Important Definitions as per AS

AS –2  Valuation of Inventories
3. The following terms are used in this Statement with the meanings

specified:

Inventories are assets:

(a) held for sale in the ordinary course of business;

(b) in the process of production for such sale; or

(c) in the form of materials or supplies to be consumed in

the production process or in the rendering of services.

Net realisable value is the estimated selling price in the ordinary

course of business less the estimated costs of completion and the

estimated costs necessary to make the sale.

3 This Standard has been revised and titled as ‘Construction Contracts’. The revised

Standard is published elsewhere in this Compendium.
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4. Inventories encompass goods purchased and held for resale, for example,

merchandise purchased by a retailer and held for resale, computer software

held for resale, or land and other property held for resale. Inventories also

encompass finished goods produced, or work in progress being produced,

by the enterprise and include materials, maintenance supplies, consumables

and loose tools awaiting use in the production process. Inventories do not

include machinery spares which can be used only in connection with an

itemof fixed asset and whose use is expected to be irregular; suchmachinery

spares are accounted for in accordance with Accounting Standard (AS) 10,

Accounting for Fixed Assets4 .
AS – 3 Cash Flow Statements

5. The following terms are used in this Statement with the meanings

specified:

Cash comprises cash on hand and demand deposits with banks.

Cash equivalents are short term, highly liquid investments that are readily

convertible into known amounts of cash and which are subject to an

insignificant risk of changes in value.

Cash flows are inflows and outflows of cash and cash equivalents.

Operating activities are the principal revenue-producing activities of the

enterprise and other activities that are not investing or financing activities.

Investing activities are the acquisition and disposal of long-term assets

and other investments not included in cash equivalents.

Financing activities are activities that result in changes in the size and

composition of the owners’ capital (including preference share capital in

the case of a company) and borrowings of the enterprise.

Cash and Cash Equivalents

6. Cash equivalents are held for the purpose of meeting short-term cash

commitments rather than for investment or other purposes. For an investment

to qualify as a cash equivalent, it must be readily convertible to a known

amount of cash and be subject to an insignificant risk of changes in value.

Therefore, an investment normally qualifies as a cash equivalent only when it

has a short maturity of, say, three months or less from the date of acquisition.

Investments in shares are excluded from cash equivalents unless they are, in

substance, cash equivalents; for example, preference shares of a company

acquired shortly before their specified redemption date (provided there is only

an insignificant risk of failure of the company to repay the amount atmaturity).

Accounting Standard (AS) 4

(revised 1995)

Contingencies and Events Occurring

After the Balance Sheet Date
3. The following terms are used in this Statement with the meanings

specified:

3.1 A contingency is a condition or situation, the ultimate outcome of

which, gain or loss, will be known or determined only on the occurrence, or

non-occurrence, of one or more uncertain future events.

3.2 Events occurring after the balance sheet date are those significant

events, both favourable and unfavourable, that occur between the balance

sheet date and the date on which the financial statements are approved by

the Board of Directors in the case of a company, and, by the corresponding

approving authority in the case of any other entity.

Two types of events can be identified:

4 See footnote 1.
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(a) those which provide further evidence of conditions that existed

at the balance sheet date; and

(b) those which are indicative of conditions that arose subsequent to

the balance sheet date.
Accounting Standard (AS) 5

(revised 1997)

Net Profit or Loss for the Period,

Prior Period Items and

Changes in Accounting Policies
4. The following terms are used in this Statement with the meanings

specified:

Ordinary activities are any activities which are undertaken by an

enterprise as part of its business and such related activities in which the

enterprise engages in furtherance of, incidental to, or arising from, these

activities.

Extraordinary items are income or expenses that arise from events or

transactions that are clearly distinct from the ordinary activities of the

enterprise and, therefore, are not expected to recur frequently or regularly.

Prior period items are income or expenses which arise in the current period
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as a result of errors or omissions in the preparation of the financial

statements of one or more prior periods.

Accounting policies are the specific accounting principles and themethods

of applying those principles adopted by an enterprise in the preparation

and presentation of financial statements.
Accounting Standard (AS) 6

(revised 1994)

Depreciation Accounting
3. The following terms are used in this Statement with the meanings

specified:

3.1 Depreciation is a measure of the wearing out, consumption or other

loss of value of a depreciable asset arising from use, effluxion of time or

obsolescence through technology and market changes. Depreciation is

allocated so as to charge a fair proportion of the depreciable amount in each

accounting period during the expected useful life of the asset. Depreciation

includes amortisation of assets whose useful life is predetermined.

3.2 Depreciable assets are assets which

(i) are expected to be used during more than one accounting period;

and
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(ii) have a limited useful life; and

(iii) are held by an enterprise for use in the production or supply of

goods and services, for rental to others, or for administrative

purposes and not for the purpose of sale in the ordinary course of

business.

3.3 Useful life is either (i) the period over which a depreciable asset is

expected to be used by the enterprise; or (ii) the number of production or

similarunitsexpectedtobeobtainedfromtheuseof theassetbytheenterprise.

3.4 Depreciable amount of a depreciable asset is its historical cost, or

other amount substituted for historical cost2 in the financial statements, less

the estimated residual value.
Accounting Standard (AS) 7

(revised 2002)

Construction Contracts
2. The following terms are used in this Statement with the meanings

specified:

A construction contract is a contract specifically negotiated for the

construction of an asset or a combination of assets that are closely

interrelated or interdependent in terms of their design, technology and

function or their ultimate purpose or use.

A fixed price contract is a construction contract in which the contractor

agrees to a fixed contract price, or a fixed rate per unit of output, which

in some cases is subject to cost escalation clauses.

A cost plus contract is a construction contract in which the contractor is

reimbursed for allowable or otherwise defined costs, plus percentage of

these costs or a fixed fee.

3. A construction contract may be negotiated for the construction of a

single asset such as a bridge, building, dam, pipeline, road, ship or tunnel. A

construction contract may also deal with the construction of a number of

assetswhich are closely interrelated or interdependent in terms of their design,

technology and function or their ultimate purpose or use; examples of such

contracts include those for the construction of refineries and other complex

pieces of plant or equipment.

4. For the purposes of this Statement, construction contracts include:

(a) contracts for the rendering of services which are directly related
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to the construction of the asset, for example, those for the services

of project managers and architects; and

(b) contracts for destruction or restoration of assets, and the restoration

of the environment following the demolition of assets.

5. Construction contracts are formulated in a number of ways which, for

the purposes of this Statement, are classified as fixed price contracts and

cost plus contracts. Some construction contractsmay contain characteristics

of both a fixed price contract and a cost plus contract, for example, in the

case of a cost plus contract with an agreed maximum price. In such

circumstances, a contractor needs to consider all the conditions in paragraphs

22 and 23 in order to determine when to recognise contract revenue and

expenses.
Accounting Standard (AS) 9

(issued 1985)

Revenue Recognition
4. The following terms are used in this Statement with the meanings

specified:

4.1 Revenue is the gross inflow of cash, receivables or other consideration

arising in the course of the ordinary activities of an enterprise6 from the sale

of goods, from the rendering of services, and from the use by others

of enterprise resources yielding interest, royalties and dividends.

Revenue is measured by the charges made to customers or clients for

goods supplied and services rendered to them and by the charges and

rewards arising from the use of resources by them. In an agency

relationship, the revenue is the amount of commission and not the gross

inflow of cash, receivables or other consideration.

4.2 Completed service contract method is a method of accounting which

recognises revenue in the statement of profit and loss onlywhen the rendering

of services under a contract is completed or substantially completed.

4.3 Proportionate completion method is a method of accounting which

recognises revenue in the statement of profit and loss proportionately with

the degree of completion of services under a contract.
Accounting Standard (AS) 10

(issued 1985)

Accounting for Fixed Assets
6. The following terms are used in this Statement with the meanings

specified:

6.l Fixed asset is an asset held with the intention of being used for the

4 The relevant requirements in this regard are omitted from this Standard pursuant to

AS 16, Borrowing Costs, becoming mandatory in respect of accounting periods

commencing on or after 1.4.2000.
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purpose of producing or providing goods or services and is not held for sale

in the normal course of business.

6.2 Fair market value is the price that would be agreed to in an open and

unrestricted market between knowledgeable and willing parties dealing at

arm’s length who are fully informed and are not under any compulsion to

transact.

6.3 Gross book value of a fixed asset is its historical cost or other amount

substituted for historical cost in the books of account or financial statements.

When this amount is shown net of accumulated depreciation, it is termed as

net book value.
Accounting Standard (AS) 11

(revised 2003)

The Effects of Changes in

Foreign Exchange Rates
7. The following terms are used in this Statement with the meanings

specified:

Average rate is the mean of the exchange rates in force during a

period.

