CLOSURE OF
AS1  ACCOUNTING POLICIES

Q 1 ) ‘ ts to ¥ AL Py, I

@ Question -y ¢ 1.03.20X2 amounts to % 1,63 g .

.In the books of M/s Prashant Ltd., closing inventory ds s 0 (o, th,
basis of FIFO method).

ighted average method for q
, FO method to weighted ¢ SCerty; .
decides to change from Fl : hted.aver injn
g compc;niﬁvei?ory from the year 20X1-X2. On the basis of Iwelgf ::e inven?C?e fethod, o\, ¢
i cf;:yc::s on 31.03.20X2 amounts to ¥ 1,47,000. Realisable value o fy as on 3103 5
mnven s
amounts to 21,95,000.

i i i er AS-1.
Discuss disclosure requirement of change in accounting policy as p
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Solution :

As per AS 1"Disclosure of Accounting PoIicies",. any change in an accounting p‘olic
material effect should be disclosed in the financial statements. 1:he amount by which
financial statements is affected by such change should also be disclosed to the extent ascertqingy
Where such amount is not ascertainable, wholly or in part, the fact should be indicateq T
Prashant Ltd. should disclose the change in voluctior.m method of invenFon( and its effect on fin;:ncli'
statements. The company may disclose the change in accounting policy in the following moﬂner.m ;
reoliqule\,om ;
ompany vqjye, |
elghted Qverqge
9 Inventory cog, |

Y Which has - |

S
S
IS

‘The company values its inventory at lower of cost and net realizable valye, Since net
of all items of inventory in the current year was greater than respective costs, the ¢
its inventory at cost. In the present year i.e. 20X1-X2, the company has changed to w

method, which better reflects the consumption pattern of inventory, for ascertainin
from the earlier practice of using FIFO for the purpose.

The change in policy has reduced current profit and value of inventory by 216,000

‘_23 Question 2 (RTP May'21)

L. Value year-end inventory at works cost (z ; ;f

j S0 crores) ins i s |

of inventory qt prime cost (% 30 crores). g o ofthe hitherto method of ot |
Provide for permanent dimi

Past five years, the g

-

AsperAs1 gn : |
.19y change in the ac i ici : iod |
or which is reasonably expectedctzul'r:tmg Reidazhich has a material effect in the current perio

4 Qve a material effect i 1 isclosed. In |
amoccse of g change in accounting policies wh ect in later periods should be disclo |
mount by which any item in the

J polic ich has a material effect in the current period, the | ;

amount is not ascertainable, wholly or in part, thé |-

|
s
|
|
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(ii)

ositi
?;ourt. xYZ has accepted Inter-Corporate Deposits (ICDs) and it is making its best efforts to settle
the dues. There were claims at varied rates of interest, from lenders, from the due date of ICDs to the
date of repayment. The company has provided interest, as per the terms of the contract till the due
date and a note for non-provision of interest on the due date to date of repayment was affected in
the financial statements. On account of uncertainties existing regarding the determination of the
amount and in the absence of any specific legal obligation at present as per t
the company considers that these claims are in the nature of
acknowledged as debt”, and the same has been disclosed by way of a no
of making a provision in the statement of profit and loss. State whether t
Company is correct or not.

a4 ear | —_—
,le""gc?; );SC\’L;";V;ntOry thS be:en valued at factory cost, against the practice of valuing it at
prime e practice till last year. This has been done to take cognizance of the more

capital intensive method of production on account of heavy capital expenditure during the year.

as a result of this change, the year-end inventory has been valued at Z 50 crores and the profit
for the year has increased by % 20 crores. " |

The company :.05 decided to provide 210 crores for the permanent diminution in the value of
investments w ich has taken place over the period of past five years. '

The provision so made has reduced the profit disclosed in the accounts by 210 crores.

\question3 | 'NB Pg. No.

