
 

55 

Annexure I 
SL.No Name of 

Services  
 TRAI ‘s Recommendation on definition of AGR   Definition of AGR as mentioned in the various 

License agreements/guidelines of various 
telecom services issued by Department of 
Telecommunication (DoT) from time to time. 
 

1. Radio Paging 
Service 

The network revenue for the purpose of license 
fee shall be the gross revenue derived from the 
licensed activities, which will include revenue 
on account of Value-added Services and 
supplementary services.  It will not include 
proceeds of any service tax collected by the 
service provider, and passed on the to the 
Government.  It will also not include revenue on 
account of sale of handsets.  In case, however, 
the service provider subsidises the sale of 
handsets by giving rebate on the rental tariff, 
the revenue thus foregone’ will be added to the 
gross revenue.  Revenue ‘foregone’will be the 
difference between the purchase price by the 
radio paging service provider and the sale price 
to the subscriber.  Purchase prices will be 
inclusive of the sales tax, if any. 

Adjusted Gross Revenue shall mean the Gross 
Revenue as reduced by Service tax for the 
provision of service and sales tax actually paid 
to the Government. 
  
The Gross Revenue shall include all revenues 
accruing to the LICENSEE on account of goods 
supplied, services provided, leasing of 
infrastructure, use of its resources by others, 
application fee, installation charges, call 
charges, late fees, sale proceeds of instruments 
(or any terminal equipment including 
accessories), hand sets, income from Value 
added services, any lease or rent charges for 
hiring of infrastructure etc. and any other 
miscellaneous items including interest, 
dividend etc. without any set off of related 
items of expenses etc. 
 

2. GMPCS Adjusted Gross Revenue for the purpose of 
levying license fee as a percentage of  
Revenue Share shall mean the “Gross Revenue” 
accruing to the Licensee by way of operations of 
the GMPCS service mandated under the license 
(inclusive of revenue on account of value-added 
services, supplementary services and/or leasing 
of infrastructure) as reduced by the following 
items : 

The Gross Revenue shall be inclusive of 
installation charges, late fees, sale proceeds of 
handsets (or any other terminal equipment 
etc.), revenue on account of interest, dividend, 
value added services, supplementary services, 
access or interconnection charges, roaming 
charges, revenue from permissible sharing of 
infrastructure and any other miscellaneous 
revenue, without any set-off for related item of 
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i) Interconnection/Access charges payable to 

other Service Providers within India to 
whose Networks the GMPCS-Network of 
the Licensee is interconnected for carriage 
of calls; 

 
ii) Roaming revenues collected on behalf of 

other Cellular Mobile Telephone Service 
(CMTS) providers and passed on to them; 

 
iii) Payment to VSNL for  bypass; 
 
iv) Revenues through sale of user terminals.  

In case the service provider subsidizes the 
sale of user terminal by giving rebate on 
the airtime/rental tariff, the revenue thus 
“foregone” will be added to arrive at the 
Adjusted Gross Revenue.  Revenue 
“foregone” will be the difference between 
the purchase price of the user terminal by 
the GMPCS service provider and its sale 
price to the subscriber.  Purchase price 
will be inclusive of taxes/duties, if any; 

 
v) Taxes such as service tax, sales tax etc. 

(levied on the provision of service); 
 
vi) Actual payments made by the Licensee 

towards access deficit/universal service 
fund or any other levy as may be 
prescribed for meeting the universal 
service obligation;  

 

expense, etc.  
For the purpose of arriving at the “Adjusted 
Gross Revenue” the following will be excluded 
from the Gross Revenue to arrive at the 
adjusted gross revenue:  
(i) PSTN related Call charges (access 

charges) actually paid to Bharat 
Sanchar Nigam Ltd. (BSNL) / 
Mahanagar Telephone Nigam Ltd. 
(MTNL) or other telecom service 
providers within India. 

  
(ii) Roaming revenues actually passed on to 

other telecom service providers, and  
 
 

(iii)   Service Tax on provision of service  
 and Sales Tax actually paid to the 
 Government; if gross revenue had 
 included the component of Service 
 Tax. 
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vii)  Amounts received as Security Deposits 
from the consumers/subscribers for the 
provision of GMPCS Service. 

 
 

3. Cellular Mobile 
Service 

“Adjusted Gross Revenue” for the purpose of 
levying license fee as a percentage of Revenue 
Share shall mean the “Gross Revenue” 
accruing to the Licensee by way of operations of 
the Cellular Mobile Service mandated under the 
license (inclusive of revenue on account of 
value-added services, supplementary services, 
and sale of handsets) plus revenue accruing 
through resellers, franchises etc., plus any 
revenue foregone through subsidies on 
handsets or any other rebates, as reduced by 
the following items: 

i) Interconnection/ Access charges 
payable to other Service Providers 
for carriage of calls 

 
ii) Roaming revenues collected on 

behalf of other Cellular Mobile 
Service Providers and passed on or 
liable to be passed on to them; 

 
iii) Service tax paid or payable; 
 
iv) Sale of hand sets. 

It is recommended that the above 
definition be used for applying revenue 
share percentage to all category of 
service areas licensed under the CMS 
license. 

