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CHAPTER 1: ACCOUNTING STANDARDS and Ind-

AS-Section I (Unit 8 & 9 of ICAI) 

Nov 20: 2 Marks :Part II 

SECTION 1:CONCEPT 

1 The Institute of Chartered Accountants of India (ICAI) being the premier accounting body 

in the country had set up the Accounting Standards Board (ASB) on 21st April, 1977, 

with key objective of formulating Accounting Standards to harmonise varied accounting 

policies 

2 An accounting standard is a common set of principles, standards and procedures that 

define the basis of financial accounting policies and practices 

3 The Accounting Standard suggest the role of  recognition of events and Transactions,  

measurement of events and Transactions, treatment and  presentation  of events and 

Transactions and disclosure of accounting transaction  in the Financial Statements of an 

Organisation 

4 The Main Objective of Accounting Standards is to establish standards which have to 

be compiled with to ensure that financial statements are prepared in accordance with 

generally accepted accounting principles. Thus, it ensures uniformity in accounting 

practices and  transparency, consistency and comparability of accounting treatment. 

5 Accounting Standards are mandatory in nature and prepared for material/important 

items 

6 The Accounting Standards by their very nature cannot and do not override the local 

regulations which govern the preparation and presentation of financial statements in our 

country. Thus Law overrides Accounting Standards. 

7 The Institute of Chartered Accountants of India (ICAI) has issued 32 Accounting 

Standards but in force are 27 AS. Internationally 41 As have been issued. 

8 AS 8 was removed and was replaced by AS 26 on 1 April 2003 and AS 6 has been 

merged with AS 10 from 1 April 2016 

9 Accounting standards ensure the financial statements from multiple companies are 

comparable. Because all entities follow the same rules, accounting standards make the 

financial statements credible and allow for more economic decisions based on accurate 

and consistent information. Major benefits of Accounting Standards are enumerated 

below: 

9.1 Standardization of  alternative  Accounting treatments: Accounting Standards 

provides rules for standard treatment and recording of transactions. They even have a 

standard format for financial statements. These are steps in achieving uniformity in 

accounting methods 
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9.2 Assessing Business Performance through Comparability: The use of accounting 

standards will enable a business to see or assess its performance. By doing so, they 

can also compare and contrast their business’ performance with other companies or 

competitors. It further helps a business see its strengths and weaknesses. By also 

comparing past and current performances, a business can assess the success of its 

strategies 

9.3 Additional disclosures: There are certain areas where important information is not 

required to be disclosed by law. Standards require such additional disclosure such as 

the methods of depreciation used, change of method of method of depreciation etc. 

which help the users of financial statements such as investors, bankers, creditors etc. 

to take important financial decisions 

9.4 Protecting Investors: By employing accounting standards, investors’ interests are 

ensured as the documents they review are definitely accurate and genuine. 

Accounting standards increase the investors’ confidence in the business. 

9.5 Regulatory Compliance: Government regulators set accounting standards that have 

to be adhered to by all companies. This is both beneficial to the investor or business 

owner as well as to the customers or clients because it protects them from frauds in 

businesses. It also promotes transparency among the business’ transactions which 

will eventually lead to the improved efficiency of the markets. 

9.6 Benefits to accountants and auditors: The accounting standards provide a basis for 

uniform accounting practices. In this way there is a less possibility of frauds to be 

committed by accountants. There is more transparency in the accounting information. 

Since the accounting profession follows the accounting standards without any 

exception, they are helpful not only to an accounting entity but to the accountants 

and auditors too. Any type of misinformation can lead to strict action against the 

accountants as well as auditors 

9.7 Helpful to Government: The government officials will find the financial information 

more useful for purposes of economic planning, market analysis and tax collections if 

it is based on established accounting standards 

10 Limitation of Accounting standards: There are a few limitations of Accounting Standards 

as well. The regulatory bodies keep updating the standards to restrict these limitations. 

10.1  Difficulty between Choosing Alternatives: There are alternatives for certain 

accounting treatments or valuations. Like for example, stocks can be valued by LIFO, 

FIFO, weighted average method, etc. So choosing between these alternatives is a tough 

decision for the management. The AS does not provide guidelines for the appropriate 

choice. 