Closing rate is the exchange rate at the balance sheet date.

Exchange difference is the difference resulting from reporting the

same number of units of a foreign currency in the reporting currency

at different exchange rates.

Exchange rate is the ratio for exchange of two currencies.

Fair value is the amount for which an asset could be exchanged, or a

liability settled, between knowledgeable, willing parties in an arm’s

length transaction.

Foreign currency is a currency other than the reporting currency of

an enterprise.
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Foreign operation is a subsidiary4 , associate5 , joint venture6 or branch

of the reporting enterprise, the activities of which are based or

conducted in a country other than the country of the reporting

enterprise.

Forward exchange contract means an agreement to exchange

different currencies at a forward rate.

Forward rate is the specified exchange rate for exchange of two

currencies at a specified future date.

Integral foreign operation is a foreign operation, the activities of

which are an integral part of those of the reporting enterprise.

Monetary items are money held and assets and liabilities to be received

or paid in fixed or determinable amounts of money.

Net investment in a non-integral foreign operation is the reporting

enterprise’s share in the net assets of that operation.

Non-integral foreign operation is a foreign operation that is not an

integral foreign operation.

Non-monetary items are assets and liabilities other than monetary

items.

Reporting currency is the currency used in presenting the financial

statements
Accounting Standard (AS) 12

(issued 1991)

Accounting for Government Grants
Definitions

3. The following terms are used in this Statement with the meanings

specified:

3.1 Government refers to government, government agencies and similar

bodies whether local, national or international.

3.2 Government grants are assistance by government in cash or kind to

an enterprise for past or future compliance with certain conditions. They

exclude those forms of government assistancewhich cannot reasonably have

a value placed upon them and transactions with government which cannot

be distinguished from the normal trading transactions of the enterprise.
Accounting Standard (AS) 13

(issued 1993)

Accounting for Investments

3. The following terms are used in this Statement with the meanings

assigned:

Investments are assets held by an enterprise for earning income by way of

dividends, interest, and rentals, for capital appreciation, or for other benefits

to the investing enterprise. Assets held as stock-in-trade are not

‘investments’.

A current investment is an investment that is by its nature readily realisable

and is intended to be held for notmore than one year fromthe date on which

such investment is made.

A long term investment is an investment other than a current investment.

An investment property is an investment in land or buildings that are not

intended to be occupied substantially for use by, or in the operations of, the

investing enterprise.

Fair value is the amount for which an asset could be exchanged between a

knowledgeable,willing buyer and a knowledgeable,willingseller in an arm’s

length transaction. Under appropriate circumstances, market value or net

realisable value provides an evidence of fair value.

4 The Council of the Institute decided to make the limited revision to AS 13 in 2003

pursuant to which the words ‘and venture capital funds’ have been added in

paragraph 2 (d) of AS 13. This revision comes into effect in respect of accounting

periods commencing on or after 1-4-2002. (See ‘The Chartered Accountant’, March

2003, pp. 941).
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Market value is the amount obtainable from the sale of an investment in an

open market, net of expenses necessarily to be incurred on or before disposal.
Accounting Standard (AS) 14

(issued 1994)

Accounting for Amalgamations
The following terms are used in this statement with the meanings

specified:

(a) Amalgamation means an amalgamation pursuant to the

provisions of the CompaniesAct, 1956 or any other statutewhich

may be applicable to companies.

(b) Transferor company means the company which is amalgamated

into another company.

(c) Transferee company means the company into which a transferor

company is amalgamated.

(d) Reserve means the portion of earnings, receipts or other surplus

of an enterprise (whether capital or revenue) appropriated by the

management for a general or a specific purpose other than a

provision for depreciation or diminution in the value of assets or

for a known liability.

(e) Amalgamation in the nature of merger is an amalgamation

which satisfies all the following conditions.

(i) All the assets and liabilities of the transferor company

become, after amalgamation, the assets and liabilities of the

transferee company.

(ii) Shareholders holding not less than 90%of the face value of

the equity shares of the transferor company (other than the

equity shares already held therein, immediately before the

amalgamation, by the transferee company or its subsidiaries

or their nominees) become equity shareholders of the

transferee company by virtue of the amalgamation.

202 AS 14 (issued 1994)

(iii) The consideration for the amalgamation receivable by those

equity shareholders of the transferor company who agree

to become equity shareholders of the transferee company

is discharged by the transferee companywholly by the issue

of equity shares in the transferee company, except that cash

may be paid in respect of any fractional shares.

(iv) The business of the transferor company is intended to be

carried on, after the amalgamation, by the transferee

company.

(v) No adjustment is intended to be made to the book values of

the assets and liabilities of the transferor company when

they are incorporated in the financial statements of the

transferee company except to ensure uniformity of

accounting policies.

(f) Amalgamation in the nature of purchase is an amalgamation

which does not satisfy any one ormore of the conditions specified

in sub-paragraph (e) above.

(g) Consideration for the amalgamation means the aggregate of the

shares and other securities issued and the payment made in the

form of cash or other assets by the transferee company to the

shareholders of the transferor company.

(h) Fair value is the amount for which an asset could be exchanged

between a knowledgeable, willing buyer and a knowledgeable,

willing seller in an arm’s length transaction.

(i) Pooling of interests is a method of accounting for

amalgamations the object of which is to account for the

amalgamation as if the separate businesses of the amalgamating

companies were intended to be continued by the transferee

company. Accordingly, only minimal changes are made in

aggregating the individual financial statements of the

amalgamating companies.
Accounting Standard (AS) 15

(revised 2005)

Employee Benefits
7. The following terms are used in this Statement with the meanings

specified:
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Employee benefits are all forms of consideration given by an enterprise

in exchange for service rendered by employees.

Short-term employee benefits are employee benefits (other than

termination benefits) which fall due wholly within twelve months after

the end of the period in which the employees render the related service.

Post-employment benefits are employee benefits (other than termination

benefits) which are payable after the completion of employment.

Post-employment benefit plans are formal or informal arrangements

under which an enterprise provides post-employment benefits for one or

more employees.

Defined contribution plans are post-employment benefit plans under

which an enterprise pays fixed contributions into a separate entity (a

fund) and will have no obligation to pay further contributions if the

fund does not hold sufficient assets to pay all employee benefits relating

to employee service in the current and prior periods.

Defined benefit plans are post-employment benefit plans other than

defined contribution plans.

Multi-employer plans are defined contribution plans (other than state

plans) or defined benefit plans (other than state plans) that:

(a) pool the assets contributed by various enterprises that are not

under common control; and

(b) use those assets to provide benefits to employees of more than

one enterprise, on the basis that contribution and benefit levels

are determined without regard to the identity of the enterprise

that employs the employees concerned.

Other long-term employee benefits are employee benefits (other than

post-employment benefits and termination benefits) which do not fall

due wholly within twelve months after the end of the period in which the

employees render the related service.

Termination benefits are employee benefits payable as a result of either:
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(a) an enterprise’s decision to terminate an employee’s employment

before the normal retirement date; or

(b) an employee’s decision to accept voluntary redundancy in

exchange for those benefits (voluntary retirement).

Vested employee benefits are employee benefits that are not conditional

on future employment.

The present value of a defined benefit obligation is the present value,

without deducting any plan assets, of expected future payments required

to settle the obligation resulting from employee service in the current

and prior periods.

Current service cost is the increase in the present value of the defined

benefit obligation resulting from employee service in the current period.

Interest cost is the increase during a period in the present value of a

defined benefit obligation which arises because the benefits are one

period closer to settlement.

Plan assets comprise:

(a) assets held by a long-term employee benefit fund; and

(b) qualifying insurance policies.

Assets held by a long-term employee benefit fund are assets (other than

non-transferable financial instruments issued by the reporting enterprise)

that:

(a) are held by an entity (a fund) that is legally separate from the

reporting enterprise and exists solely to pay or fund employee

benefits; and

(b) are available to be used only to pay or fund employee benefits,

are not available to the reporting enterprise’s own creditors (even

in bankruptcy), and cannot be returned to the reporting

enterprise, unless either:

(i) the remaining assets of the fund are sufficient to meet all the

related employee benefit obligations of the plan or the

reporting enterprise; or
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(ii) the assets are returned to the reporting enterprise to reimburse

it for employee benefits already paid.

A qualifying insurance policy is an insurance policy issued by an insurer

that is not a related party (as defined in AS 18 Related Party Disclosures)

of the reporting enterprise, if the proceeds of the policy:

(a) can be used only to pay or fund employee benefits under a defined

benefit plan; and

(b) are not available to the reporting enterprise’s own creditors (even

in bankruptcy) and cannot be paid to the reporting enterprise,

unless either:

(i) the proceeds represent surplus assets that are not needed for

the policy to meet all the related employee benefit obligations;

or

(ii) the proceeds are returned to the reporting enterprise to

reimburse it for employee benefits already paid.