Gross Revenue: 
The Gross Revenue shall be inclusive of 
installation charges, late fees, sale proceeds of 
handsets (or any other terminal equipment 
etc.), revenue on account of interest, dividend, 
value added services, supplementary services, 
access or interconnection charges, roaming 
charges, revenue from permissible sharing of 
infrastructure and any other miscellaneous 
revenue, without any set-off for related item of 
expense, etc.  
For the purpose of arriving at the “Adjusted 
Gross Revenue” the following will be excluded 
from the Gross Revenue to arrive at the 
adjusted gross revenue: 

(i) PSTN related Call charges (access 
charges) actually paid to Bharat Sanchar 
Nigam Ltd. (BSNL) / Mahanagar Telephone 
Nigam Ltd. (MTNL) or other telecom service 
providers within India. 
(ii) Roaming revenues actually passed on to 
other telecom service providers, and  

 
(iii)   Service Tax on provision of service and 
Sales Tax actually paid to the Government; if 
gross revenue had included the component of 
Service Tax. 
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4. Basic Services “Adjusted Gross Revenue” for the purpose of 

levying licence fee as a percentage of Revenue 
Share shall mean the “Gross Revenue” accruing 
to the Liciencee by way of operations of the 
Basic Service mandated under the licience 
(inclusive of Revenue on  account of Value-
added services, supplementary services and the 
sale of handsets)plus Revenue accruing through 
resellers (if any), franchisees including CSPs 
etc. plus any revenue foregone through 
subsidies on handsets or any other rebates, as 
reduced by the following items : 

 
i) Interconnection/Access 

charges payable to other 
Service Providers    for 
carriage of calls. 

ii) Roaming revenues collected 
on behalf of Cellular Mobile 
Service Providers (if 
applicable) and passed on 
or liable to be passed on to 
them; 

iii) Service tax paid or payable; 
iv) Proceeds from sale of 

handsets. 
 

“ADJUSTED GROSS REVENUE” for the 
purpose of levying LICENCE Fee as a 
percentage of revenue shall mean the Gross 
Revenue as reduced by :  

i) PSTN related call charges (access 
charges) actually paid to other telecom service 
providers for carriage of calls; 
ii) Service tax for provision of service and 
sales tax actually paid to the Government, if 
gross revenue had included the component of 
service tax. 
 
“GROSS REVENUE” 
The Gross Revenue shall include all revenues 
accruing to the LICENSEE on account of goods 
supplied, services provided, leasing of 
infrastructure, use of its resources by others, 
application Fee, installation charges, call 
charges, late Fees, sale proceeds of 
instruments (or any terminal equipment 
including accessories), hand sets, band width, 
income from Value Added Services, 
supplementary services, access or 
interconnection charges, roaming charges, any 
lease or rent charges for hiring of 
infrastructure etc. and any other miscellaneous 
items including interest, dividend etc. without 
any set off  of related items of expense, etc. 
 
 

5. National 
Long 
Distance  

“Revenue” for the purpose of levying license fee 
as percentage of revenue sharing shall mean 
the Gross Revenue accruing to the licensee by 

‘REVENUE” for the purpose of levying license 
fee as a percentage of revenue shall mean the 
Gross total  Revenue income accruing to the 
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 way of operations of providing NLD service 
mandated under the license (including the 
revenue on account of supplementary/ value 
added services and leasing of infrastructure), as 
reduced by the Charges payable to other service 
providers to whose networks the NLD network 
is interconnected for carriage of calls. On this 
principle, there would be no double counting of 
telecommunication service related turnover for 
the purpose of license fee under Revenue 
Sharing arrangement in the hand of different 
service providers.  

 
 -  In case Category II infrastructure 
providers, as mentioned in para 17 above, the 
revenue for license fee purposes would be that 
derived from bandwidth leased Charges  
 - Taxed paid on provision of service 
and contributions towards Universal Access 
levy or any other Charge for meeting Universal 
service Obligation shall also be excluded.     
  

licensee by way of  providing NLD service  
under the license including the revenue on 
account of supplementary/value added 
services and leasing of infrastructure, interest, 
dividend etc. as reduced by the  component 
part of a pass-through nature   payable to 
other service providers to whose networks the  
Licensee’s NLD network is interconnected,  for 
carriage of calls.  It is clarified that any lease or 
rent charges for hiring of infrastructure shall 
not be so deducted.   Service tax and sales tax 
collected and passed on to the Government(s) 
from customers of the licensee shall not form a 
part of the Revenue. 
 

6. International 
Long Distance  

 

The ILDOs should pay an annual license fee 
(including the USO levy) of 15% of Gross 
Revenue less pass through revenue  
 

 

“ADJUSTED GROSS REVENUE” for the 
purpose of levying LICENCE Fee as a 
percentage of revenue shall mean the Gross 
Revenue as reduced by :  
Call charges (access charges) actually paid to 
other telecom service providers for carriage of 
calls; 
Service tax for provision of service and sales 
tax actually paid to the Government, if gross 
revenue had included the component of service 
tax. 
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“GROSS REVENUE” 
The Gross Revenue shall include all revenues 
accruing to the LICENSEE on account of goods 
supplied, services provided, leasing of 
infrastructure, use of its resources by others, 
application Fee, installation charges, call 
charges, late Fees, sale proceeds of 
instruments (or any terminal equipment 
including accessories), hand sets, band width, 
income from Value Added Services, 
supplementary services, access or 
interconnection charges,  any lease or rent 
charges for hiring of infrastructure etc. and 
any other miscellaneous items including 
interest, dividend etc. without any set off  of 
related items of expense, etc. 
 

7. UASL No Recommendation  “GROSS REVENUE” : The Gross Revenue 
shall be inclusive of installation charges, late 
fees, sale proceeds of handsets (or any other 
terminal equipment etc.), revenue on account 
of interest, dividend, value added services, 
supplementary services, access or 
interconnection charges, roaming charges, 
revenue from permissible sharing of 
infrastructure and any other miscellaneous 
revenue, without any set-off for related item of 
expense, etc.    

