Accounting Standards




AS 1  Disclosure of Accounting Policies
Definitions

Fundamental accounting assumptions are assumptions relating to going concern, consistency and accrual underlying the preparation and presentation of the financial statements.

Going concern

An enterprise is viewed as a going concern, that is, as continuing in operation for the foreseeable future if it has neither the intention nor the necessity of liquidation or of curtailing materially the scale of operations.

Consistency

Accounting policies are consistent from one period to another.

Accrual

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

Accounting policies are the specific accounting principles and the methods of applying those principles in the preparation and presentation of the financial statements.

Prudence

In view of the uncertainty attached to future events, profits are not anticipated but recognised only when realised though not necessarily in cash.  Provision is made for all known liabilities and losses even though the amount cannot be determined with certainty and represents only a best estimate in the light of available information.

Substance over form

The accounting treatment and presentation in financial statements of transactions and events should be governed by their substance and not merely by the legal form.

(For example, in a hire purchase transaction the fixed asset on hire is treated so in the books of the hirer, though legally he does not own the asset.)

Materiality

Financial statements should disclose all material items, i.e. items, the knowledge of which might influence the decisions of the user of the financial statements.

AS2 Valuation of Inventories

AS 2 applies to the valuation of all inventories except the following:

· WIP arising under construction contracts, including directly related service contracts;

· WIP arising in the ordinary course of business of service providers; 

· Shares, debentures and other financial instruments held as stock in trade (AS 13 applies to these with suitable modifications as specified therein); and

· Producers’ inventories of livestock, agricultural and forest products and mineral oils, ores and gases to the extent that they are measured at NRV when certain criteria are satisfied.

The standard is mandatory in respect of accounting periods commencing on or after 1 April 1999.

Definitions 

Inventories mean tangible property held 

· for sale in the ordinary course of business, or

· in the process of production for such sale, or

· for consumption in the production of goods or services for sale, including maintenance supplies, consumables and loose tools.  Inventories do not include those machinery spares which can be used only in connection with an item of fixed asset and whose use is expected to be irregular.

Net realisable value (NRV) 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.

Costs of purchase consist of the purchase price including:

· duties and taxes not recoverable from the taxing authorities

· freight inwards

· other expenses directly attributable to the acquisition

· less trade discounts, rebates, duty drawbacks and other similar items.

Costs of conversion include:

· costs directly attributable to the units of production; and 

· systematic allocation of fixed and variable production overheads incurred in converting raw materials into finished goods.

Normal capacity is the production expected to be achieved on an average over a number of periods or seasons under normal circumstances, taking into account the loss of capacity resulting from planned maintenance.

AS 3  Cash Flow Statements

AS 3 is mandatory in respect of accounting periods commencing on or after 1.4.2001 for the following:

i Enterprises whose equity or debt securities are listed on a recognised stock exchange in India, and enterprises that are in the process of issuing equity or debt securities that will be listed on a recognised stock exchange in India as evidenced by the board of directors’ resolution in this regard. 

ii All other commercial, industrial and business reporting enterprises, whose turnover for the accounting period exceeds Rs. 50 crores.

Definitions

Cash includes cash on hand and demand deposits with banks.

Cash equivalents are short term (maturity of say three months or less) and 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 the activities that result in changes in the size and composition of capital and borrowings.

Direct method is the method whereby major classes of gross cash receipts and gross cash payments are disclosed.

Indirect method is the method whereby the net profit or loss is adjusted for the effects of transactions of non-cash nature, any deferrals or accruals of past or future operating cash receipts or payments, and items of income or expense associated with investing or financing cash flows.

AS 4  Contingencies and Events Occurring After the Balance Sheet Date

Definitions

A contingency is a condition or situation that exists at the balance sheet date, the financial effect of which is to be determined by future events which may or may not occur.

(The definition covers both contingent losses and contingent gains.)

Events occurring after the balance sheet date are those significant events that occur between the balance sheet date and the date of signing of the financial statements by the approving authority.