‘XYZ Company is engaged in the business of financial services and is undergoing tight liquidity

on, since most of the assets of the company are blocked in various claims/petitionsina Special

he terms of contracts,
nclaims against the company not
te in the accounts instead
he treatment done by the

Solution :

AS 1 'Disclosure of Accounting Policies' recognises 'orudence’ as one O
governing the selection and application of accounting policies. In view of t
to future events, profits are not anticipated but recognised only when realised though not necessarily
in cash. Provision is made for all known liabilities and losses even though the amount cannot be
determined with certainty and represents only a best estimate in the light of available information.

f the major considerations
he uncertainty attached

Also as per AS 1, ‘accrual’ is one of the fundamental accounting assumptions. Irrespective of the
terms of the contract, so long as the principal amount of a loan is not repaid, the lender cannot be
replaced in a disadvantageous position for nonpayment of interest in respect of overdue amount.
From the aforesaid, it is apparent that the company has an obligation on account of the overdue
interest. In this situation, the company should provide for the liability (since it is not waived by the
lenders) at an amount estimated or on reasonable basis based on facts and circumstances of each
case. However, in respect of the overdue interest amounts, which are settled, the liability should be

accrued to the extent of amounts settled.
Non-provision of the overdue interest liability amounts to violation of accrual basis of accounting.
Therefore, the treatment, done by the company, of not providing the interest amount from due

date to the date of repayment is not correct.

?_destion_k(RTP Nov'20) ois | e e - NB Pg No.
What are the three fundamental accounting assumptions recognized by AS 1? Briefly describe each
one of them.

Solution : .

Accounting Standard (AS) 1 recognizes three fundamental accounting assumptions. These are
as follows: ‘

(i) Going Concern: The financial statements are normally prepared on the assumption that an
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(i)

(i) Accrual basis of accounting: Under this basis of accounting, transactions are re

Has Accounting Standard 1 prescribed the manner in which the accounting policies follo
entity should be disclosed?

Question 5

enterprise will continue its operations in the foreseeable future and neither there jg i Ntion n

there is need to materially curtail the scale of operations.

Consistency: The principle of consistency refers to_tl:je pr?Ct'th of }:’Sing same Accoyn,

policies for similar transactions in all accounting periods unless the change is requireq (_t"lg
a statute, (ii) by an accounting standard or (iii) for more appropriate presentation of finq,? by
statements. o

Nte

COQgnizey ’ |
)

soon as they occur, whether or not cash or cash equivalent is actually received or paid,

NB Pg. No
wed by the

Solution :

Paras 18-20 of Accounting Standard 1, Disclosure of Accounting Policies, lay down the Manner in‘
which accounting policies have to be disclosed, which is stated as under:

State whether the following statements are 'True' or 'False’. Also give reason for your answer. i

| Q) Question 6 (MTP Apr'21, Mar'22, Oct '23, RTP May'20, PYQ May '22)

V.

To ensure proper understanding of financial statements, it is necessary that all sj

accounting policies adopted in the preparation and presentation of financial statemen
be disclosed.

Inifican;.
ts shoulq

Such disclosure should form part of the financial statements. !

All disclosures should be made at one place instead of being scattered over several sta

|
tements,
schedules & notes.

|
NB Pg. No.j;

a‘
Certain fundamental accounting assumptions underline the preparation and presentation of
financial statements. They are usually specifically stated because their acce

ptance and use are
not assumed.

|
If fundamental accounting assumptions are not followed in presentation and preparation of
financial statements, a specific disclosure is not required. 1
All significant accounting policies adopted in the preparation and presentation of finonciol}
statements should form part of the financial statements :

Any change in an accounting policy, which has a material effect should be disclosed. Where
the amount by which any item in the financial statements is affected by such change is n°t.;
ascertainable, wholly or in part, the fact need not to be indicated |

There is no single list of accounting policies which are applicable to all circumstance. (5 M‘}“"‘S):

Solution :

False; As per AS 1 “Disclosure of Accounting Policies", certain fundamental cccoUnti’I‘lg‘
assumptions underlie the preparation and presentation of financial statements. They are usualy

not specifically stated because their acceptance and use are assumed. Disclosure is necessad
if they are not followed.