 
For the purpose of arriving at the “Adjusted 
Gross Revenue (AGR)” the following shall be 
excluded from the Gross Revenue to arrive at 
the AGR: 
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I. PSTN related call charges (Access 
Charges) actually paid to other 
eligible/entitled 
telecommunication service 
providers within India; 

II. Roaming revenues actually 
passed on to other 
eligible/entitled 
telecommunication service 
providers and; 

III. Service Tax on provision of service 
and Sales Tax actually paid to the 
Government if gross revenue had 
included as component of Sales 
Tax and Service Tax 

 
8. Unified 

Licensing 
AGR shall include only the revenue accrued out 
of telecom services and shall not include sale of 
capital goods, sale of handsets, dividend and 
interest earned on various deposits. To ensure 
that bundling of handsets with tariff schemes is 
not misused, the existing provision of tariff 
schemes with bundling to be made available to 
subscribers even without bundling shall 
continue.” 
 

Under Consideration 
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Annexure II 
 
Annual license fee 
 
The present level of license fee payable (including USO) by existing 
Service Providers is tabulated below:  
 
Type of License Annual License Fee  

(% of Adjusted Gross 
Revenue ) 

Cellular Mobile Telephone Services (CMTS) 
Basic services  
Unified Access services  

A Circle /Metro=10% 
B Circle            =8% 
C Circle          =6%/ 5%  

National Long Distance  6% 
International Long Distance 6% 
VSAT 6% 
Infrastructure Providers Category  II 6% 
Radio Paging Services 5% 
Public Mobile Radio Trunk services 5% 
Internet service  0% 
Internet service (with Internet Telephony) 6% 
 
Source: Department of Telecommunication (DoT) 
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Annexure III  
 
List of Schedule of Presentations of Service providers/Associations 
before Authority and meeting with officers of TRAI 
Sl.No. Date of Hearing Time Name of service providers  

10.30A.M. AUSPI 
Tata Teleservices (Maharashtra) 
Ltd. 
Shyam Telelink Ltd 
Tata Teleservices Ltd  
HFCL Infotel Ltd 

1. 7th August 
2006 

3.00 P.M. 
4.00 P.M. 
4.30 P.M. 

Bharti Broadband Ltd (VSAT) 
VSNL 
ISPAI 

2. 8th  August 
2006 

3.00 P.M. 
4.00 P.M. 
4.30 P.M 

Arvind Mills Ltd and PMRTS 
Association 
MTNL 
BSNL 

3.00 P.M 
 
 
 
 
 
 
 

COAI 
Aircel Ltd  
Aircel cellular Ltd  
Bharti Cellular Ltd  
Hutchison Telecom East Ltd  
IDEA Cellular Ltd  

3. 9th  August 
2006 

4.30 P.M. IP-II Association  
Rail Tel, Gail Tel and Power Grid.  

4. 10th August 
2006 

3.00P.M. Department of Telecommunication 
(DoT) 

11.30 A.M Tata Teleservices Ltd  5. 24th August 
2006 12.00 A.M Hutchision Essar Mobile Service 

Ltd 
6. 25th August 

2006 
11.00 A.M Reliance Infocomm Ltd. 
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ACCOUNTINGSTANDARD
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APPENDIX

(This Accounting Standard includes paragraphs 10-14 set in bold italic type and paragraphs 1-9 set in plain
type, which have equal authority. Paragraphs in. bold italic type indicate the main principles. This Accounting

Standard should be read in the context of the Preface to the Statements of Accounting Standards 1.)
The following is the text of the Accounting Standard (AS) 9 issued by the Institute of Chartered Accountants of
India on 'Revenue Recognition'. 2

In the initial years, this accounting standard will be recommendatory in character. During this period, this
standard is recommended for use by companies listed on a recognised stock exchange and other large
commercial,industrialand businessenterprisesin the publicand private sectors. 3

Introduction

1. This Statement deals with the bases for recognition of revenue in the statement of profit and loss of an
enterprise. The Statement is concerned with the recognition of revenue arising in the course of the ordinary
activities of the enterprise from

. the sale of goods, 4

. the rendering of services, and

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

1 Attention is specifically drawn to paragraph 4.3 of the Preface, according to which Accounting Standards are intended to
apply only to items which are material.

2 It is reiterated that this Accounting Standard (as is the case of other accounting standards) assumes that the three
fundamental accounting assumptions i.e., going concern, consistency and accrual have been followed in the preparation and
presentation of financial statements.

3 It may be noted that this Accounting Standard is now mandatory. Reference may be made to the section titled
'Announcements of the Council regarding status of various documents issued by the Institute of Chartered Accountants of
India' appearing at the beginning of this Compendium for a detailed discussion on the implications of the mandatory status
of an accounting standard.

4 See also Accounting Standards Interpretation (ASI) 14, which is published elsewhere in this Compendium.

2. This Statement does not deal with the following aspects of revenue recognition to which special
considerations apply:

http://www.icai.org/icairoot/resources/as9 .html 0Lt 9/12/2006



ICAI-Accounting Standards Page 2 of6

i. Revenue arising from construction contracts; 5

ii. Revenue arising from hire-purchase, lease agreements;

iii. Revenue arising from government grants and other similar subsidies;

iv. Revenue of insurance companies arising from insurance contracts.