Fair value is the amount for which an asset could be exchanged or a

liability settled between knowledgeable, willing parties in an arm’s length

transaction.

The return on plan assets is interest, dividends and other revenue derived

from the plan assets, together with realised and unrealised gains or

losses on the plan assets, less any costs of administering the plan and

less any tax payable by the plan itself.

Actuarial gains and losses comprise:

(a) experience adjustments (the effects of differences between the

previous actuarial assumptions and what has actually occurred);

and

(b) the effects of changes in actuarial assumptions.

Past service cost is the change in the present value of the defined benefit

obligation for employee service in prior periods, resulting in the current

period from the introduction of, or changes to, post-employment benefits
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or other long-term employee benefits. Past service cost may be either

positive (where benefits are introduced or improved) or negative (where

existing benefits are reduced).
Accounting Standard (AS) 16

(issued 2000)

Borrowing Costs
3. The following terms are used in this Statement with the meanings

specified:

Borrowing costs are interest and other costs incurred by an enterprise

in connection with the borrowing of funds.

A qualifying asset is an asset that necessarily takes a substantial period

of time3 to get ready for its intended use or sale.

4. Borrowing costs may include:

(a) interest and commitment charges on bank borrowings and other

short-term and long-term borrowings;

(b) amortisation of discounts or premiums relating to borrowings;

(c) amortisation of ancillary costs incurred in connection with the

arrangement of borrowings;

(d) finance charges in respect of assets acquired under finance

leases or under other similar arrangements; and

(e) exchange differences arising from foreign currency borrowings

to the extent that they are regarded as an adjustment to interest

costs4 .

5. Examples of qualifying assets are manufacturing plants, power

generation facilities, inventories that require a substantial period of time to

bring them to a saleable condition, and investment properties. Other

investments, and those inventories that are routinely manufactured or

otherwise produced in large quantities on a repetitive basis over a short

period of time, are not qualifying assets. Assets that are ready for their

intended use or sale when acquired also are not qualifying assets.
Accounting Standard (AS) 17

(issued 2000)

Segment Reporting
The following terms are used in this Statement with the meanings

specified:

A business segment is a distinguishable component of an enterprise

that is engaged in providing an individual product or service or a group of

related products or services and that is subject to risks and returns that

are different from those of other business segments. Factors that should

be considered in determining whether products or services are related

include:

(a) the nature of the products or services;

(b) the nature of the production processes;

(c) the type or class of customers for the products or services;

(d) the methods used to distribute the products or provide the

services; and

(e) if applicable, the nature of the regulatory environment, for

example, banking, insurance, or public utilities.

A geographical segment is a distinguishable component of an enterprise

that is engaged in providing products or services within a particular

economic environment and that is subject to risks and returns that are

different from those of components operating in other economic

environments. Factors that should be considered in identifying

geographical segments include:

(a) similarity of economic and political conditions;

(b) relationships between operations in different geographical

areas;

(c) proximity of operations;

(d) special risks associated with operations in a particular area;

(e) exchange control regulations; and
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(f) the underlying currency risks.

A reportable segment is a business segment or a geographical segment

identified on the basis of foregoing definitions for which segment

information is required to be disclosed by this Statement.

Enterprise revenue is revenue from sales to external customers as

reported in the statement of profit and loss.

Segment revenue is the aggregate of

(i) the portion of enterprise revenue that is directly attributable

to a segment,

(ii) the relevant portion of enterprise revenue that can be allocated

on a reasonable basis to a segment, and

(iii) revenue from transactions with other segments of the

enterprise.

Segment revenue does not include:

(a) extraordinary items as defined in AS 5, Net Profit or Loss for

the Period, Prior Period Items and Changes in Accounting

Policies;

(b) interest or dividend income, including interest earned on

advances or loans to other segments unless the operations of

the segment are primarily of a financial nature; and

(c) gains on sales of investments or on extinguishment of debt

unless the operations of the segment are primarily of a

financial nature.

Segment expense is the aggregate of

(i) the expense resulting from the operating activities of a

segment that is directly attributable to the segment, and

(ii) the relevant portion of enterprise expense that can be allocated

on a reasonable basis to the segment,
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including expense relating to transactions with other segments of

the enterprise.

Segment expense does not include:

(a) extraordinary items as defined in AS 5, Net Profit or Loss for

the Period, Prior Period Items and Changes in Accounting

Policies;

(b) interest expense, including interest incurred on advances or

loans from other segments, unless the operations of the

segment are primarily of a financial nature4;

(c) losses on sales of investments or losses on extinguishment of

debt unless the operations of the segment are primarily of a

financial nature;

(d) income tax expense; and

(e) general administrative expenses, head-office expenses, and

other expenses that arise at the enterprise level and relate to

the enterprise as a whole. However, costs are sometimes

incurred at the enterprise level on behalf of a segment. Such

costs are part of segment expense if they relate to the

operating activities of the segment and if they can be directly

attributed or allocated to the segment on a reasonable basis.

Segment result is segment revenue less segment expense.

Segment assets are those operating assets that are employed by a segment

in its operating activities and that either are directly attributable to the

segment or can be allocated to the segment on a reasonable basis.

If the segment result of a segment includes interest or dividend income,

its segment assets include the related receivables, loans, investments,

or other interest or dividend generating assets.

Segment assets do not include income tax assets.

4 See also Accounting Standards Interpretation (ASI) 22 published elsewhere in this

Compendium.
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Segment assets are determined after deducting related allowances/

provisions that are reported as direct offsets in the balance sheet of the

enterprise.

Segment liabilities are those operating liabilities that result from the

operating activities of a segment and that either are directly attributable

to the segment or can be allocated to the segment on a reasonable basis.

If the segment result of a segment includes interest expense, its segment

liabilities include the related interest-bearing liabilities.

Segment liabilities do not include income tax liabilities.

Segment accounting policies are the accounting policies adopted for

preparing and presenting the financial statements of the enterprise as

well as those accounting policies that relate specifically to segment

reporting.

6. The factors in paragraph 5 for identifying business segments and

geographical segments are not listed in any particular order.

7. A single business segment does not include products and services with

significantly differing risks and returns. While there may be dissimilarities

with respect to one or several of the factors listed in the definition of business

segment, the products and services included in a single business segment are

expected to be similar with respect to a majority of the factors.

8. Similarly, a single geographical segment does not include operations in

economic environments with significantly differing risks and returns. A

geographical segment may be a single country, a group of two or more

countries, or a region within a country.

9. The risks and returns of an enterprise are influenced both by the

geographical location of its operations (where its products are produced or

where its service rendering activities are based) and also by the location of

its customers (where its products are sold or services are rendered). The

definition allows geographical segments to be based on either:

(a) the location of production or service facilities and other assets of

an enterprise; or
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(b) the location of its customers.

10. The organisational and internal reporting structure of an enterprisewill

normally provide evidence of whether its dominant source of geographical

risks results from the location of its assets (the origin of its sales) or the

location of its customers (the destination of its sales). Accordingly,

an enterprise looks to this structure to determine whether its

geographical segments should be based on the location of its assets or on

the location of its customers.

11. Determining the composition of a business or geographical segment

involves a certain amount of judgement. Inmaking that judgement, enterprise

management takes into account the objective of reporting financial

information by segment as set forth in this Statement and the qualitative

characteristics of financial statements as identified in the Framework for

the Preparation and Presentation of Financial Statements issued by the

Institute of Chartered Accountants of India. The qualitative characteristics

include the relevance, reliability, and comparability over time of financial

information that is reported about the different groups of products and services

of an enterprise and about its operations in particular geographical areas,

and the usefulness of that information for assessing the risks and returns of

the enterprise as a whole.

12. The predominant sources of risks affect how most enterprises are

organised and managed. Therefore, the organisational structure of

an enterprise and its internal financial reporting system are normally the

basis for identifying its segments.

13. The definitions of segment revenue, segment expense, segment assets

and segment liabilities include amounts of such items that are directly

attributable to a segment and amounts of such items that can be allocated to

a segment on a reasonable basis. An enterprise looks to its internal financial

reporting system as the starting point for identifying those items that can be

directly attributed, or reasonably allocated, to segments. There is thus a

presumption that amounts that have been identified with segments for internal

financial reporting purposes are directly attributable or reasonably allocable

to segments for the purpose of measuring the segment revenue, segment

expense, segment assets, and segment liabilities of reportable segments.