10.2  Restricted Scope: Accounting Standards cannot override the laws or the 

statutes. They have to be framed within the confines of the laws prevailing at the time. 

That can limit their scope to provide the best policies for the situation. 
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10.3 Mechanical approach: The accounting standards may be applied mechanically 

even if circumstances are different as Organisation may not understand but still apply as 

required by Law 

11 SETTING ACCOUNTING STANDARDS 

11.1 ICAI constituted an Accounting Standard Board (ASB) in 21 April 1977. The main 

function of the ASB is to prepare accounting standards as per the requirements of Indian 

Business and Industry. The Central Council of ICAI then notifies the final standard after 

consultations with the representatives of trade, commerce and Industry like federation 

of Indian Chambers of Commerce and Industry (FICCI), academicians, legal experts and 

so on. ASB has taken into consideration the following factors while setting the 

accounting standards: 

11.1.1 Indian laws, and business practices (e.g. depreciation policy, inventory 

valuation procedures and so on). 

11.1.2 The International Accounting Standards now known as International 

Financial Reporting Standards (IFRS) issued by International Accounting  

Standards Board 

11.1.3 The role of the auditors. 

11.1.4 The purposes and limitations of published final accounts. 

 

12 INTERNATIONAL FINANCIAL REPORTING STANDARDS(IFRS): 

12.1 International Financial Reporting Standards (IFRS) are the globally accepted 

accounting standards adopted by International Accounting Standard Board (IASB) 

earlier known International Accounting Standard Committee (IASC). 

12.2  IASB was established in 1973 to formulate and publicise in public interest, 

standards, to be followed in the preparation of financial statements and to promote their 

world-wide acceptance and adoption. The standards issued by the Board of lASC before 

2001 are known as International Accounting Standard (lAS).In India , these are Ind -

As(Indian Accounting Standards):Ind -As are simple IFRS converged standards 

formulated by ICAI in consultation with NACAS and issued by Government of 

India. 

12.3  In April, 2001 IASB adopted all IAS and developed by them by renaming them 

as IFRS.IFRS are standards issued by IASB, London so that company accounts are 

understandable internationally. Indian Accounting Standards (Ind ASs) are “Desi version 

of IFRS”. Ind AS are named and numbered in the same way as the IFRS 

13 Why we need IFRS/Why we need convergence towards Global Standards? 

Nation Today is moving towards globalization of economic activities which are prevalent 

indifferent countries and this lead to need of convergence due to increase demand of 

financial information of various business entities across the world. Following will be 

benefits of IFRS: 
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13.1 To Attract foreign Investment: For Economic development, FDI is applicable 

and it would promote Global trade and Globalization of capital markets 

13.2 Convergence: There is a need to integrate India’s accounting and financial 

reporting with rest of the countries. 

13.3 Comparability: IFRS will provide uniformity and comparability of accounting & 

financial statements with the financial statements of other 

countries. 

Thus, its benefits to different section are summed up below: 

Table 1: Benefits of Ind -As to various Sectors 

1 Economy • Results in Growth and Development of International 

Trade  and Business. 

• Promoting Foreign Direct Investment in the country 

2 Investors • They get relevant and reliable information in time 

which is comparable to other Organisation of different 

nations 

• Boost up Investor Confidence since Financial 

Statements for investment decisions are accepted 

globally due to uniform accounting standards followed 

in its preparation 

3 Industry • Industry can now raise capital from all investor 

whether domestic or global in cheaper cost as financial 

reporting burden is reduced due to uniformity in 

process of preparation of Financial Statements. 

 

SECTION 2:JUST A MINUTE: JAM 

1. It is essential to standardize the accounting principles and policies in order to ensure 

– ICAI 

(a) Transparency  (b) Consistency     (c) Comparability (d) All of the above 

2. Accounting standards make the financial statements of different business units or the 

financial statements of the same business unit - 

(a) Distinct (b) Identical  (c) Comparable (d) None 

3. Accounting standards make it possible that the accounting data people get are – 

(a) Elaborate and sufficient (b) Reliable and comparable  

(c) Up to date                                               (d) Proper and significant. 

