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(iii) Rent paid Rs.100000
(iv) Goods worth Rs.10000 given as charity

(v) Delay in supply of raw materials

2.3 GOING CONCERN CONCEPT

This concept states that a business firm will continue to carry on its activities
for an indefinite period of time. Simply stated, it means that every business
entity has continuity of life. Thus, it will not be dissolved in the near future.
This is an important assumption of accounting, as it provides a basis for
showing the value of assets in the balance sheet; For example, a company
purchases a plant and machinery of Rs.100000 and its life span is 10 years.
According to this concept every year some amount will be shown as
expenses and the balance amount as an asset. Thus, if an amount is spent
on an item which will be used in business for many years, it will not be
proper to charge the amount from the revenues of the year in which the
item is acquired. Only a part of the value is shown as expense in the year
of purchase and the remaining balance is shown as an asset.

Significance

The following points highlight the significance of going concern concept;
® This concept facilitates preparation of financial statements.

® On the basis of this concept, depreciation is charged on the fixed asset.

® [t is of great help to the investors, because, it assures them that they
will continue to get income on their investments.

® In the absence of this concept, the cost of a fixed asset will be treated
as an expense in the year of its purchase.

® A business is judged for its capacity to earn profits in future.

. INTEXT QUESTIONS 2.3

Fill in the blanks by selecting correct words given in the bracket/brackets:

(1) Going concern concept states that every business firm will continue
to carry on its activities ................. (for a definite time period, for
an indefinite time period)
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(i1) Fixed assets are shown in the books at their ................. (cost price,
market price)

(i11) The concept that a business enterprise will not be closed down in the
near future is known as ................. (going concern concept, money
measurement concept)

(iv) On the basis of going concern concept, a business prepares its
.......................... (financial statements, bank statement, cash statement)

(V) e, concept states that business will not be dissolved in
near future. (Going concern, Business entity)

2.4 ACCOUNTING PERIOD CONCEPT

All the transactions are recorded in the books of accounts on the assumption
that profits on these transactions are to be ascertained for a specified period.
This is known as accounting period concept. Thus, this concept requires
that a balance sheet and profit and loss account should be prepared at regular
intervals. This is necessary for different purposes like, calculation of profit,
ascertaining financical position, tax computation etc.

Further, this concept assumes that, indefinite life of business is divided into
parts. These parts are known as Accounting Period. It may be of one year,
six months, three months, one month, etc. But usually one year is taken as
one accounting period which may be a calender year or a financial year.

Year that begins from 1% of January and ends on 31% of December,
is known as Calendar Year. The year that begins from 1% of April and
ends on 31% of March of the following year, is known as financial
year.

As per accounting period concept, all the transactions are recorded in the
books of accounts for a specified period of time. Hence, goods purchased
and sold during the period, rent, salaries etc. paid for the period are
accounted for and against that period only.

Significance
® [t helps in predicting the future prospects of the business.

® [t helps in calculating tax on business income calculated for a particular
time period.

® [t also helps banks, financial institutions, creditors, etc to assess and
analyse the performance of business for a particular period.

® [t also helps the business firms to distribute their income at regular
intervals as dividends.
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