3. Examples of items not included within the definition of "revenue" for the purpose of this Statement are:

i. Realised gains resulting from the disposal of, and unrealised gains resulting from the holding of, non-
current assets e.g. appreciation in the value of fixed assets;

Ii. Unrealised holding gains resulting from the change in value of current assets, and the natural
increases in herds and agricultural and forest products;

iii. Realised or unrealised gains resulting from changes in foreign exchange rates and adjustments arising
on the translation of foreign currency financial statements;

iv. Realised gains resulting from the discharge of an obligation at less than its carrying amount;

v. Unrealised gains resulting from the restatement of the carrying amount of an obligation.

S Refer to AS 7 on 'Accounting for Construction Contracts'. AS 7 (issued 1983) has been revised in 2002 and titled as
'Construction Contracts'. The pre-revised as well as the revised AS 7 are published elsewhere in this Compendium.

Explanation

5. Revenue recognition is mainly concerned with the timing of recognition of revenue in the statement of profit
and loss of an enterprise. The amount of revenue arising on a transaction is usually determined by
agreement between the parties involved in the transaction. When uncertainties exist regarding the
determination of the amount, or its associated costs, these uncertainties may influence the timing of
revenue recognition.

Definitions

4. The following terms are used in this Statement with the meanings specified:

4.1 Revenue is the gross inflow of cash, receivables or other consideration arising in the course of the ordinary
activities of an enterprise from the sale of goods, from the rendering of services, and from the use by others
of enterprise resources yielding interest, royalties and dividends. Revenue is measured by the charges made
to customers or clients for goods supplied and services rendered to them and by the charges and rewards
arising from the use of resources by them. In an agency relationship, the revenue is the amount of
commission and not the gross inflow of cash, receivables or other consideration.

4.2 Completed service contract method is a method of accounting which recognises revenue in the statement of
profit and loss only when the rendering of services under a contract is completed or substantially completed. .

4.3 Proportionate completion method is a method of accounting which recognises revenue in the statement of
profit and loss proportionately with the degree of completion of services under a contract.

6. Sale of Goods

6.1 A key criterion for determining when to recognise revenue from a transaction involving the sale of goods is
that the seller has transferred the property in the goods to the buyer for a consideration. The transfer of
property in goods, in most cases, results in or coincides with the transfer of significant risks and rewards of
ownership to the buyer. However, there may be situations where transfer of property in goods does not
coincide with the transfer of significant risks and rewards of ownership. Revenue in such situations is
recognised at the time of transfer of significant risks and rewards of ownership to the buyer. Such cases may
arise where delivery has been delayed through the fault of either the buyer or the seller and the goods are
at the risk of the party at fault as regards any loss which might not have occurred but for such fault.
Further, sometimes the parties may agree that the risk will pass at a time different from the time when
ownership passes.

6.2 At certain stages in specific industries, such as when agricultural crops have been harvested or mineral ores
have been extracted, performance may be substantially complete prior to the execution of the transaction
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generating revenue. In such cases when sale is assured under a forward contract or a government
guarantee or where market exists and there is a negligible risk of failure to sell, the goods involved are often
valued at net realisable value. Such amounts, while not revenue as defined in this Statement, are
sometimes recognised in the statement of profit and loss and appropriately described.

7. Rendering of Services
7.1 Revenue from service transactions is usually recognised as the service is performed, either by the

proportionate completion method or by the completed service contract method.

i. Proportionate completion method -Performance consists of the execution of more than one act.
Revenue is recognised proportionately by reference to the performance of each act. The revenue
recognised under this method would be determined on the basis of contract value, associated costs,
number of acts or other suitable basis. For practical purposes, when services are provided by an
indeterminate number of acts over a specific period of time, revenue is recognised on a straight line
basis over the specific period unless there is evidence that some other method better represents the
pattern of performance.

ii. Completed service contract method-Performance consists of the execution of a single act.
Alternatively, services are performed in more than a single act, and the services yet to be performed
are so significant in relation to the transaction taken as a whole that performance cannot be deemed
to have been completed until the execution of those acts. The completed service contract method is
relevant to these patterns of performance and accordingly revenue is recognised when the sole or
final act takes place and the service becomes chargeable.

8. The Use by Others of Enterprise Resources Yielding Interest, Royalties and Dividends

8.1 The use by others of such enterprise resources gives rise to:

I. interest-charges for the use of cash resources or amounts due to the enterprise;

il. royalties-charges for the use of such assets as know-how, patents, trade marks and copyrights;

iii. dividends-rewardsfromthe holdingof investments in shares.
8.2 Interest accrues, in most circumstances, on the time basis determined by the amount outstanding and the

rate applicable.Usually,discount or premiumon debt securities held is treated as though it were accruing
over the period to maturity.

8.3 Royalties accrue in accordance with the terms of the relevant agreement and are usually recognised on that
basis unless,havingregard to the substance of the transactions, it is more appropriate to recogniserevenue
on some other systematic and rational basis.

8.4 Dividendsfrom investments in shares are not recognisedin the statement of profit and loss until a right to
receive payment is established.

8.5 When interest, royalties and dividends from foreign countries require exchange permission and uncertainty
in remittance is anticipated, revenue recognition may need to be postponed.

9. Effect of Uncertainties on Revenue Recognition
9.1 Recognition of revenue requires that revenue is measurable and that at the time of sale or the rendering of

the service it would not be unreasonable to expect ultimate collection.
9.2 Where the ability to assess the ultimate collection with reasonable certainty is lacking at the time of raising

any claim, e.g., for escalation of price, export incentives, interest etc., revenue recognition is postponed to
the extent of uncertainty involved. In such cases, it may be appropriate to recognise revenue only when it is
reasonably certain that the ultimate collection will be made. Where there is no uncertainty as to ultimate
collection,revenue is recognisedat the time of sale or renderingof service even though payments are made
by instalments.

