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ACCOUNTING STANDARDS CHECKLIST

The purpose of this checklist is to provide guidance on compliance with the requirements of Indian accounting standards.

How to use this checklist:

1. The checklist is to be used while auditing financial statements that are required to be audited under any law.

2. Working paper references must be given where the requirements of the accounting standards have not been followed.

3. Relevant paragraph references in the accounting standards have been indicated in the first column.

4. The Audit Manager is to review the completed checklist and initial this page.

5. After completion, the checklist will be filed in the appropriate section of the audit working papers.

	Reviewed by


	

	Date


	


Notes:

1. The term ‘mandatory’ in relation to Accounting Standards implies:

(a) Accounting Standards are issued for use in the presentation of general purpose financial statements issued to the public by corporate or non-corporate commercial, industrial or business enterprises which are statutorily required to be audited under any law (including under section 44AB of the Income-Tax Act, 1961).

(b) They are applicable to all activities of even charitable or religious organisations, if any (howsoever small) proportion of their activities is commercial, industrial or business in nature.

(c) They also apply to financial statements prepared on the cash basis.  Where the law governing an enterprise permits the cash basis of accounting, we should state in the audit report that the financial statements have been prepared on the cash basis.  We should also examine whether those provisions of the accounting standards, which are applicable in the context of the cash basis of accounting, have been complied with or not.

(d) “General purpose financial statements” include balance sheet, statement on profit and loss and other statements and explanatory notes, which form part thereof.  On the other hand, statements of bonus computation, or of income computation for tax purposes are “special purpose statements”.

(e) “Public” includes shareholders/members, creditors, employees, regulatory authorities and the public at large.

(f) The standards describe the accounting principles and the methods of applying these principles in the preparation and presentation of financial statements so that they give a true and fair view.  Therefore, in the event of any deviation from a mandatory standard we are required to make adequate disclosure in our report.  Refer to Annexure A of 

APPL 5 which depicts our duty in relation to mandatory accounting standards in the case of companies.

2. The term ‘recommendatory’ in relation to an accounting standard implies that the document is primarily designed to provide guidance on matters which may arise in the course of professional work, and on which assistance may be required in resolving issues which may pose difficulty. Where a recommendatory accounting standard has not been followed we should consider whether, keeping in view the circumstances of the case, a disclosure in our audit report is necessary. Where we decide that there is no need to make a disclosure in our audit report even though the relevant financial statement does not comply with the recommendatory accounting standard, we should have strong reasons to support our decision and these reasons should be recorded in writing.  The reasons should support the fact that the financial statements reflect a true and fair view without following the recommendatory accounting standard.

3. ICAI has also started issuing ‘Accounting Standards Interpretation’ (ASI) and ‘Genral Clarifications’.  The authority of an ASI is the same as that of the Accounting Standard to which it relates.  Thus, an ASI would be mandatory if the standard is mandatory.  As far as a general clarification is concerned, we should follow the same except in cases where the clarification itself states that it is recommendatory in nature, in which case, the observations in paragraph 2 above will apply.
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Mandatory in case of specified enterprises

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.

	Para
	Checklist
	Y/N/NA
	W.P. reference

	25
	1. Have all the significant accounting policies been disclosed at one place and as a part of the financial statements?


	
	

	
	2. Have accounting policies relating to the areas listed below, if material, been included in the notes to the financial statements?

· Valuation of fixed assets

· Treatment of expenditure during construction period

· Treatment of intangibles e.g. goodwill, licence fees, technical know-how, non-compete payments

· Methods of depreciation and amortisation

· Valuation of investments

	
	


	Para
	Checklist
	Y/N/NA
	W.P. reference

	
	
	
	

	
	· Valuation of inventories – stores, spares, raw materials, work–in–process, finished goods, scrap, by products 

· Changes in foreign exchange rates

· Treatment of retirement benefits including pensions, gratuity, provident fund and leave encashment

· Treatment of contingencies

· Recognition of profit on long - term contracts

· Revenue recognition

· Treatment of government grants

· Treatment of expenditure on research and development

· Accounting for amalgamations

· Recognition of sales in specific circumstances, e.g. retention price support

· Treatment of income tax

· Accounting for claims

· Treatment of preliminary expenses

· Treatment of share/debenture issue expenses

· Accounting for leases

· Treatment of deferred revenue expenditure

· Prudential norms regarding loans and advances

· Hire purchase norms

· Treatment of service contracts

· Treatment of royalty

· Treatment of warranties

· Treatment of leave encashment during service

(The above is only an illustrative list.)


	
	

	
	3. Is the disclosure of accounting policies clear and concise?


	
	

	23
	4. Has it been sought to cover up or rectify any wrong or inappropriate treatment of an item by disclosure as an accounting policy or by a note?


	
	

	27
	5. Have the fundamental accounting assumptions i.e. going concern, consistency or accrual been followed?


	
	

	27
	6. If not, has the fact been disclosed?


	
	


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.

	Para
	Checklist
	Y/N/NA
	W.P.

reference

	14/ 16
	1. Has the cost of inventories been determined by using:

(a) Specific identification method in case of items not ordinarily interchangeable, or for goods or services produced and segregated for specific projects; 

(b) For other inventories, FIFO or weighted average, whichever reflects the fairest possible approximation in the circumstances of the case; or

(c) Standard cost method or retail method (used for convenience where results approximate the actual cost)?


	
	

	
	2. Has the cost of inventories been determined only in accordance with the absorption costing method i.e., with systematic allocation of fixed and variable production overheads that are incurred in converting materials into finished goods?


	
	

	9
	3. Has the allocation of fixed costs to inventories been made on the basis of normal capacity?


	
	

	7
	4. Have duties and taxes that are subsequently recoverable from the taxing authorities been excluded from the cost of inventories?

Note:  It may be noted that the revised standard requires that duties and taxes which are subsequently recoverable by the enterprise from the taxing authorities (e.g. MODVAT) should not form part of the cost of inventories.  This is not in consonance with section 145A of the Income-tax Act, 1961, which specifically requires that the valuation of purchases, sales and inventories for the purpose of determining taxable income should include excise duty/ MODVAT/ customs duty, etc.  The following approach should be adopted to reconcile the conflicting requirements:

Value inventories as per AS 2 in the financial accounts.

In the 'statement of income computation' for tax purposes, add the relevant amounts of duties and taxes (including MODVAT) to purchases, sales and inventories.

Disclose the adjustment in (b) above in Form 3CD.

	
	

	
	5. Has excise duty in respect of goods lying in a factory or in a bonded warehouse been included in the valuation of the relevant inventories?
	
	


	Para
	Checklist
	Y/N/NA
	W.P.

reference

	6
	6. Have only the costs incurred in bringing inventories to their present location and condition, e.g. those on designing a specific product been included in determining the cost of inventories?  Accordingly, have the following been excluded:

· Abnormal amounts of wasted materials, labour or other production costs,

· Storage costs after production is complete, 

· General administrative overheads that do not contribute to bringing the inventories to their present location or condition, 

· Selling and distribution expenses 

· Interest and other borrowing costs 

(Refer to AS-16 on Borrowing costs which states that w.e.f. accounting periods beginning 1 April 2000, borrowing costs should be included in the valuation of inventories which take a “substantial period of time to get ready for its intended use or sale”.  ASI I states that ordinarily a period of twelve months is considered as substantial period of time. ).


	
	

	3
	7. Has NRV been determined on the basis of the most reliable evidence available, at the time the estimates are made, of the estimated selling price in the ordinary course of business

less: (a) costs of completion

(b) costs to be incurred to sell?


	
	

	5
	8. Have all inventories been valued at the lower of cost and NRV?


	
	

	21
	9. While comparing cost with NRV, has

(a) each item been dealt with separately; or,

(b) similar or related items dealt with as a group?

(The comparison cannot be on an aggregated category-wise basis, e.g. all raw materials together, or on an overall basis for the entire inventories.)


	
	

	24
	10 Have material, intermediates, components and other supplies held for use in production not been written down to their NRV if the related finished goods are expected to be sold at or above cost?


	
	

	26
	11 Do the financial statements disclose the following:

(a) the accounting policies adopted in measuring inventories, including the cost formula (e.g., FIFO) used; and 

(b) the total carrying amount of inventories and its classification appropriate to the enterprise?
	
	


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.

	Para
	Checklist
	Y/N/NA
	W.P.

reference

	1
	1. Has the company presented a cash flow statement in its annual accounts?


	
	

	
	2. If yes, has it done so-

(a) in order to comply with the listing requirements of the stock exchange; or

(b) as per the requirement of ICAI; or 

(c) voluntarily?


	
	

	8
	3. Have cash flows been classified by operating, investing and financing activities?


	
	

	Para
	Checklist
	Y/N/NA
	W.P.

reference

	18
	4. Have the cash flows from operating activities been reported using:

(a) only the indirect method if it is a listed enterprise or

(b) either direct or indirect method, if it is an unlisted enterprise?


	
	

	
	5. While working out operating cash flows, has it been ensured that adjustments on account of debtors and creditors exclude those debtors and creditors which pertain to acquisition or sale of fixed assets, investments and other items which do not relate to operating activities?


	
	

	22/ 24
	6. Are only such cash flows reported on net basis which relate to-

(a) the activities of customers rather than those of the company (e.g. payments and withdrawals in saving accounts in a banking company); or

(b) items in which turnover is quick, amounts are large and maturities are short (e.g. amounts relating to credit card customers); or

(c) acceptance and repayment of deposits with a fixed maturity date in a financial enterprise in the case of a financial company; or

(d) advances and loans to customers and repayment thereof in the case of a financial company?


	
	

	25
	7. Are cash flows from transactions in a foreign currency recorded by applying to the foreign currency amount the exchange rate between the reporting currency and the foreign currency at the date of the cash flow? (A rate that approximates the actual rate may be used if the result is substantially the same as would arise if the rates at the dates of the cash flows were used.)


	
	

	27
	8. Has the effect of exchange rate changes on cash and cash equivalents held in a foreign currency been reported in the cash flow statement as a separate part, for reconciling changes in cash and cash equivalents during the period?


	
	

	28
	9. Have the cash flows associated with extraordinary items been classified as arising from operating, investing and financing activities as appropriate and separately disclosed?


	
	

	30
	10. In case of a company, which is not a financial company, are the following classified properly?

(a) Interest and dividend paid under financing activities

(b) Interest and dividend received under investing activities.


	
	


	Para
	Checklist
	Y/N/NA
	W.P.

reference

	30
	11. In the case of a financial company, are the following classified properly?

(a) Interest paid, and interest and dividends received under operating activities.

(b) Dividends paid under financing activities.


	
	

	34
	12. Are taxes on income classified under operating activities, except where they can be specifically identified with financing or investing activities?
	
	

	36
	13. Are cash flows between the company and its subsidiaries, associates and joint ventures (e.g. advances, dividend received) reported separately under proper classification?


	
	

	37/ 38
	14. Are aggregate cash flows from acquisitions/disposals of subsidiaries/other business units presented separately under investing activities analysed as below:

(a) total purchase or disposal consideration; and

(b) portion of the consideration discharged by cash and cash equivalents?


	
	

	41
	15. Are non-cash transactions like the following excluded from the cash flow statement:

(a) the acquisition of assets or an enterprise against issue of shares or assumption of directly related liabilities; and

(b) the conversion of debt to equity?


	
	

	42
	16. Are the components of cash and cash equivalents disclosed, along with a reconciliation of the amounts in the cash flow statement with the equivalent items reported in the balance sheet?


	
	

	45
	17. Are the amounts of cash and cash equivalent balances held by the enterprise, that are not available for use by it, disclosed together with a commentary by management?


	
	

	
	18. Is consolidated cash flow statement presented in case a parent presents its own cash flow statement?


	
	


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.

	Para
	Checklist
	Y/N/NA
	W.P.

reference

	
	Contingencies
	
	

	
	1.  Have the various contingencies been taken into consideration including the following?

(a) Bills discounted

(b) Claims against the company not acknowledged as debts

(c) Disputed income tax, excise or other taxes/ duties

(d) Showcause notices for penalties under any law

(e) Guarantees, bonds or indemnities:

· given to a bank by the company for the benefit of a third party.

· given by a bank on the company’s behalf, with recourse to the company

(f) Warranties and claims


	
	

	10
	2. Has a provision been made for contingent losses which satisfy both the following conditions:

(a) it is probable that future events will confirm that an asset has been impaired or a liability has been incurred as at the balance sheet date; and

(b) a reasonable estimate of the loss can be made?

(A contingent loss may be considered probable if we estimate that it has at least a 50 per cent chance of arising.)


	
	

	16
	3. Has the following information been disclosed for contingencies which do not satisfy either of the two conditions specified above, and the contingency is not considered remote:

· the nature of the contingency;

· the uncertainties which may affect the future outcome;

· an estimate of the financial effect (if not possible, a statement to this effect)?


	
	

	Para
	Checklist
	Y/N/NA
	W.P.

reference

	
	4. Have the reasons for considering a contingency remote been documented? (The possibility of a loss may be considered remote, if the contingency is based on frivolous, baseless or flimsy grounds).


	
	

	12
	5. Have you ascertained that no contingent gains have been recognised in the financial statements?


	
	

	
	Events occurring after the balance sheet date
	
	

	13
	6. Have assets and liabilities been adjusted for events occurring after the balance sheet date that provide additional evidence to assist the estimation of amounts relating to conditions existing at the balance sheet date?  (For example, a debtor was insolvent before 31 March (the date of closing) but the information was received on 5 May).


	
	

	13
	7. Do any events after the balance sheet date indicate that the fundamental accounting assumption of going concern is not appropriate?  If so, have assets and liabilities been adjusted?


	
	

	14
	8. Have dividends declared/ proposed by the company after the balance sheet date, but before approval of the financials been adjusted in the accounts?


