount of staff welfare provision amounting Rs. 2,50,000 is neither a prior period
item nor an extraordinary item. It is a change in estimate, which has been occurred in the year
2020-21. As per the provisions of the standard, normally, all items of income and expense which are
recognized in a period are included in the determination of the net profit or loss for the period. This
includes extraordinary items and the effects of changes in accounting estimates.

However, the effect of such change in accounting estimate should be classified using the same
clossification in the statement of profit and loss, as was used previously, for the estimate.

L - May'20, Oct’22, RTP Nov'20, May'20, May 22, PYQ Nov'22) NB Pg. No.
e Accountant of a company has sought your opinion with relevant reasons, whether the following

Th

e ——
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; ar ended 31st Mq
Will be treated as change in Accounting Policy or not for the ye rch, 2

s 029
. rovisions of rgle,,
advise him in the following situations in accordance with the p ant Ace
Standard;

- Plg
Qy
Ountin;
: 2019. From the Fingne:
() Provision for doubtful debts was created @ 2% till 2’;1st March, A Nciq| yeqf?ow‘
2020, the rate of provision has been changed to 3%.

as introduced q fg
(i) During the year ended 31st March, 2020, the manog?mezz Ic;'n Rt Mal Qrot%
scheme in place of ad-hoc ex-gratia payments to employe
(i) Till the Previous year the furni
years. From current year, the u
(iv) Management decided to pay
years of service in the organi

ture was depreciated on straight line basis over

Q@ Peripy ofg
seful life of furniture has been changed to 3 years.

pension to those employees who have retired after Comp'etings

zation. Such employees will get pension of Rs. 20,000 per Mong
Earlier there was no such scheme of pension in the organization. '
(v) During the Year ended 3ist March, 2020, there was change in cost formula in Measuring the Cogt
of inventories. (5 Marks)
-Solution : :

(@ In the given case, co

mpany has created 2% provision for doubtful debts tj
Subsequentlyin2019-

20, the company revised the estimates based on the chan
and wants to create 3% provisi

(ii) As per AS 5

me by an employer in place
Payments to employees on retirement is a trans
different from the Previous policy, wi

(iii) Change in useful life of furniture from 5 Years to 3 years is g cha
change in accounting policy.

D Question 11 (RTP Nov 21) ;
-There was a major theft of stores valued

: : e : No.
at Rs, 10 | : g NB Pg.
i financial year (2020—2021) H Qkhs In the Drecedmg year which s
only during current fina - TOW will yoy deaql with €N was detec
the financial statements of R Ltd. for the year endeq

this i man ;
31st March, 2027, Information in preparing
Solution :

Due to major theft of Storesé’z‘ot_*;‘z;f)ectid'ng st 0192050y |1 h
the current financial year (2 Is ere wa OVerstqtement o was detect
ding year. This must have also resuitad e of closing invent,
the prece the current year, The °dJU5tment VEFStqteme t of )
brought f_orwcrd ts? as per AS 5 (Revised) on Net Profsitqre "quired to b mqg:)iflts o
‘Prior PerlfDdA:E;"U”ting Policies. Accordingly' the adi ?;:055 for e Period = nth
Changes In ar and profit brought forwarg from ¢ hts relatin :
the current ye nt of profit and loss togethe, With ¢
in the stati:leecurrent profit or loss can be pe
n

ed only during
Ory of stores in
f previous year,
€ Current year as

rior Periog Items and

©Pening ;
h their nagyre YS9 Shoulg b 9 Inventory of
fCElved.

80d arno e ins:pqmte'y disclosed
impact o

Anner that their




atively, it ma‘y.be <_:ssumed that in the preceding year, the value of inventory of stores as found

ical verification of inventories was considered ir; the preparation of financial statements

receding year. In such a case, only the disclosure as to the theft and the resulting 10ss is
i1 the notes to the accounts for the current year i.e, year ended 31st March, 2021.

g Question 12 (RTP May 18 & Nov 22) LA
'Béfa Ltd. has a vacant land measuring 20,000 sq. mts, which it had no intention to use in the future.
The Company decided to sell the land to tide over its liquidity problems and made @ profit of Rs.10
Lakhs by selling the said land. Moreover, there was a fire in the factory and a part of the unused
factory shed valued at Rs. 8 Lakhs was destroyed. The loss from fire was set off against the profit

from sale of land and profit of Rs. 2 lakhs was disclosed as net profit from sale of assets.

You aré required to examine the treatment and disclosure done by the company and advise the
company in line with AS 5.

~ solution :
 AsperAS 5 “Net Profit or Loss for the Period, Prior Period Items and Changes in Accounting Policies"”
~ Extraordinary items should be disclosed in the statement of profit and loss as a part of net profit
~ or loss for the period. The nature and the amount of each extraordinary item should be separately
~ disclosed in the statement of profit and loss in a manner that its impact on current profit or loss can
~ be perceived. In the given case the selling of land to tide over liquidation problems as well as fire in

the Factory does not constitute ordinary activities of the Company. These items are distinct from the
~ ordinary activities of the business. Both the events are material in nature and expected not to recur

frequently or regularly. Thus, these are Extraordinary Items.