AS 5  Net Profit or Loss for the Period, Prior Period Items & Changes in Accounting Policies 

AS 5 requires separate disclosures in respect of the following five items in the profit and loss statement so that the quality of earnings can be evaluated properly:

	1. Exceptional items i.e. items from ordinary activities but of such size, nature or incidence that their disclosure is relevant.
	Above the line as separate items or by way of notes; or in parenthesis against relevant items.

	2. Changes in accounting estimates
	

	3. Changes in accounting policies
	

	4. Prior period items
	Above the line as separate items or in parenthesis against relevant items; or below the line as separate items.

	5. Extraordinary items
	Above the line as separate items after disclosure of profit/ loss from ordinary activities


Definitions

Ordinary activities are activities that are a part of the enterprise’s business and activities related to these.

Extraordinary items are income or expenses arising from events or transactions clearly distinct from the ordinary activities of the enterprise and which are not expected to recur frequently.
(The standard defines extraordinary items in a manner that only rare items fall within the purview of the definition, e.g. attachment of property or an earthquake loss.)

Prior period items are income or expenses that arise in the current period due to errors or omissions in the preparation of the financial statements of one or more prior periods.

(Prior period items do not include adjustments which though related to prior periods are determined in the current periods, e.g. arrears payable under a wage agreement reached in the current period.  

Prior period items also do not include changes in accounting estimates due to additional information ‑ e.g. an additional provision in respect of a contingency which was provided for at a lower amount in a prior period based on information available at that time.)

Accounting estimates are estimates based on the information available at the time of preparation of the financial statements ‑ e.g. a provision for bad and doubtful debts or for obsolescence of inventories.

(Subsequent revision of an estimate as a result of subsequent information or developments does not bring the adjustment within the definition of an extraordinary or prior period item.)

Accounting policies are the specific accounting principles and the methods of applying those principles adopted by an enterprise in the preparation and presentation of financial statements.

AS 6  Depreciation Accounting

Definitions

Depreciation is a measure of the wearing out, consumption or other loss of value of a depreciable asset arising from 

· use,

· efflux of time or

· obsolescence through technology and market changes.

Depreciable assets are assets which 

· are expected to be used during more than one accounting period;

· have a limited useful life; and

· 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.

Useful life is the period over which a depreciable asset is expected to be used by an enterprise.

Depreciable amount is the historical cost/ revalued amount as reduced by the estimated residual value.

AS 7  Accounting for Construction Contracts

This standard would not be applicable in respect of all contracts entered into during accounting periods commencing on or after 1 April 2003.  Please refer to the checklist on revised AS 7 in case of such contracts.

Definitions

Construction contract is a contract for the construction of an asset or a combination of assets which together constitute a single project.

Fixed price contracts are contracts where a fixed amount or rate is agreed upon for the contract, with or without an escalation clause.

Cost plus contracts are contracts where the contractor is reimbursed the costs and allowed a profit margin.

Methods of accounting for construction contracts:

Percentage of completion method

Under this method revenue is recognised as the contract activity progresses.  Costs incurred to reach the stage of completion are matched with this revenue and profit is, therefore recognised in the accounting period during which the activity is undertaken.

Completed contract method

Under this method revenue is recognised only when a contract is completed or substantially completed.

(In accounting for construction contracts, either of the methods may be used, but the same method should be adopted for all contracts which meet similar criteria.)

AS 8  Accounting for Research and Development

AS 26, Intangible Assets, supercedes this standard from the date the former becomes mandatory i.e. 1 April 2003 or 1 April 2004, as the case may be.  From the relevant date, please refer to the checklist on AS 26.

Definitions

Research is original and planned investigation undertaken with the hope of gaining new scientific or technical knowledge and understanding.

Development is the translation of research findings or knowledge into 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.

Costs for research and development include:
(i) salaries, wages and other related costs of personnel engaged in research and development;

(ii) costs of materials and services consumed;

(iii) depreciation of buildings, equipment and facilities which have alternative economic use;

(iv) appropriate amortisation of the cost of building, equipment and facilities which have no alternative economic use;

(v) a reasonable allocation of overhead costs;

(vi) payments to outside bodies for research and development projects related to the enterprise; and

(vii) other costs, such as amortisation of patents and licences.

(Costs relating to production and promotion of sales of existing products are excluded from research and development costs.)