	
	


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.

	Para
	Checklist
	Y/N/NA
	W.P.

reference

	
	Net profit or loss for the period
	
	

	5
	1. Have all the items of income and expense recognised in a period been included in the determination of net profit or loss for the period unless an accounting standard requires or permits otherwise?


	
	

	
	Profit or loss from ordinary activities
	
	

	12
	2. Has a separate disclosure been made of each such item, whose nature, size or incidence is such that its disclosure is relevant to explain the performance even though such item arises from ordinary activities?

For example:

· Settlement of a wage dispute resulting in substantial additional expense 

· Disposal of fixed assets

· Write down of inventories to net realisable value or reversal of such write - down

· Disposal of long term investments

· Legislative changes having retrospective application etc.

(Though the standard does not use this term, these items are sometimes referred to as Exceptional items.)


	
	

	
	Extraordinary items
	
	

	8
	3. Has the nature and amount of each extraordinary item been disclosed separately, as below?

(a) Profit or loss from ordinary activities.

(b) Extraordinary items.

(c) Net profit or loss for the period.


	
	

	
	Prior period items
	
	

	15, 19
	4. Have prior period items been disclosed separately either above the line or below the line?


	
	

	
	Changes in accounting estimates
	
	

	23
	5. Has the effect of a change in an accounting estimate been included in the determination of net profit or loss for the current period (i.e. above the line)?


	
	

	27
	6. Has the nature and amount of a change in an accounting estimate, which has a material effect in the current period or which is expected to have a material effect in subsequent periods, been disclosed?  If it is impracticable to quantify the amount, has this fact also been disclosed by way of a note?


	
	


	Para
	Checklist
	Y/N/NA
	W.P.

reference

	
	Changes in accounting policies
	
	

	29
	7. Has a change been made in any accounting policy during the accounting period?  If so, is it because:

(a) it is required by a statute or it enables compliance with an accounting standard?

(b) it is considered that the change would result in a more appropriate presentation of the financial statements?


	
	

	32
	8. If the change has a material impact in the current period, has the fact of change, its financial impact and the resultant adjustments been disclosed in the financial statements?


	
	

	32
	9. If the financial impact is not ascertainable, has the fact been disclosed by way of a note?


	
	

	32
	10. In case the change does not have a material effect in the current period, but is reasonably expected to have a material effect in later periods, has the fact of such change been disclosed in the current 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.

	Para
	Checklist
	Y/N/NA
	W.P.

reference

	
	Systematic allocation over useful life
	
	

	13
	1. Is depreciation being provided at least at the rates provided in the Companies Act, 1956?


	
	

	13
	2. Where the estimate of the useful life of an asset is shorter than that implied in the statutory rate, is depreciation being provided at a higher rate?


	
	

	21
	3. Has the depreciation method been applied consistently?


	
	

	
	Change in method
	
	

	21
	4. If there is a change in depreciation method, has depreciation been recalculated in accordance with the new method from the date of the asset coming into use and the deficiency/ surplus charged/ credited to the profit and loss statement?


	
	

	21
	5. Has the effect of the change been quantified and disclosed?


	
	

	
	Revision in useful life
	
	

	23
	6. If there is a revision of the estimated useful life of an asset, is the unamortised depreciable amount (book value minus residual amount) charged over the revised remaining useful life?


	
	


	Para
	Checklist
	Y/N/NA
	W.P.

reference

	
	Change in historical cost
	
	

	25
	7. Where there is a change in the historical cost (due to foreign exchange fluctuations, price adjustments etc.), has the depreciation on the revised unamortised depreciable amount (revised book value minus residual value) been provided over the remaining useful life of the asset?


	
	

	26
	8. Where depreciable assets are revalued, is the provision for depreciation based on the revalued amount and on the estimated remaining useful lives of such assets?


	
	

	26
	9. Has the effect of revaluation on depreciation been disclosed, if material?


	
	

	
	Additions/ extension
	
	

	24
	10. Has an addition or extension, which becomes an integral part of the existing asset, been depreciated:

(a) over the remaining useful life of that asset (this would imply a higher rate to write off depreciable amount over the remaining useful life of the asset) or

(b) at the rate applied to the existing asset?

	
	

	24
	11. Has an addition or extension which retains its separate identity and is capable of being used after the disposal of the existing asset, been depreciated independently on the basis of an estimate of its own useful life?


	
	

	
	Disclosure requirements
	
	

	27
	12. Has the net surplus or deficiency on the disposal of a depreciable asset been disclosed separately?


	
	

	28
	13. Have the following been disclosed in the financial statements:

(a) the historical cost/ other amount substituted for historical cost of each class of depreciable assets;
(b) total depreciation for the period for each class of assets; and
(c) the related accumulated depreciation?

	
	

	29
	14. Have the following been disclosed along with the disclosure of other accounting policies:

(a) depreciation methods used; and
(b) depreciation rates or the useful lives of the assets, if they are different from the principal rates specified in the Companies Act or other relevant statute?

	
	

	
	Intangible assets

15. Is amortistion of intangible assets being made in accordance with AS 26, Intangible Assets, from the date the aforesaid standard becomes mandatory (i.e. 1 April 2003 or 1 April 2004, as the case may be)
	
	


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.)

	Para
	Checklist
	Y/N/NA
	W.P.

reference

	1/ 3/ 4
	1. Does the company execute the following types of contracts in which the contract activity falls into different accounting periods?

(a) Contracts for construction of an asset/combination of assets which together constitute a single project.

(b) Construction contracts on its own account as a commercial venture where it has entered into agreements for sale.  For example, building an office complex for sale.

(c) Service contracts directly related to a contract for the construction of an asset.


	
	

	16
	2. Has the same method of accounting (percentage of completion method or the completed contract method) been used for all construction contracts that meet similar criteria?


	
	


	Para
	Checklist
	Y/N/NA
	W.P.

reference

	17.1
	3. Has the percentage of completion method been used in case of fixed price contracts only if the following conditions are satisfied?

(a) Total contract revenues to be received can be estimated reliably;

(b) Costs to complete the contract can be reasonably estimated;

(c) The stage of contract performance completed at the reporting date can be reasonably estimated; and

(d) The costs attributable to the contract can be clearly identified.


	
	

	17.2
	4. Has the profit in the case of fixed price contracts been recognised only when the work has progressed to a reasonable extent (say 20 to 25%)?


	
	

	17.3
	5. Has the percentage of completion method in case of cost plus contracts been used only if:

(a) Costs attributable to the contract can be clearly identified; and

(b) Costs other than those that are specifically reimbursable under the contract can be reliably estimated?


	
	

	9.2/ 9.3
	6. Has the stage of completion been determined by taking into consideration all relevant factors, e.g.: 

· the proportion of costs incurred to date to the estimated total costs,

· completion of a physical proportion of the work,

· surveys that measure work performed?

(Progress payments or advances received do not necessarily reflect the stage of completion.)


	
	

	9.4
	7. If the stage of completion is determined by calculating the proportion that the costs to date bear to the latest estimated total costs, have adjustments been made to exclude costs that do not reflect the work performed, for example materials purchased but not installed or used, advance payments to subcontractors?


	
	

	17.4
	8. Where the percentage of completion method is used, has an appropriate allowance for future unforeseeable factors been made on either a specific or a percentage basis?


	
	


	Para
	Checklist
	Y/N/NA
	W.P.

reference

	18
	9. Have the following costs been correctly accumulated against each contract?

(a) Costs that relate directly to the specific contract, e.g. site labour costs including supervision, materials used for project construction, depreciation of plant and equipment used in construction etc. 
(b) Costs that are attributable to the contract activity in general and can be allocated to specific contracts, e.g. insurance, design and technical assistance, construction overheads.
(c) General administration costs, development costs and finance costs are usually excluded except where they are specifically attributable to a particular contract and thus contribute to reaching the present stage of completion of the specific contract.

(d) Warranty costs related to the contract, if such costs can be reasonably estimated.

	
	

	8.7
	10. Have the following costs been treated as expenses of the period and not accumulated against a specific contract?

(a) General administration costs, development costs and finance costs not specifically attributable to a particular contract:

(b) Selling costs

(c) Research costs

(d) Depreciation of assets that cannot be allocated to a particular contract.


	
	

	19
	11. Irrespective of the amount of work done and the method of accounting used, has the entire foreseeable loss on each contract been provided for?  Where the foreseeable loss is a contingency, has it been dealt with in accordance with AS 4?


	
	

	15
	12. Has it been ensured that progress payments and advances:

· received from customers in relation to work performed are disclosed either as a liability or are deducted from the amount of contract work–in–progress?

· received not in relation to work performed thereon, are shown as a liability?


	
	


	Para
	Checklist
	Y/N/NA
	W.P.

reference

	14.1
	13. Has it been ensured that the amounts in respect of claims made by the contractor on the customer or of variations in work approved by the customer are recognised as revenue only when, and only to extent that, the contractor has evidence of final acceptability of the amount of claim or variation?


	
	

	14.2
	14. Has it been ensured that claims and penalties on account of delayed completion of work or for other causes are provided for in full as costs attributable to the contract?

Where such claims are in the nature of contingencies, have they been treated as per AS 4?


	
	

	11.3/ 20
	15. Has a disclosure been made of the following?

(a) Method/s of accounting and the criteria adopted for selecting the method/s;

(b) Amount of construction work–in–progress;

(Where both the methods of accounting are used simultaneously, the amount of construction work – in – progress should be analysed to disclose separately the amounts attributable to contracts accounted for under each method.)
(c) Progress payments received and advances and retentions on account of contracts included in construction work–in– progress; and

(d) The amount receivable in respect of income accrued under cost plus contracts not included in construction work – in – progress.


	
	

	21
	16. Have changes in the accounting policy for construction contracts been disclosed in the financial statement, quantifying the effect of change?


	
	


	21
	17. In case of a change from the percentage of completion method to the completed contract method for contracts in progress at the beginning of the year, and where it is not possible to quantify the effect of change, has a disclosure been made for the amount of attributable profits reported in prior years in respect of such contracts?


	
	


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.)

	Para
	Checklist
	Y/N/NA
	W.P.

reference

	8
	1. Have all research and development(R&D) costs been charged as expenses of the period in which they are incurred?


	
	

	9
	2. Where the management has chosen to defer R & D costs, are the following criteria satisfied?

(a) The product or process is clearly defined and the costs attributable to the product or process can be separately identified.

(b) The technical feasibility of the product or process has been demonstrated.

(c) The management of the enterprise has indicated its intention to produce and market, or use, the product or process.

(d) There is a reasonable indication that the related future revenues/ benefits will exceed the current and future R&D costs to be incurred on the project, together with expected production, selling and administration costs.


	
	


	Para
	Checklist
	Y/N/NA
	W.P.

reference

	
	(e) Adequate resources exist, or are reasonably expected to be available, to complete the project and market the product or process.
	
	

	4.3

10
	3. Have costs of routine and periodic minor modifications to existing products, manufacturing processes and other ongoing operations, as well as routine costs of market research been charged as expenses?

4. Have appropriate legal requirements been considered while opting for deferral?  (For example the need to provide depreciation on fixed assets used for R&D purposes as per Sections 205 and 350 of the Companies Act).


	
	

	11
	5. If the company follows the accounting policy of deferral of R&D costs, has it been applied to all projects that satisfy the conditions set out in 2 above?


	
	

	12
	6. Are the deferred R&D costs amortised on a systematic basis to relevant accounting periods by reference to:

(a) the sale or use of the product or process; or

(b) the time period over which the product or process is expected to be sold or used?


	
	

	13
	7. Are the deferred R&D costs of a project reviewed at the end of each accounting period and, where the criteria set out in 2 above are no longer satisfied or where the unamortised costs are not expected to be recovered from the related future revenues, is the unamortised balance of costs charged as an expense immediately?


	
	

	14
	8. Are R&D costs, once written off in earlier accounting periods, not reinstated on the basis that the uncertainties that had led to their being written off no longer exist?


	
	

	15
	9. Have the total R&D costs, including the amortised portion of deferred costs charged as expenses, been disclosed in the profit and loss account?


	
	

	16
	10. Have deferred R&D costs been disclosed separately in the balance sheet under “Miscellaneous Expenditure”?


	
	


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.

	Para
	Checklist
	Y/N/NA
	W.P.

reference

	
	Sale of goods


	
	

	10/ 11
	1. Has the revenue from a sale been recognised when all the following conditions are satisfied?

(a) The property in the goods has been transferred for a price or all significant risks and rewards of ownership have been transferred to the buyer, and the seller retains no effective control of the goods to a degree usually associated with ownership.

(b) There exists no significant uncertainty regarding the amount of the consideration derived from the sale.

(c) It is not unreasonable to expect ultimate collection of the consideration.


	
	


	Para
	Checklist
	Y/N/NA
	W.P.

reference

	
	2. Has a sale been recognised in the following circumstances?

(a) Delivery is delayed at buyer’s request but the buyer has taken title and accepts billing.

(b) Goods are sold subject to installation but the installation process is very simple.

(c) Goods on approval have been accepted or the buyer has carried out an act adopting the transaction.

(d) Sales to distributors where significant risks of ownership have passed and the buyer is not, in substance, an agent.


	
	

	
	3. Has a sale not been recognised in the following circumstances?

(a) Sale/ repurchase agreements.

(b) Where payment is received for goods not presently held in stock.

(c) Goods sent to an agent, e.g. on consignment, where the property in the goods is retained by the seller.
(d) Internal transfers from one division to another.

	
	

	
	Rendering of services
	
	

	7.1/ 12
	4. Has revenue been recognised:

(a) on the basis of the completed contract method where performance consists of execution of a single act or where services are performed in more than a single act, but the services yet to be performed are very significant in relation to the performance?

