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UNIT1: Accounting Standards 

Synopsis 

  

1.AS-5: Net profit and Loss for the period, prior period items and changes in 
Accounting policies. 

 Meaning 

 Objectives 
 Scope 
 Practical examples. 

2.AS-6: Depreciation Accounting 

 Meaning 
 Objectives 
 Scope 

 Practical examples. 

3. AS-10: Accounting for Fixed Assets 

 Meaning 
 Objectives 

 Scope 
 Practical examples. 

4. AS-14: Accounting for Amalgamations 

 Meaning 
 Objectives 

 Scope 
 Practical examples. 

5. AS-21: Preparation of Consolidated Financial Statements 

 Meaning 

 Objectives 
 Scope 
 Practical examples. 
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AS-5: Net profit and Loss for the period, prior period items and changes in 
Accounting policies. 

Meaning 

 Net profit and Loss for the period 

The statement of net profit or loss requires: 
 Disclosure of certain items within profit or loss from ordinary activities 
 Classification and disclosure of extraordinary and prior period items 
 Accounting treatment and disclosure for changes in the accounting estimates 
 Disclosure of changes in the accounting policies 

 

Prior Period Items 

Prior period items include income and expenses which occur in the current period due 
to certain errors and omissions while preparing financial statements of one or more prior 
periods. 

changes in Accounting policies 

Business entity should make changes in the accounting policy only if such a change: 
 If it is required by the statute 
 If it is required to comply with an accounting standard 
 Would help in presenting financial statements appropriately 

 

 Objectives 

The objective of this Standard is to prescribe the classification and disclosure of certain 
items in the statement of profit and loss so that all enterprises prepare and present such 
a statement on a uniform basis. This enhances the comparability of the financial 
statements of an enterprise over time and with the financial statements of other 
enterprises. Accordingly, this Standard requires the classification and disclosure of 
extraordinary and prior period items, and the disclosure of certain items within profit or 
loss from ordinary activities. It also specifies the accounting treatment for changes in 
accounting estimates and the disclosures to be made in the financial statements 
regarding changes in accounting policies. 

Scope 

 This Standard should be applied by an enterprise in presenting profit or loss from 
ordinary activities, extraordinary items and prior period items in the statement of 
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profit and loss, in accounting for changes in accounting estimates, and in 
disclosure of changes in accounting policies. 

 This Standard deals with, among other matters, the disclosure of certain items of 
net profit or loss for the period. These disclosures are made in addition to any 
other disclosures required by other Accounting Standards.  

 This Standard does not deal with the tax implications of extraordinary items, prior 
period items, changes in accounting estimates, and changes in accounting 
policies for which appropriate adjustments will have to be made depending on 
the circumstances. 
 

Practical Questions 
1. Chirag Ltd, Chennai changed only the rate of depreciation from 7% to 9%p.a 

on plant as per written down value method during the year 2019-2020. How 
would you deal with this in the books of accounts? 

Answer: Change in the rate of depreciation is only a change in the 
accounting estimate. Hence it requires a disclosure in notes to Accounts in 
their financial statements of the current year. 

2. ABC Ltd, Bandra found in the year 2015-16 that inventory statement prepared 
on the 31st March ,2019 includes an item of stock of Rs 53241 twice. How 
would you deal with this in the books of Accounts. 

Answer: An error of omission in the past period is considered as a prior 
period items and hence, it should be disclosed separately in the financial 
statement of the current year. 

3. The difference between actual expense or income and the estimated expense 
or income as accounted for in earlier years’ accounts, does not necessarily 
constitute the item to be a prior period item comment 

Answer: The statement given in the question is correct and is in 
accordance with the Accounting Standard (AS) 5 (Revised) “Net Profit or 
Loss for the Period. Prior Period Items and Changes in Accounting 
Policies‟‟. The use of reasonable estimates is an essential part of the 
preparation of financial statements and does not undermine their reliability. 
An estimate may have to be revised if changes occur regarding the 
circumstances on which the estimate was based, or as a result of new 
information or subsequent developments. The revision of the estimate, by 
its nature, does not bring the adjustments within the definition of an 
extraordinary item or a prior period item. 
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4. There was a theft of goods in the warehouse of ABC Pvt. Ltd. in the previous 
year (2016-17) amounting to Rs. 50 Lakhs. The same was detected in the 
current year (2017-18) at the time of physical verification of inventory. How do 
we account for this theft and its discovery in the financial statements of 2017-
18? 
 