AS 9  Revenue Recognition

The standard does not cover:

· Revenue from construction contracts

· Revenue from hire-purchase, lease agreements

· Revenue from government grants/ subsidies

· Revenue of insurance companies from insurance contracts

· Realised or unrealised gains in the value of fixed assets

· Unrealised holding gains in the value of current assets

· Foreign exchange gains

· Gains from decrease in value of liabilities

· Gains from valuation of specific industries like agricultural crops, mineral ores.

Definitions

Revenue is the gross inflow of cash, receivables or other consideration arising in the course of the ordinary activities from the:

· sale of goods, 

· rendering of services and 

· use by others of the enterprise resources yielding interest, royalties and dividends.

(In an agency relationship, the revenue is the amount of commission received and not the gross inflow.)

Completed service contract method is the method of accounting that recognises revenue only when the rendering of services is completed or substantially completed.

Proportionate completion method is the method of accounting that recognises revenue in the profit and loss statement proportionately with the degree of completion of services.

AS 10  Accounting for Fixed Assets 

AS 10 does not cover the following:

· Forests, plantations and similar regenerative natural resources

· Wasting assets including mineral rights

· Expenditure on the exploration and extraction of minerals, oil, natural gas and similar non-regenerative resources

· Expenditure on real estate development

· Livestock

· Assets under leasing rights

· Assets acquired under amalgamations
Definitions

Fixed asset is an asset held with the intention of being used for producing or providing goods or services and not held for sale in the normal course of business.

Fair market value is the price that would be agreed to:

· in an open and unrestricted market

· between knowledgeable and willing parties who are-

· dealing at arm's length

· fully informed

· not under any compulsion to transact.

Gross book value is the historical cost, or amount substituted for historical cost, in the books of account.

Net book value is the gross book value as reduced by accumulated depreciation.

Consequent to the issue of AS 16, paragraphs 9.2 and 20 (except the first sentence) of AS 10 stand withdrawn in respect of accounting periods commencing on or after 1 April 2000.  Similarly, paragraph 9.5 of AS 10 would not be applicable to borrowing costs from this date

Consequent to the issue of AS 19, paragraphs 15.1 and 33 stand superceded in respect of assets leased during accounting periods commencing on or after 1 April 2001.

Consequent to the issue of AS 26, Intangible Assets paragraphs 16.3 to 16.7, 37 and 38 have been superceded with effect from the date AS 26 becomes mandatory i.e., 1 April 2003 or 1 April 2004, as the case may be.  Similarly, the last sentence of paragraph 9.5 would not be applicable as aforesaid.

AS 11  Accounting for the Effects of Changes in Foreign Exchange Rates

Definitions

Reporting currency is the currency used in presenting the financial statements.

Foreign currency is the currency other than the reporting currency.

Exchange rate is the ratio for exchange of two currencies as applicable to the realisation of a specific asset or the payment of a specific liability or the recording of a specific transaction or a group of inter-related transactions.

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

Forward rate is the exchange rate established by terms of an agreement for exchange of two currencies at a specified future date.

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

Monetary items are

· money held and 

· assets and liabilities to be received or paid in fixed or determinable amounts of money, e.g. cash, receivables, payables.

Non-monetary items are assets and liabilities other than monetary items, e.g. fixed assets, inventories and investments in equity shares.

Settlement date is the date at which a receivable is due to be collected or a payable is due to be paid.

Inter-related transactions

Two or more transactions are considered inter-related if, by virtue of being set off against one another or otherwise, they affect the net amount of the reporting currency that will be available on, or required for, the settlement of those transactions.

Recoverable amount is the amount which the enterprise expects to recover from the future use of an asset, including its residual value on disposal.

AS 12  Accounting for Government Grants
Definitions

Government refers to government, government agencies and similar bodies whether local, national or international.

Government grants are assistance by government in cash or kind to an enterprise for past or future compliance with certain conditions.

AS 13  Accounting for Investments 

AS 13 applies to accounting for all investments except:

(a) Investments of retirement benefit plans and life insurance enterprises;

(b) Operating or finance leases; and

(c) Mutual funds, banks and public financial institutions.

This AS also does not deal with recognition of interest, dividends and rentals from investments.