14. In some cases, however, a revenue, expense, asset or liability may

have been allocated to segments for internal financial reporting purposes on
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a basis that is understood by enterprisemanagementbut that could be deemed

arbitrary in the perception of external users of financial statements. Such an

allocation would not constitute a reasonable basis under the definitions of

segment revenue, segment expense, segment assets, and segment liabilities

in this Statement. Conversely, an enterprise may choose not to allocate

some itemof revenue, expense, asset or liability for internal financial reporting

purposes, even though a reasonable basis for doing so exists. Such an item

is allocated pursuant to the definitions of segment revenue, segment expense,

segment assets, and segment liabilities in this Statement.

15. Examples of segment assets include current assets that are used in the

operating activities of the segment and tangible and intangible fixed assets.

If a particular item of depreciation or amortisation is included in segment

expense, the related asset is also included in segment assets. Segment assets

do not include assets used for general enterprise or head-office purposes.

Segment assets include operating assets shared by two or more segments if

a reasonable basis for allocation exists. Segment assets include goodwill

that is directly attributable to a segment or that can be allocated to a segment

on a reasonable basis, and segment expense includes related amortisation of

goodwill. If segment assets have been revalued subsequent to acquisition,

then the measurement of segment assets reflects those revaluations.

16. Examples of segment liabilities include trade and other payables, accrued

liabilities, customer advances, productwarranty provisions, and other claims

relating to the provision of goods and services. Segment liabilities do not

include borrowings and other liabilities that are incurred for financing rather

than operating purposes. The liabilities of segments whose operations are

not primarily of a financial nature do not include borrowings and similar

liabilities because segment result represents an operating, rather than a netof-

financing, profit or loss. Further, because debt is often issued at the headoffice

level on an enterprise-wide basis, it is often not possible to directly

attribute, or reasonably allocate, the interest-bearing liabilities to segments.

17. Segment revenue, segment expense, segment assets and segment

liabilities are determined before intra-enterprise balances and intra-enterprise

transactions are eliminated as part of the process of preparation of enterprise

financial statements, except to the extent that such intra-enterprise balances

and transactions are within a single segment.

18. While the accounting policies used in preparing and presenting the

financial statements of the enterprise as a whole are also the fundamental
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segment accounting policies, segment accounting policies include, in addition,

policies that relate specifically to segment reporting, such as identification of

segments,method of pricing inter-segment transfers, and basis for allocating

revenues and expenses to segment
Accounting Standard (AS) 18

(issued 2000)

Related Party Disclosures
10. For the purpose of this Statement, the following terms are used

with the meanings specified:

Related party - parties are considered to be related if at any time during

the reporting period one party has the ability to control the other party

or exercise significant influence over the other party in making financial

and/or operating decisions.

Related party transaction - a transfer of resources or obligations between

related parties, regardless of whether or not a price is charged6 .

Control – (a) ownership, directly or indirectly, of more than one half

of the voting power of an enterprise, or

(b) control of the composition of the board of directors in the case of a

company or of the composition of the corresponding governing body in

case of any other enterprise, or

(c) a substantial interest in voting power and the power to direct, by

6 See also Accounting Standards Interpretation (ASI) 23 published elsewhere in this

Compendium.
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statute or agreement, the financial and/or operating policies of the

enterprise.

Significant influence - participation in the financial and/or operating

policy decisions of an enterprise, but not control of those policies.

An Associate - an enterprise in which an investing reporting party has

significant influence and which is neither a subsidiary nor a joint venture

of that party.

A Joint venture - a contractual arrangement whereby two or more parties

undertake an economic activity which is subject to joint control.

Joint control - the contractually agreed sharing of power to govern the

financial and operating policies of an economic activity so as to obtain

benefits from it.

Key management personnel - those persons who have the authority and

responsibility for planning, directing and controlling the activities of

the reporting enterprise.

Relative – in relation to an individual, means the spouse, son, daughter,

brother, sister, father and mother who may be expected to influence, or

be influenced by, that individual in his/her dealings with the reporting

enterprise.

Holding company - a company having one or more subsidiaries.

Subsidiary - a company:

(a) in which another company (the holding company) holds, either by

itself and/or through one or more subsidiaries, more than one-half in

nominal value of its equity share capital; or

(b) of which another company (the holding company) controls, either

by itself and/or through one or more subsidiaries, the composition of its

board of directors.

Fellow subsidiary - a company is considered to be a fellow subsidiary of

another company if both are subsidiaries of the same holding company.
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State-controlled enterprise - an enterprise which is under the control of

the Central Government and/or any State Government(s).

11. For the purpose of this Statement, an enterprise is considered to control

the composition of

(i) the board of directors of a company, if it has the power, without

the consent or concurrence of any other person, to appoint or

remove all or a majority of directors of that company. An

enterprise is deemed to have the power to appoint a director if

any of the following conditions is satisfied:

(a) a person cannotbe appointed as directorwithout the exercise

in his favour by that enterprise of such a power as aforesaid;

or

(b) a person’s appointment as director follows necessarily from

his appointment to a position held by himin that enterprise;

or

(c) the director is nominated by that enterprise; in case that

enterprise is a company, the director is nominated by that

company/subsidiary thereof.

(ii) the governing body of an enterprise that is not a company, if it has

the power, without the consent or the concurrence of any other

person, to appoint or remove all or a majority of members of the

governing body of that other enterprise. An enterprise is deemed

to have the power to appoint a member if any of the following

conditions is satisfied:

(a) a person cannot be appointed as member of the governing

body without the exercise in his favour by that other

enterprise of such a power as aforesaid; or

(b) a person’s appointment as member of the governing body

follows necessarily from his appointment to a position held

by him in that other enterprise; or

(c) themember of the governing body is nominated by that other

enterprise.
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12. An enterprise is considered to have a substantial interest in another

enterprise if that enterprise owns, directly or indirectly, 20 per cent or more

interest in the voting power of the other enterprise. Similarly, an individual is

considered to have a substantial interest in an enterprise, if that individual

owns, directly or indirectly, 20 per cent or more interest in the voting power

of the enterprise.

13. Significant influence may be exercised in several ways, for example,

by representation on the board of directors, participation in the policymaking

process, material inter-company transactions, interchange of managerial

personnel, or dependence on technical information. Significant influence

may be gained by share ownership, statute or agreement. As regards share

ownership, if an investing party holds, directly or indirectly through

intermediaries7, 20 per cent or more of the voting power of the enterprise, it

is presumed that the investing party does have significant influence, unless it

can be clearly demonstrated that this is not the case. Conversely, if the

investing party holds, directly or indirectly through intermediaries7 , less than

20 per cent of the voting power of the enterprise, it is presumed that the

investing party does not have significant influence, unless such influence can

be clearly demonstrated. A substantial or majority ownership by another

investing party does not necessarily preclude an investing party fromhaving

significant influence.

14. Key management personnel are those persons who have the authority

and responsibility for planning, directing and controlling the activities of the

reporting enterprise. For example, in the case of a company, the managing

director(s), whole time director(s), manager and any person in accordance

with whose directions or instructions the board of directors of the company

is accustomed to act, are usually considered key management personnel.8
Accounting Standard (AS) 19

(issued 2001)

Leases
The following terms are used in this Statement with the meanings

specified:

A lease is an agreement whereby the lessor conveys to the lessee in

return for a payment or series of payments the right to use an asset for

an agreed period of time.

A finance lease is a lease that transfers substantially all the risks and

rewards incident to ownership of an asset.
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An operating lease is a lease other than a finance lease.

A non-cancellable lease is a lease that is cancellable only:

(a) upon the occurrence of some remote contingency; or

(b) with the permission of the lessor; or

(c) if the lessee enters into a new lease for the same or an

equivalent asset with the same lessor; or

(d) upon payment by the lessee of an additional amount such

that, at inception, continuation of the lease is reasonably

certain.

The inception of the lease is the earlier of the date of the lease

agreement and the date of a commitment by the parties to the principal

provisions of the lease.

The lease term is the non-cancellable period for which the lessee has

agreed to take on lease the asset together with any further periods for

which the lessee has the option to continue the lease of the asset, with or

without further payment, which option at the inception of the lease it is

reasonably certain that the lessee will exercise.

Minimum lease payments are the payments over the lease term that the

lessee is, or can be required, to make excluding contingent rent, costs

for services and taxes to be paid by and reimbursed to the lessor,

together with:

(a) in the case of the lessee, any residual value guaranteed by or

on behalf of the lessee; or

(b) in the case of the lessor, any residual value guaranteed to the

lessor:

(i) by or on behalf of the lessee; or

(ii) by an independent third party financially capable of

meeting this guarantee.
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However, if the lessee has an option to purchase the asset at a price

which is expected to be sufficiently lower than the fair value at the date

the option becomes exercisable that, at the inception of the lease, is

reasonably certain to be exercised, the minimum lease payments

comprise minimum payments payable over the lease term and the

payment required to exercise this purchase option.