Answer: The theft is not expected to take place on a frequent or regular 
basis and is not in a normal course of business of ABC Pvt. Ltd. Thus, 
the same qualifies to be an extraordinary item. Also, the theft took place 
in the financial year 2016-17 but was discovered in 2017-18. This 
suggests that although the loss related to 2016-17, it was not shown and 
the profit was overstated by such amount i.e. Rs. 50 Lakhs. While taking 
the effect of such loss in the current year (2017-18), this is a prior period 
item. Thus, the disclosures for the same should be given in the financial 
statements that due to a theft in 2016-17, goods worth Rs. 50 Lakhs 
were lost and discovered only in the current year. The value of inventory 
should be adjusted for such loss (both opening and closing inventory). 
 

 

AS-10: Accounting for Fixed Assets/ Revised AS 10 PPE 

Meaning 

An enterprise can select the revaluation model or the cost model as the accounting 
policy and employ the same to the entire class of its properties and P&E. According to 
the cost model, after recognizing the asset as an item of property or plant and 
equipment, it should be carried at the cost less the accumulated depreciation and the 
accumulated impairment losses  

Objectives: 

The objective of this Standard is to prescribe the accounting treatment for property, 
plant and equipment so that users of the financial statements can discern information 
about investment made by an enterprise in its property, plant and equipment and the 
changes in such investment. The principal issues in accounting for property, plant and 
equipment are the recognition of the assets, the determination of their carrying amounts 
and the depreciation charges and impairment losses to be recognized in relation to 
them 

Scope 
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AS 10 is to be applied in accounting for property, P&E (Plant and Equipment) and this 
standard are not applicable to: 

(a) biological assets which are related to agricultural activities except for bearer plants. 
The Standard is applicable to bearer plants, however, it doesn’t apply to the produce on 
bearer plants; and 

(b) wasting assets which include mineral rights, expenses related to exploration for and 
extraction of oil, minerals, natural gas and other non-regenerative resources. 

 

Practical Questions: 

a) Race Ltd. is construction a fixed asset. The cost of project is given below:
  Material
 Rs.52,00,000 
Direct Expenses Rs. 7,00,000 
Total wages for the year -Rs 4,80,000(50% is chargeable to project). 
Administrative Expenses-Rs l,25,000 
Depreciation on assets used for the project Rs. 30,000 
Calculate the cost of Fixed asset. 
 

b) Surya Industries Ltd. Purchased a Plot of Land for which the following 
information has been given:  
Purchase Price Rs. 50,00,000 
Transfer of title Rs. 5,00,000 
Other Legal Charges Rs. l,50,000 
Cost of Demolition of Old Building present 
On the land Rs. 75,000 
Sale of Scrap of Old Building Rs. l5,000 
You are Required to Calculate the cost of Land 
 

c) Harsha Ltd. has constructed a fixed asset. The cost of the project is 
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d)

 

AS-14: Accounting for Amalgamations 

Meaning 

This is short note on Accounting Standard or AS 14, Accounting for amalgamation 
which deals with accounting to be done in case of two companies amalgamated, like 
nature of amalgamation, methods of accounting for amalgamation and disclosure to be 
made. 

 Objectives 

Amalgamation in the nature of merger: 
It is an amalgamation which satisfies all the following conditions: 

 All the assets and liabilities of the transferor company become the assets and 
liabilities of the transferee company after amalgamation. 
 

 Shareholders holding not less than 90% of the face value of the equity shares of 
the transferor company become equity shareholders of the transferee company 
by virtue of the amalgamation. 

 
 The consideration to equity shareholders of the transferor company who agree to 

become equity shareholders of the transferee company is discharged wholly by 
the issue of equity shares in the transferee company, except that cash for 
fractional shares. 
 