Definitions

Investments are assets held for earning income by way of dividends, interest and rentals, for capital appreciation, or for other benefits to the investing enterprise, excluding stock in trade.

A current investment is an investment that is, by its nature, readily realisable and is intended to be held for one year or less from the date of investment.

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 exchange value in an arm’s length transaction between knowledgeable, willing buyer and seller often indicated by market value/ net realisable value or in appropriate cases by the issue price determined by statutory authorities.

Market value is the selling price less expenses of disposal.

AS 14  Accounting for Amalgamations

The standard recognises that amalgamations may be of different types ‑ some in the nature of purchase while others representing a genuine pooling of interests; therefore the two should be accounted for differently.

Definitions

Amalgamation means an amalgamation pursuant to the provisions of the Companies Act, 1956 or any other statute which may be applicable to companies.

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

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

· 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.

· 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 company wholly by the issue of equity shares in the transferee company, except that cash may be paid in respect of any fractional shares.

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

· 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.

Amalgamation in the nature of purchase means an amalgamation which does not satisfy any one or more of the conditions specified above.

Pooling of interests is a method of accounting for amalgamations to account for the amalgamation as if the separate businesses of the amalgamating companies were intended to be continued by the transferee company, and only minimal changes are made in aggregating the individual financial statements of the amalgamating companies.

AS 15  Accounting for Retirement Benefits in the Financial Statements of Employers

The standard lays down the basic principle that retirement benefit costs should be accounted for in the period when the services are rendered by an employee, and not when the payments are made.

Definitions

Retirement benefit schemes are arrangements to provide:

· provident fund, 

· superannuation/ pension

· gratuity

· leave encashment benefits

· post retirement health and welfare schemes

· or other benefits 

to employees on leaving service or retiring or, after an employee’s death, to his or her dependants.

Defined contribution schemes are retirement benefit schemes under which amounts are determined by contributions to a fund together with earnings thereon, e.g. a provident fund.

(In such a scheme the retirement benefit is the accumulated balance and has no relationship with the final salary or number of years of service.)

Defined benefit schemes are retirement benefit schemes under which benefits are determinable usually by reference to an employee’s earnings and /or years of service, e.g., gratuity.

(In such a scheme, an employer is responsible for specified benefits).

Actuary as defined within section 2(1) of the Insurance Act, 1938.

Actuarial valuation is the process used by an actuary to estimate the present value of benefits to be paid under a retirement benefit scheme and the present values of the scheme assets and, sometimes, of future contributions.

Pay-as-you-go is the method of recognising the cost of retirement benefits only at the time payments are made to employees on, or after, their retirement.

AS 16 Borrowing costs (mandatorily applicable in respect of accounts for the periods commencing on or after 1 April 2000)

Definitions

Borrowing costs are interest and other costs incurred by an enterprise in connection with the borrowing of funds.

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 costs.

A qualifying asset is an asset that necessarily takes a substantial period of time to get ready for its intended use or sale.  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.

Ordinarily, a period of twelve months is considered as substantial period of time unless a shorter or longer period can be justified on the basis of facts and circumstances of the case. In estimating the period, time which an asset takes, technologically and commercially, to get it ready for its intended use or sale should be considered.

The following assets ordinarily take twelve months or more to get ready for intended use or sale unless the contrary can be proved by the enterprise: 

i. assets that are constructed or otherwise produced for an enterprise’s own use, e.g., assets constructed under major capital expansions.

ii. assets intended for sale or lease that are constructed or otherwise produced as discrete projects (for example, ships or real estate developments).

In case of inventories, substantial period of time is considered to be involved where time is the major factor in bringing about a change in the condition of inventories. For example, liquor is often required to be kept in store for more than twelve months for maturing.

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 are also not qualifying assets.  

Reference may be made to the ASI 1 for interpretation of the words ‘substantial period of time’.

AS 17 Segment Reporting

The standard is mandatory in respect of specified enterprises for accounting periods commencing on or after 1 April 2001.

Definitions 

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

(f) the underlying currency risks.

Geographical segments may be based on either:

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

(b) the location of its customers.

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 excludes extraordinary items; interest/dividend and gains on sale of investments and extinguishment of debt are also excluded except where 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,

including expense relating to transactions with other segments of the enterprise.