Fair value is the amount for which an asset could be exchanged or a

liability settled between knowledgeable, willing parties in an arm’s

length transaction.

Economic life is either:

(a) the period over which an asset is expected to be economically

usable by one or more users; or

(b) the number of production or similar units expected to be

obtained from the asset by one or more users.

Useful life of a leased asset is either:

(a) the period over which the leased asset is expected to be used

by the lessee; or

(b) the number of production or similar units expected to be

obtained from the use of the asset by the lessee.

Residual value of a leased asset is the estimated fair value of the asset

at the end of the lease term.

Guaranteed residual value is:

(a) in the case of the lessee, that part of the residual value which

is guaranteed by the lessee or by a party on behalf of the

lessee (the amount of the guarantee being the maximum

amount that could, in any event, become payable); and

(b) in the case of the lessor, that part of the residual value which

is guaranteed by or on behalf of the lessee, or by an

independent third party who is financially capable of

discharging the obligations under the guarantee.
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Unguaranteed residual value of a leased asset is the amount by which

the residual value of the asset exceeds its guaranteed residual value.

Gross investment in the lease is the aggregate of the minimum lease

payments under a finance lease from the standpoint of the lessor and

any unguaranteed residual value accruing to the lessor.

Unearned finance income is the difference between:

(a) the gross investment in the lease; and

(b) the present value of

(i) the minimum lease payments under a finance lease

from the standpoint of the lessor; and

(ii) any unguaranteed residual value accruing to the lessor,

at the interest rate implicit in the lease.

Net investment in the lease is the gross investment in the lease less

unearned finance income.

The interest rate implicit in the lease is the discount rate that, at the

inception of the lease, causes the aggregate present value of

(a) the minimum lease payments under a finance lease from the

standpoint of the lessor; and

(b) any unguaranteed residual value accruing to the lessor,

to be equal to the fair value of the leased asset.

The lessee’s incremental borrowing rate of interest is the rate of interest

the lessee would have to pay on a similar lease or, if that is not

determinable, the rate that, at the inception of the lease, the lessee would

incur to borrow over a similar term, and with a similar security, the

funds necessary to purchase the asset.

Contingent rent is that portion of the lease payments that is not fixed in

amount but is based on a factor other than just the passage of time (e.g.,

percentage of sales, amount of usage, price indices, market rates of

interest).
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4. The definition of a lease includes agreements for the hire of an asset

which contain a provision giving the hirer an option to acquire title to the

asset upon the fulfillment of agreed conditions. These agreements are

commonly known as hire purchase agreements. Hire purchase agreements

include agreements under which the property in the asset is to pass to the

hirer on the payment of the last instalment and the hirer has a right to

terminate the agreement at any time before the property so passes.
Accounting Standard (AS) 20

(issued 2001)

Earnings Per Share
For the purpose of this Statement, the following terms are used

with the meanings specified:

An equity share is a share other than a preference share.

A preference share is a share carrying preferential rights to dividends

and repayment of capital.

A financial instrument is any contract that gives rise to both a financial

asset of one enterprise and a financial liability or equity shares of another

enterprise.

A potential equity share is a financial instrument or other contract that

entitles, or may entitle, its holder to equity shares.

6 Accounting Standard (AS) 21, 'Consolidated Financial Statements', specifies the

requirements relating to consolidated financial statements.

Earnings Per Share 387

Share warrants or options are financial instruments that give the holder

the right to acquire equity shares.

Fair value is the amount for which an asset could be exchanged, or a

liability settled, between knowledgeable, willing parties in an arm’s length

transaction.

5. Equity shares participate in the net profit for the period only after

preference shares. An enterprise may have more than one class of equity

shares. Equity shares of the same class have the same rights to receive

dividends.

6. A financial instrument is any contract that gives rise to both a financial

asset of one enterprise and a financial liability or equity shares of another

enterprise. For this purpose, a financial asset is any asset that is

(a) cash;

(b) a contractual right to receive cash or another financial asset from

another enterprise;

(c) a contractual right to exchange financial instruments with another

enterprise under conditions that are potentially favourable; or

(d) an equity share of another enterprise.

A financial liability is any liability that is a contractual obligation to deliver

cash or another financial asset to another enterprise or to exchange financial

instruments with another enterprise under conditions that are

potentially unfavourable.

7. Examples of potential equity shares are:

(a) debt instruments or preference shares, that are convertible into

equity shares;

(b) share warrants;

(c) options including employee stock option plans under which

employees of an enterprise are entitled to receive equity shares

as part of their remuneration and other similar plans; and
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(d) shares which would be issued upon the satisfaction of certain

conditions resulting fromcontractual arrangements (contingently

issuable shares), such as the acquisition of a business or other

assets, or shares issuable under a loan contract upon default of

payment of principal or interest, if the contract so provides.
Accounting Standard (AS) 21

(issued 2001)

Consolidated Financial Statements
For the purpose of this Statement, the following terms are used

with the meanings specified:

Control5:

(a) the ownership, directly or indirectly through subsidiary(ies),

3 Accounting Standard (AS) 23, ‘Accounting for Investments in Associates in

Consolidated Financial Statements’, which came into effect in respect of

accounting periods commencing on or after 1-4-2002, specifies the requirements

relating to accounting for investments in associates in Consolidated Financial

Statements.

4 Accounting Standard (AS) 27, ‘Financial Reporting of Interests in Joint Ventures’,

which came into effect in respect of accounting periods commencing on or after 1-4-

2002, specifies the requirements relating to accounting for investments in joint

ventures.

5 See also Accounting Standards Interpretation (ASI) 24, published elsewhere in this

Compendium.

.
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of more than one-half of the voting power of an enterprise; or

(b) control of the composition of the board of directors in the

case of a company or of the composition of the corresponding

governing body in case of any other enterprise so as to obtain

economic benefits from its activities.

A subsidiary is an enterprise that is controlled by another enterprise

(known as the parent).

A parent is an enterprise that has one or more subsidiaries.

A group is a parent and all its subsidiaries.

Consolidated financial statements are the financial statements of a group

presented as those of a single enterprise.

Equity is the residual interest in the assets of an enterprise after

deducting all its liabilities.

Minority interest is that part of the net results of operations and of the

net assets of a subsidiary attributable to interests which are not owned,

directly or indirectly through subsidiary(ies), by the parent.

6. Consolidated financial statements normallyinclude consolidated balance

sheet, consolidated statement of profit and loss, and notes, other statements

and explanatory material that form an integral part thereof. Consolidated

cash flow statement is presented in case a parent presents its own cash flow

statement. The consolidated financial statements are presented, to the extent

possible, in the same format as that adopted by the parent for its separate

financial statements.6
Accounting Standard (AS) 22

(issued 2001)

Accounting for Taxes on Income
4. For the purpose of this Statement, the following terms are used

with the meanings specified:

Accounting income (loss) is the net profit or loss for a period, as reported

in the statement of profit and loss, before deducting income tax expense

or adding income tax saving.

Taxable income (tax loss) is the amount of the income (loss) for a period,

determined in accordance with the tax laws, based upon which income

tax payable (recoverable) is determined.

Tax expense (tax saving) is the aggregate of current tax and deferred

tax charged or credited to the statement of profit and loss for the period.

Current tax is the amount of income tax determined to be payable

(recoverable) in respect of the taxable income (tax loss) for a period.

Deferred tax is the tax effect of timing differences.

Timing differences are the differences between taxable income and

accounting income for a period that originate in one period and are

capable of reversal in one or more subsequent periods.

Permanent differences are the differences between taxable income and

accounting income for a period that originate in one period and do not

reverse subsequently.

5. Taxable income is calculated in accordance with tax laws. In some

circumstances, the requirements of these laws to compute taxable income

differ fromthe accounting policies applied to determine accounting income.

The effect of this difference is that the taxable income and accountingincome

may not be the same.

Accounting for Taxes on Income 425

6. The differences between taxable income and accounting income can be

classified into permanent differences and timing differences. Permanent

differences are those differences between taxable income and accounting

income which originate in one period and do not reverse subsequently. For

instance, if for the purpose of computing taxable income, the tax laws allow

only a part of an item of expenditure, the disallowed amount would result in

a permanent difference.

7. Timing differences are those differences between taxable income and

accounting income for a period that originate in one period and are capable

of reversal in one or more subsequent periods. Timing differences arise

because the period in which some items of revenue and expenses are

included in taxable income do not coincide with the period in which such

items of revenue and expenses are included or considered in arriving at

accounting income. For example, machinery purchased for scientific

research related to business is fully allowed as deduction in the first

year for tax purposes whereas the same would be charged to the

statement of profit and loss as depreciation over its useful life. The total

depreciation charged on the machinery for accounting purposes and the

amount allowed

as deduction for tax purposes will ultimately be the same, but periods over

which the depreciation is charged and the deduction is allowed will differ.