 The business of the transferor company is intended to be carried on by the 
transferee company after amalgamation. 

 Assets and liabilities of the transferor company should be taken over and 
incorporated in financial statements of transferee company at book value, except 
to ensure uniformity of accounting policies. 

 
 

Amalgamation in the nature of purchase: 
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It is an amalgamation which does not satisfy any one or more of the five conditions 
specified above. 
 
Methods of Accounting for Amalgamations : 
There are two main methods of accounting for amalgamations: 

 Pooling of interests method; and 
 Purchase method. 

 

AS-21: Preparation of Consolidated Financial Statements 

Meaning 

This standard must be applied when accounting for investment in subsidiaries in a 
separate financial statement of the parent. 
It is to be noted that while preparing a consolidated financial statement, other standards 
also stay relevant in a similar manner as for standalone statements. 

Objectives: 

A parent company presenting its consolidated financial statements must present these 
statements along with its standalone financial statements. 

The users of financial statements of a parent company are typically concerned with and 
are required to be educated about, the results of operations and financial position of not 
only the company itself but also of that group together. 

This requirement is served by offering the users of financial statements – 

(a) standalone financial statements of a parent; and 
(b) consolidated financial statements that provide financial information about the 
business group as that of a lone enterprise without respect to the legal restrictions of the 
distinct legal entities 

Scope 

A parent company which presents its consolidated financial statements must 
consolidate all of its subsidiaries, foreign as well as domestic. Where a company 
doesn’t have any subsidiary, however, has associates and/or joint ventures such 
company also needs to prepare consolidated financial statements as per Accounting 
Standard 23 – Accounting for Associates in Consolidated Financial Statements and 
Accounting Standard 27 – Financial Reporting of Interests in JVs respectively. 

This accounting standard doesn’t deal with: 

 accounting methods for amalgamations and effects on consolidation, which 
includes goodwill which arises on amalgamation 

 accounting for investments in JVs (joint ventures) 
 accounting for investments in associates 
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UNIT 2: Profit Prior to Incorporation 

Synopsis 

 Introduction to the process on incorporation of a company.  

  Difference between incorporation and commencement of a company.  

 Accounting of incomes and expenses during Pre- and Post-Incorporation period.  

 Basis of allocation and apportionment of income and expenses for the Pre and 
Post-Incorporation period.  

Introduction to the process on incorporation of a company. 

The incorporation of a company refers to the legal process that is used to form a 
corporate entity or a company. An incorporated company is a separate legal 
entity on its own, recognized by the law. These corporations can be identified 
with terms like ‘Inc’ or ‘Limited’ in their names. It becomes a corporate legal entity 
completely separate from its owners. 

Difference between incorporation and commencement of a company.  

Difference between certificate of incorporation and commencement of business. 
Certificate of incorporation states that your company is registered where as 
Certificate of commencement refers to the permission granted for the start of 
the company. 

Accounting of incomes and expenses during Pre- and Post-Incorporation 
period.  

 

 

Methods of computing profit and loss prior to incorporation 

 SEPARATE FINAL ACCOUNT METHOD 
 SINGLE FINAL ACCOUNT METHOD 

SEPARATE FINAL ACCOUNT METHOD: By keeping all accounting detail 
separately for the two periods and taking stock valuation on the date of 
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incorporation, two separate trading and profit & loss account as follows can be 
prepared 

 From the date of purchase to the date of incorporation. 
 From the date of incorporation to the date of year ending. 

 
SINGLE FINAL ACCOUNT METHOD: preparation of trading a/c for that whole 
period and to find out the gross period or gross loss in the usual way. 
 
Preparation of profit & loss a/c by splitting up into two period (pre- incorporation 
and post incorporation ) by apportioning the items appearing in the profit & loss 
a/c on some equitable basis. 
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Practical Questions: 

Problem 1.  

 

 Solution :  
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Problem 2

 

Problem 3 

Date of acquisition 1st April, 2013.; date of incorporation -1st July 2013and date of 
closing of books – 31st march ,every year. 

The sale for the year ending on 31st march, 2014 were Rs 2400000 of which Rs 480000 
goods were sold during the first six months of the accounting period. 