9.3 When the uncertainty relating to collectability arises subsequent to the time of sale or the rendering of the
service, it is more appropriate to make a separate provision to reflect the uncertainty rather than to adjust
the amount of revenue originally recorded.

9.4 Anessentialcriterionfor the recognitionof revenue is that the considerationreceivablefor the sale of goods,
the rendering of services or from the use by others of enterprise resources is reasonably determinable.
When such consideration is not determinable within reasonable limits, the recognition of revenue is
postponed.
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9.5 When recognition of revenue is postponed due to the effect of uncertainties, it is considered as revenue of
the period in which it is properly recognised.

Accounting Standard

10. Revenue from sales or service transactions should be recognised when the requirements as to
performance set out in paragraphs 11 and 12 are satisfied, provided that at the time of
performance it is not unreasonable to expect ultimate collection. If at the time of raising of any
claim it is unreasonable to expect ultimate collection, revenue recognition should be postponed.

11. In a transaction involving the sale of goods, performance should be regarded as being achieved
when the following conditions have been fulfilled:

i. the seller of goods has transferred to the buyer the property in the goods 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 transferred to a degree usually associated
with ownership; and

ii. no significant uncertainty exists regarding the amount of the consideration that will be
derived from the sale of the goods.

12. In a transaction involving the rendering of services, performance should be measured either
under the completed service contract method or under the proportionate completion method,
whichever relates the revenue to the work accomplished. Such performance should be regarded
as being achieved when no significant uncertainty exists regarding the amount of the
consideration that will be derived from rendering the service.

13. Revenue arising from the use by others of enterprise resources yielding interest, royalties and
dividends should only be recognised when no significant uncertainty as to measurability or
collectability exists. These revenues are recognised on the following bases:

i. Interest: on a time proportion basis taking into account the amount outstanding and the
rate applicable.

ii. Royalties: on an accrual basis in accordance with the terms of the relevant agreement.

iii. Dividends from investments in shares: when the owner's right to receive payment is
established.

Disclosure

14. In addition to the disclosures required by Accounting Standard 1 on 'Disclosure of Accounting
Policies' (AS 1), an enterprise should also disclose the circumstances in which revenue
recognition has been postponed pending the resolution of significant uncertainties.

APPENDIX

This appendix is illustrative only and does not form part of the accounting standard set forth in this Statement.
The purpose of the appendix is to illustrate the application of the Standard to a number of commercial situations
in an endeavour to assist in clarifying application of the Standard.

A. Sale of Goods

1. Delivery is delayed at buyer's request and buyer takes title and accepts billing

Revenue should be recognised notwithstanding that physical delivery has not been completed so long as there
is every expectation that delivery will be made. However, the item must be on hand, identified and ready for
delivery to the buyer at the time the sale is recognised rather than there being simply an intention to acquire
or manufacture the goods in time for delivery.

2. Delivered subject to conditions

a. Installation and inspection i.e. goods are sold subject to installation, inspection etc.

Revenue should normally not be recognised until the customer accepts delivery and installation and
inspection are complete. In some cases, however, the installation process may be so simple in nature
that it may be appropriate to recognise the sale notwithstanding that installation is not yet completed
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(e.g. installation of a factory-tested television receiver normally only requires unpacking and
connecting of power and antennae).

b. on approval

Revenue should not be recognised until the goods have been formally accepted by the buyer or the
buyer has done an act adopting the transaction or the time period for rejection has elapsed or where
no time has been fixed, a reasonable time has elapsed.

c. guaranteed sales i.e. delivery is made giving the buyer an unlimited right of return

Recognition of revenue in such circumstances will depend on the substance of the agreement. In the
case of retail sales offering a guarantee of "money back if not completely satisfied" it may be
appropriate to recognise the sale but to make a suitable provision for returns based on previous
experience. In other cases, the substance of the agreement may amount to a sale on consignment, in
which case it should be treated as indicated below.

d. consignment sales i.e. a delivery is made whereby the recipient undertakes to sell the goods on behalf
of the consignor

Revenue should not be recognised until the goods are sold to a third party.

e. cash on delivery sales

Revenue should not be recognised until cash is received by the seller or his agent.
3. Sales where the purchaser makes a series of instalment payments to the seller, and the seller delivers the

goods only when the final payment is received

Revenue from such sales should not be recognised until goods are delivered. However, when experience
indicates that most such sales have been consummated, revenue may be recognised when a significant
deposit is received.

4. Special order and shipments i.e. where payment (or partial payment) is received for goods not presently held
in stock e.g. the stock is still to be manufactured or is to be delivered directly to the customer from a third
party

Revenue from such sales should not be recognised until goods are manufactured, identified and ready for
delivery to the buyer by the third party.

5. Sale/repurchase agreements i.e. where seller concurrently agrees to repurchase the same goods at a later
date

For such transactions that are in substance a financing agreement, the resulting cash inflow is not revenue as
defined and should not be recognised as revenue.

6. Sales to intermediate parties i.e. where goods are sold to distributors, dealers or others for resale

Revenue from such sales can generally be recognised if significant risks of ownership have passed; however
in some situations the buyer may in substance be an agent and in such cases the sale should be treated as a
consignment sale.

7. Subscriptions for publications

Revenue received or billed should be deferred and recognised either on a straight line basis over time or,
where the items delivered vary in value from period to period, revenue should be based on the sales value of
the item delivered in relation to the total sales value of all items covered by the subscription.