(b) proportionate completion method where performance consists of execution of more than one act and a significant level of services has been performed?


	
	

	
	5. Has revenue from services rendered been recognised in the following cases?

(a) Commissions charged for arranging or granting loans etc. when a binding obligation has been entered into.

(b) Commitment fees or loan/ other facilities management fees over the life of loan/ facility, having regard to the amount of obligation outstanding, nature of services provided and the timing of costs relating thereto.


	
	


	Para
	Checklist
	Y/N/NA
	W.P.

reference

	
	(c) Erection fee on installation and acceptance by customer.

(d) Advertising or media commissions when the related advertisement or commercial appears.
	
	

	
	Use of enterprise resources by others
	
	

	13
	6. Has the revenue arising from the use by others of enterprise resources been recognised on the following basis?
	
	

	
	Interest
	On a time proportion basis taking into account the amount outstanding and the rate applicable.
	
	

	
	Royalties
	On an accrual basis in accordance with the terms of the relevant agreement.
	
	

	
	Dividends
	When the owner’s right to receive payment is established i.e. on declaration in the annual general meeting.


	
	

	13
	7. Has it been ensured that revenue is recognised only when:

(a) revenue is measurable; and

(b) at the time of recognition, it should not be unreasonable to expect ultimate collection?


	
	

	10
	8. Where uncertainty relating to collectability arises subsequent to recognition, has a provision been made to reflect the uncertainty?


	
	

	14
	9. Has, in addition to the disclosures required by AS 1, the circumstances in which revenue recognition has been postponed pending the resolution of significant uncertainties, been disclosed?


	
	

	GC-3/ 2002
	10. Has the amount of turnover been disclosed on the face of the profit and loss account as below:

Turnover (Gross)

Less: Excise duty

Turnover (Net)


	
	


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.

	Para
	Checklist
	Y/N/NA
	W.P.

reference

	8.1
	1. In accounting for fixed assets, has the company aggregated individually insignificant items of a class of assets, where appropriate?


	
	

	8.3
	2. Has the company allocated total expenditure on an item of fixed asset into component parts (e.g., aircraft and its engines) where the parts are separable in practice and their estimated useful lives are different?


	
	

	Para
	Checklist
	Y/N/NA
	W.P.

reference

	8.2
	3. Have stand-by equipment and servicing equipment been capitalised?


	
	

	8.2
	4. Have machinery spares been charged off upon consumption, except where they can be used only in connection with an item of fixed asset and their use is expected to be irregular?  In the latter case, have they been capitalised?


	
	

	20
	5. Have the following been included in the cost of fixed assets:

(a) Purchase price (including import duties and other non-refundable taxes or levies and excluding trade discounts and rebates); and

(b) any attributable cost of bringing the asset to its working condition for its intended use?


	
	

	21
	6. Have the following been capitalised in respect of self-constructed fixed assets:

(a) costs relating directly to the specific asset; and

(b) an appropriate proportion of costs attributable to construction activity in general and allocable to the specific asset?

	
	

	9.4
	7. Has start-up and commissioning expenditure been capitalised?


	
	

	9.5
	8. In case of a prolonged delay in commencement of commercial production, has the expenditure relating to the period of such delay been charged off to the profit and loss account or treated as deferred revenue expenditure?

(This question does not cover borrowing costs in case of accounts for the period commencing on or after 1 April 2001.  The alternative treatment i.e. treatment as deferred revenue expenditure, in case of expenditure incurred would not be available after the date AS 26, Intangible Assets becomes mandatory.)


	
	

	22
	9. In the case of fixed assets acquired in exchange for other assets, has the cost been taken at either

(a) fair market value of asset given up or asset acquired, whichever is more clearly evident; or

(b) net book value of asset given up, adjusted for any balancing payment/receipt.


	
	

	
	
	
	


	Para
	Checklist
	Y/N/NA
	W.P.

reference

	23
	10. Has only such subsequent expenditure on fixed assets been capitalised, which increases the future benefits beyond the previously assessed standard of performance?


	
	

	12.2
	11. Has the cost of addition or extension to an existing fixed asset, which becomes its integral part, been added to its gross value except in cases where it may be separately accounted for because the addition/extension has a separate identity and is capable of being used after the existing asset is disposed of?


	
	

	24
	12. Have material items retired from active use, and held for disposal, been valued at the lower of

(a) net book value, and

(b) net realisable value, and shown separately in the financial statements?


	
	

	25
	13. Have the following fixed assets been eliminated from the financial statements:

(a) those disposed of; and

(b) those from which no further benefit is expected from use and disposal?


	
	

	27
	14. In case the company has revalued any of its fixed assets, 

(a) has the revaluation been of an entire class of assets, or

(b) have the assets been selected on a systematic basis which has been disclosed?


	
	

	28
	15. Has it been ensured that revaluation does not result in the net book value of the class of assets revalued exceeding its recoverable amount i.e. the amount expected to be recovered from the future use of the class of assets including the residual value on disposal?


	
	

	29


	16. Has it been ensured that accumulated depreciation on revalued assets is not credited to the profit and loss account?


	
	

	30
	17. Has the revaluation surplus (i.e., increase in net book value) been treated as follows?

(a) Directly credited to revaluation reserve

(b) If the increase reverses fully or partially an earlier revaluation deficiency that was charged off to the profit and loss account, credited to -

· The profit and loss account, or

· Revaluation reserve.


	
	

	Para
	Checklist
	Y/N/NA
	W.P.

reference

	30
	18. Has any revaluation deficiency been treated as follows?

(a) Charged off to the profit and loss account

(b) If it reverses an earlier revaluation surplus -

· Which was credited to revaluation reserve and

· Which has not been reversed or utilised, charged off to -

· revaluation reserve, or

· profit and loss account.


	
	

	26
	19. On disposal/retirement of fixed assets carried at cost, have any resulting gains or losses been transferred to the profit and loss account?


	
	

	32


	20. On disposal/retirement of revalued fixed assets, have any resulting gains or losses been transferred to the profit and loss account 

Or

The losses been adjusted against related revaluation surplus still appearing in the financial statements?


	
	

	34
	21. Have any jointly owned fixed assets been either:

(a) Separately disclosed at values proportionate to the company’s share; or 

(b) Grouped with similar fully owned assets, along with appropriate disclosure?


	
	

	35
	22. In case several fixed assets have been purchased for a consolidated price, has the consideration been apportioned over various assets:

(a) on a fair basis

(b) as determined by competent valuers?


	
	

	36
	23. Has goodwill been recorded only when paid for in:

(a) money, or

(b) money's worth or

(c) on acquisition of business where consideration exceeds the value of net assets?


	
	

	38
	24. Has the expenditure on know-how been capitalised under the relevant asset heads if know-how relates to -

(a) plans, layout and design of buildings; or

(b) design of machinery?

(This question need not be answered in case of expenditure incurred after the date AS 26 becomes mandatory)


	
	


	Para
	Checklist
	Y/N/NA
	W.P.

reference

	16.5
	25. Has the expenditure on know-how related to a manufacturing process been expensed in the year of incurrence?

(This question need not be answered in case of expenditure incurred after the date AS 26 becomes mandatory)


	
	

	38
	26. In case of composite expenditure on know-how of the above two types, has the expenditure been apportioned on a reasonable basis?

(This question need not be answered in case of expenditure incurred after the date AS 26 becomes mandatory)


	
	

	39
	27. Have the following disclosures been made?

(a) Gross and net book values -

· Opening

· Closing

(b) Additions, disposals, acquisitions and other movements.

(c) Expenditure incurred on fixed assets in the course of construction or acquisition.

(d) In case of revaluation –

· Basis of selection of assets for revaluation

· Revalued amounts

· Method of revaluation

· Nature of indices used (if any) for revaluation

· Year of appraisal (if any) for revaluation

· Whether an external valuer was involved.


	
	


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.

	Para
	Checklist
	Y/N/NA
	W.P.

reference

	
	Recording transactions on initial recognition
	
	

	5
	1. Have foreign currency transactions been recorded by applying the exchange rate on the date of each transaction except in case of inter-related transactions?


	
	


	Para
	Checklist
	Y/N/NA
	W.P.

reference

	6
	2. In case a rate other than that at the transaction date is used (e.g. average rate for a week or a month) does it approximate the actual rate?


	
	

	
	Reporting effects of changes in exchange rates subsequent to initial recognition
	
	

	7
	3. At each balance sheet date:

(a) Have monetary items denominated in a foreign currency been reported at the closing rate? However, where the closing rate does not reflect, with reasonable accuracy, the amount likely to be realised/disbursed at the balance sheet date, have the monetary items been reported at the amount likely to be realised/disbursed at the balance sheet date?

(b) Have non-monetary items, other than fixed assets, carried in terms of fair value or other similar valuation denominated in foreign currency, been reported using the exchange rates that existed when the values were determined?

(c) Have non-monetary items, other than fixed assets, which are carried in terms of historical cost denominated in a foreign currency, been reported using exchange rates at the transaction date?


	
	

	
	Recognition of exchange differences
	
	

	9
	4. Have exchange differences arising on foreign currency transactions been recognised as income or expense in the period in which they arise, except in the case of fixed assets?


	
	

	10
	5. Have exchange differences arising on repayment of liabilities incurred for the purpose of acquiring fixed assets been adjusted in the carrying amount of the fixed assets?


	
	

	10
	6. Has the carrying amount of fixed assets been adjusted to account for any increase or decrease in the foreign exchange liability as at the closing date which is incurred for acquisition of fixed assets?


	
	


	Para
	Checklist
	Y/N/NA
	W.P.

reference

	11
	7. Has it been ensured that the adjustments, as per 6&7 above, to the value of a class of fixed assets carried in terms of revalued amounts, do not result in the net book value of a class of revalued fixed assets exceeding their recoverable amount, and the remaining amount of the increase in the liability has been debited to the revaluation reserve or to the profit and loss statement in the event of inadequacy or absence of the revaluation reserve?
	
	

	
	Forward exchange contracts

[The following three questions are not applicable to authorised foreign exchange dealers(including banks) which may follow RBI/ FEDAI guidelines in this regard.]


	
	

	13
	8. Where an enterprise has entered into a forward exchange contract, has the difference between the forward rate and the exchange rate at the date of the transaction been recognised as income or expense over the life of the contract, except in the case of liabilities incurred for acquiring fixed assets?


	
	

	13
	9. In case a forward exchange contract relates to liabilities incurred for acquiring fixed assets, has the difference between the forward rate and the rate on the date of the transaction been adjusted in the carrying amount of the respective fixed asset?


	
	

	15
	10. Has any profit or loss arising on the renewal or cancellation of a forward exchange contract been recognised as an income or expense for the period except in the case of a contract relating to liabilities incurred for acquiring fixed assets?


	
	

	
	Depreciation
	
	

	16
	11. Where the carrying amount of a depreciable asset has undergone a change, has the depreciation on the revised unamoritsed depreciable amount been provided in accordance with AS 6?


	
	


	Para
	Checklist
	Y/N/NA
	W.P.

reference

	
	Translation of financial statements of foreign branches
	
	

	19 – 23, 25
	12. Has it been ensured that the various items in the financial statements of foreign branches are translated as given below?
	
	

	
	· Revenue items(except opening and closing inventories and depreciation)
	Average rate where the revenue items accrue evenly during the period; otherwise weighted average rate.
	
	

	
	· Opening inventory
	Rate at the beginning of the year
	
	

	
	· Closing inventory
	Closing rate
	
	

	
	· Depreciation
	Rate used for translation of relevant fixed assets.
	
	

	
	· Monetary items
	Closing rate or a rate which reflects with reasonable accuracy the amount likely to be realised/ required for disbursement.
	
	

	
	· Non-monetary items(other than inventory and fixed assets)
	Rate at the transaction date
	
	

	
	· Fixed assets
	Rate at the transaction date as adjusted for exchange differences arising on settlement or restatement of liabilities.
	
	

	
	· Head office account
	Amount in the branch office account in the head office books as adjusted by unresponded transactions.
	
	

	
	· Contingent liabilities
	Closing rate


	
	

	24
	13. Has the net exchange difference arising on translation of items in the financial statements been recognised as income or as expense for the period, except to the extent adjusted in the carrying amount of fixed assets?


	
	

	26
	14. Have the following disclosures been made:

(i) the amount of exchange differences included in the net profit or loss for the period; and

(ii) the amount of exchange differences adjusted in the carrying amount of fixed assets during the accounting period; and

(iii) the amount of exchange differences in respect of outstanding forward exchange contracts to be recognised in the profit or loss for one or more subsequent accounting periods?
	
	


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.
	Para
	Checklist
	Y/N/NA
	W.P.

reference

	
	
	
	

	14
	1. In case of a government grant related to a specific fixed asset, has it been ensured that this grant has been accounted for in either of the following ways?

(a) Shown in the balance sheet as a deduction from the gross value of the asset. (Where grant is equal to or almost equal to the cost of the asset, the asset should be shown at a nominal value.)

(b) The gross value of the asset is left undisturbed and

(i) if the grant relates to a depreciable asset it is treated as deferred income, recognised in the profit and loss account over the periods and in proportions in which depreciation on the asset is charged;

(ii) if the grant relates to a non-depreciable asset it is credited to capital reserve.  However if certain conditions are required to be fulfilled, the grant is credited to income over the period during which the cost of meeting the obligations is charged; 

(iii) the deferred income balance is disclosed separately in the financial statements.


	
	

	16
	2. In case a government grant has characteristics similar to those of a promoter’s contribution, has it been credited to the capital reserve?  (e.g. a grant given with reference to the total investment in an undertaking or by way of contribution towards its total capital outlay.)


	
	

	17
	3. In case a government grant is in the form of non-monetary assets e.g. fixed assets at a concessional rate, has it been accounted for on the basis of the acquisition cost of the asset? (In case the asset is received free of cost, it should be recorded at a nominal value.)


