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QUESTION 2 – Accounting Process (CAF1 S17) 
 
Following principles are used by ABC Enterprises for preparation of its financial statements: 
(i) Fixed assets are stated at cost less accumulated depreciation. 
(ii) Items of capital nature, costing less than Rs. 1,000 are charged to cost. 
(iii) Stock-in-trade is valued on the same basis as is being followed for last many years. 
(iv) Appropriate provision is made for bad and doubtful debts. 
(v) Sales revenue is recorded on dispatch of goods to customers irrespective of the date of 

receipt of payment. 
(vi) Cost of sales is recorded in the same period in which the revenue earned from the sale is 

recorded. 
 
Required: 
Identify and explain the above accounting concepts/principles being followed by ABC Enterprises 
for preparation of its financial statements.       (11) 

 
 
 
 
 

ANSWER 2 – Accounting Process (CAF1 S17) 
 
 

Sr. 
Accounting 

Concept/principle 
Explanation 

(i) Historical cost 
This is the actual amount of cash paid or received. For example, the 
historical cost of an item of fixed assets is the amount that was paid to 
buy it in the past. 

(ii) 
Materiality 
 

Information is material if omitting it or misstating it could influence 
decisions that users make on the basis of financial statements of an 
entity.  

(iii) 
Consistency 
 

The financial statements must be presented consistently from one 
period to another. The presentation may be changed only if necessary 
to improve the quality of information presented in terms of its 
usefulness to the users or if a new rule requires a change.  

(iv) 
Prudence 
 

Prudence involves allowing for some caution in preparing financial 
statements, by making reasonable and sensible allowance in order to 
avoid overstating assets or income and to avoid understating liabilities 
and expenses.  

(v) 
Accrual basis 
accounting 
 

Revenue from sales and other income should be reported in the 
period when income arises (which might not be the same as the 
period when the cash is received)  

(vi) 
Matching 
concept 
 

The cost of sales in the statement of comprehensive income must be 
matched with the sales. 

 
 
 

 
 