Another example of timing difference is a situation where, for the

purpose

of computing taxable income, tax laws allow depreciation on the basis

of the written down value method, whereas for accounting purposes,

straight line method is used. Some other examples of timing

differences arising under the Indian tax laws are given in Appendix 1.

8. Unabsorbed depreciation and carry forward of losses which can be setoff

against future taxable income are also considered as timing differences

and result in deferred tax assets, subject to consideration of prudence (see

paragraphs 15-18)
Accounting Standard (AS) 23

(issued 2001)

Accounting for Investments in

Associates in Consolidated

Financial Statements
For the purpose of this Statement, the following terms are used

with the meanings specified:

An associate is an enterprise in which the investor has significant

influence and which is neither a subsidiary nor a joint venture4 of the

investor.

Significant influence is the power to participate in the financial and/or

operating policy decisions of the investee but not control over those

policies.

Control:

(a) the ownership, directly or indirectly through subsidiary(ies),

of more than one-half of the voting power of an enterprise; or

(b) control of the composition of the board of directors in the

case of a company or of the composition of the corresponding

governing body in case of any other enterprise so as to obtain

economic benefits from its activities.

A subsidiary is an enterprise that is controlled by another enterprise

(known as the parent).

3 Accounting Standard (AS) 13, ‘Accounting for Investments’, is applicable for

accounting for investments in associates in the separate financial statements of an

investor.

4 Accounting Standard (AS) 27, ‘Financial Reporting of Interests in Joint Ventures’,

defines the term ‘joint venture’ and specifies the requirements relating to accounting

for investments in joint ventures.
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A parent is an enterprise that has one or more subsidiaries.

A group is a parent and all its subsidiaries.

Consolidated financial statements are the financial statements of a group

presented as those of a single enterprise.

The equity method is a method of accounting whereby the investment is

initially recorded at cost, identifying any goodwill/capital reserve arising

at the time of acquisition. The carrying amount of the investment is

adjusted thereafter for the post acquisition change in the investor’s share

of net assets of the investee. The consolidated statement of profit and

loss reflects the investor’s share of the results of operations of the

investee.5

Equity is the residual interest in the assets of an enterprise after

deducting all its liabilities.

4. For the purpose of this Statement, significant influence does not extend

to power to govern the financial and/or operating policies of an enterprise.

Significant influencemay be gained by share ownership, statute or agreement.

As regards share ownership, if an investor holds, directly or indirectly through

subsidiary(ies), 20%ormore of the votingpower of the investee, it is presumed

that the investor has significant influence, unless it can be clearly demonstrated

that this is not the case. Conversely, if the investor holds, directly or indirectly

through subsidiary(ies), less than 20%of the voting power of the investee, it

is presumed that the investor does not have significant influence, unless such

influence can be clearly demonstrated.6 Asubstantial ormajority ownership

by another investor does not necessarily preclude an investor from having

significant influence.

5. The existence of significant influence by an investor is usually evidenced

in one or more of the following ways:

(a) Representation on the board of directors or corresponding

governing body of the investee;

5 See also Accounting Standards Interpretation (ASI) 16, published elsewhere in

this Compendium.

6 See also Accounting Standards Interpretation (ASI) 18, published elsewhere in

this Compendium.
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(b) participation in policy making processes;

(c) material transactions between the investor and the investee;

(d) interchange of managerial personnel; or

(e) provision of essential technical information.

6. Under the equity method, the investment is initially recorded at cost,

identifying any goodwill/capital reserve arising at the time of acquisition and

the carrying amount is increased or decreased to recognise the investor’s

share of the profits or losses of the investee after the date of acquisition.

Distributions received from an investee reduce the carrying amount of the

investment. Adjustments to the carrying amount may also be necessary for

alterations in the investor’s proportionate interest in the investee arising from

changes in the investee’s equity that have not been included in the statement

of profit and loss. Such changes include those arising from the revaluation

of fixed assets and investments, fromforeign exchange translation differences

and from the adjustment of differences arising on amalgamations.7
Accounting Standard (AS) 24

(issued 2002)

Discontinuing Operations
Discontinuing Operation

3. A discontinuing operation is a component of an enterprise:

(a) that the enterprise, pursuant to a single plan, is:

(i) disposing of substantially in its entirety, such as by selling

the component in a single transaction or by demerger or

spin-off of ownership of the component to the enterprise's

shareholders; or

(ii) disposing of piecemeal, such as by selling off the

component's assets and settling its liabilities individually;

or

(iii) terminating through abandonment; and

(b) that represents a separate major line of business or

geographical area of operations; and
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(c) that can be distinguished operationally and for financial

reporting purposes.

4. Under criterion (a) of the definition (paragraph 3 (a)), a discontinuing

operation may be disposed of in its entirety or piecemeal, but always

pursuant to an overall plan to discontinue the entire component.

5. If an enterprise sells a component substantially in its entirety, the

result can be a net gain or net loss. For such a discontinuance, a binding

sale agreement is entered into on a specific date, although the actual

transfer of possession and control of the discontinuing operation may

occur at a later date. Also, payments to the seller may occur at the time

of the agreement, at the time of the transfer, or over an extended future

period.

6. Instead of disposing of a component substantially in its entirety, an

enterprise may discontinue and dispose of the component by selling its

assets and settling its liabilities piecemeal (individually or in small groups).

For piecemeal disposals, while the overall result may be a net gain or a

net loss, the sale of an individual asset or settlement of an individual

liability may have the opposite effect. Moreover, there is no specific date

at which an overall binding sale agreement is entered into. Rather, the

sales of assets and settlements of liabilities may occur over a period of

months or perhaps even longer. Thus, disposal of a component may be in

progress at the end of a financial reporting period. To qualify as a

discontinuing operation, the disposal must be pursuant to a single coordinated

plan.

7. An enterprise may terminate an operation by abandonment without

substantial sales of assets. An abandoned operation would be a

discontinuing operation if it satisfies the criteria in the definition. However,

changing the scope of an operation or the manner in which it is conducted

is not an abandonment because that operation, although changed, is

continuing.

8. Business enterprises frequently close facilities, abandon products or

even product lines, and change the size of their work force in response to

market forces. While those kinds of terminations generally are not, in

themselves, discontinuing operations as that term is defined in paragraph

3 of this Statement, they can occur in connection with a discontinuing

operation.
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9. Examples of activities that do not necessarily satisfy criterion (a) of

paragraph 3, but that might do so in combination with other circumstances,

include:

(a) gradual or evolutionary phasing out of a product line or class of

service;

(b) discontinuing, even if relatively abruptly, several products within

an ongoing line of business;

(c) shifting of some production or marketing activities for a

particular line of business from one location to another; and

(d) closing of a facility to achieve productivity improvements or

other cost savings.

An example in relation to consolidated financial statements is selling a

subsidiary whose activities are similar to those of the parent or other

subsidiaries.

10. A reportable business segment or geographical segment as defined

in Accounting Standard (AS) 17, Segment Reporting, would normally

satisfy criterion (b) of the definition of a discontinuing operation (paragraph

3), that is, it would represent a separate major line of business or

geographical area of operations. A part of such a segment may also

satisfy criterion (b) of the definition. For an enterprise that operates in a

single business or geographical segment and therefore does not report

segment information, a major product or service line may also satisfy the

criteria of the definition.

11. A component can be distinguished operationally and for financial

reporting purposes - criterion (c) of the definition of a discontinuing

operation (paragraph 3) - if all the following conditions are met:

(a) the operating assets and liabilities of the component can be

directly attributed to it;

(b) its revenue can be directly attributed to it;

(c) at least a majority of its operating expenses can be directly

attributed to it.
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12. Assets, liabilities, revenue, and expenses are directly attributable to

a component if they would be eliminated when the component is sold,

abandoned or otherwise disposed of. If debt is attributable to a component,

the related interest and other financing costs are similarly attributed to it.

13. Discontinuing operations, as defined in this Statement, are expected

to occur relatively infrequently. All infrequently occurring events do not

necessarily qualify as discontinuing operations. Infrequently occurring

events that do not qualify as discontinuing operations may result in items

of income or expense that require separate disclosure pursuant to

Accounting Standard (AS) 5, Net Profit or Loss for the Period, Prior

Period Items and Changes in Accounting Policies, because their size,

nature, or incidence make them relevant to explain the performance of the

enterprise for the period.