Segment expense excludes extraordinary items, income tax expense, general administrative expenses, head-office expenses, and other expenses that arise at the enterprise level and relate to the enterprise as a whole; also excluded from segment expense are interest and losses on sale of investments and extinguishment of debt except where the operations of the segment are primarily of a financial nature.

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.

They include goodwill that is directly attributable to a segment or that can be allocated to a segment on a reasonable basis. Segment assets are determined after deducting any related allowances/provisions that are reported as direct offsets in the enterprise balance sheet and exclude income tax assets.

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. 

Segment liabilities do not include borrowings and other liabilities that are incurred for financing rather than for operating purposes. They also exclude 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 such as identification of segments, method of pricing inter-segment transfers, and basis for allocating revenues and expenses to segments.

Reportable segment – A business segment or geographical segment should be identified as a reportable segment (i.e. a segment for which segment information is required to be disclosed) if:

(a)
its revenue from sales to external customers and from transactions with other segments is 10 per cent or more of the total revenue, external and internal, of all segments; or

(b)
its segment result, whether profit or loss, is 10 per cent or more of –

(i)
the combined result of all segments in profit; or

(ii)
the combined result of all segments in loss,

whichever is greater in absolute amount; or

(c) its segment assets are 10 per cent or more of the total assets of all segments.

AS 18 Related Party Disclosures

The standard is mandatory in respect of specified enterprises for accounting periods commencing on or after 1 April 2001.

Definitions 

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.

Control 

(a)
ownership, directly or indirectly through one or more intermediaries1, 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 statute or agreement, the financial and/or operating policies of the enterprise.

An enterprise is considered to control the composition of 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 individual or an enterprise is considered to have a substantial interest in another enterprise if that individual or the enterprise owns, directly or indirectly, 20 per cent or more interest in the voting power of the other enterprise.

Significant influence ‑ participation in the financial and/or operating policy decisions of an enterprise, but not control of those policies.
Significant influence may be exercised in several ways, for example, by representation on the board of directors, participation in the policy making 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 intermediaries1 intermediaries, 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 intermediaries, 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 from having significant influence.

Related party transaction ‑ a transfer of resources or obligations between related parties, regardless of whether or not a price is charged.
Since key management personnel are related parties under AS 18, remuneration paid to key management personnel will be a related party transaction requiring disclosures under AS 18 (GC-15/2002).

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.

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.

Non-executive directors of a company will not be considered as key management personnel under AS 18 by virtue of merely their being directors unless they have the authority and responsibility for planning, directing and controlling the activities of the reporting enterprise (GC-13/2002).

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.
State-controlled enterprise  ‑ an enterprise which is under the control of the Central Government and/or any State Government(s).

AS 19, Leases

AS 19 mandatory applies to assets leased during accounting periods commencing on or after 1 April 2001. Earlier application of the standard is encouraged. It does not, however, apply to the following.

(a) lease agreements to explore for or use natural resources, such as oil, gas, timber, metals and other mineral rights; and

(b) licensing agreements for items such as motion picture films, video recordings, plays, manuscripts, patents and copyrights; and

(c) lease agreements to use lands.

Definitions
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.

A lease would normally be classified as a finance lease in the following situations.

(a) The lease transfers ownership of the asset to the lessee by the end of the lease term.

(b) The lessee has the 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 such that, at the inception of the lease, it is reasonably certain that the option will be exercised.

(c) The lease term is for the major part of the economic life of the asset even if the title is not transferred.

(d) At the inception of the lease, the present value of the minimum lease payments amounts to at least substantially all of the fair value of the leased asset. 

(e) The leased asset is of a specialised nature such that only the lessee can use it without major modifications being made.

The following factors could also lead, individually or in combination, to a lease being classified as a finance lease.

(a) If the lessee can cancel the lease, the lessor’s losses associated with the cancellation are borne by the lessee.

(b) Gains or losses from the fluctuation in the fair value of the residual fall to the lessee (for example, in the form of a rent rebate equalling most of the sales proceeds at the end of the lease).

(c) The lessee can continue the lease for a secondary period at a rent which is substantially lower than market rent.

