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AS 1: DISCLOSURE OF ACCOUNTING POLICY 

ACCOUNTING POLICIES 

The accounting policies refer to the specific accounting principles and the methods of applying 

those principles adopted by the enterprise in the preparation and presentation of financial 

statements.  

There is no single list of accounting policies which are applicable to all circumstances and different 

enterprises follow different accounting policies. The areas in which different accounting policies may 

be followed: 

 Methods of depreciation - Straight Line Method, Reducing Balance Method 

 Valuation of inventories – FIFO, weighted average 

 Valuation of investments – Cost or fair value basis 

 

All significant accounting policies adopted in the preparation and presentation of financial 

statements should be disclosed.  

CONSIDERATION FOR SELECTION OF ACCOUNTING POLICIES 

The primary consideration in the selection of accounting policies by an enterprise is that the 

financial statements prepared and presented on the basis of such accounting policies should 

represent a true and fair view of the state of affairs of the enterprise and reflect true profit or loss 

for the period.  

The major considerations governing the selection and application of accounting policies are: 

Prudence: 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. 

Substance over Form:  The accounting treatment and presentation in financial statements of 

transactions and events should be governed by their substance and not merely by the legal form. 

Materiality: Financial statements should disclose all “material” items, i.e. items which might 

influence the decisions of the user of the financial statements. 

For example: A company should disclose by way of notes additional information regarding any item 

of income or expenditure which exceeds 1% of the revenue from operations or INR 1,00,000 

whichever is higher. 

FUNDAMENTAL ACCOUNTING ASSUMPTIONS 

These are accounting assumptions that are inbuilt in the preparation of the financial statements. 

 

Followed, then no specific 

disclosure is required 

Not followed, then specific 

discourse is made in the FS 
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Going Concern 

•Enterprise is normally viewed as continuing ts 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 the operations. 

 

•Implication: FS are prepared on historical cost basis.  

 

•What if going concern assumption is breached? FS will be prepared on realisation basis. 
All assets are recorded at realisable value and liabilities at payable value. Also, disclosure is 
required to be made that accounts are not being prepared on going concern basis. 

 Consistency 

•It is assumed that accounting policies are consistent from one period to another. 

 

•Implication: Improves comparability of financial statements 

 

•What if going concern assumption is breached? An accounting policy can be changed if 
the change is required (i) by a statute (ii) by an accounting standard (iii) for more appropriate 
presentation of financial statements. 

 Accrual 

•Revenues and costs are accrued. It is recognised as they are earned or incurred (and not as 
money is received or paid) and recorded in the financial statements of the periods to which 
they relate. 

 

•Implication: Accrual basis ensures better matching between revenue and cost.  

Change in Accounting 
Policy 

Not ascertained Amount ascertained 

Material in current period 

The disclosure of change in 
accounting policy is required 
to be made in current period.  

If the disclosure is made in 
CY, then no disclosure in 
future years will be required. 
This is because an enterprise 
has to disclose changes in 
accounting policies in the year 
of change only 

Fact that amount is 
unascertainable is to 
be disclosed 

Amount to be 
disclosed by which 
item in FS is 
impacted 

Non material in current period 
but material in future 