14. The fact that a disposal of a component of an enterprise is classified

as a discontinuing operation under this Statement does not, in itself, bring

into question the enterprise's ability to continue as a going concern.
Accounting Standard (AS) 25

(issued 2002)

Interim Financial Reporting
The following terms are used in this Statement with the meanings

specified:

Interim period is a financial reporting period shorter than a full

financial year.

Interim financial report means a financial report containing either a

complete set of financial statements or a set of condensed financial

statements (as described in this Statement) for an interim period.

5. During the first year of operations of an enterprise, its annual financial

reporting period may be shorter than a financial year. In such a case, that

shorter period is not considered as an interim period.
Accounting Standard (AS) 26

(issued 2002)

Intangible Assets
The following terms are used in this Statement with the meanings

specified:

An intangible asset is an identifiable non-monetary asset, without

physical substance, held for use in the production or supply of goods or

services, for rental to others, or for administrative purposes.

An asset is a resource:

(a) controlled by an enterprise as a result of past events; and

(b) from which future economic benefits are expected to flow to

the enterprise.

Monetary assets are money held and assets to be received in fixed or

determinable amounts of money.

Non-monetary assets are assets other than monetary assets.

Research is original and planned investigation undertaken with the

prospect of gaining new scientific or technical knowledge and

understanding.

Development is the application of research findings or other knowledge

to a plan or design for the production of new or substantially improved

materials, devices, products, processes, systems or services prior to the

commencement of commercial production or use.

Amortisation is the systematic allocation of the depreciable amount of

an intangible asset over its useful life.

Depreciable amount is the cost of an asset less its residual value.
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Useful life is either:

(a) the period of time over which an asset is expected to be used

by the enterprise; or

(b) the number of production or similar units expected to be

obtained from the asset by the enterprise.

Residual value is the amount which an enterprise expects to obtain for

an asset at the end of its useful life after deducting the expected costs of

disposal.

Fair value of an asset is the amount for which that asset could be

exchanged between knowledgeable, willing parties in an arm's length

transaction.

An active market is a market where all the following conditions exist:

(a) the items traded within the market are homogeneous;

(b) willing buyers and sellers can normally be found at any time;

and

(c) prices are available to the public.

An impairment loss is the amount by which the carrying amount of an

asset exceeds its recoverable amount.7

Carrying amount is the amount at which an asset is recognised in the

balance sheet, net of any accumulated amortisation and accumulated

impairment losses thereon.
Accounting Standard (AS) 27

(issued 2002)

Financial Reporting of Interests in

Joint Ventures
For the purpose of this Statement, the following terms are used

with the meanings specified:

A joint venture is a contractual arrangement whereby two or more

parties undertake an economic activity, which is subject to joint control.

Joint control is the contractually agreed sharing of control over an

economic activity.

Control is the power to govern the financial and operating policies of an

economic activity so as to obtain benefits from it.

A venturer is a party to a joint venture and has joint control over that

joint venture.

An investor in a joint venture is a party to a joint venture and does not

have joint control over that joint venture.

Proportionate consolidation is a method of accounting and reporting

whereby a venturer's share of each of the assets, liabilities, income and

expenses of a jointly controlled entity is reported as separate line items

in the venturer's financial statements.
Accounting Standard (AS) 28

(issued 2002)

Impairment ofAssets
The following terms are used in this Statement with the meanings

specified:

Recoverable amount is the higher of an asset’s net selling price and its

value in use.

Value in use is the present value of estimated future cash flows expected

to arise from the continuing use of an asset and from its disposal at the

end of its useful life.8

8 The Institute, in November 2005, considering that detailed cash flow projections of

Small and Medium-sized Enterprises (SMEs) are often not readily available, has

allowed such enterprises to measure the ‘value in use’ on the basis of reasonable

estimate thereof instead of computing the value in use by present value technique.

Therefore, the definition of the term ‘value in use’ in the context of SMEs

would read as follows:

“Value in use is the present value of estimated future cash flows expected

to arise from the continuing use of an asset and from its disposal at the

end of its useful life, or a reasonable estimate thereof”.

The above change in the definition of ‘value in use’ implies that instead of

using the present value technique, a reasonable estimate of the ‘value in use’ can

be made. Consequently, if an SME chooses to measure the ‘value in use’ by not

using the present value technique, the relevant provisions of AS 28, such as discount

rate etc., would not be applicable to such SME. Further, such SME need not

disclose the information required by paragraph 121(g) of the Standard. Subject to

this, the other provisions of AS 28 would be applicable to SMEs.

[For full text of the Announcement issued in this regard, reference may be made to

the section titled ‘Announcements of the Council regarding status of various documents

issued by the Institute of Chartered Accountants of India’ appearing at the

beginning of this Compendium.]
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Net selling price is the amount obtainable from the sale of an asset in

an arm’s length transaction between knowledgeable, willing parties,

less the costs of disposal.

Costs of disposal are incremental costs directly attributable to the

disposal of an asset, excluding finance costs and income tax expense.

An impairment loss is the amount by which the carrying amount of an

asset exceeds its recoverable amount.

Carrying amount is the amount at which an asset is recognised in the

balance sheet after deducting any accumulated depreciation

(amortisation) and accumulated impairment losses thereon.

Depreciation (Amortisation) is a systematic allocation of the depreciable

amount of an asset over its useful life.9

Depreciable amount is the cost of an asset, or other amount substituted

for cost in the financial statements, less its residual value.

Useful life is either:

(a) the period of time over which an asset is expected to be used

by the enterprise; or

(b) the number of production or similar units expected to be

obtained from the asset by the enterprise.

A cash generating unit is the smallest identifiable group of assets that

generates cash inflows from continuing use that are largely independent

of the cash inflows from other assets or groups of assets.

Corporate assets are assets other than goodwill that contribute to the

future cash flows of both the cash generating unit under review and

other cash generating units.

An active market is a market where all the following conditions exist :

(a) the items traded within the market are homogeneous;

9 In the case of an intangible asset or goodwill, the term ‘amortisation’ is generally

used instead of ‘depreciation’. Both terms have the same meaning.
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(b) willing buyers and sellers can normally be found at any time;

and

(c) prices are available to the public.
Accounting Standard (AS) 29

(issued 2003)

Provisions, Contingent Liabilities and

Contingent Assets
The following terms are used in this Statement with the meanings

specified:

A provision is a liability which can be measured only by using a

substantial degree of estimation.

A liability is a present obligation of the enterprise arising from past

events, the settlement of which is expected to result in an outflow from

the enterprise of resources embodying economic benefits.

An obligating event is an event that creates an obligation that results in

an enterprise having no realistic alternative to settling that obligation.

A contingent liability is:

(a) a possible obligation that arises from past events and the

existence of which will be confirmed only by the occurrence

or non-occurrence of one or more uncertain future events not

wholly within the control of the enterprise; or

(b) a present obligation that arises from past events but is not

recognised because:

(i) it is not probable that an outflow of resources embodying

economic benefits will be required to settle the obligation;

or

(ii) a reliable estimate of the amount of the obligation cannot

be made.

A contingent asset is a possible asset that arises from past events the

existence of which will be confirmed only by the occurrence or nonoccurrence

of one or more uncertain future events not wholly within the

control of the enterprise.

Provisions, Contingent Liabilities and Contingent Assets 643

Present obligation - an obligation is a present obligation if, based on the

evidence available, its existence at the balance sheet date is considered

probable, i.e., more likely than not.

Possible obligation - an obligation is a possible obligation if, based on

the evidence available, its existence at the balance sheet date is

considered not probable.

A restructuring is a programme that is planned and controlled by

management, and materially changes either:

(a) the scope of a business undertaken by an enterprise; or

(b) the manner in which that business is conducted.

11. An obligation is a duty or responsibility to act or perform in a certain

way. Obligations may be legally enforceable as a consequence of a binding

contract or statutory requirement.Obligations also arise fromnormal business

practice, customand a desire to maintain good business relations or act in an

equitable manner.

12. Provisions can be distinguished from other liabilities such as trade

payables and accruals because in the measurement of provisions substantial

degree of estimation is involvedwith regard to the future expenditure required

in settlement. By contrast:

(a) trade payables are liabilities to pay for goods or services that

have been received or supplied and have been invoiced or formally

agreed with the supplier; and

(b) accruals are liabilities to pay for goods or services that have been

received or supplied but have not been paid, invoiced or formally

agreed with the supplier, including amounts due to employees.

Although it is sometimes necessary to estimate the amount of

accruals, the degree of estimation is generally much less than

that for provisions.