An operating lease is a lease other than a finance lease.

Consequent to the issue of AS 19, paragraphs 15.1 and 33 of AS 10, ‘Accounting for Fixed Assets’ stand withdrawn from that date.

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.

The 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 reimburused 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.

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.

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).

AS 20 Earning Per Share

AS 20 is applicable to:

· every company since it is required to give information under Part IV of Schedule VI to the Companies Act, 1956

· other enterprises whose equity shares or potential equity shares are listed on a recognised stock exchange in India

· an enterprise which has neither equity shares nor potential equity shares which are so listed but which discloses earnings per share.

This standard is mandatory in respect of accounting periods commencing on or after 1 April 2001.

Definitions

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

Share warrants or options are financial instruments or other contracts 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.

AS 21, Consolidated Financial Statements

AS 21 comes into effect in respect of accounting periods commencing on or after 1 April 2001. While the standard does not make it obligatory for a parent to present consolidated financial statements, in case such statements are presented by the parent (either pursuant to a statutory or regulatory requirement or of its own volition), such financial statements have to be prepared and presented in accordance with the standard.

A parent’s investment in a subsidiary should continue to be accounted for in the former’s separate financial statements in accordance with AS 13.

Definitions

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.

Subsidiary is an enterprise that is controlled by another enterprise (known as the parent).

Parent is an enterprise that has one or more subsidiaries.

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.

AS 22, Taxes on Income

AS 22 is mandatorily applicable to different categories of enterprises in a phased manner as follows.

(a) For accounting periods commencing on or after 1 April 2001:

i) Enterprises whose equity or debt securities are listed on a recognised stock exchange in India and enterprises that are in the process of issuing equity or debt securities that will be so listed as evidenced by the board of directors’ resolution in this regard.

ii)
All the enterprises of a group, if the parent presents consolidated financial statements and the Standard is mandatory in respect of any of the enterprises of that group in terms of (i) above.

(b) For accounting periods commencing on or after 1 April 2002:

Companies not covered by (a) above 

(c) For accounting periods commencing on or after 1 April 2003: 

All other enterprises (i.e. those not falling under (a) and (b) above), 

Definitions
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.

AS 23, Accounting for investments in associates in consolidated financial statements

AS 23 comes into effect in respect of accounting periods commencing on or after 1 April 2002, and  requires a parent that presents consolidated financial statements, to account for investments in ‘associates’ (whether held by the parent or by a consolidated subsidiary) in the consolidated financial statements in accordance with the ‘equity method’. 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 the investee reduce the carrying amount of the investment.  In case the associate has made a provision for proposed dividend in its financial statements, the investor’s share of the results of operations of the associate should be computed without taking into consideration the proposed dividend (GC-6/2002).  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 may arise, for example from the revaluation of fixed assets and from the adjustment of differences arising on amalgamations (GC-7/2002).

Adjustments to the carrying amount of investment in an associate arising from changes in the associate’s equity that have not been included in the statement of profit or loss should be directly adjusted in the carrying amount of investment without routing it through the consolidated statement of profit and loss. The corresponding debit/credit should be made in the relevant head of the equity interest in the consolidated balance sheet. For example, in case the adjustment arises because of revaluation of fixed assets by the associate, apart from adjusting the carrying amount of investment to the extent of proportionate share of the investor in the revalued amount, the corresponding amount of revaluation reserve should be shown in the consolidated balance sheet.

It may be re-emphasised that AS 23 is mandatory only in respect of consolidated financial statements. Thus it will not be applicable even to a listed company which has investments in ‘associates’, if the aforesaid company does not have to prepare consolidated financial statements. Also as far as the individual financial statements of a listed parent company are concerned, accounting for investments in associates would continue to be governed by AS 13, Accounting for Investments.

Definitions

Associate is an enterprise in which the investor has significant influence and which is neither a subsidiary nor a joint venture 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.
Subsidiary is an enterprise that is controlled by another enterprise (known as the parent).

Equity is the residual interest in the assets of an enterprise after deducting all its liabilities
1 	This term is confined to mean enterprises which are ‘subsidiaries’ as defined in AS 21, Consolidated Financial Statements (GC-9/2002)
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