4. The Accounting Standards are intended to apply only to items which are – 

(a) Theoretical (b) Conceptual      (c) Hypothetical   (d) Material 

5. Accounting Standards ___________ the statue/Law: 

(a) Can over-ride (b) Cannot over-ride (c) May over-ride(d) None 
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6. Accounting Standard in India are issued by -  

(a) The Central Govt.  (b) The State Govt. 

(c) ICAI  (d) The Reserve Bank of India 

7. Accounting Standard in India are issued by –Nov 2020 Part II 

(a) The Board of Studies – ICAI     (b) The Accounting Standards Board –ICAI 

(c) The Expert Advisory Committee – ICAI  (d) IASC 

8. How many Accounting Standard have been issued so far by ICAI  

(a) 26  (b) 27  (c) 32  (d) 29 

9. How many Accounting Standard have been issued so far by ICAI are in force 

(a) 27  (b) 32  (c) 31  (d) 29 

10. Accounting Standards ICAI 

(a) Harmonize accounting policies. 

(b) Eliminate the non-comparability of financial statements. 

(c) Improve the reliability of financial statements. 

(d) All of the above 

11. How many AS have been issued by IASC: 

(a) 28 (b) 29 (c) 32 (d) 41 

12. IASB stands for 

(a) International Accounting Standards Board (b) Institution Accounting 

Standards Board   (c) Indian Accounting Standards Board(d) Internal Accounting 

Standards Board 

13. The Accounting Standards give the disadvantage 

(a) It promotes comparison and transparency 

(b) It leads to rigidity. 

(c) It eliminates flexibility 

(d) b and c 

14. The government of India consultation with ICAI decided to 

(a) adopt IFRS.(b) Notify IFRS.(c) Converge with IFRS.(d) All of the above 

15. Beneficiaries of convergence with IFRS include 

(a) Economy (b) Investors.(c) Industry.(d) All of the above 

16. IASC was established in 

(a) 1973 (b) 1997.(c) 1999 (d) 2001 

17. Global Standards facilitate ICAI 

a) Cross border flow of money (b) Global listing of different bourses.(c) comparability of 

Financial Statements (d) All of the above 

18. The GoI in consultation with ICAI decided to 

a) Adapt IFRS (b) Converge with IFRS.(c) apply IFRS (d) Notify IFRS 

19. Convergence with IFRS 

a) Simplifies the process of preparing Financial Statements (b)  reduces the cost of 

preparing Financial Statements.(c) both a and b (d) facilitate global investor 

understanding and confidence in high quality  financial statements 
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1.D 2.C 3.B 4.D5.B 6.C 7.B 8.C9.A10.D 11.D 12.A 13.D 14.C 15.D 16 A 17 D 18 B 19 D 

SECTION 3: TRUE/FALSE 

1 Accounting Standards can sometimes be restrictive. True or False? 

Ans: True :One of the major disadvantages of accounting standards is that they can be 

restrictive and inflexible. Each company faces unique situations and financial transactions. Like 

if any company wants to use LIFO for inventory valuation they can not as not allowed by AS-2. 

2 Accounting standards and accounting concepts are one and the same thing 

Ans: False : Accounting concepts are general statements and are not intended to develop 

solutions to specific issues in financial reporting. On the other hand, accounting standards aim 

at providing solutions to specific issues e.g. inventory valuation, depreciation of fixed assets, 

consolidation of accounts, etc. 

