ACCOUNTING|
ACCOUNTING - A CAPSULE FOR QUICK REVISION

KAccounting constitutes a significant area of core competence for chartered accountancy students. The significance of thlb
subject can be judged from the fact that we have a paper on accounting at every level of CA Course. Accounting papers
at Intermediate Level under Chartered Accountancy curriculum concentrate on conceptual understanding of the crucial
aspects of accounting and acquaint students with the basic concepts, theories and accounting techniques followed by
different entities. The objective of Paper 1 “Accounting” at intermediate level is to acquire the ability to apply specific
accounting standards and legislations to different transactions and events and in preparation and presentation of financial
statements of various business entities. It has always been the endeavour of Board of Studies to provide quality academic
inputs to the students. Keeping in mind this objective, it has been decided to bring forth a crisp and concise capsule for the
topic on Accounting Standards covered in Intermediate Paper 1 “Accounting” The significant provisions of AS 1, AS 2, AS
3, AS 4, AS 5, AS 10, AS 11 and AS 12 have been gathered and presented through pictorial presentations in this capsule
which will help the students in grasping the intricate practical aspects of each Accounting Standard. Although, the capsule
has been prepared keeping in view the new and revised scheme of Education and Training of ICAI, the students of earlier
scheme may also be benefitted from it. This capsule, though, facilitates the students in undergoing quick revision, under no
circumstances, such revisions can substitute the detailed study of the material provided by the Board of Studies.
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AS 1 “DISCLOSURE OF ACCOUNTING POLICIES”

Introduction

AS 1 deals with the disclosure of significant accounting policies
followed in preparation and presentation of financial statements.
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Fundamental Accounting Accounting Policies

These assumptions
underlie the preparation
and presentation of
financial statements.

Accounting policies refer
to the specific accountin
princiFles and the methods
of applying those principles
adopted by the enterprise
in the preparation and
presentation of financial
statements.

Provision is made for all known liabilities and losses even thoug
the amount cannot be determined with certainty and represents
| : | only a best estimate in the light of available information.

Going Concern

Consistency ' Accrual ' O

| : |

The enterprise Accounting Revenues Not required
is normally policies are and costs are IEfollowed to be
viewed as a considered to accrued, that is, disclosed
going concern, be consistent recognised as

that is, as from one they are earned

continuing in period to or incurred

operation for another. and recorded

in the financial
statements of
the periods

to which they
relate.

the foreseeable
future.

Specific
disclosure
required
in financial
statements.

followed
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Accountant has to make decisions from various permitted
alternative methods for recording or disclosing various items in
the books of accounts for example:

This list is not exhaustive.

Considerations in Selection of Accounting
Policies

True and fair view of the state
—| of affairs of the enterprise as
at the balance sheet date;

Correct determination of
profit or loss for the period.
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Disclosure of Accounting Policies

All significant accounting policies adopted in the preparation and
presentation of financial statements should be disclosed.

Disclosure should form part of the financial statements.

MRS

AS 2 “VALUATION OF INVENTORIES”

Introduction

AS 2 (Revised) ‘Valuation of Inventories, provides complete
guidance for determining the value at which inventories, are
carried in the financial statements until related revenues are
recognised. It also provides guidance on the cost formulas that
are used to assign costs to inventories and any write-down
thereof to net realisable value.

Scope of AS 2

Definition of Inventories

It includes
Finished
goods or
work in
progress,

produced,

or
materials
and
supplies
awaiting
use in the
production
process

It includes
goods
purchased
and held
for resale

Production
process

Rendering
of services
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Determination of Cost of Inventories

~ Costs of purchase

Costs of conversion

Other costs

1

_( Other expenditure directly attributable i

Trade discounts, rebates, duty
drawbacks and other similar items are
deducted in determining the costs of
urchase

Duties and other taxes (non- Fixed production Variable production
recoverable from the taxing authorities) overheads (remains overheags (It vary
relatively constant or near y
regardless of the volume dlrec 2{
of production) volume o productxon)

' ‘When more than one product is produced in the process )

Outcome - Joint products

Qutcome i3 Main product with a

-product

‘When the cost of conversion
of each product is not
separately identifiable

" When the cost of conversion
of each product is separately
identifiable

Cost of each product Allocation of cost is based on
is calculated on the relative sales value of each product
basis of separate cost either at the stage in the productio
incurred.

process when the products becom
separately identifiable, or at the
completion of production.

When the by-product is
material

When the by-product is
immaterial

By-product is
measured at NRV and
this value is deducted
from the cost of the
main product.

By-product is treated
as joint product
and accordingly, the
accounting is done.
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*When actual production is almost equal or lower than normal capacity.
** When actual production is higher than normal capacity.

*** Allocation at reasonable and consistent basis.

A e

Inventory Valuation
Technique
| |
/—\ o
Inventory ordinarily Inventory not ordinarily
interchangeable interchangeable
e s
Historical Cost Non Historical ™ e ™
Methods Cost Methods
sk I Specific Identification Method
4/—\ | (applicable when individual items
SN /l\ can be clearly identified and specific
FIFO Rei [EyeHLy Standard Cost costs are attributed)

\/ Adjusted selling price Method

method \\l_/—/_\ S

It takes into account normal

Weighted levels of consumption (and are
Average It is used when large reviewed regularly)
numbers of rapidly =g o

changing items with —

similar margins are Materials

involved

Supplies
i TP

S " T

Cost is determined by Labour

reducing sales value of efficiency

the inventory by the

appropriate percentage pE——

gross margin Capacity
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Disclosures )

Information about the carrying amounts held in different
classification of inventories and the extent of changes in these assets
must be disclosed in financial statements.

=

Measurement of Inventorie

|
Raw Materials

Stores and spares, l

Finished goods, I

Work in progress, I:[»;.

e

Realisable Value /less Selling Expenses less
estimated cost of completion

AS 3 “STATEMENT OF CASH FLOWS”

Introduction

AS 3 provides information about historical changes in cash and cash equivalents of an enterprise by mean of a cash flow statement
which classifies cash flows during an accounting period into operating, investing and financing activities.

( Objectives of AS 3 D

I

( To assess i ( To require)

Ability of the Needs of the entity Timing and I Sorsionot
entity to generate to utilise those cash Cemifty of thmflsirim:lcg? a}]\:outes

cash and cash flows. generation of cash em :ao— andcc::hg +

equivalents. fHowsk in ¢ nd cash
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