Therefore, in the given case, disclosing net profits by setting off fire losses against profit fro
of land is not correct. The profit on sale of land, and loss due to fire should be disclosed separately

in the statement of profit and loss .

m sale

NB Pg. No.

2¢ estion 13/ (RTP May’23, PYQ Jan 21)

state whether the following items are examples of change in Accounting Policy / Change in

Accounting Estimates / Extraordinary items / Prior period items / Ordinary Activity:

(i) Actual bad debts turning out to be more than provisions.

(i) Change from Cost model to Revaluation model for measurement of carrying amount of PPE.

(iii) Government grant receivable as compensation for expenses incurred in previous accounting
period.

(iv) Treating operating lease as finance lease.

(V) Capitalization of borrowing cost on working capital.

(vi) Legislative changes having long term retrospective application.

(vii) Change in the method of depreciation from straight line to WDV.

Wiii) Government grant becoming refundable.

(ix) Applying 10% depreciation instead of 15% on furniture.

%) Change in useful life of PPE. (5 Marks)

3°|ution;

Classi . ) 1 3
; lﬁcatlon of given items is as follows:

o - Particulars Remarks -
Actual bad debts turning out to be more than provisions | Changein Accounting Estimates

\_

CaAA :
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: : hange in A :
h from Cost model to Revaluation model for|Chang CCOUntlng Policy
(i) |Change fr

measurement of carrying amount of PPE

: nsation for
(i) |Government grant receivable as c'omeriod
expenses incurred in previous accounting p

Extra -ordinary ltems

j

i Prior- period Items
(iv) |Treating operating lease as finance lease.

. . a4 . Ite . ( .
italizati i orkin CGpltGl Prior perro m s
(v) CGp'thlIZQtIOH of borrowmg cost on wi a : g d : y i .erest

W A s
eligible for capitalizatioy)
(vi) |Legislative changes having long term retrospective | Ordinary Activity

7

application - .

(vii) | Change in the method of depreciation from straight line | Change in ACCOUM
to WDV

(viii) | Government grant becoming refundable Extra -ordinary ltems

(ix) Applying 10% depreciation instead of 15% on furniture Prior- period Items\
(x) _|Change in useful life of PPE

Change inAccountm
= =Stimateg

@ Question 14 (pYq May 19) | NB Pg. No,
As per the provisions of AS-5, extraordinary items should not be disclosed in the statement of prof
and loss as a part of net profit or loss for the period. (1 Mark)
Solution ; .

False: The nature and the amount o

f each extraordinar
statement of profit and loss in a ma

rao y item should be Separately disclosed in the
nner that its impact on current profit or loss can be perceived.
? Question 15 (PYQ May 18, RTP May 19)

PQR Ltd. is in the process of finalizing its accounts for the yeqr ended 315t March, 2018 Th
seeks your advice on the following: ; ;

(i) Goods worth 2 5,00,000 were destroyed due to flood in §
with insurance company. But no entry was passed in the bo

3,50,000 against the claim. Explain the treatment of
ended 31 st March, 2018.

(i) Company created a provision for bad and doubtfy| debts qt 2.5% on debtors :
financial statements for the year 2017-18. tors in pr

|
1

eparing the |

|
Subsequently, on a review of the credit period allowed and financiq earte: |
the company decides to increase the provision to 8% on debtors gg o 0c3|ty Of the customers,
were not approved by the Board of Directors till the date ofdecision_w 28M0.2

& o 2918, The accounts |
accounting standard, can this revision be considered as an extra ordingn IPRlying the relevant |

em? ¥ ftem o Prior period it |
- (5 Marks)
Solution :

() As per the provisions of AS 5 “Net Profit or Loss for the Period, Prior Perig em
in Accounting Policies”, prior period items are T ol XPensgs IS e, i Changes
period as a result of error or omissions in the preparation of financig| Stute-'melnts' &

€ current
§ One
prior periods. : i Or more
i riod items should be separately 4
he nature and amount of prior pe 30 isg| _
F:qrit;zs'lr'e:t of profit and loss in @ manner that their impact on current Profit o l?ed in the
s

rceived. In the given instance, it is clearly a case of error/omission in Preparatiq
pe :

ss
n ofﬁsqn Pe
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std'fem?nts forctjhiye;::r 2015- 16. HenCe., claim received in the financial year 2017- 18 is a prior
period item and should be separately disclosed in the statement of Profit and Loss.

(i) Inthe given case, alimited company created 2.5% provision for doubtful debts for the year 2017-
2018. Subsequently, the company revised the estimates based on the changed circumstances
and wants to create 8% provision. As per AS 5, the revision in rate of provision for doubtful debts
will be considered as change in estimate and is neither a prior period item nor an extraordinary
item.

The effect of such change should be shown in the profit and loss account for the year ending
31st March, 2018.