3 Accounting Standards in force are 32. True or False? 

Ans: False :Accounting Standards in force are  not 32 but 27 as AS -8 and As 6 has been 

removed with AS 26 and AS 10 respectively. Further, AS 30,31 and 32 have been removed 

4 In India, accounting standards are issued by Securities and Exchange Board of India (SEBI). 

Ans: False : Accounting Standards   are issued by ASB of ICAI 

5 Accounting standards in India are mandatory. 

Ans: True  

6 AS - 1 is meant for disclosures of accounting policies.  

Ans: True  

7 AS -2 is meant for revenue recognition.  

Ans: False as AS 2 is for Inventory Valuation 

8 AS can override the statute. False MCQ 5 

9 Difficulty in making choice between different treatment is one of benefits of AS .False Point 10 

10 Requirements for additional disclosure is one of limitation of AS. False Point 3 

11 ASB means Accounting standardization benchmarking False Point 2 

12 There are no limitation of AS False Point 10 

13 GoI  in consultation with ICAI decided to adopt IFRS issued  by IASB. False (Converge ) 

14 There are many beneficiaries of  convergence with IFRS such as investor, economy etc. True 

15 There was no need to  converge to Global Accounting Standards False 

16 IFRS are considered  Rule  based set of standard False(Principle based) 

17 GoI has taken IASB support to develop Ind As  False ASB support 

18 IASC stands for  International Accounting Standard council False  

SECTION 4: ICAI KA KHAJANA 

1. Explain the Objective of Accounting Standards. 2003 Nov, MTP Nov 2018 

2. State the advantage of setting Accounting Standards 
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Table 2:STATUS OF INDIAN ACCOUNTING STANDARDS ISSUED BY ICAI (Only for Reference) 

 Number of the  Title of the Accounting  Date from     

 Accounting  Standard  which    

 Standard (AS)   mandatory     

  (Accounting  

    

  AS-1 Disclosure of  1-4-1993    

  Accounting Principles   

  AS-2  Valuation of Inventories  1-4-1999     

 AS-3 (Revised) Cash Flow Statement  1-4-2001    

 AS-4 (Revised)  Contingencies &event Occurring  

  after Balance Sheet date  1-4-1993     

      

  AS-5 (Revised)  Net Profit or Loss for  1-4-1996     

  the Period, Prior Period      

  Items and Changes in      

  Accounting Policies      

 AS-6 (Revised)   Depreciation  1-4-1996  Merged:1 April 2016  

        

  

 AS-7 (Revised)  Construction Contracts  1-4-2002      

 AS-8  Withdrawn and included      

  in AS-26      

 AS-9  Revenue Recognition  1-4-1993      

 AS-10  Accounting for Fixed  1-4-1993      

  Assets      

 AS-11  The Effects of Changes  1-4-2004      

 (Revised 2003)  in Foreign Exchange      

  Rates      

 AS-12  Accounting for Govt.  1-4-1994     

  Grants      

  AS-13Accounting for  1-4-1995              

  Investments      

  AS-14 Accounting for   1-4-1995     

  Amalgamations      

 AS-15  Employees benefit  1-4-2006     

  (Revised 2005)      

  

 AS-16  Borrowing Costs  1-4-2000    

 AS-17  Segment Reporting  1 -4-2001     

 AS-18  Related Party  1-4-2001    

  Disclosures     

 AS-19  Leases  1-4-2001     

 AS-20  Earning Per Shares  1-4-2001     

 AS-21.  Consolidated Financial  1-4-2001     

  Statements      

 AS-22  Accounting for Taxes on Income   1-4-2001    

  AS-23  Accounting for  1-4--2002    

  Investment in Associates      

   in Consolidated      
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  Financial Statements      

 AS-24  Discounting Operations  1-4-2004    

      

 AS-25  Interim Financial  1-4-2004    

  Reporting     

 AS-26  Intangible Assets  1-4-2002    

 AS-27  Financial Reporting of  1-4-2002    

  Interests in Joint      

  Ventures      

 AS-28  Impairment of Assets  1-4-2004    

   1-4-2006    

   1-4-2008    

 AS-29  Provisions, Contingent  1-4-2004    

  liabilities and contingent      

  assets  

 

SECTION 5:NOT TO BE MISSED:NTM 

  

 

  



9 | P a g e   P a n k a j  G o e l ,  

 

CHAPTER 2: ACCOUNTING POLICIES-Section 

I(Unit 6 of ICAI) 

Nov 20: 2 marks Part 1 

SECTION 1:CONCEPT 

1. Meaning: Accounting Policies are specific accounting principles and method of 

applying those principles in preparation and presentation of financial statements 