	
	


	Para
	Checklist
	Y/N/NA
	W.P.

reference

	15
	4. In case government grants are given with reference to the revenue of an enterprise:

(a) have such grants been recognised on a systematic basis in the profit and loss account over the periods necessary to match them with related costs which they intend to compensate?

(b) have the grants been either shown separately as other income or deducted in reporting the related expense?


	
	

	18
	5. In case of government grants received as a compensation for expenses or losses incurred in a previous accounting period, or those received to provide immediate financial support to the enterprise with no related costs, are such grants recognised and disclosed separately in the profit and loss account of the period in which they are receivable?


	
	

	20/ 21/ 22
	6. In case of government grants which have become refundable:

(a) has the resultant debit first been adjusted with reference to the relevant item in the balance sheet?  (E.g. in case of refund of a grant in the nature of a promoter’s contribution, the refund should first be set off against the capital reserve and balance if any should be charged off to the P&L a/c.)

(b) has the charge in the profit and loss account, if any, been disclosed separately?


	
	

	19
	7. In case there exists a contingency related to a government grant which has been recognised, has it been treated in accordance with AS 4?


	
	

	23
	8. Have the following been disclosed in the financial statements:

(a) the accounting policy adopted for government grants, including the methods of presentation in the financial statements; and

(b) the nature and extent of government grants recognised in the financial statements, including grants of non-monetary assets given at a concessional rate or free of cost?


	
	


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.
	Para
	Checklist
	Y/N/NA
	W.P.

reference

	26
	1. Are investments clearly classified as current and long term in the financial statements?


	
	

	27
	2. Has a further classification of current and long-term investments been made as specified in the statute governing the enterprise?


	
	

	27
	3. In the absence of a statutory requirement as in 2 above, have the investments been further classified in financial statement as follows?

(a) Government or trust securities

(b) Shares, debentures or bonds

(c) Immovable properties

(d) Others(specifying nature)


	
	

	28
	4. Have acquisition charges (such as brokerage, duties and fees) been included in the cost of the investments?


	
	


	Para
	Checklist
	Y/N/NA
	W.P.

reference

	29
	5. If yes, has the fair value of such shares or securities been taken as the cost of acquisition?


	
	

	29
	6. Has any investment been acquired by way of exchange for another asset?


	
	

	29
	7. If yes, has the fair value of the asset given up or investment acquired (whichever is more clearly evident) been taken as the cost of acquisition?


	
	

	31
	8. Are current investments valued at the lower of cost and fair value, with the comparison between cost and fair value done on an individual investment or category wise basis i.e. equity shares, convertible bonds etc?  (The comparison cannot be done on an overall or global basis.)


	
	

	32
	9. Are long term investments valued at cost less provision for diminution in value to recognise a decline which is other than temporary?


	
	

	32
	10. Has the provision referred to in 10 above been recognised on an individual investment basis?


	
	

	30
	11. Have investment properties, if any, been accounted for as long term investments?  (It may be noted that as per a clarification by the Department of Company Affairs, depreciation will need to be provided on investment properties also under sections 205 and 350 of the Companies Act, 1956.)


	
	

	33
	12. Have all changes in carrying amount of investments been taken to the profit and loss account?


	
	

	34
	13. Have gains or losses on disposal of investments been taken to the profit and loss account?


	
	


	Para
	Checklist
	Y/N/NA
	W.P.

reference

	35
	14. Have the following disclosures been made in the financial statements?

(a) Accounting policies relating to investments.

(b) Classification of investments as per 1 and 2 above.

(c) The following income items in the profit and loss account (separately from long term and current investments):

(i) Interest

(ii) Dividends 

· from subsidiary companies

· from others

(iii) Rentals

(iv) Profit or loss on disposal

(v) Changes in carrying amount

(Interests, dividends and rentals should be shown on gross basis with the amount of income tax deducted being included under “Advance tax paid”.)

(d) Significant restrictions on the right of ownership, realisability of investments or remittance of income and sale proceeds, if any.

(e) Aggregate carrying amounts of quoted and unquoted investments giving the market value of quoted investments.

(f) Other disclosures specifically required by the governing statute.


	
	


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.

	Para
	Checklist
	Y/N/NA
	W.P.

reference

	29
	1. In case there has been an amalgamation during the year, determine whether it is an amalgamation in the nature of merger i.e. does it satisfy all five conditions stipulated in this regard?


	
	

	33/ 34/ 35
	2. If yes, has it been accounted for under the pooling of interests method as below:

(a) Have the assets, liabilities and reserves (capital or revenue or arising on revaluation) of the transferor company been incorporated in the financial statements of the transferee company at their existing carrying amounts and in the same form as at the date of amalgamation?

(b) Has the balance of the profit and loss account of the transferor company been aggregated with the corresponding balance of the transferee company or transferred to the general reserve, if any?

(c) Has the difference between the amount recorded as share capital issued (plus any additional consideration in the form of cash or other assets) and the amount of share capital of the transferor company been adjusted in the reserves?

(d) Has a uniform set of accounting policies been adopted following the amalgamation, and the effects on the financial statements of any changes in accounting policies reported in accordance with AS 5?


	
	

	32/ 36/ 37/ 38/ 39
	3. In case the amalgamation is in the nature of purchase:

(a) Have the assets and liabilities of the transferor company been incorporated either at their existing carrying amounts or the consideration allocated to individual identifiable assets and liabilities on the basis of their fair value at the date of amalgamation?

(b) Have the statutory reserves of the transferor company been recorded in the financial statements of the transferee company if the requirements of the relevant statute for such recording have been complied with?

(c) In case of recording of statutory reserves as above, has the corresponding debit been given to ‘Amalgamation Adjustment A/c’ and disclosed as a part of ‘Miscellaneous Expenditure’ or other similar category in the balance sheet of the transferee company?


	
	


	Para
	Checklist
	Y/N/NA
	W.P.

reference

	
	(d) Have no other reserves (whether capital or revenue or arising on revaluation) of the transferor company been included in the financial statements of the transferee?

(e) Has the excess of the amount of the consideration over the value of the acquired net assets been recognised in the transferee company’s financial statements as goodwill arising on amalgamation?  If the amount of the consideration is lower than the value of the net assets acquired, has the difference been treated as Capital Reserve?

(f) Has the goodwill arising on amalgamation been amortised to income on a systematic basis over its useful life not exceeding five years unless a somewhat longer period can be justified?


	
	

	
	Consideration
	
	

	40
	4. Where the consideration includes any non-cash element, has it been reckoned at fair value?  In case there is an issue of securities against consideration, has the value fixed by the statutory authorities been taken as fair value?  In case of other assets, has their market value been taken as fair value except where this value cannot be reliably assessed, in which case such assets may be valued at their respective net book values?


	
	

	41
	5. Where the scheme provides for an adjustment to the consideration contingent on one or more future events, has the amount of the additional payment been included in the consideration, if payment is probable and a reasonable estimate of the amount can be made in accordance with AS 4?  In all other cases, has the adjustment been recognised as soon as the amount is determinable?


	
	

	
	Amalgamation sanctioned under statute
	
	

	42
	6. Where the scheme of amalgamation sanctioned under a statute prescribes the treatment to be given to the reserves of the transferor company after amalgamation, has this been followed?


	
	

	
	Disclosures
	
	

	43
	7. Have the following disclosures been made in the first financial statements following the amalgamation:

(a) names and general nature of business of the amalgamating companies;

(b) effective date of amalgamation for accounting purposes;


	
	

	Para
	Checklist
	Y/N/NA
	W.P.

reference

	
	(c) the method of accounting used to reflect the amalgamation; and 

(d) particulars of the scheme sanctioned under a statute?


	
	

	44
	8. For amalgamations in the nature of merger, have the following additional disclosures been made in the first financial statements following the amalgamation:

(a) description and number of shares issued, together with the percentage of each company’s equity shares exchanged to effect the amalgamation;

(b) the amount of any difference between the consideration and the value of net identifiable assets acquired, and the treatment thereof?


	
	

	45
	9. For amalgamations in the nature of purchase, have the following additional disclosures been made in the first financial statements following the amalgamation:

(a) consideration for the amalgamation and a description of the consideration paid or contingently payable; and

(b) the amount of any difference between the consideration and the value of net identifiable assets acquired, and the treatment thereof including the period of amortisation of any goodwill arising on amalgamation?


	
	

	46
	10. When an amalgamation is effected after the balance sheet date but before the issuance of the financial statements of either party to the amalgamation, has a disclosure been made in accordance with AS 4 i.e. in the report of the Board of Directors?  (In such a case the amalgamation is not to be incorporated in the financial statements).  In circumstances where the fact of subsequent amalgamation provides additional information regarding the appropriateness of the going concern assumption, has the fact been disclosed in the financial statements?


	
	

	GC-4/ 2002
	11. If the scheme of amalgamation sanctioned under a statute prescribes a different treatment to be given to reserves of the transferor company than that envisaged under AS 14, have the following disclosures been made in the first financial statements following the amalgamation:

(a) A description of the accounting treatment given to the reserves and the reasons for following a treatment different from that prescribed in AS 14.

(b) Deviations in the accounting treatment given to the reserves as prescribed by the scheme of amalgamation sanctioned under the statute as compared to the requirements of AS 14 that would have been followed had no treatment been prescribed by the scheme.
	
	


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.

	Para
	Checklist
	Y/N/NA
	W.P. reference

	
	Defined Contribution Schemes
	
	

	27
	1. Is the contribution payable for the year in respect of provident fund or other defined contribution schemes charged to the profit and loss account?


	
	

	27
	2. In case the contribution paid is lower than the amount payable, has the difference also been charged to the profit and loss account?


	
	

	27
	3. In case the contribution paid is in excess of the amount payable for the year, has the excess been treated as a pre-payment?


	
	


	Para
	Checklist
	Y/N/NA
	W.P. reference

	
	Defined Benefit Schemes
	
	

	28(i)


	4. Has the liability for gratuity and other defined benefit schemes been calculated according to an actuarial valuation and charged to the profit and loss account? (Enterprises which employ only a few persons may calculate the accrued liability by any other rational method, e.g. a method based on the assumption that such benefits are payable to all employees at the end of the accounting year)


	
	

	
	5. Has the liability been computed taking into account even those employees who may not be eligible for the benefit this year, but would be eligible with retrospective effect if they continue in service for a certain period?


	
	

	17(ii)
	6. In case the liability is funded through a trust, has the actuarial valuation been conducted at least once in every three years?


	
	

	17(ii)
	7. Has the annual contribution specified by the actuary been charged to the profit and loss account even if the contribution actually paid during the year is lower?


	
	

	17(ii)
	8. Where the contribution paid during the year is in excess of the annual contribution specified, has the excess been treated as a pre-payment?


	
	

	17

(iii)
	9. Where the liability is funded through an insurance scheme, has an actuarial certificate or a confirmation from an insurer been obtained that the payment to the insurer is the appropriate accrual of the liability? 


	
	

	17 (iii)
	10. In case there is a shortfall, has it been charged to the profit and loss account? Similarly, has the excess been treated as a pre-payment? 


	
	

	
	Other Retirement Benefits
	
	

	2
	11. Have other retirement benefits in the form of leave encashment benefit, health and welfare schemes etc. been accrued if their predominant characteristics are in the nature of either a defined contribution scheme or a defined benefit scheme? (Retirement benefits covered in this standard do not include those where employers’ obligations cannot be reasonably estimated, e.g. adhoc ex-gratia payments.)


	
	

	Para
	Checklist
	Y/N/NA
	W.P. reference

	
	Alterations in Retirement Benefit Costs
	
	

	29
	12. Has the effect of introduction of, or making improvements in, a retirement benefit scheme been computed upto the date of the closing of accounts, charged/credited to the profit and loss account of the year of introduction/ improvements and disclosed in accordance with AS 5?


	
	

	29
	13. Has the actuary certified that there has been no change in the actuarial method used or assumptions adopted?  In case there has been a change in either, has the effect been charged/credited to the profit and loss account and treated as a change in accounting policy as per AS 5?


	
	

	
	Disclosures
	
	

	31
	14. Do the financial statements disclose:

(a) Method of determination of retirement benefit costs?

(b) Whether an actuarial valuation was made at the end of the period or at an earlier date?

(c) In case actuarial valuation was done at an earlier date, has the date of such valuation been disclosed?

(d) The method by which the accrual of the period was determined, if the same is not based on the report of the actuary?


	
	


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’.

	Para
	Checklist
	Y/N/NA
	W.P.

reference

	6

8
	1. Has the company capitalised borrowing costs 

(a) that are directly attributable to the acquisition, construction or production of a qualifying asset, 

(b) where it is probable that such costs will result in future economic benefits; and 

(c) where the costs can be reliably measured 

as a part of the cost of that asset?

(Directly attributable borrowing costs are those costs that could have been avoided if expenditure on the qualifying asset had not been made)
	
	

	
	
	
	

	6
	2. Have the borrowing costs which do not satisfy the criteria for capitalisation been recognised as an expense in the period in which they are incurred?
	
	

	
	
	
	

	10
	3. Where the funds borrowed specifically for the purpose of obtaining a qualifying asset are invested temporarily, has the company deducted the income from such investment for determining the borrowing costs to be capitalised?
	
	

	
	
	
	

	12
	4. Where the funds are borrowed generally, and used for the purpose of obtaining a qualifying asset, has the company used the capitalisation rate to determine the borrowing costs eligible for capitalisation?

(Capitalisation rate should be the weighted average of the borrowing costs applicable to the borrowings of the enterprise that are outstanding during the period, other than borrowings made specifically for the purpose of obtaining a qualifying asset)


	
	

	12
	5. Is the amount of borrowing costs capitalised during a period equal to or less than the amount of borrowing costs incurred during that period?
	