False; As per AS 1, if the fundamental accounting assumptions, viz. Going Concern, Consisteff‘cz'
and Accrual are followed in financial statements, specific disclosure is not required. |
fundamental accounting assumption is not followed, the fact should be disclosed.

. : . g - ore nt
True; To ensure proper understanding of financial statements, it is necessary that all S|9”'f'ci
accounting policies adopted in the preparation and presentation of financial statements Sh?t i
be disclosed. The disclosure of the significant accounting policies as such should form part ©
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financial statements and they should be disclosed in one place.

iv. False; Any change in the accounting policies which has a material effect in the current period
or which is reasonably expected to have a material effect in later periods should be disclosed.
Where such amount is not ascertainable, wholly or in part, the fact should be indicated.

v. True; As per AS 1, there is no single list of accounting policies which are applicable to all
circumstances.

The differing circumstances in which enterprises operate in a situation of diverse and complex
economic activity make alternative accounting principles and methods of applying those
principles acceptable.

&) Question 7 ' | ~ NBPg. No.
2 ,

Give examples of areas where accounting policies adopted could be different for different enterprises.
would there be any adverse impact due to the adoption of different policies, and if yes, how does
Accounting Standard 1 seek to address such issue?

Solution :

There are various areas where different accounting policies could be adopted by different entities
within the same industry. An entity may choose to value its inventories using FIFO method, whereas
another entity may choose to value the same using Weighted Average method.

while an entity is free to choose its accounting policy as long as in the financial statements reflect
a true and fair view of the state of affairs of the enterprise as at the balance sheet date and of
the profit or loss for the period ended, the application of different accounting policies by different
entities affects the comparability of the financial statements of such different entities by stakeholders,
analysts, investors etc. To mitigate the loss of comparability, Accounting Standard 1, Disclosure of
Accounting Policies requires disclosure of significant accounting policies as a part of the financial
statements. This would help users of the financial statements to understand the policies followed
by different entities, particularly if they belong to the same industry, and make a correct analysis of
each entity resulting in more informed decision-making.

Question 8 (MT? Apr'22, Apr'23, PYQ Nov'18, Dec'21, RTP May’'20, Nov'23) NB Pg. No.

HIL Ltd. was making provision for non-moving stocks based on no issues having occurred for the
last 12 months up to 31.03.2019. The company now wants to change it and make provision based
on technical evaluation during the year ending 31.03.2020. Total value of stock on 31.3.20 is Rs. 120
lakhs. Provision required based on technical evaluation amounts Rs. 3.00 lakhs. However, provision
required based on 12 months (no issues) is Rs. 4.00 lakhs. You are required to discuss the following
points in the light of Accounting Standard (AS)-1:

() Does this amount to change in accounting policy?
(i) Can the company change the method of accounting?
(i) Explain how it will be disclosed in the annual accounts of HIL Ltd. for the year 2019-20.
(5 Marks)
Solution :

The decision of making provision for non-moving inventories on the basis of technical evaluation
does not amount to change in accounting policy. Accounting policy of a company may require
that provision for non-moving inventories should be made but the basis for making provision
will not constitute accounting policy. The method of estimating the amount of provision may be
changed in case a more prudent estimate can be made.

In the given case, considering the total value of inventory, the change in the amount of
required provision of non-moving inventory from Rs. 4 lakhs to Rs, 3 lakhs are also not material.
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ak Hal
e.hgeﬁmaabl : .
o the following lines by way of Notes

e in . .
The disclosure can be made for such chang 2019-20 in the following Manner. to t,

for the year
" counts of HIL Ltd. ; ¥
accounts in the annual ac inventories on the basis of technicq| evaly,
“The company has pro

vided for non—moV'"gd been followed as in the previous year, the prgf?ttiQP
unlike preceding years.

the same metho
d the value ol-fii(:t assets at the end of the year would have been lower by Rs. 1 quhf?'
the year an e ;

= 5l , NB p
; ? 9. N

@ stion 9 (RTP Jan'25) . , . “

’A:;el.td was making provision for non-moving inventories based on no issues for the last 15 Mony,

.3.2023. i
up to 31.3.20 the year ending 31.3.2024 based on technical evaluatio,.

ide during
The company wants to provide
' i : : Rs.100 lakhs
Total value of inventory
i Rs.3.5 lakhs
Provision required based on 12 months issue et
Provision required based on technical evaluation s.2.5 lakhs

Does this amount to change in Accounting Policy? Can the company change the method of Provisio,

Solution :
The decision of making provision for non-moving inventories on the basis of technical evaluati,

does not amount to change in accounting policy.