2. Accounting Policies are prepared for material item and wrong selection of accounting 

polices may overstate or understate the financial performance 

3. Areas involving different accounting policies by different enterprises are 

• Methods of depreciation, depletion and amortization 

• Treatment of expenditure during construction 

• Treatment of foreign currency conversion/translation,  

• Valuation of inventories 

4. The following examples would highlight the nature of different accounting 

policies adopted by different enterprises particularly the corporate form of 

business enterprises : 

 Areas Differing Accounting Policies 

(i) Methods of depreciation, depletion (i) Straight Line Method; Written  Down 
 and amortisation           Value Method 

(ii) Treatment of expenditure during (ii) Capitalisation of expenses; treatment  
 construction         as  deferred revenue expenditure 

(iii) Conversion or translation of foreign(iii) Credit or debit to reserves or credit or 
 currency transactions              debit direct to profit and loss account 

(iv) Valuation of inventories         (iv) FIFO, LIFO, Weighted Average  

   Method etc. 

 

5. Selection of Accounting Polices:  

Factorsgoverningtheselectionandapplicationofaccountingpoliciesare: 

5.1 Prudence: Anticipate the Losses but never anticipate the Profits (e.g. Provision for 

Legal damages). 

5.2 Substance over form: Rationality over Legality: Certain Transaction are recorded due 

to their justification and not by legal form.(eg: Debentures though as per law has to be 

non current liabilities but debentures to be redeemed within one year will be shown as 

current liabilities) 

5.3 Materiality: Only important item are separately disclosed like General expense are 

not shown separately but Director salary is shown, sales  figures like Rs 12345678 can 

be written as Rs 1.23 Cr 
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6. Changes in Accounting Policies: Is allowed if: MTP May 21 

6.1 There is change in law or Statute like in Income Tax only WDV method is 

allowed 

6.2 Change in Accounting standard like LIFO was banned by AS 2 

6.3 Better presentation of Financial Statements 

7. Fundamental Accounting Assumptions (FAA) 

7.1 CONSISTENCY PRINCIPLE: According to this principle, whatever accounting 

practices (whether logical or not) are selected for given category of transactions, they 

should be followed on a horizontal basis from one accounting period to another to achieve 

compatibility. The consistency principle is applied when alternative methods of 

accounting are equally acceptable. 

Examples: If the inventory is valued on LIFO basis, this basis should be followed year after 

year and if a particular asset is depreciated according to WDV method, this method should 

be followed year after year. 

7.2 ACCRUAL PRINCIPLE: According to Accrual principle, all revenues and costs are 

recognized as they are earned or incurred (and not as money is received or paid).Revenue 

is earned and Cost is incurred 

Examples: Credit Sales are recorded due to Accrual Concept 

7.3 GOING CONCERN PRINCIPLE: It is also known as continuity assumption. According 

to this assumption, the enterprise is normally viewed as a going concern that is, continuing 

in operation for the foreseeable future. It is assumed that the enterprise has neither the 

intention nor the necessity of liquidation or of curtailing materially the scale of its 

operations.  

It is because of the going concern assumptions: 

• That the assets are classified as current assets and fixed assets. 

• The liabilities are classified as short-term liabilities and long-term liabilities. 

• The unused resources are shown ass unutilized costs (or unexpired costs) as against 

the break-up values as in case of liquidating enterprise. Accordingly, the earning power 

and not the break-up value evaluate the continuing enterprise. 

If nothing has been written about the fundamental accounting 

assumption in the Financial statements then it is assumed that they 

have already been followed in their preparation of financial 

statements. However, if any of the above  mentioned fundamental 

accounting assumption is not followed then this fact should be 

specifically disclosed  

SECTION 2:JUST A MINUTE: JAM 
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1 Accounting policies should be disclosed in the ................................... .  

(a) Faithful representation (b) Substance over form 

(c) Neutrality  (d) Financial Statements 

2. As per AS-1, major considerations governing the selections and application of 

accounting policies are................................. .  

(a) Faithful representation (b) Substance over form 

(c) Neutrality  (d) Fair disclosure 

3. A change in an accounting policies does not require a disclosure in the financial 

statements provided................................. . 