8. Instalment sales

When the consideration is receivable in instalments, revenue attributable to the sales price exclusive of
interest should be recognised at the date of sale. The interest element should be recognised as revenue,
proportionately to the unpaid balance due to the seller.

9. Trade discounts and volume rebates

Trade discounts and volume rebates received are not encompassed within the definition of revenue, since
they represent a reduction of cost. Trade discounts and volume rebates given should be deducted in
determining revenue.

6?f
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B. Rendering of Services
1. Installation Fees

In cases where installation fees are other than incidental to the sale of a product, they should be recognised
as revenue only when the equipment is installed and accepted by the customer.

2. Advertising and insurance agency commissions

Revenue should be recognised when the service is completed. For advertising agencies, media commissions
will normally be recognised when the related advertisement or commercial appears before the public and the
necessary intimation is received by the agency, as opposed to production commission, which will be
recognised when the project is completed. Insurance agency commissions should be recognised on the
effective commencement or renewal dates of the related policies.

3. Financialservice commissions

A financial service may be rendered as a single act or may be provided over a period of time. Similarly,
charges for such services may be made as a single amount or in stages over the period of the service or the
life of the transaction to which it relates. Such charges may be settled in full when made or added to a loan or
other account and settled in stages. The recognition of such revenue should therefore have regard to:

a. whether the service has been provided "once and for all" or is on a "continuing" basis;

b. the incidence of the costs relating to the service;

c. when the payment for the service will be received. In general, commissions charged for arranging or
granting loan or other facilities should be recognised when a binding obligation has been entered into.
Commitment, facility or loan management fees which relate to continuing obligations or services
should normally be recognised over the life of the loan or facility having regard to the amount of the
obligation outstanding, the nature of the services provided and the timing of the costs relating thereto.

4. Admission fees

Revenue from artistic performances, banquets and other special events should be recognised when the event
takes place. When a subscription to a number of events is sold, the fee should be allocated to each event on a
systematic and rational basis.

5. Tuition fees

Revenue should be recognised over the period of instruction.
6. Entrance and membership fees

Revenue recognition from these sources will depend on the nature of the services being provided. Entrance
fee received is generally capitalised. If the membership fee permits only membership and all other services or
products are paid for separately, or if there is a separate annual subscription, the fee should be recognlsed
when received. If the membership fee entitles the member to services or publications to be provided during
the year, it should be recognised on a systematic and rational basis having regard to the timing and nature of
all services provided.

b9
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[Extract from the Gazette of India dated 8th November 2003]
MINISTRY OF COMMUNICATIONSANDINFORMATION TECHNOLOGY

(DEPARTMENTOF TELECOMMUNICATIONS)

I I
I i

~
!

New Delhi, the 21st October 2003
..

No. 7..4/2001-Tariff-

. In punuance of sUb-rule(1) of rule 3 of the TelecomRegulatory
Authority of India, Service Providen (Maintenance of Books of Accounts and
other Documents).Rules 2002, the Central Government hereby specifiesthat the
books of accounts required to be kept and maintained by every service provider
under the above referred rules, shall be maintained in the foUowingmanner,
namely:-

(i) Books of Accounts to reRect the itemised original and current cost
service-wiseof fixed assets:-

(a) The Fixed asset records should inter-alia indicate the cost of
acquisition of assets, date of acquisition, rate of depreciation and
location of asset. The register should enable to identify and/or
allocate gross fixed assets, accumulated depreciation and net
fixed assets to various cost centres and profit centres. In case an
item is used for mon than one cost centre or profit centre, the
same should be identified in the fixed asset register. The cost of
up-grada~on or subsequent addition/deletion to existing
equipment should be linked with the original cost. The details of
date of addition/deletion, na~re of addition/deletion etc should
be recorded in'the register. In case-assetspertaining to more than
one cost centre are purchased/constructed together, the service
provider should break the cost at the time of capitalisation to the
respective tost centres. For example optic fibre should be
mapped to network element for which it is used such as
transmission length from Short distance charging centre (SDCC)
to Sbort di~tance charging cent~(SDCC), Short distance
charging centre (SDCC) to Long distance cbarging centre
(LDCC), Access etc. The indicative list of network elements
under various services is at Annexure I. The list has been
prepared assuming certain network design and therefore may not
be fully'relevant for aUoperators. Keeping in view the principles
followed, each service provider sball workout the network
elements relevant to its architecture.

(b) The basis on wbich depreciation is calculated and allocated or

;t
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29

apportioned to various cost centres should be clearly indicated in the
fixed asset register.

(c)The fixed asset register should be maintained in a manner so as to
enable the service provider to generate information indicated in

Proforma "A" of Annexure IV. The fixed asset register along with
ledger should provide underlying records for generation of the Capital
Employed for every service mentioned in Annexure II and its
allocation to various network elements mentioned against these
services in Annexure I. The capital employed for a service in each of
the licensed area shall be allocated and apportioned to network
elements on a reasonable and equitable basis and applied consistently.
The basis of allocation and apportionment should be dearly indicated
in fIXedasset register and ledger. The proformae Band C are to
determine capital employed for a service in a licensed area and its
allocation to various network el~me~ts,respectively.

(d) The service provider shall also maintain information in fixed allset
register relating to number of urban and rural exchanges and its
location, details of tandem switches, Route kilometres of Copper
Cable, Optical Fibre Cable, Microwave System, number of .Mobile
switching centres, Basic station controllers and Base trans-receiver
station etc., separately for every licensed area.