13. In this Statement, the term‘contingent’ is used for liabilities and assets

that are not recognised because their existence will be confirmed only by the

occurrence or non-occurrence of one or more uncertain future events not

wholly within the control of the enterprise. In addition, the term ‘contingent

liability’ is used for liabilities that do not meet the recognition criteria.
Accounting Standard (AS) 30

Financial Instruments: Recognition and Measurement
The terms defined in AS 31, Financial Instruments: Presentation are used in this

Standard with the meanings specified in paragraph 7 of AS 31. AS 31 defines the following

terms:

financial instrument

financial asset

financial liability

equity instrument

and provides guidance on applying those definitions.
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8. The following terms are used in this Standard with the meanings specified:

Definition of a Derivative

8.1 A derivative is a financial instrument or other contract within the scope of this

Standard (see paragraphs 2-6) with all three of the following characteristics:

(a) its value changes in response to the change in a specified interest rate, financial

instrument price, commodity price, foreign exchange rate, index of prices or

rates, credit rating or credit index, or other variable, provided in the case of a

non-financial variable that the variable is not specific to a party to the contract

(sometimes called the ‘underlying’);

(b) it requires no initial net investment or an initial net investment that is smaller

than would be required for other types of contracts that would be expected to

have a similar response to changes in market factors; and

(c) it is settled at a future date.

Definitions of Four Categories of Financial Instruments

8.2 A financial asset or financial liability at fair value through profit or loss is a

financial asset or financial liability that meets either of the following conditions.

(a) It is classified as held for trading. A financial asset or financial liability is

classified as held for trading if it is:

(i) acquired or incurred principally for the purpose of selling or

repurchasing it in the near term; or

(ii) part of a portfolio of identified financial instruments that are managed

together and for which there is evidence of a recent actual pattern of

short-term profit-taking; or

(iii) a derivative (except for a derivative that is a financial guarantee contract

or a designated and effective hedging instrument).

(b) Upon initial recognition it is designated by the entity as at fair value through

profit or loss. An entity may use this designation only when permitted by

paragraph 11, or when doing so results in more relevant information, because

either

(i) it eliminates or significantly reduces a measurement or recognition

inconsistency (sometimes referred to as ‘an accounting mismatch’) that

would otherwise arise from measuring assets or liabilities or recognising

the gains and losses on them on different bases (see Appendix A

paragraphs A15-A18); or
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(ii) a group of financial assets, financial liabilities or both is managed and

its performance is evaluated on a fair value basis, in accordance with a

documented risk management or investment strategy, and information

about the group is provided internally on that basis to the entity’s key

management personnel (as defined in AS 18, Related Party Disclosures),

its board of directors or similar governing body and its chief executive

officer. This would normally be relevant in case of a venture capital

organisation, mutual fund, unit trust or similar entity whose business is

investing in financial assets with a view to profiting from their total

return in the form of interest or dividends and changes in fair value (see

also Appendix A paragraphs A19-A22).

Accounting Standard (AS) 32, Financial Instruments: Disclosures14, requires

the entity to provide disclosures about financial assets and financial liabilities it

has designated as at fair value through profit or loss, including how it has

satisfied these conditions. For instruments qualifying in accordance with (ii)

above, that disclosure includes a narrative description of how designation as at

fair value through profit or loss is consistent with the entity’s documented risk

management or investment strategy.

Investments in equity instruments that do not have a quoted market price in an

active market, and whose fair value cannot be reliably measured (see paragraph

51(c) and Appendix A paragraphs A100 and A101), should not be designated as

at fair value through profit or loss.

It should be noted that paragraphs 53, 54, 55 and Appendix A paragraphs A88-

A102, which set out requirements for determining a reliable measure of the fair

value of a financial asset or financial liability, apply equally to all items that are

measured at fair value, whether by designation or otherwise, or whose fair

value is disclosed.

8.3 Held-to-maturity investments are non-derivative financial assets with fixed or

determinable payments and fixed maturity that an entity has the positive intention and

ability to hold to maturity (see Appendix A paragraphs A36-A45) other than:

(a) those that the entity upon initial recognition designates as at fair value through

profit or loss;

(b) those that meet the definition of loans and receivables; and

(c) those that the entity designates as available for sale.

An entity should not classify any financial assets as held to maturity if the entity

has, during the current financial year or during the two preceding financial years, sold

14 A separate Accounting Standard (AS) 32 on Financial Instruments: Disclosures is being formulated.
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or reclassified more than an insignificant amount of held-to-maturity investments

before maturity (more than insignificant in relation to the total amount of held-tomaturity

investments) other than sales or reclassifications that:

(i) are so close to maturity or the financial asset's call date (for example,

less than three months before maturity) that changes in the market rate

of interest would not have a significant effect on the financial asset’s

fair value; or

(ii) occur after the entity has collected substantially all of the financial

asset's original principal through scheduled payments or prepayments;

or

(iii) are attributable to an isolated event that is beyond the entity’s control, is

non-recurring and could not have been reasonably anticipated by the

entity.

8.4 Loans and receivables are non-derivative financial assets with fixed or

determinable payments that are not quoted in an active market, other than:

(a) those that the entity intends to sell immediately or in the near term, which

should be classified as held for trading, and those that the entity upon initial

recognition designates as at fair value through profit or loss;

(b) those that the entity upon initial recognition designates as available for sale; or

(c) those for which the holder may not recover substantially all of its initial

investment, other than because of credit deterioration, which should be

classified as available for sale.

An interest acquired in a pool of assets that are not loans or receivables (for

example, an interest in a mutual fund or a similar fund) is not a loan or receivable.

8.5 Available-for-sale financial assets are those non-derivative financial assets that

are designated as available for sale or are not classified as (a) loans and receivables,

(b) held-to-maturity investments, or (c) financial assets at fair value through profit or

loss.

Definition of a financial guarantee contract

8.6 A financial guarantee contract is a contract that requires the issuer to make

specified payments to reimburse the holder for a loss it incurs because a specified

debtor fails to make payment when due in accordance with the original or modified

terms of a debt instrument.
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Definitions Relating to Recognition and Measurement

8.7 The amortised cost of a financial asset or financial liability is the amount at

which the financial asset or financial liability is measured at initial recognition minus

principal repayments, plus or minus the cumulative amortisation using the effective

interest method of any difference between that initial amount and the maturity amount,

and minus any reduction (directly or through the use of an allowance account) for

impairment or uncollectibility.

8.8 The effective interest method is a method of calculating the amortised cost of a

financial asset or a financial liability (or group of financial assets or financial

liabilities) and of allocating the interest income or interest expense over the relevant

period.

8.9 The effective interest rate is the rate that exactly discounts estimated future cash

payments or receipts through the expected life of the financial instrument or, when

appropriate, a shorter period to the net carrying amount of the financial asset or

financial liability (see Appendix A paragraphs A23-A27).

8.10 Derecognition is the removal of a previously recognised financial asset or

financial liability from an entity’s balance sheet.

8.11 Fair value is the amount for which an asset could be exchanged, or a liability

settled, between knowledgeable, willing parties in an arm’s length transaction15.

8.12 A regular way purchase or sale is a purchase or sale of a financial asset under

a contract whose terms require delivery of the asset within the time frame established

generally by regulation or convention in the marketplace concerned.

8.13 Transaction costs are incremental costs that are directly attributable to the

acquisition, issue or disposal of a financial asset or financial liability (see Appendix A

paragraph A33). An incremental cost is one that would not have been incurred if the

entity had not acquired, issued or disposed of the financial instrument.

Definitions Relating to Hedge Accounting

8.14 A firm commitment is a binding agreement for the exchange of a specified

quantity of resources at a specified price on a specified future date or dates.

8.15 A forecast transaction is an uncommitted but anticipated future transaction.

8.16 Functional currency is the currency of the primary economic environment in

which the entity operates.

15 Paragraphs 53-55 and A88-A102 of Appendix A contain requirements for determining the fair value of a financial

asset or financial liability.
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8.17 A hedging instrument is (a) a designated derivative or (b) for a hedge of the risk

of changes in foreign currency exchange rates only, a designated non-derivative

financial asset or non-derivative financial liability whose fair value or cash flows are

expected to offset changes in the fair value or cash flows of a designated hedged item

(paragraphs 81-86 and Appendix A paragraphs A114-A117 elaborate on the definition

of a hedging instrument).

8.18 A hedged item is an asset, liability, firm commitment, highly probable forecast

transaction or net investment in a foreign operation that (a) exposes the entity to risk of

changes in fair value or future cash flows and (b) is designated as being hedged

(paragraphs 87-94 and Appendix A paragraphs A118-A125 elaborate on the definition

of hedged items).

8.19 Hedge effectiveness is the degree to which changes in the fair value or cash

flows of the hedged item that are attributable to a hedged risk are offset by changes in

the fair value or cash flows of the hedging instrument (see Appendix A paragraphs

A129-A138)