	

	
	
	
	

	14/15/16
	6. Has the company started capitalisation of borrowing costs only when all the following conditions are satisfied:


	
	

	
	· Expenditure for the acquisition, construction or production of a qualifying asset is being incurred;


	
	

	
	· Borrowing costs are being incurred; and
	
	

	
	
	
	


	Para
	Checklist
	Y/N/NA
	W.P.

reference

	
	· Activities that are necessary to prepare the asset for its intended use or sale are in progress

e.g., technical and administrative work prior to the commencement of physical construction, such as the activities associated with obtaining permits prior to the commencement of the physical construction.  However, the period of holding an asset when no production or development that changes the asset’s condition is taking place should not be included (land acquired for building purposes being held without any associated development).
	
	

	
	
	
	

	17
	7. Has the company suspended the capitalisation of borrowing costs during extended periods of construction when active development is interrupted except when substantially technical or administrative work is in progress or there is temporary delay which is a necessary part of getting that asset ready for its intended use or delay?
	
	

	
	
	
	

	19
	8. Has the company ceased the capitalisation of borrowing costs when substantially all the activities necessary to prepare the qualifying asset for its intended use or sale are complete?


	
	

	21
	9. Where construction of a qualifying asset is completed in parts, and a completed part is capable of being used while construction continues for other parts, has the company ceased the capitalisation of borrowing costs in respect of that completed part?
	
	

	
	
	
	

	23
	10. Has the company disclosed the accounting policy adopted for borrowing costs?
	
	

	
	
	
	

	23
	11. Has the company disclosed the amount of borrowing costs capitalised during the period?
	
	


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.
	Para
	Checklist
	Y/N/NA
	W.P.

reference

	
	1.
Is AS 17 applicable to the enterprise under audit (the ‘enterprise’)?

AS 17 applies to the following:

a) Those whose equity or debt securities are listed on a recognised stock exchange in India.

b) Those which 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.

c) All other commercial, industrial and business reporting enterprises, whose annual turnover is more than Rs. 50 crores.

‘Annual’ turnover refers to the reporting period. The following questions are relevant only if the enterprise under audit fulfills condition (a) or (b) or (c) above. 

	
	

	5, 6, 7, 11, 

12, 24, 25

and 26
	2.
Has the enterprise identified its business segments properly
?

In assessing whether the identification of business segments is proper or not, it should be ensured that–

a) enterprise components that are engaged in providing related products or services that are subject to risks and returns that are not different are treated as one segment;

b) enterprise components that are engaged in providing unrelated products or services are not treated as one segment.


	
	

	5, 6, 8, 9, 

10, 11, 12,

24, 25 and 

26
	3.
Has the enterprise identified its geographical segments properly1?

In assessing whether the identification of geographical segments is proper or not, it should be ensured that enterprise components operating in different economic environments which are subject to risks and returns that are different are not treated as one segment.
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	27 to 31
	4.
Has the enterprise identified the reportable segments properly?

In identifying whether a business segment or geographical segment is a reportable segment, has the enterprise considered the following:

(a) the segment identified as a reportable segment should be based on the definition of ‘reportable segment’ (as per paragraph 27) of the Standard;

(b) the segment which does not satisfy the aforesaid definition should be designated as a reportable segment if

(i) management of the enterprise chooses to designate a segment as reportable, at its discretion; or

(ii) additional segments are to be identified as reportable segments to include at least 75 per cent of total enterprise revenue in reportable segments (including those chosen by the management at its discretion); or

(iii) the segment was identified as a reportable segment in the immediately preceding period because it satisfied the relevant 10 per cent thresholds?

	
	

	19 to 23
	4. Has the enterprise properly determined whether its primary segment reporting format will be business segments or geographical segments? In determining whether its primary segment reporting format will be business segments or geographical segments has the enterprise identified the dominant source and nature of risks and returns?
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	20
	6.
In identifying the dominant source and nature of risks and returns, has the enterprise considered its internal organisation and management structure and its system of internal financial reporting except as stated below:

(a) If the internal organisation, management and reporting structure indicate that risks and returns of an enterprise are strongly affected both by differences in the products and services it produces and by differences in the geographical areas in which it operates, has the enterprise applied primary reporting format to business segments and secondary reporting format to geographical segments? 

In such cases, a ‘matrix presentation’, whereby both business segments and geographical segments are presented as per primary segment reporting formats, is also permitted.

(b) If internal organisation, management and reporting structure are based neither on individual products or services or groups of related products/services nor on geographical areas, has the enterprise determined the predominant source and nature of risks and returns of the enterprise and accordingly, identified business segments or geographical segments as primary reporting format?


	
	

	33
	7.
Has the enterprise prepared segment information in conformity with the accounting policies adopted for preparing and presenting the financial statements of the enterprise as a whole?


	
	


	Para
	Checklist
	Y/N/NA
	W.P.

reference

	13, 14, 36, 37 and GC-14/ 2002
	8.
Has the enterprise determined revenues, expenses, assets or liabilities for each segment properly?


	
	

	32
	9.
Where a segment is identified as a reportable segment in the current period because it satisfies the relevant 10 per cent thresholds, has the enterprise, unless it is impracticable to do so, restated the previous period segment data (presented for comparative purposes), to reflect the newly reportable segment as a separate segment, even if it did not satisfy the 10 per cent criteria in the preceding period?2

	
	

	39 and 40
	10.
Has the enterprise disclosed the following information for each reportable segment which is the primary reporting format of the enterprise?

(a) segment revenue, classified into segment revenue from sales to external customers and segment revenue from transactions with other segments;

(b) segment result;

(c) total carrying amount of segment assets;

(d) total amount of segment liabilities; and

(e) total cost incurred during the period to acquire segment assets that are expected to be used during more than one period (tangible and intangible fixed assets).


	
	


	Para
	Checklist
	Y/N/NA
	W.P.

reference

	40 and 44
	11.
Has the enterprise also disclosed the following information for each reportable segment which is the primary reporting format of the enterprise?

(a) total amount of expense included in the segment result for depreciation and amortisation in respect of segment assets for the period; and

(b) total amount of significant non-cash expenses, other than depreciation and amortisation in respect of segment assets, that were included in segment expense and, therefore, deducted in measuring segment result.

OR

Cash flows arising from operating, investing and financing activities of the segment.


	
	

	46
	12.
Has the enterprise presented a reconciliation between the information disclosed for reportable segments and the aggregated information in the enterprise financial statements?


	
	

	48
	13.
If primary reporting format of the enterprise is business segments, has the enterprise also disclosed the following information (i.e. secondary format disclosures)?

(a) segment revenue from external customers by geographical area based on the geographical location of its customers, for each geographical segment whose revenue from sales to external customers is 10 per cent or more of enterprise revenue;

(b) the total carrying amount of segment assets by geographical location of assets, for each geographical segment whose segment assets are 10 per cent or more of the total assets of all geographical segments; and

(c) the total cost incurred during the period to acquire segment assets that are expected to be used during more than one period (tangible and intangible fixed assets) by geographical location of assets, for each geographical segment whose segment assets are 10 per cent or more of the total assets of all geographical segments.


	
	


	Para
	Checklist
	Y/N/NA
	W.P.

reference

	49
	14.
If primary reporting format of the enterprise is geographical segments, has it also disclosed the following information for each business segment whose revenue from sales to external customers is 10 per cent or more of enterprise revenue or whose segment assets are 10 per cent or more of the total assets of all business segments?

(a) segment revenue from external customers;

(b) the total carrying amount of segment assets; and
(c) the total cost incurred during the period to acquire segment assets that are expected to be used during more than one period (tangible and intangible fixed assets).

	
	

	50
	15.
If primary reporting format of the enterprise is geographical segments that are based on location of assets, and if the location of its customers is different from the location of its assets, has the enterprise also reported revenue from sales to external customers for each customer-based geographical segment whose revenue from sales to external customers is 10 per cent or more of enterprise revenue?


	
	

	51
	16.
If primary reporting format of the enterprise is geographical segments that are based on location of customers, and if the assets of the enterprise are located in different geographical areas from its customers, has the enterprise also reported the following segment information for each asset-based geographical segment whose revenue from sales to external customers or segment assets are 10 per cent or more of total enterprise amounts?

(a) the total carrying amount of segment assets by geographical location of the assets; and
(b) the total cost incurred during the period to acquire segment assets that are expected to be used during more than one period (tangible and intangible fixed assets) by location of the assets.

	
	


	Para
	Checklist
	Y/N/NA
	W.P.

reference

	53
	17.
In measuring and reporting segment revenue from transactions with other segments, have inter-segment transfers been measured on the basis that the enterprise actually used to price those transfers and have the basis of pricing inter-segment transfers and any change therein been disclosed in the financial statements?


	
	

	54 to 57
	18.
Have changes in accounting policies disclosed in accordance with AS 5?


	
	

	58
	19.
Has the enterprise indicated the types of products and services included in each reported business segment and the composition of each reported geographical segment, both primary and secondary, if not otherwise disclosed in the financial statements?


	
	

	4
	20.
Where a single financial report contains both consolidated financial statements and separate financial statements of the parent, has segment information been presented on the basis of the consolidated financial statements?

In such a case presentation of segment information on the basis of separate financial statements of the parent is not obligatory.
	
	


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).

	Para
	Checklist
	Y/N/NA
	W.P.

reference

	
	1.
Is AS 18 applicable to the enterprise under audit?

As per the Council of ICAI2, AS 18 applies to the following:

a) Those whose equity or debt securities are listed on a recognised stock exchange in India.

b) Those which 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. 

c) All other commercial, industrial and business reporting enterprise whose turnover for the accounting period exceeds Rs. 50 crores.

	
	

	3
	2.
Has the party which controls the reporting entity (or controlled the entity at any time during the reporting period) been correctly identified?


	
	

	
	3.
Have the parties which are, directly or indirectly, controlled by the entity (or were controlled at any time during the reporting period) been correctly identified? The parties referred to in questions 2 and 3 are the following:

(a) Enterprises that directly, or indirectly through one or more intermediaries, control, or are controlled by, the reporting entity (this includes holding companies and subsidiaries).

(b) Individuals owning, directly or indirectly, an interest in the voting power of the reporting entity that gives them control over the entity.

	
	


	Para
	Checklist
	Y/N/NA
	W.P.

reference

	3
	4.
Have the parties with whom there is a related party relationship other than control relationship been correctly identified? Such parties would comprise the following:

a) Enterprises under common control with the entity including fellow subsidiaries.

b) Associates and joint ventures and co-venturers and parties of whom the entity is an associate.

c) Individuals owning, directly or indirectly, an interest in the voting power of the entity that gives them significant influence and any such individual’s relatives. 

d) Key management personnel of the entity and their relatives.

e) Enterprises over which any person described in (c) or (d) above is able to exercise significant influence, including enterprises owned by directors or major shareholders of the entity and enterprises that have a member of the key management in common with the reporting entity. 


	
	

	4
	5.
In identifying related parties, have the following been excluded?  

(a)
Other companies in which a director of the entity is a director, notwithstanding 4 (d) or (e) above (unless the director is able to affect the policies of both companies in their mutual dealings or such companies are otherwise related parties).

(b)
A single customer, supplier, franchiser, distributor, or general agent with whom the entity’s economic dependence is merely due to the fact that the entity transacts a significant volume of business with him.

(c)
Providers of finance, trade unions, public utilities, and government departments and government agencies including government sponsored bodies – such parties are not related parties in the course of their normal dealings with the entity only by virtue of those dealings even though they may circumscribe the freedom of action of the entity or participate in its decision-making process.


	
	


	Para
	Checklist
	Y/N/NA
	W.P.

reference

	23
	6.
Is the accounting system of the entity able to generate the following information about transactions with related parties during the existence of a related party relationship?

(a) The name of the transacting related party.

(b)
A description of the relationship between the parties.

(c)
A description of the nature of transactions.

(d)
Volume of the transactions (either as an amount or an appropriate proportion).

(e)
Any other elements of the related party transactions necessary for an understanding of the financial statements, e.g. an indication that the transfer of a major asset had taken place at an amount materially different from that obtainable on normal commercial terms.

(f)
The amounts or appropriate proportions of outstanding items pertaining to related parties at the balance sheet date and provisions for doubtful debts due from such parties at that date.

(g)
Amounts written off or written back in the period in respect of debts due from or to related parties.


	
	

	24
	7.
Does the accounting system generate the above information for the following types of transactions?

· Purchase or sales of goods (finished or unfinished);

· purchases or sales of fixed assets;

· rendering or receiving of services;

· agency arrangements;

· leasing or hire purchase arrangements;

· transfer of research and development;

· licence agreements;

· finance (including loans and equity contributions in cash or in kind);

· guarantees and collaterals; and

· management contracts including for deputation of employees.

(The aforesaid list is only illustrative in nature.)


	
	


	Para
	Checklist
	Y/N/NA
	W.P.

reference

	21
	8.
Has the name of the related party and nature of the related party relationship where control exists, been disclosed irrespective of whether or not there have been transactions between such related parties?


	
	

	23-26
	9.
Has the entity disclosed the relevant information about the related parties and about the transactions with them properly3?


	
	

	
	10.
Have the related party disclosures been made both in the financial statements of the reporting enterprise and in the consolidated financial statements (if presented)?


	
	

	9

5


	11.
Has no disclosure of related parties been made

· In the financial statements of state-controlled enterprises, as regards related party relationships and transactions with other state-controlled enterprises; and

· In circumstances where providing such disclosure would conflict with the reporting entity’s duties of confidentiality as specifically required in terms of a statute or by any regulator or similar competent authority?
	
	


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).

	Para
	
	Checklist
	Y/N/NA
	W.P. reference

	5-9
	1.