(ii) Books of accounts and other documents to reflect service-wiseitemised
operational expenses:-

(a) The books of accounts and other documents for servicewise
oper:ational expenses should be maintained in such a manner that
itemised operational expenses can be ~ompiled under various cost
centres and profit centres. These books of accounts along with
network element wise cost, including return on capital employed on
network elements, should provide inputs to workout total cost and
cost per unit of each of network elements for a service.,The illustrative
statementofNetworkElementCostis at FormD of AnnexureIV. .

.,

(b) The books shall also provide inputs for preparation of profit and
loss statements for each of the services and its products/Network
Services mentioned in Annexure ll, separately for every licensedarea.

( c) The records of all items of operational expenses, which are not
relevant for telecoin services, should be maintained so as to reflect it
separately.

Register showing particulars, service wise, of subscribers - Proper
records should be maintained for every category of subscribers so that
information relating to number of post paid and pre-paid subscribers,
rural and urban subscribers, subscribers with (Subscribers Trunk'
Dialling)(STD)/ International Subscribers Dialling (ISD) facility,
Roaminl subscribers, STD, Public call offices, Local Public call

~-G-I Min PI' C I & '1'/200.\
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offices, Village Public Telephones, integrated service digita
leased lines etc is ~wailable. The information should prQvid
determine category wis~ subscribers average. revenue, II
usage, bandwidth etc. The service provider should be able it
appropriate cost drivers t6 allocate the networ~ element wi
various products/network services in manner indicated in F,
Annexure IV.

(iv) Books of accounts to reflect service-wiserevenue: The recordl
be maintained in such a manner that service provider is
prepare profit and loss for each of the services and its pi
network services mentioned in Annexure U, separately for
licensed area. The records of all items of revenue should be COl.
under various profit centres. The illustrative proformae for prof
loss stateme!lts for pl'oduds and services are at Form F and
Annexure IV respectivel)<.Necessal'Ysupporting statements like
sheets should be kept for prepar'atioit of profit/loss of I

product/network services f.2raudit Telecom RC2u'atory Authorit
India. Illustrative cost sheets for Products/network senices, NetW
Elements and Support Functions are at Form H, I and J of Annex,
IV, respectively

In case of a service provider, providing more than one servic.
transfer of price using the service of other segment should be taken:
the market price or at the p:-''e at which the same servicesare bein
provided to othel' opt"rators.

Books'of accounts to reflect income from other sources: Records of all
items of revenue, which are not relevant for te'ecoIDservices, should
be maintained so as to reflect them separat~. .-

(vi) Support Books of accounts and other documents: All other supporting
books of actounts and other document$, not discussed above, should
be maintained in such a manner that they provide sufficient inputs fOI"
preparation of profit and loss statements, capital employed
statements, Network Cost Statement, Fixed Asset Statements, as the
case may be.

In this notifitation:-

(a) "capital employed" means sum of net fixed assets, working capital i.e
excess of current assets ov.ercurrent liabilities and Capital Work in
Progress;

(b) "cost centre". meang.the department, network element or utility of a
company for which costs are collected;

{~
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(c) " product/network services" - means a sub service within a servi~e,
which is priced separately. The list of ProductslNetwork services for
various sel'\ricesis at Annexure;

(d) " profit centre"- means service or product/network service offeM-edby
a company in any sen'ice area to which revenue can be -traced,
together with the appropriate cost so that profit/loss can be ascribed;

(e) "toll quality selvice" and "'Below Toll Quality Service" shall have the
same meaning as laid down in regulations issued by tbe Telecom
Regulatory Authority of India, from time to time under sub-chmse
(b)(v) of sub-section 1 of section 11 of Telecom Regulatory Authority
of India (Amendment) Act, 2000;

(f) '-weighted average cost of capital ( WACC)" means a mdhod of
establishing an organization's weighted average cost of capit,1!
taking each source of funds from its balance sheet and assign.hlg a
required rate of return or rate of interest to each individual source.
The term weighted average cost of capital(W ACC) for the purpose of
rules shall mean Pre-tax weighted average cost of capital.

Mathematically,

Pre Tax weighted average cost of capital(W ACC) = Re *(fJJ + Rd* {j)2

(J-T)

where, Rd =Cost of debt, R, = cost of equity capital, T =CorpOI'ate

Tax rate, (j)I = proportion of equity ill capital structure. (j)2 =

proportion of debt in capital structure and WI +ah =1;

(g) wholesale revenue- Revenue from other operatol'S for inter connection
charges.

v
P. K. TIWARI

Dy Secretary
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Annexure I

Network Elements of Vanous Services

7~

Network Network elements
Basic Telephone Service

PSTN Access Copper loop

(This would include Drop wire or internal wiring,
Distribution point, Pillar, Cabinet, Transmission -cables,
and Main distribution frame)
ISDN

(This would include Terminal adapters, Network

termination device, Line termination equipment and
Exchange termination equipment)
POTS

I (This would include customer premises apparatus PCO

I

terminal, Exchange line card / RLU, other non traffic
sensitive equipment and Remote Switching Unit (RSU),

I DigitalLoop Carrier(DLC)etc.)
Bulk subscribers (includingDIDtrunk)

VPT equipment

I (This would inc;:ludeMicro wave equipment,

I
MARR equipment,Satellitebaseequipment)

I Short distance Switches
i.charging area . Localexchange(exceptline card)

I (SDCA)nefiVork
. SDCC transit s\vitch / Local cum transit switch

I
Transmission media and equipmentI

I I:
RSU to Local Exchange Transmission Link

I
Local exchange to local exchange link

I

i . Exchange to transit switch.I

I . Interconnection linkI
I

I

Intra-circle long Switches
distance netwol'k . Trunk automated exchange level two (TAX 2)

I

Transmissionmediaand equipment
. Transitswitchto Transitswitchlinki

i . Transit switch to TAX II linki
i

I

. TAX II to TAXII link

I . TAX II to TAX I link

I z . Interconnection link
I
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Network Network elements
National Long Distance Service

SDCAtoLDCA . Transmissionmedia(ThiswouldincludeOptical
fibre, radiosystemsetc.)