(a) Faithful representation (b) Substance over form 

(c) Immaterial  (d) Fair disclosure 

4. The substance of the transactions gets preference over legal position. The transactions 

and events recorded in the books of account and presented in the financial statements, 

should be governed by the substance of such transactions and not merely by their legal 

form as per – 

(a) Faithful representation (b) Substance over form 

(c) Neutrality  (d) Fair disclosure. 

5. As per AS 1 disclosure of Accounting Policies should form part of: 

(a) The Final Accounts   (b) The Auditor’s Report 

(c) The Director’s Report (d) The Books of Accounts 

6. Selection of an inappropriate accounting policy may lead to: ICAI 

(a) Understatement of Performance 

(b) Overstatement of Performance 

(c) Understatement or Overstatement of Financial Position 

(d) None of the above 

7. Selection of appropriate accounting policies is not based on: 

(a) Prudence  (b) Substance over form  (c) Amount involved (d) 

Materiality 

8. Fundamental Accounting Assumptions as per AS -1 are-  

(a) Going concern, Consistency, Conservatism 

(b) Going concern, Consistency, Accrual 

(c) Going concern, Money Measurement, Conservatism 

(d) Going concern, Accounting Period, Accrual 

9. Accrual means-  

(a) recognition of revenue as it is earned and of costs as they are paid 

(b) recognition of revenues as it is received and of costs as they are incurred 

(c) recognition of revenue and costs on payment basis 

(d) recognition of revenue as it is earned and costs as they are incurred 

10. Prudence is a concept that recognize- 

(a) All profits 

(b) unrealized profits and not losses 
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(c) unrealized losses and not profits 

(d) None of the above 

11. The major considerations governing the selection and application of accounting Policies 

are – 

(a) Prudence, Consistency and Materiality (b) Prudence, Going Concern and Materiality 

(c) Accrual, Substance over from and materiality  (d)  

Prudence, Substance over form and materiality 

12. AS per AS-1,Fundamental accounting assumptions are:  

(a) accrual  (b) going concern   (c) consistency  (d) all of the above 

13. As per AS-1, an accounting policy can be changed provided:  ICAI 

(a) it is required by statute 

(b) it is required for compliance within accounting standards 

(c) the change would result in more appropriate presentation of financial statements 

(d) in all the above situations 

14. In which of the following areas, different accounting policies can be adopted for 

preparation and presentation of financial statements:ICAI 

(a) valuation of inventory  (b) treatment of government 

grants(c) treatment of expenditure during the construction period (d) all of the above 

15. Which of the following factor is not considered while selecting accounting policies? 

(a) Prudence (b) Substance over form(c) Accountancy(d) Materiality 

16     Accounting Policy of X Limited  states that inventory is valued at cost or NRV whichever 

is lower. Which accounting principle is followed in the policy:ICAI 

(a) Prudence (b) Substance over form(c) Accountancy(d) Materiality 

17.    Accounting Policy refers to 

(a) specific accounting principles(b) method of applying those principles(c) booth a and 

b (d) Materiality 

ANS.1D 2B 3 C 4B 5 A 6 C 7 C 8 B 9 D 10 C 11 D 12 D 13 D 14 D 15 C 16 A 17 C 

SECTION 3: TRUE/FALSE 

1. Gabbu Limited has changed the method of accounting from accrual basis to cash 

basis and  it was  not disclosed in Notes to accounts. Comment in light of AS-1:. 

Accounting Policies are specific accounting principles and method of applying those 

principles in preparation and presentation of financial statements 

1. Fundamental Accounting Assumptions(FAA) 

1.1 ACCRUAL PRINCIPLE: According to Accrual principle, all revenues and costs are 

recognized as they are earned or incurred (and not as money is received or paid).Revenue 

is earned and Cost is incurred 

In the Present Case, Gabbu Limited has changed the method of accounting from accrual to 

cash and did not disclosed this change. However, auditor did not disclose Fundamental 

accounting assumptions of Accrual  as per AS -1.There is change in Fundamental 

Accounting Assumption of Accrual  as it is not followed due to change of method of accounting  

and thus disclosure is mandatory. 
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Thus, Non Disclosure of Fundamental accounting assumptions by auditor as per AS -1 is 

invalid. 