Accounting policy of a company may require that provision for non-moving inventories shoy|q be
made. The method of estimating the amount of provision may be changed in case a more Pruden
estimate can be made. ;

In the given case, considering the total value of inventory, the change in the amount of required
provision of non-moving inventory from Rs.3.5 lakhs to Rs.2.5 lakhs is also not material.

The disclosure can be made for such change in the following lines by way of notes to the accounts
in the annual accounts of ABC Ltd. for the year 2023-24:

“The company has provided for non-moving inventories on the basis of technical evaluation unlike |
preceding years. Had the same method been followed as in the previous year, the profit for the year
and the corresponding effect on the year end net assets would have been lower by Rs.1 lakh.”

@ Question 10 (MTP Apr'19, Aug'18, Oct'22) ~ NB Pg. No.

Kun:\cr Ltd. had made a rights issue of shares in 2017. In the offer document to its members, it had

i erthtected a surplus of Rs. 40 crores during_the accounting year to end on 31st March, 2017 J'ﬂ
raft results for the year, prepared on the hitherto followed accounting policies and presented o7

| peruscl_ of the board of directors showed a deficit of Rs. 10 crores. The board in consultation with the

managing director, decided not to provide for “after sales expenses" during the warranty period |

Till t'he last year, provision at 2% of sales used to be made under the concept of "matching of cos®

against revenue" and actual expenses used to be charged against the provision. The board no"

| decided to account for ex i
| Lol penses as and when actually incurred. Sales during the year total to 7

As chief accountant of the com
_ 't of Pany, you are asked by the managing dir the notes "
accounts for inclusion in the annual report for 2016-2017 f e 7 O 5 Marks!

1 Solution :

ng pOIit:ies which has a material effect in the current period
e financial statements is affected by such change should als° ™" ;

gné
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the fact should be indicated.

Accordingly, the notes on accounts should properly disclose the change and its effect.

Notes on Accounts:

So far, the company has been providing 2%
warranty period. With the improved method
the products has reduced considerably.

Hence, the company has decided not to make
same as and when expenses are incurred. Du
by Rs. 12 crores than would have been the cq

of sales for meeting “after sales expenses during the
of production, the probability of defects occurring in

provision for such expenses but to account for the
e to this change, the profit for the year is increased
se if the old policy were to continue.

@ Question 11 (PYQ May'19)

NB Pg. No.
What do you mean by ‘Accrual’ in reference to AS-1? Also, specify any three reasons for ‘Accrual
Basis of Accounting'. (5 Marks)

Solution :

The term “Accrual”
and costs are acc
received or paid)

has been explained in the AS 1 on Disclosure of Accounting Policies, as “Revenues
rued, that is, recognised as they are earned or incurred (and not as money is
and recorded in the financial statements of the periods to which they relate”
Reasons for Accrual Basis of Accounting

1. Accrual basis of accounting, attempts to record the financial effects of the transactions,

events, and circumstances of an enterprises in the period in which they occur rather than
recording them in the period(s) in which cash is received or paid by the enterprise.

2. Receipts and payments of the period will not coincide with the buying producing or selling
events and other economic events that affect entity performance.

3. The goal of Accrual basis of accounting is to follow the matching concept of income and
expenditure so that reported net income measures an enterprise's performance during a
period instead of merely listing its cash receipts and payments.

4. Accrual basis of accounting recognizes assets, liabilities or components of revenues and

expenses for amounts received or paid in cash in past, and amounts expected to be received
or paid in cash in the future.