2.
	Classification
Have the leases which transfer substantially all the risks and rewards incident to ownership to the lessee been classified as finance leases? 

(Finance Leases would include hire purchase agreements).

Are leases other than finance leases, classified as operating leases?


	
	

	10.
	3.
	In case lease terms have been changed after inception of the lease in a manner that would have resulted in a different classification of the lease if the changed terms had been in effect at the inception, has the classification of the lease been changed prospectively for the revised term?


	
	

	11.
	4.
	Accounting by Lessee: Finance Leases

At the inception of the lease, has the lessee recognised the lease as an asset (a fixed asset) and also as a liability (a payable), both being measured at the lower of the following amounts:

· Fair value of the leased asset at the inception of the lease.

· Present value of minimum lease payments from the stand point of the lessee, the discount rate being (a) the interest rate implicit in the lease, or (b) the lessee’s incremental borrowing rate if it is not practicable to determine (a).


	
	

	14.
	5.
	Has the liability for a leased asset been presented separately in the balance sheet as a current/long-term liability, as appropriate?


	
	

	15.
	6.
	Have initial direct costs incurred in negotiating and securing the lease been included as part of the amount recognised as an asset?


	
	


	16.
	7.
	Have lease payments for the accounting period been apportioned between finance charge and reduction of the outstanding liability in respect of the lease in a manner that the finance charge represents a constant periodic rate of interest on the remaining balance of the liability for each period.


	
	


	Para
	
	Checklist
	Y/N/NA
	W.P. reference

	18.
	8.
	(a) Is depreciation policy for leased assets consistent with that for owned assets and is in accordance with AS 6.

(b) If there is no reasonable certainty that the lessee will obtain ownership by the end of the lease term, is the leased asset depreciated over the lease term or its useful life, whichever is shorter? Where such reasonable certainty exists, is the relevant asset depreciated over its useful life?


	
	

	22.
	9.
	Has the lessee, in addition to the requirements of AS 10, Accounting for Fixed Assets, AS 6, Depreciation Accounting, and the governing statute, made the following disclosures for finance leases:

(a) assets acquired under finance lease as segregated from the assets owned; 

(b) for each class of assets, the net carrying amount at the balance sheet date; 

(c) a reconciliation between the total amount of minimum lease payments at the balance sheet date and their present value;

(d) total of minimum lease payments at the balance sheet date and their present value for each of the following periods: 

(i) not later than one year; 

(ii) later than one year and not later than five years; 

(iii) later than five years; 

(e) contingent rents recognised as expense in the profit and loss account for the period; 

(f) the total of future minimum sublease payments expected to be received under non-cancellable subleases at the balance sheet date; and 

(g) a general description of the lessee's significant leasing arrangements including, but not limited to, the following: 

(i) the basis on which contingent rent payments are determined; 

(ii) the existence and terms of renewal or purchase options and escalation clauses; and 

(iii) restrictions imposed by lease arrangements, such as those concerning dividends, additional debt, and further leasing.

	
	


	Para
	
	Checklist
	Y/N/NA
	W.P. reference

	23.
	10.
	Accounting by Lessee: Operating Leases

Have the lease payments (excluding costs for services such as insurance and maintenance) under an operating lease been recognised as an expense in the profit and loss account on a straight-line basis over the lease term unless another systematic basis is more representative of the time pattern of the user's benefit?


	
	

	25.
	11.
	Has the lessee made the following disclosures for operating leases:

a. the total of future minimum lease payments under non-cancellable operating leases for each of the following periods: 

(i) not later than one year; 

(ii) later than one year and not later than five years; 

(iii) later than five years; 

a. the total of future minimum sublease payments expected to be received under non-cancellable subleases at the balance sheet date; 

a. lease payments recognised in the profit and loss account for the period, with separate amounts for minimum lease payments and contingent rents; 

a. sub-lease payments received (or receivable) recognised in the profit and loss account for the period; 

a. a general description of the lessee's significant leasing arrangements including, but not limited to, the following: 

(i) the basis on which contingent rent payments are determined; 

(ii) the existence and terms of renewal or purchase options and escalation clauses; and 
(iii) restrictions imposed by lease arrangements, such as those concerning dividends, additional debt, and further leasing.

	
	

	26.
	12
	Accounting by Lessor: Finance Leases

Has the lessor recognised assets given under a finance lease in its balance sheet as a receivable at an amount equal to the net investment in the lease?


	
	

	28.
	13
	Is the recognition of finance income based on a pattern reflecting a constant periodic rate of return on the net investment of the lessor outstanding in respect of the finance lease?
	
	


	Para
	
	Checklist
	Y/N/NA
	W.P. reference

	30.
	14.
	Does the lessor regularly review the estimated unguaranteed residual values used in computing its gross investment in a lease? In case of a reduction in such value, is the allocation of finance income over the remaining lease term revised and any reduction in respect of amounts already accrued recognised immediately?

(An upward adjustment of estimated residual value is not made)


	
	

	31.
	15.
	Are initial direct costs of negotiating and arranging a lease either deferred and allocated against finance income over the lease term.


	
	

	32-36
	16.
	In case the lessor is a manufacturer or dealer of the leased assets:

(a) Has the sale (and the related cost of sale) been recognised in accordance with the accounting policy followed in respect of outright sale?

[Sale revenue for this purpose is the lower of:

(i) Fair value of the asset; and

(ii) Present value of minimum lease payments computed at a commercial rate of interest. 

Cost of sale is the carrying amount of the asset, less present value of the unguaranteed residual value]. 

(b) Have initial direct costs been expensed at the commencement of the lease term?


	
	

	37.
	17.
	Has the lessor made the following disclosures for finance leases:

(a) a reconciliation between the total gross investment in the lease at the balance sheet date, and the present value of minimum lease payments receivable at the balance sheet date;

(b) total gross investment in the lease and the present value of minimum lease payments receivable at the balance sheet date, for each of the following periods: 

(i) not later than one year; 

later than one year and not later than five years; 

later than five years; 

(c) unearned finance income; 

(d) the unguaranteed residual values accruing to the benefit of the lessor; 

(e) the accumulated provision for uncollectible minimum lease payments receivable; 
	
	


	Para
	
	Checklist
	Y/N/NA
	W.P. reference

	
	
	(f) contingent rents recognised in the statement of profit and loss for the period; 

(g) a general description of the significant leasing arrangements of the lessor; and 

(h) accounting policy adopted in respect of initial direct costs.

	
	

	39.
	18.
	Accounting by Lessor: Operating Leases

Has the lessor presented assets given under operating lease in its balance sheet as fixed assets?


	
	

	40.
	19.
	Is the lease income (excluding receipts for services provided such as insurance and maintenance) from operating leases recognised in the profit and loss account on a straight line basis over the lease term, unless another systematic basis is more representative of the time pattern in which benefit derived from the use of the leased asset is diminished?


	
	

	42.
	20.
	Are the initial direct costs either (a) deferred and allocated to income over the lease term in proportion to the recognition of rent income, or (b) recognised as an expense in the period in which they are incurred?


	
	

	43.
	21.
	(a) Are leased assets depreciated on a basis consistent with the normal depreciation policy of the lessor for similar assets.

(b) Is accounting for depreciation on assets given on operating lease in accordance with AS 6.


	
	

	46.
	22.
	Has the lessor, in addition to the requirements of AS 6, Depreciation Accounting and AS 10, Accounting for Fixed Assets, and the governing statute, made the following disclosures for operating leases:

(a) for each class of assets: 

(i) the gross carrying amount, the accumulated depreciation and accumulated impairment losses at the balance sheet date; and 

(ii) amount recognised in profit and loss account for the period in respect of:

· depreciation 

· impairment losses; 

· impairment losses reversed 

the future minimum lease payments under non-cancellable operating leases in the aggregate and for each of the following periods: 
	
	


	Para
	
	Checklist
	Y/N/NA
	W.P. reference

	
	
	(i) not later than one year; 

(ii) later than one year and not later than five years;

(iii) later than five years; 

(b) total contingent rents recognised as income in the statement of profit and loss for the period; 

(c) a general description of the lessor’s significant leasing arrangements; and 

(d) accounting policy adopted in respect of initial direct costs.


	
	

	48.
	23.
	Accounting by Lessee: Sale and Leaseback Transactions

If a sale and leaseback transaction results in a finance lease, has any excess or deficiency of sale proceeds over the carrying amount (net of any impairment recognised in respect of the asset) been deferred by the seller-lessee and amortised over the lease term in proportion to the depreciation of the leased asset?


	
	

	50,52
	24.
	If a sale and leaseback transaction results in an operating lease:

(a) Has any excess of carrying amount of the asset over its fair value at the time of the sale been recognised immediately as a loss.

(b) If the transaction is at fair value, has any profit or loss been recognised immediately?

(c) If the sale price is below fair value, has any profit or loss been recognised immediately, subject to (d) below?

(d) If the sale price is below fair value but any loss on sale is compensated by future lease payments at below market price, has the loss deferred and amortised in proportion to the lease payments over the period for which the asset is expected to be used?

(e) If the sale price is above fair value, has the excess over fair value been deferred and amortised over the period for which the asset is expected to be used?


	
	


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.

	Para
	
	Checklist
	Y/N/NA
	W.P. reference

	8
	1
	Is this standard applicable to the company? If yes:

a) Has basic earnings per share been presented on the face of the profit and loss account for each class of equity shares that has a different right to share in the net profit for the period?

b) In case the company has potential equity shares outstanding, has diluted earnings per share been also presented on the face of the profit and loss account for each class of equity shares that has a different right to share in the net profit for the period?
	
	


	Para
	
	Checklist
	Y/N/NA
	W.P. reference

	
	2
	Has the enterprise presented basic and diluted earnings per share with equal prominence for all periods presented?


	
	

	9
	3
	Has the enterprise presented basic and diluted earnings per share, even if the amounts disclosed are negative (a loss per share)


	
	

	10
	4
	Basic EPS

Has the enterprise calculated basic earnings per share as per the following formula:

Net profit or loss for the period attributable to equity shareholders

Weighted average number of equity shares outstanding during the period.


	
	

	11
	
	The numerator in the above formula is:

Net profit (or loss) for the period 

Less (add): preference dividends and tax attributable thereto


	
	

	13
	
	The amount of preference dividends for this purpose is:

a. the amount of any preference dividends on non-cumulative shares provided for in respect of the period; and

b. the full amount of the required preference dividends for cumulative preference shares for the period, whether or not the dividends have been provided for.  The amount of any preference dividends for cumulative preference shares paid or declared during the current period in respect of previous periods is not to be included.

	
	

	15-16
	
	The denominator in the above formula, viz., weighted average number of equity shares outstanding during the period is calculated as follows:


	
	

	
	
	No. of equity shares outstanding at the beginning of the period

+

No of equity shares bought back 

+

No of equity shares issued during the period
	×

	Time weighting factor which is equal to number of days for which the specific shares are outstanding as a proportion of the total number of days in the period


	
	


	Para
	
	Checklist
	Y/N/NA
	W.P. reference

	14
	6
	In case the enterprise has more than one class of equity shares, has the net profit/loss for the period been apportioned over the different classes of shares in accordance with their dividend rights?


	
	

	17
	7
	Has the enterprise included shares in the weighted average number of shares from the date the consideration is receivable?

(For example, equity shares issued in exchange for cash are included when cash is receivable. Similarly, equity shares issued as a result of the conversion of a debt instrument to equity shares are included as of the date of conversion).


	
	

	18
	8
	In case of ‘amalgamation in nature of purchase’, has enterprise included equity shares issued as part of the consideration in the weighted average number of shares as of the date of acquisition?


	
	

	
	9
	In case of ‘amalgamation in nature of merger’, has enterprise included equity shares issued during the reporting period as part of the consideration in the weighted average number of shares from the beginning of the reporting period?


	
	

	19
	10
	Have partly paid equity shares been treated as a fraction of an equity share to the extent they were entitled to participate in dividends relative to a fully paid equity share during the reporting period?


	
	

	20
	11
	In case an enterprise has equity shares of different nominal values but with same dividend rights, has the enterprise calculated number of equity shares by converting all such equity shares into equivalent number of shares of the same nominal value?


	
	

	21
	12
	In the case of contingently issuable shares, has the enterprise included them in the calculation of weighted average from the date when all necessary conditions under the contract have been satisfied?


	
	


	Para
	
	Checklist
	Y/N/NA
	W.P. reference

	22, 23
	13
	Has the enterprise adjusted the weighted average number of equity shares outstanding during the period and for all periods presented for events other than the conversion of potential equity shares, that have changed the number of equity shares outstanding, without a corresponding change in resources, assuming that the event had occurred at the begining of the earliest period reported.

(Examples of such events are

a. a bonus issue;

b. a bonus element in any other issue, for example a bonus element in a right issue to existing shareholders;

c. a share split; and
d. a reverse share split (consolidation of shares). 


	
	

	25
	14
	In case of issue of right shares, if the exercise price is less than the fair value of the shares, i.e. there is an element of bonus in the rights issue, has the enterprise calculated the number of equity shares issued by way of such bonus and treated them for purposes of EPS calculation in accordance with 13 above?


	
	

	26, 27
	15
	Diluted EPS

For calculating diluted earnings per share, has the enterprise: 

(a) adjusted the net profit or loss for the period attributable to equity shareholders for the effects of all dilutive potential equity shares, i.e. 

(i) increased by the amount of dividends recognised in the period in respect of the dilutive potential equity shares (i.e. in the case of convertible preference shares) as adjusted for any attributable tax for the period;

increased by the amount of interest recognised in the period in respect of the dilutive potential equity shares (e.g. in the case of convetible debentures) as adjusted for any attributable tax for the period; and 

adjusted for the after-tax amount of any other changes in expenses or income that would result from the conversion of the dilutive potential equity shares.