Problem 4. 

G Ltd. was incorporated on the 1st August, 2011 and received its certificate for 

commencement of business on 1st September, 2011. The company bought the 

business of M/s Active and Slow with effect from 1st April, 2011. 

 

From the following figures relating to the year ending 31st March, 2012 find out the 

profits available for dividends:— 

 

(a) Sales for the year were Rs 60 crore out of which sales up to 1st August were Rs 

25 crore and upto 1st September Rs 30 crore. 

 

(b) Gross Profit for the year was Rs 18 crore. 
 

 

(c) The expenses debited to the statement of Profit and Loss were:— 
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The ratio of sales is 25 crore: 35 crore or 5 : 7. The ratio of time is four months (up to 
1st August) to 8 months or 1:2, except in case of interest to vendor. In this case (the 
interest paid is for 6 months out of which interest for four months (up to 1st August) is 
charged to the period prior to incorporation. Bad debts have been allocated according to 
the indication given in the question. 
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Problem 5.  

New Ventures Ltd. was incorporated on 1st July, 2011 with an authorised capital 

consisting of 50,000 equity shares of Rs 10 each to take over the running business of 

Random Brothers as from 1st April, 2011. 

The following is the summarised Statement of Profit & Loss for the year ended 31st 

March, 2012: 
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Solution :  

 

 

Sometimes, the sales figure for the period prior to incorporation is not given directly but 

has to be calculated from the ratio of sales of various months. 

Suppose, (a) a company is incorporated on 1st August, 2011, having taken over a 

running business on 1st April, 2011; (b) sales for the year ending 31st March, 2012 are 

Rs 95 lakh; and (c) sales for the each one of the first five months of the accounting year 

are half of what they are for each one of the seven subsequent months of the 

accounting year. 

Thus, if the sales figure for each one of the first five months is 1, the sales for each one 

of the subsequent seven months are 2; total for the first five months is 5 and that for the 

subsequent seven months 14. Now, sales for four months up to 1st August, 2011 would 

be 1 x 4 i.e., 4 and sales for the following eight months would be 1 + 2 x 7 or 1 + 14 i.e. 

15. 
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The ratio between pre-incorporation sales and post-incorporation sales is 4 : 15. Hence, 

total sales during the pre-incorporation period are Rs 95 lakh x 4/19 = Rs 20 lakh and 

the total sales during the post-incorporation period are Rs 75 lakh. 

Problem 6.  

A company was incorporated on 1st August, 2011 to take over a business from the 

preceding 1st April. The accounts were made upto 31st March, 2012 as usual and the 

statements of profit and loss gave the following result: 
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Solution: 
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Problem 7.  

 

Solution :  

 

Problem 8 
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Solution :  
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Problem 9.  
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Solution: 
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Problem 10. 

 

Solution:  
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Problem 11. 
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Problem 12.  
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UNIT 3: Company Final Accounts 

Synopsis 

• Preparation of Company Final Accounts- Forms and contents as per Provisions 
Schedule III of the Companies Act 2013 (with the amendments for the relevant 
academic year)  

• Related adjustments and their treatment. 

What are Final Accounts? 

An organization of any firm’s financial statement, usually the fiscal year, made up at the 
end of an accounting period. The balance sheet reflects the financial situation of the 
company. These sheets are generally ready as final accounts at the end of the year. 
Final accounts are made for keeping the accounts record. The purpose of keeping 
accounts is to interrogate profit and loss statement also the outcomes of numerous 
incomes and expenditures throughout the year. 

The main purpose of a businessman to get into the business is to gain more and more 
profit. It is accounting that demonstrates a company’s concerns about profit and loss. 

What are Objectives of Preparing Final Accounts? 

The following objectives will help you make clear about final accounts 

To determine the transaction outcomes 

 Final accounts are made up to understand the profit gained or the loss suffered in a 
given tenure by the company 

 Trading and profit and loss accounts or income statuses are being generated to 
determine the profit and loss of the company 

 
Knowing the company’s financial situation 

 In addition, to determine the profit and loss, the company’s economic position is 
evaluated by the final accounts. 