S. Important point of difference between accrual and accounting based on cash receipts and
outlay is in timing of recognition of revenues, expenses, gains and losses.

@ Question 12 (PYQ - May'23) NB Pg. No.
You are required to comment on the following cases as per the provisions of Accounting Standard-1
‘Disclosure of Accounting Policies':

1. Bee Limited has not complied with AS-2 "Valuation of inventories” and the same is disclosed in
the Notes on Accounts. Management is of the view that the financial statements give a true and
fair view as non-compliance with AS-2 is disclosed.

2. Cee Limited sold its Office Building for 2 10,00,000 on 1st March, 2023. The buyer has paid the
full amount and taken possession of the building. The book value of the Office Building is
% 4,00,000. On 31st 2023, documentation and legal formalities are pending. The company has
not recorded the disposal and the amount received is shown as an advance.

3. Dee Limited has prepared its accounts on cash basis and the same is not disclosed.
4. Jee Limited disclosed significant accounting policies adopted in the preparation of .
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i i rs' Report.
financial statements, in the Directo

: s s ¥ il . med r gt e ponh ove
solution isclosure of accounting policies is no’: are yt ; tg . 'nuppropriqt
S o secoont In the given case the financial statement does not give g g it .‘

treatment in accounting. - Vo .
view as they are not in complianc

(S Man

- tion and legal formalitj
orm as per AS-l, documenta esre
2. Considering the substanc_e oV:r|tfhough tphe Iegc;l title has not been transferred, the & ny
the form of thebtrunsact;cr,g' that the rights and beneficial interest in the Office lld'?\ic
i once . - . - I
reohtybon: tt;ni;erred.Therefore, recording of acquisition/ dispo_sol (by thei transferga .
:Z:iferi? respectively) would in substance represent the transaction entered into.
r

pl’ese
COnO

3. Accrual is a fundamental accounting assumption. If it is not f0I|-c>wed by the com
' facts should be disclosed under AS-I. Hence the company should disclose the fact

ANy, the
basis of accounting has been followed in the notes on accounts.

tth the cQSh

4. The practice followed by the company is not correct. It should be dis

closed gg Part
financial statements (The director's report is not part of financial statements)

1: (i’YQ Nov"il")

S

=S , ‘ NB Pg, No,
Discuss Disclosure requirements in following cases as per AS 1.

(i) Accountant of A Ltd. charges a probable

loss of losing a suit in books of accou
disclosed the same fact in financial

statements. The probability of losing the suit is
(i) Accountant of A Ltd. capitalized all the rev

the year to Plant & Machinery and is also disclosing the same as company polic
statements.

nts and alsg
25%.

(iii) A Ltd. has followed accrual basis of accounting since incorporation. The chief accountant qlsg
disclosed this fact in financial statements.

(iv) A Ltd. was providing for after sales expenses @ 2% of sales for covering expenses during the
warranty period. Now A Ltd. observes that actual after sales expenses were much less g
compared to provision because o Y used in manufacturing of the products
Now, the Board of A Ltd. decides t € expenses as and when they occur. Sale
during the period are 2 50 crores. (5 Marks

Solution :

(i)

f better technolog
O account for thes

(ii) Repairs and maintenance are re

yenue expenditure and should not be added to the value ¢
assets, as these expenses do not INcrease the capacity of asset. Hence such expenses should b
charged to profit & loss statement.

_ method to correct the wrong treatments. 3
accountant is wrong.

(iii) Accrual is one of the Fundamentql accounting assumptions
assumptions are followed Properly then

B
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period or which is reasonably expected to have a material effect in later periods should be
disclosed. Accordingly, the notes on accounts should properly disclose the change and its
effect.

Note: So far, the company has been providing 2% of sales for meeting after sales expenses during the
warranty period. Now the company has improved the quality of its products with better technology
and has been observing that actual expenses are very less than the provision, Hence, the company
has decided not to make provision for such expenses but to account for the same as and when
expenses are incurred. Due to this change, the profit for the year is increased by 21 crore than would
have been the case if the old policy were to continue.
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