&) Question 16 (PYQ May’'22) NB Pg. No.

o«
TQ Cycles Ltd. is in the manufacturing of bicycles, a labour intensive manufacturing sector. In April
2022, the Government enhanced the minimum wages payable to workers with retrospective effect
from the 1st January,2022. Due to this legislative change, the additional wages for the period from
January 2022 to March 2022 amounted to ¥ 30 lakhs. The management asked the Finance manager
to charge ¥ 30 lakhs as prior period item while finalizing financial statements for the year 2022-23.

Further, the Finance manager is of the view that this amount being abnormal should be disclosed as
extra-ordinary item in the Profit and loss account for the financial year 2021-22.

Discuss with reference to applicable Accounting Standards. (5 Marks)

Solution :

As per AS 5 "Net Profit or Loss for the Period, Prior Period Items and Changes in Accounting Policies”
prior period items are income or expenses which arise in the current period as a result of errors or
omissions in the preparation of the financial statements of one or more prior periods. The term does
not include other adjustments necessitated by circumstances which though related to prior periods,
are determined in the current period.

It is given that revision of wages took place in April, 2022 with retrospective effect from 1st January,
2022. Therefore, wages payable for the period from 1 01.2022 to 31.3.2022 cannot be taken as an
error or omission in the preparation of financial statements and hence this expenditure cannot be
taken as a prior period item. The full amount of wages payable to workers will be treated as an
expense of current year and it will be charged to profit & loss account for the year 2022-23 as

normal expenses.

' It may be mentioned that additional wages is an expense arising from the ordinary activities of the
company. Such an expense does not qualify as an extraordinary item. Therefore, finance manager
is incorrect in treating increase as extraordinary item. However, as per AS 5, when items of income
and expense within profit or loss from ordinary activities are of such size, nature or incidence that
their disclosure is relevant to explain the performance of the enterprise for the period, the nature

and amount of such items should be disclosed separately.
Therefore, additional wages liability of ¥ 30 lakhs should be disclosed separately in the financial
statements of TQ Cycles Ltd. for the year ended 31st March, 2023.

‘l ? Question 17 (PYQ Nov'23) NB Pg. No.

The accountant of Beryl Limited has asked you to identify the following items as - Change in
Accounting Policies / Change in Accounting Estimates / Extraordinary Items / Prior period items /

Ordinary Activity:
(i) Non-provision for salary already due in earlier year.
i) Attachment of the property of the enterprise.

(i) Introduction of new pension scheme for employees.

CA Aakash Kandoi CA Inter — Advanced Accounting




v) Change in Reserve for obsolete inventory.

v) Settlement of litigation case.
vi) Actual Bad debts exceeds the provision.
vii) Legislative changes having long term retrospective application.

Vviii) Capitalisation of working capital loan interest.
(ix) Change from Cost Molde to Revaluation Model for measurement of carrying amount of PPE

(X) Government sanctioned grant in current year for expenses incurred in previous daccounting veq
I

Solution :
(i) Prior Period item
(i) Attachment of property of enterprise is an extraordinary item.
(iii) Introduction of new pension scheme for employes is not a change in accounting policy. It j an
ordinary activity.
(iv) Change in provision for obsolete inventory is a change in accounting estimate.
(v) Litigation settlement is an ordinary activity but requires separate disclosure

(vi) Change in estimate

(vii) Ordinary activity requiring separate disclosure

(viii) Error

(ix) Change in Accounting policy.

(x) Ordinary activity requiring separate disclosure or extra ordinary item.

Question 18 (RTP Jan'25) NB Pg. No.

During the course of the last three years, a company owning and operating Helicopters lost four
Helicopters. The company's accountant felt that after the crash, the maintenance provision created
in respect of the respective helicopters was no longer required, and proposed to write it back to the
Profit and Loss account as a prior period item.

Is the company’s proposed accounting treatment correct? Discuss.

Solution :

The balance amount of maintenance provision written back to profit and loss account, no longef
required due to crash of the helicopters, is not a prior Period item because there was no error in the
preparation of previous periods’ financial statements. The term ‘prior period items’, as defined in AS
S (revised) “Net Profit or Loss for the Period, Prior Period Items and Changes in Accounting Policies’
refer only to income or expenses which arise in the current period as a result of errors or omissio”
in the preparation of the financial statements of one or more prior periods. The balance amount [€
in the provision created earlier is not as a result of error in the past. So it will not be considered %
prior period item. Such write back of provision is not an ordinary feature of the business, it shal bé
considered as an extra-ordinary item.

As per paragraph 8 of AS 5, extraordinary items should be disclosed in the Statement of Profit an’
Loss as a part of net profit or loss for the period. The nature and the amount of each extrOO"C“"at
item should be separately disclosed in the Statement of Profit and Loss in a manner that its impabce
on current profit or loss can be perceived. Hence, the amount so written-back (if material) should
disclosed as an extraordinary item as per AS 5 rather than as prior period items.

—
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