 The company’s economic position is showing by using a balance sheet. 
 Final accounts are used as a meaningful source of conveying the owners, creditors, 

investors, managers and other stakeholders the current financial position of the 
business. 

FORMATE OF BALANC SHEET 
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FORMATE OF PROFIT AND LOSS A/C 
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UNIT 4: VALUATIONS  OF SHARES 

SYNOPSIS 

 Concept of Valuation 
 Need for Valuation 
 Special Factors affecting Valuation of Shares  
 Methods of Valuation  
 Net Assets Method 
 Yield Basis Method 
 Fair Value Method 

 
 

 Concept of Valuation 
 
Valuation of shares is the process of knowing the value of companys shares. 
Share valuation is done based on quantitative techniques and share value will 
vary depending on the market demand and supply. The share price of the listed 
companies which are traded publicly can be known easily. 
 

When is Valuation of Shares Required? 
The valuation of shares is usually required in the following situations – 

 When a business is being sold to another business; 
 When a business offers its shares as security to get a loan; 
 When companies undergoes mergers, demergers, acquisitions or reconstruction; 
 When a company is implementing an Employee Stock Option Plan (ESOP); and/or 
 When a company plans to convert its shares from preference to equity shares. 

 
 

The value of share of a company depends on so many factors such as: 

1. Nature of business. 
2. Economic policies of the Government. 
3. Demand and supply of shares. 
4. Rate of dividend paid. 
5. Yield of other related shares in the Stock Exchange, etc. 
6. Net worth of the company. 
7. Earning capacity. 
8. Quoted price of the shares in the stock market. 
9. Profits made over a number of years. 
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10. Dividend paid on the shares over a number of years. 
11. Prospects of growth, enhanced earning per share, etc. 

Factors Influencing Valuation 

1. Current stock market price of the shares. 
2. Profits earned and dividend paid over the years: 
3. Availability of reserves and future prospects of the company. 
4. Realisable value of the net assets of the company. 
5. Current and deferred liabilities for the company. 
6. Age and status of plant and machinery of the company. 
7. Net worth of the company. 
8. Record of efficiency, integrity and honesty of Board of Directors and other 

managerial personnel of the company. 
9. Quality of top and middle management of the company and their professional 

competence. 
10. Record of performance of the company in financial terms. 

 

METHODS OF VALUATION OF SHARES 

1. Asset-backing method 
2. Yield-Basis Method 
3. Fair Value Method 
4. Return on Capital Employed Method 
5. Price-Earning Ratio Method. 

Net Assets/Intrinsic Value/Break-up Value/Assets Backing Value Method 

In this method value per share is arrived by dividing the net asset of the company by 
number of equity shares. The calculation of net asset is done by adding all the asset at 
the market value, net investments are included and if there is preference share capital it 
should be deducted from it. For example; land and building+ plant and machinery+ 
furniture+ stock+ debtors+ bill receivable+ cash+ goodwill-debentures-current liabilities-
preference share capital-dividend arrears/ number of equity shares. 

This method is beneficial as it take into account goodwill, useful method when company 
is going into liquidation, and also accepted by taxation authorities. But at the same time 
not suitable for growing company. 

Yield-Basis Method 

In this method the valuation of share is done by comparing expected rate of return with 
normal rate of return. If ERR> NRR than market value of share is more than the paid up 
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amount. Otherwise market value of share is less than the paid up value. This method 
follows the following steps: 

i)                    Calculate expected profit available for equity shareholders———– it is 
calculated by including the taxation, transfer to reserve, transfer to debenture 
redemption fund, preference dividend. This is the amount available to the equity 
shareholders. 

ii)                   Now next step is to calculate the expected rate of return 

ERR = amount available to equity shareholders *100/ paid up equity share capital 

iii)                 Last step is to calculate value of share 

               Value of share= ERR* Paid up value per share/NRR 

 This method is suitable for growing companies and small investors but this method fails 
to consider net asset of the company. 

Fair value or dual method: 

This method is the combination of both the above methods. 

                  Fair value of share= intrinsic value+ yield value/2. 

 

THANK YOU 

**************************************************************** 
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