	
	


	Para
	
	Checklist
	Y/N/NA
	W.P. reference

	
	
	(b) computed the weighted average number of shares outstanding during the period by adding to the weighted average number of equity shares used for calculating basic EPS, the weighted average number of additional equity shares which would have been outstanding assuming the conversion of all diluted potential equity shares at the begining of the period, or if issued later, at the date of issue of the potential equity shares. 

(The number of equity shares which would be issued on the conversion of dilutive potential equity shares is determined from the terms of the potential equity shares. The computation assumes the most advantageous conversion rate or exercise price from the standpoint of the holder of the potential equity share.)


	
	

	28
	16
	Has the enterprise treated share application money pending allotment or any advance share appliation money as at the balance sheet, which is not statutorily required to be kept separately and is being utilised in the business of the enterprise, in the same manner as dilutive potential equity shares for the purpose of calculation of diluted earnings per share?


	
	

	35
	17
	In case there are outstanding options, share warrants or other similar instruments for which equity shares are issuable at less than fair value, has the enterprise treated the difference between the number of shares issuable and the number of shares that would have been issued on the basis of fair value as an issue of equity shares at no consideration and included them in weighted average number of shares? 

(Fair value for this purpose is the average price of the equity shares during the priod.  A simple average of last six month’s weekly closing prices is usually adequate for use in computing the average price.) 
	
	

	38
	18
	Has the enterprise considered partly paid shares not entitled to participate in dividends during the reporting period to be equivalent of warrants or options?


	
	

	39
	19
	Has the enterprise considered potential equity shares dilutive only when their conversion to equity shares would decrease net profit per share (or increase net loss per share) from continuing ordinary operations?


	
	


	Para
	
	Checklist
	Y/N/NA
	W.P. reference

	42
	20
	In considering whether potential equity shares are dilutive or anti-dilutive, has the enterprise considered each issue or series of potential equity shares separately rather than in aggregate and in sequence from the most dilutive to least dilutive?

(The sequence in which potential equity shares are considered may affect whether or not they are dilutive. Therefore, in order to maximise the dilution of basic earnings per share, each issue or series of potential equity shares is considered in sequence from the most dilutive to the least dilutive. For the purpose of determining the sequence from most dilutive to least dilutive potential equity shares, the earnings per incremental potential equity share is calculated. Where the earnings per incremental share is the least, the potential equity share is considered most dilutive and vice-versa).


	
	

	43
	21
	Have potential equity shares been weighted only for the period for which they were outstanding?


	
	

	
	22
	Upon conversion of potential equity shares into equity shares during the period, have the resulting equity shares been included in computing both basic and diluted earnings per share from the date of conversion? From the beginning of the period to the date of conversion, have such shares been included only in calculating diluted EPS?


	
	

	44
	23
	Disclosures
Has the enterprise adjusted the calculation of basic and diluted earnings per share for all periods presented, if the number of equity or potential equity shares outstanding changes as a result of a bonus issue or share split or reverse share split (consolidation of shares)?


	
	

	
	24
	If bonus issue, share split or reverse share split occurs after the balance sheet date but before the date on which the financial statements are approved by the board of directors, is EPS calculation based on the new number of shares for the current year financial statements and any prior period financial statements presented? Is the fact disclosed in the financial statements?

(Equity share transactions or potential equity share transactions, other than bonus issues, share splits and reverse share splits (consolidation of shares) which occur after the balance sheet date and are of importance should normally be disclosed in the report of the board of directors.Examples of such transactions include the issue of shares for cash, the issue of shares when the proceeds are used to repay debt or preference shares outstanding at the balance sheet date)


	
	


	Para
	
	Checklist
	Y/N/NA
	W.P. reference

	
	
	
	
	

	48

49
	25
	In addition to disclosures as required by paras 8, 9 and 24, has the enterprise disclosed the following:

a. the amounts used as the numerators in calculating basic and diluted earnings per share, and a reconciliation of those amounts to the net profit or loss for the period;

b. the weighted average number of equity shares used as the denominator in calculating basic and diluted earnings per share, and a reconciliation of these denominators to each other; and

c. the nominal value of shares along with the earnings per share figures?

d. terms and conditions of contracts generating potential equity shares  (this disclosure is encouraged, but not required by the standard).
	
	

	50


	26
	If in addition to basic and diluted earnings per share, per share amounts using a reported component of net profit other than net profit or loss for the period attributable to equity shareholders (e.g., profit from ordinary activities) have been disclosed:

(a) has the enterprise calculated such amounts using the weighted average number of equity shares?
(b) if the component is not reported as a line item in the statement of profit and loss, has a reconciliation been provided between the component used and a line item which is reported in the statement of profit and loss?

	
	

	GC-10/ 2002
	27
	Where an enterprise’s statement of profit and loss includes extraordinary items (within the meaning of AS 5, Net Profit or Loss for the Period, Prior Period Items and Changes in Accounting Policies), have the following been presented, with appropriate description, on the face of the statement of profit and loss: 

(a) Basic earnings per share computed on the basis of earnings excluding extraordinary items (net of tax expense). 

Diluted earnings per share computed on the basis of earnings excluding extraordinary items (net of tax expense).
	
	

	GC-1/ 2002
	28
	Has the computation of EPS been shown on the face of the profit and loss account of the company?
	
	


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.
	Para
	Checklist
	Y/N/NA
	W.P. reference

	7
	1. If the consolidated financial statements have been presented, have these been presented in addition to (and not in lieu of) separate financial statements of the parent?
	
	

	
	
	
	

	9


	2. Do the consolidated financial statements consolidate all subsidiaries1, domestic as well as foreign, except those specified in para 3 below?


	
	


	Para
	Checklist
	Y/N/NA
	W.P. reference

	11


	3. Has a subsidiary been excluded from consolidation if:

(a) control is intended to be temporary2 because the subsidiary is acquired and held exclusively with a view to its subsequent disposal in the near future; or
(b) it operates under severe long-term restrictions which significantly impair its ability to transfer funds to the parent?
	
	

	
	(▪ AS 21 does not define ‘near future’. For consistency, a subsidiary may be excluded from consolidation when it is acquired and held exclusively with a view to its subsequent disposal within 12 months of the date of acquisition.

· Only those severe long-term restrictions impairing a subsidiary’s ability to transfer funds to the parent would justify exclusion of a subsidiary from consolidation which have been laid down by statute or regulatory authorities and the like. Restrictions imposed by contractual obligations should not be considered for this purpose).


	
	

	
	4. In consolidated financial statements, have investments in subsidiaries excluded from consolidation as per para 3 above, been accounted for in accordance with AS 13?
	
	

	
	
	
	

	
	5. Have the reasons for excluding a subsidiary from consolidation been disclosed in the consolidated financial statements?
	
	

	
	
	
	

	13
	6. In preparing consolidated financial statements, have the following procedures been followed?
	
	

	
	
	
	

	
	(a) The financial statements of the parent and its subsidiaries are combined on a line by line basis by adding together like items of assets, liabilities, income and expenses3;


	
	


	Para
	Checklist
	Y/N/NA
	W.P. reference

	
	(b) the cost to the parent of its investment in each subsidiary and the parent's portion of equity of each subsidiary, at the date on which investment in each subsidiary is made, is eliminated;
	
	

	14
	(The parent’s portion of equity in a subsidiary, at the date on which investment is made, is determined on the basis of information contained in the financial statements of the subsidiary as on the date of investment.

In case investment in a subsidiary is made during the financial year of the subsidiary, the results of operations of the subsidiary as from the date the parent subsidiary relationship came in existence are included in the consolidated profit or loss, for the period. The parent’s share in the results of operations of the subsidiary upto the aforesaid date is included in determining the parent’s portion of equity in the subsidiary at the date on which investment in the subsidiary is made).


	
	

	
	(c) any excess of the cost to the parent of its investment in a subsidiary over the parent's portion of equity of the subsidiary, at the date on which investment in the subsidiary is made, is described as goodwill to be recognised as an asset in the consolidated financial statements;
	
	

	
	
	
	

	
	(d) when the cost to the parent of its investment in a subsidiary is less than the parent's portion of equity of the subsidiary, at the date on which investment in the subsidiary is made, the difference is treated as a capital reserve in the consolidated financial statements;

(Where the carrying amount of the investment in the subsidiary is different from its cost, the carrying amount is considered for the purpose of computation of goodwill [sub para (c) above] or capital reserve [sub-para (d) above]).
	
	


	Para
	Checklist
	Y/N/NA
	W.P. reference

	
	(e) minority interests in the net income of consolidated subsidiaries for the reporting period are  identified and adjusted against the income of the group in order to arrive at the net income attributable to the owners of the parent; 
	
	

	
	(f) minority interests in the net assets of consolidated subsidiaries are identified and presented in the consolidated balance sheet separately from liabilities and the equity of the parent's shareholders;
	
	


	
	(g) [Minority interests in the net assets of a subsidiary consist of:

(a) the amount of equity attributable to minorities at the date on which investment in the subsidiary is made; and 

(b) the minorities' share of movements in equity since the date the parent-subsidiary relationship came in existence).
	
	

	
	
	
	

	16
	(h) intragroup balances and intragroup transactions and resulting unrealised profits are eliminated in full. Unrealised losses resulting from intragroup transactions are also eliminated unless cost cannot be recovered.


	
	

	18
	7. Have the financial statements used in the consolidation been drawn up to the same reporting date? If it is not practicable to draw up the financial statements of one or more subsidiaries to such date and, accordingly, those financial statements have been drawn up to different reporting dates, have adjustments been made for the effects of significant transactions or other events that occur between those dates and the date of the parent's financial statements?

Is the difference between reporting dates not more than six month?
	
	

	
	
	
	

	20
	8. Have the consolidated financial statements been prepared using uniform accounting policies for like transactions and other events in similar circumstances?


	
	


	Para
	Checklist
	Y/N/NA
	W.P. reference

	
	If it is not practicable to use uniform accounting policies in preparing the consolidated financial statements, has the fact been disclosed together with the proportions of the items in the consolidated financial statements to which the different accounting policies have been applied?


	
	

	22
	9. In respect of a subsidiary with which parent subsidiary relationship ceased to exist during the year, have the results of operations of the subsidiary until the date of cessation of the relationship been included in the consolidated statement of profit and loss? Has the difference between the proceeds from disposal of the investment in the subsidiary and the carrying amount of its assets less liabilities as of the date of disposal been recognised in consolidated statement of profit and loss as the profit or loss on disposal of investment in the subsidiary?


	
	

	23

24
	10. Has an investment in an enterprise, from the date that the enterprise ceases to be a subsidiary and does not become an associate, been accounted for in accordance with AS 13?

(The carrying amount of the investment at the date that it ceases to be a subsidiary is regarded as cost thereafter).


	
	

	25
	11. Is minority interest presented in the consolidated balance sheet separately from liabilities and the equity of the parent's shareholders?
	
	

	
	
	
	

	
	12. Is minority interests in the income of the group also presented separately?


	
	


	26
	13. If losses applicable to the minority exceed the minority interest in the equity of the subsidiary, have the excess and any further losses applicable to the minority been adjusted against the majority interest except to the extent that the minority has a binding obligation to, and is able to, make good the losses? If the subsidiary subsequently reports profits, have all such profits been allocated to the majority interest until the minority’s share of losses previously absorbed by the majority has been recovered?


	
	


	Para
	Checklist
	Y/N/NA
	W.P. reference


	29
	14. Do the consolidated financial statements include a listing of subsidiaries with disclosure of 

· name, 

· country of incorporation or residence, 

· proportion of ownership interest and, if different, proportion of voting power held?
	
	

	
	15. Do the consolidated financial statements disclose, where applicable:

(a) the nature of the relationship between the parent and the subsidiary, if the parent does not own, directly or indirectly through subsidiaries, more than one-half of the voting power of the subsidiary; 

(b) the effect of the acquisition and disposal of subsidiaries on the financial position at the reporting date, the results for the reporting period and on the corresponding amounts for the preceding period; and 

(c) the names of the subsidiary(ies) of which reporting date(s) is/are different from that of the parent and the difference in reporting dates?
	
	

	
	16. Are full comparative figures for the previous period been presented in the consolidated financial statements?

(On the first occasion that consolidated financial statements are presented, comparative figures for the previous period need not be presented.)


	
	

	
	17. Do the consolidated financial statements include consolidated balance sheet, consolidated statement of profit and loss, and notes, other statements and explanatory material that form an integral part thereof? Have consolidated cash flow statement been presented in case a parent presents its own cash flow statement? Have 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?


	
	

	Para
	Checklist
	Y/N/NA
	W.P. reference

	GC-5/ 2002
	i.
Notes which are necessary for presenting a true and fair view of the consolidated financial statements should be included in the consolidated financial statements as an integral part thereof.

ii. Only the notes involving items which are material need to be disclosed. Materiality for this purpose should be assessed in relation to the information contained in consolidated financial statements. In view of this, it is possible that certain notes which are disclosed in separate financial statements of a parent or a subsidiary would not be required to be disclosed in the consolidated financial statements when the test of materiality is applied in the context of consolidated financial statements.

iii. Additional statutory information disclosed in separate financial statements of the subsidiary and/or a parent having no bearing on the true and fair view of the consolidated financial statements need not be disclosed in the consolidated financial statements)


	
	


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.

	Para
	
	Checklist
	Y/N/NA
	W.P. reference

	2.
	1
	In accounting for taxes on income, has the enterprise considered all domestic and foreign taxes which are based on taxable income?


	
	

	9.
	2
	(a) Has tax expense for the period been included in the determination of net profit or loss for the period?

(b) Does tax expense also include deferred tax besides current tax?


	
	

	Para
	
	Checklist
	Y/N/NA
	W.P. reference

	12.
	3
	Have differences between accounting income and taxable income been correctly classified into–

(a) permanent differences, and

(b) timing differences?