2. X limited  has changed the method of depreciation from SLM to WDV 

retrospectively. However, auditor has objected to it .Comment in view of relevant 

Accounting Standard. 

Accounting Policies are specific accounting principles and method of applying those 

principles in preparation and presentation of financial statements 

1. Changes in Accounting Policies: Is allowed if: 

1.1 There is change in law or Statute 

1.2 Change in Accounting standard 

1.3 Better presentation of Financial Statements 

In the Present Case, X Limited has changed the method of depreciation from SLM to WDV 

retrospectively ,thus there is change in Policy so, Auditor must assessed the reason for 

change whether is  due to change in Law or Accounting Standard or due to Better 

presentation of Financial Statements. Further, there is change in Fundamental Accounting 

Assumption of Consistency and thus disclosure is mandatory. 

However, method of Depreciation can be changed only prospectively and not retrospectively 

as per As 10 and thus auditor objection in this regard is correct 

3. Jet Airways has closed its operation. However, it was not disclosed in notes to 

accounts. Comment in view of relevant Accounting Standard 

Accounting Policies are specific accounting principles and method of applying those 

principles in preparation and presentation of financial statements 

1. Fundamental Accounting Assumptions(FAA) 

1.1 GOING CONCERN PRINCIPLE: It is also known as continuity assumption. According 

to this assumption, the enterprise is normally viewed as a going concern that is, continuing 

in operation for the foreseeable future. It is assumed that the enterprise has neither the 

intention nor the necessity of liquidation or of curtailing materially the scale of its 

operations.  

In the Present Case, Jet Airways has closed its operation. However, auditory did not disclose 

Fundamental accounting assumptions as per AS -1.There is doubt in Fundamental 

Accounting Assumption of Going Concern as it is not followed due to closure of operations  

and thus disclosure is mandatory. 

Thus, Non Disclosure of Fundamental accounting assumptions by auditor as per AS -1 is 

invalid. 

4. XYZ Limited rounded of the figures to lakhs. However, auditor objected to it. 

Comment in view of relevant Accounting Standard 

Accounting Policies are specific accounting principles and method of applying those 

principles in preparation and presentation of financial statements 

Selection of Accounting Polices: Materiality is one of the factors   of selection of accounting 

Policies:  It means that only important item are separately disclosed like General expense are 
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not shown separately but Director salary is shown. Similarly in  present case XYZ Limited 

rounded of the figures to lakhs  which is in line with  Materiality concept and thus  

auditor objection is not valid 

5. Accounting Policies and Accounting Standard Convey Same Meaning: 

False: Accounting Standards are Framed by ICAI like AS-2 valuation of Inventory where 

as Accounting policies are framed by management as how to apply accounting Standard 

like which method of Inventory prescribed in As 2 Should be used. 

6. Accrual means only cash Transaction will be recorded. 

False: According to Accrual principle, all revenues and costs are recognized as they are 

earned or incurred (and not as money is received or paid).Revenue is earned and Cost is 

incurred 

Examples: Credit Sales are recorded due to Accrual Concept 

7. There is single list of  accounting polices which are applicable to all enterprises in all 

circumstances: False(Point 3 &4 ) 

8. Selection of accounting policies doesn’t not impact financial performance.False(MCQ 6) 

9.  A change in accounting policies shall be made as and when business like to show 

result as per their choice False(MCQ 13) 

10. Choosing  FIFO or weighted average method for inventory valuation is an 

accounting policy choice. True 

11. Selection of inappropriate accounting polices will  overstate the impact financial 

performance every time. False(MCQ 6) 

SECTION 4: ICAI KA KHAJANA 
1. Change in Accounting Policies may lead to material affect on items of Financial 

Statement. Comment MTP May 2021 

2. Define  Accounting Policies in brief and identify areas where different 

Accounting Policies are  frequently encountered. 2005 Nov 

SECTION 5:NOT TO BE MISSED:NTM 

 