	
	

	13.
	4
	Have all deferred tax liabilities arising from timing differences been recognised?


	
	

	15.
	5
	If the enterprise does not have unabsorbed depreciation or carried forward losses under tax laws, have deferred tax assets been recognised in respect of timing differences only if there is a reasonable certainty that sufficient future taxable income will be available against which such deferred tax assets can be realised? 

 
	
	

	17.
	6
	If the enterprise has unabsorbed depreciation or carried forward losses under tax laws, have deferred tax assets been recognised only if there is a virtual certainty supported by convincing evidence that sufficient future taxable income will be available against which such deferred tax assets can be realised?

(Examples of situations where such virtual certainty may be considered to exist are: the enterprise is being merged with another highly profitable enterprise, or sufficient profits have  been earned by the time of finalisation of the accounts.).


	
	

	ASI 3,5
	7
	Has the deferred tax in respect of timing differences which originate during the tax holiday period (Section 10A, 10B, 80IA and 80IB of the Income-tax Act, 1961) and reverse during the tax holiday period, not been recognised to the extent the enterprise’s gross total income is subject to the deduction during the tax holiday period?

Has the deferred tax in respect of timing differences which originate during the tax holiday period but reverse after the tax holiday period been recognised in the year in which the timing differences originate? 

(Recognition of deferred tax assets should be subject to the consideration of prudence as laid down in paragraphs 15 to 18 of AS 22.)

For the above purposes, have the timing differences which originate first been considered to reverse first?


	
	

	ASI 4
	8
	In respect of loss arising under the head ‘Capital Gains’, has the deferred tax asset been recognised and carried forward (subject to the consideration of prudence) only at the amount which can be carried forward and set-off in future years as per the provisions of the Income-tax Act, 1961?


	
	

	ASI 6
	9
	Has the payment of tax under section 115JB of the Act been considered as a current tax for the period?


	
	

	Para
	
	Checklist
	Y/N/NA
	W.P. reference

	
	
	Has the tax effect in such a year been measured using the regular tax rates and not the tax rate under section 115JB of the Income-tax Act, 1961 even where the timing differences arising in the current period are expected to reverse in a period in which tax will be payable under section 115JB of the Income-tax Act, 1961?


	
	

	20.
	7
	Does the current tax reflect the amount expected to be paid to (or recovered from) the taxation authorities based on the applicable tax rates and tax laws?


	
	

	21.
	8
	Have deferred tax assets and liabilities been measured on the basis of tax rates and tax laws that have been enacted or substantively enacted by the balance sheet date?

[Where different tax rates apply to different levels of taxable income, deferred tax assets and liabilities are measured using average rates.]


	
	

	24.
	9
	Have deferred tax assets and liabilities been measured and reported in terms of nominal amounts and not in terms of their present value?


	
	

	26.
	10
	(a) Has the carrying amount of deferred tax assets been reviewed at the balance sheet date?

(b) In case it is no longer reasonably certain (or virtually certain in case there is unabsorbed depreciation or carried forward loss under tax laws) that sufficient future taxable income will be available against which deferred tax assets can be realised, has the carrying amount of deferred tax assets been appropriately written down.


	
	

	26.
	11
	Where the carrying amount of a deferred tax asset was written down in an earlier year, has the write-down been reversed in the current year to the extent the realisation has become reasonably or virtually certain, as the case may be?

[Such reversal is appropriate keeping in view the normal accounting principles of accounting for changes in accounting estimates.]


	
	

	19.
	12
	(a) Has the enterprise re-assessed, at the balance sheet date, the realisability of previously unrecognised deferred tax assets?

(b) In case it is reasonably or virtually certain (as the case may be) that sufficient future taxable income will be available against which previously unrecognised deferred tax assets can be realised, has the enterprise recognised such deferred tax assets to the extent their realisation is reasonably or virtually certain, as the case may be?


	
	


	Para
	
	Checklist
	Y/N/NA
	W.P. reference

	27.
	13
	Have assets and liabilities representing current tax been offset if the enterprise:

(a) has a legally enforceable right to set off the recognised amounts; and

(b) intends to settle the asset and the liability on a net basis?


	
	

	29.
	14
	Have deferred tax assets and liabilities been offset if:

(a) the enterprise has a legally enforceable right to set off assets against liabilities representing current tax; and

(b) the deferred tax assets and the deferred tax liabilities relate to taxes on income levied by the same governing taxation law?


	
	

	30.
	15
	In the balance sheet, have deferred tax assets and liabilities been:

(a) distinguished from assets and liabilities representing current tax; and

(b) disclosed separately from current assets and current liabilities?

(For example ‘Deferred Tax Liability’ may be shown after ‘Unsecured Loans’ and before ‘Current Liabilities and Provisions’. ‘Deferred Tax Assets’ may be shown after ‘Investments’ but before ‘Current Assets, Loans and Advances’.


	
	

	31.
	16
	Has break-up of deferred tax assets and liabilities into major constituents been disclosed in the notes to accounts?


	
	

	32.
	17
	Has the nature of evidence supporting the recognition of deferred tax assets been disclosed if the enterprise has unabsorbed depreciation or carried forward losses under tax laws?


	
	

	33.
	18
	In the first accounting period when taxes on income are accounted for in accordance with the standard:

(a) has the enterprise measured the deferred tax assets and liabilities that would have existed at the beginning of the period if the standard had always been in effect?

[In the case of first application of AS 22 for accounting period commencing on 1 April 2001, the income-tax rate applicable to previous year 2001-2002 should be taken, since that rate had been substantively enacted by 31 March 2001. Similarly, enterprises that apply AS 22 for the first time for period commencing on 1 April 2002 (2003) should apply the income-tax rate applicable to the previous year 2002-03 (2003-04.)]
(b) has the corresponding debit (in case of net deferred tax liabilities) or credit (in case of net deferred tax assets) been made to revenue reserves?


	
	


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.

	Para
	Checklist
	Y/N/NA
	W.P. reference

	1

4
	1 If consolidated financial statements are being presented, does the parent have (directly or through any of the consolidated subsidiaries) an ‘associate”?

(‘Significant influence’ over investee which gives rise to associate relationship may be gained by share ownership, statute or agreement.  As regards share ownership, if an investor holds, directly or indirectly through subsidiary(ies), 20% or more of the voting power 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.  The potential equity shares of the investee held by the investor will not be taken into account for determining the voting power of the investor (GC-8/2002). In other words, the voting power should be determined on the basis of the current outstanding securities with voting rights.  (The standard lists the factors which demonstrate the existence of significant influence). A substantial or majority ownership by another investor does not necessarily preclude an investor from having significant influence.)


	
	

	
	2 Has the investment in an associate been accounted for in consolidated financial statements under the equity method unless:

(a) the investment is acquired and held exclusively with a view to its subsequent disposal in the near future; or

(b) the associate operates under severe long-term restrictions which significantly impair its ability to transfer funds to the investor?

· (For consistency, a subsidiary may be excluded from consolidation when it is acquired and held exclusively with a view to its subsequent disposal within 12 months of the date of acquisition.


	
	

	Para
	Checklist
	Y/N/NA
	W.P. reference

	7
	· Only those severe long-term restrictions impairing a subsidiary’s ability to transfer funds to the parent would justify exclusion of a subsidiary from consolidation which have been laid down by statute or regulatory authorities and the like. Restrictions imposed by contractual obligations should not be considered for this purpose).


	
	

	7
	3 In consolidated financial statements, have investments in excluded associates been accounted for in accordance with AS 13?


	
	

	7
	4 Have the reasons for not applying the equity method in accounting for investments in excluded associates been disclosed in the consolidated financial statements?


	
	

	9
	5 Has the use of the equity method been discontinued from the date that:

(a) the parent ceases to have significant influence but retains, either in whole or in part, its investment; or

(b) the use of the method is no longer appropriate because the associate operates under severe long-term restrictions that significantly impair its ability to transfer funds to the investor?


	
	

	9
	6 From the date of discontinuing the use of the equity method, have investments in such associates been accounted for in accordance with AS 13 with the carrying value of the investment at that date being regarded as cost thereafter?


	
	

	12
	7 Has the goodwill/capital reserve arising on the acquisition of an associate by an investor been included in the carrying amount of investment in the associate with a separate disclosure e.g. in parenthesis.

(The difference between the cost of acquisition and the investor’s share of the equity on the date on which the investee becomes an associate, results in goodwill or capital reserve)


	
	

	Para
	Checklist
	Y/N/NA
	W.P. reference

	13
	8 In using equity method, have the unrealised profits resulting from transactions between the investor (or its consolidated subsidiaries) and the associate been eliminated to the extent of the parent’s interest in the associate?  

Have any unrealised losses been similarly excluded except to the extent the cost of the transferred asset cannot be recovered?


	
	

	14,15
	9 Have the financial statements used in applying the equity method been drawn up to the same reporting date?

If it is not practicable to draw up the financial statements of one or more associates to such date, have adjustments been made for the effects of significant transactions or other events that occur between the reporting dates of associates and the date of the consolidated financial statements?


	
	

	16,25
	10 Are the accounting policies followed by the associate in preparing its financial statements and those adopted for consolidated financial statements uniform?

If not, have appropriate adjustments been made to the associate’s financial statements (in applying the equity method) to achieve uniformity of accounting policies for like transactions and other events in similar circumstances?

If it is not practicable to make such adjustments, has the fact been disclosed along with a brief description of the differences in the accounting policies?
	
	

	17
	11 If an associate has outstanding cumulative preference shares held outside the group, has the investor computed its share of profits or losses after adjusting for the preference dividends whether or not such dividends have been declared?


	
	


	Para
	Checklist
	Y/N/NA
	W.P. reference

	18
	12 If, the investor’s share of losses of an associate equals or exceeds the carrying amount of the investment, has the investor ordinarily discontinued recognising its share of further losses (except in circumstances dealt with below) and has the investment been reported at nil value?

Have additional losses been provided for to the extent that the investor has incurred obligations or made payments on behalf of the associate to satisfy obligations of the associate that the investor has guaranteed or to which the investor is otherwise committed?

If the associate has subsequently reported profits, has the investor resumed including its share of those profits only after its share of the profits equals the share of net losses that have not been recognized?
	
	

	
	
	
	

	19
	13 Where an associate presents consolidated financial statements, are those results and net assets taken into account as are reported in that associate’s consolidated financial statements?


	
	

	20
	14 Has the carrying amount of investment in an associate been reduced to recognise a decline, other than temporary, in the value of the investment, such reduction being determined and made for each investment individually?

(It may be noted that in the consolidated financial statement,  the investment would be at cost of investment as adjusted by investor’s share of post acquisition changes in associate’s net worth. .Thus it would  include the element of goodwill. If later events indicate a decline, other than temporary, it should be recognised).
	
	

	Para
	Checklist
	Y/N/NA
	W.P. reference

	21
	15 In accordance with Accounting Standard 4, has the investor disclosed in the consolidated financial statements:

(a) its share of the contingencies and capital commitments of an associate for which it is also contingently liable; and 

(b) those contingencies that arise because the investor is severally liable for the liabilities of the associate?
	
	

	
	
	
	

	23
	16 Have the investments in associates, accounted for using the equity method, been classified as long-term investments and disclosed separately in the consolidated balance sheet?

Has the investor’s share of the profits or losses of such investments been disclosed separately in the consolidated statement of profit and loss?

Have the investor’s share of any extraordinary or prior period items also been separately disclosed?


	
	

	22,24
	17 Do the consolidated financial statements also disclose, where applicable:

(d) an appropriate listing and description of associates including the proportion of ownership interest and, if different, the proportion of voting power held; and

(e) the name(s) of the associate(s) of which reporting date(s) is/are different from that of the consolidated financial statements and the differences in reporting dates?


	
	


	Para
	Checklist
	Y/N/NA
	W.P. reference

	26
	18 On the first occasion when investment in an associate is accounted for in consolidated financial statements in accordance with this Statement, has the carrying amount of investment in the associate been brought to the amount that would have resulted, had the equity method of accounting been followed as per AS 23, since the acquisition of the associate?

Has the corresponding adjustment in this regard been made in the retained earnings in the consolidated financial statements?
	
	

	
	
	
	


� 	In case, by applying these definitions, it is concluded that there is neither more than one business segment nor more than one geographical segment, segment information as per AS 17 is not required to be disclosed(GC-11/2002)


2 As per the Council of ICAI (‘The Chartered Accountant’, April 2002, p, 1242), in the first year of application of AS 17, corresponding previous year figures in respect of segment reporting need not be disclosed.





1 	This term is confined to mean enterprises which are ‘subsidiaries’ as defined in AS 21, Consolidated Financial Statements (GC-9/2002)





2 The Chartered Accountant’ – ICAI Journal, April 2002, p. 1242.


3 Also refer to GC – 2/2002. The clarification illustrates the application of paragraphs 23 and 26 of AS 18.


1 	In case an enterprise is controlled by two enterprises; one controls by virtue of ownership of majority of the voting power of that enterprise and the other controls, by virtue of an agreement or otherwise, the composition of the board of directors so as to obtain economic benefits from its activities then the enterprise will be considered as subsidiary of both the controlling enterprises and, therefore, both the enterprises should consolidate the financial statements of that enterprise as per the requirements of AS 21 (GC-16/ 2002).


2 	Where an enterprise owns majority of voting power by virtue of ownership of the shares and all the shares held as ‘stock-in-trade’ are acquired and held exclusively with a view to their subsequent disposal in the near future, the control would be considered to be temporary within the meaning of paragraph 11(a)(GC -17/2002).


3 	The tax expense is the aggregate of the amounts of tax expenses appearing in the separate financial statements of the parent and its subsidiaries (GC -18/2002).





1