. Transmissionequipment

. Otherassets
LDCAto LDCA . Switchingequipment(Taxlevel I)

. Switchingequipment- other

. Transmissionmedia
(This would includeopticalfibre co axial cable,
microwaveetc)

. Transmissionequipment

. Other assets

International Long Distance Service
Transmission Transmission - domestic

Transmission - International (This ,,,,ouldinclude
transrri.issionequipment, satellite linkage, submarine
cable etc.), region wise.

Switching . CircuitSwitching

. Others(includingServer,Routeretc.)

CeUular Mobile Telephone Service

Core network Radio network

(This should include elementsfrom subscriber to MSC I
i.e. Base Switching Centre, Base.Transceiyer'Station,
TransmissionLinks- BSC- MSC,BTS- BSC)

Rest of network

(This should include MSC, MSC- MSC links, MSOto
NLDO links, MSO to BSO links and MSO to ILDO
links)

Dedicated . SMS server

network
. GPRSNetworking
. Others

VSAT

Space segment Transponder
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S.No. LicensedArea I ProductlNem

L Service
, (4)
1. PSTN

(Rental)
a) POTS
b) ISDN

"

c) Bulk (Fr":Tlc~seE
d) LeasedCIrewt

I

e) Others
2. Other Product

I

(PSTN)
a) Local

I ,

b) Intra-cIrcle
e) NLD
d) ILD
e) Others

,3. WLL (Limited
I Mobility)

a) Rental
b) Local call
c) Intra-circle call
d) .. NLD call
e) ILDcall
f) Others
4. WLL (Fixed)
a) Rental
b) Local call
c) Intra-circlecall
d) NLD call

i e) lLD call

I

f) Others
. 5. Wholesale
I .(Interconnection)I
I

a) BSO to BSO
b) WLL to BSO

I c) NLDOto BSO
I d) ILDOto BSO

I

e) Leased Circuits
f) Others

Licensed area i.e. All .11. Intra- circle
India I 2. NLD3. ILD

4. Leased circuits
5. Others
Note:
ProductslN etwork

)5

(1)
1

Type of Operating I

License

~
BasicTelephone
Service

(3)
Licensed area i.e.
telecom cir.de or
metro city

2 NationalLong
DistanceService

I

I

lL

AnneXl

Ace
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Network Network elements ,--
Ground segment 0 TDMA

I

0 Hub
0 Antenna
0 Others

0 DAMA

0 Hub
. Antenna

0 Others

Central Network
0 .International gateway

0 Shared Network Resources

Node 0 Joint node networkelements

. Dedicated node network elements

Access Connectivity 0 DEL /EIR2 (PSTN) connectivity and netWork

charges -
0 Local loop leased line charges

0 (ISDN) connectivity and network charges

0 DSLconnectivityand networkcharges
. Cable connectivity / charges

0 Wireless network / charges

0 Others
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Services mentioned at
1, 2 and 3 provided
through toll quality
network and below
toll quality network

. shallbe consideredas
separate
products/network
servIces

3 International Long Licensed area i.e. All 1. ILD - Toll Qmlity
Distance Service India Service

2. ILD- Below Toll
Quality Service

3. Leased circuits
4. Others

4 Cellular'Mobile Licensed area i.e. 1. Following products
Telephone Service telecom circle or for Pre-paid and Post-

metro city paid subscribers shall
be considered

I separateProductlNetwork
I Services:-
I

Rentalfa
i b. Airtime

I c. Roaming
I

c SMS
i d GPRS

I e Others

12 Wholesale
I (Interconnection)
:
I

i a MSOto MSO,bBSOtoMSO
i
! c WLL to MSO
d NLDO to MSO
e ILDO to MSO
f other

5 Very Small Aperture Licensed area i.e. All I 1. VSAT service
Terminal Service India

12}Other ( Hardwaresale)
6 Radio Paging Service Licensed area i.e. No products sub-

telecom circle or city classification.
7 Public Mobile Radio Licensed area i.e. No Product Sub-

Trunk -Service telecom circle or city classification
8 Global Mobile Licensed area i.e. All No product Sub

Personal India
I classification

Cdmmunication

L__-Service
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~rnet Service

I

Licensed area i.e. All II.
I I Indiaor telecom i2.

I I I circleor ci(y !3-

I I I I

: I I I

I I I II I

I' 14.
I L- I

I !I i
I I

~ L-- i

Abbreviations

BSC
BSO
BTS
CMTS
CWIP
DAMA
DSL
GBV
GL
GMPCS
GPRS
ILD
IPLC
ISDN
ISP
MSC
J~\'1Sa
\lBV
NLD
PCO
POTS
PMRTS
PSTN
RoCE
SMS
TDMA
TRAI'
VSAT
WACe
'.VLL

PSTN dialup-/
ISDNdial up I

I

I

!

Dedicated

(a) DSL
(b) Wireless
(c) Leased line
(d) Cable

,
Application I. I
serVIces I

(a) Voice services I
(b) Others --J

Annexure III

Base Station Controller
Basic Service Operator
Base Trans-receivers Station
Cellular Mobile Telecom Service
Capital Work in Progress

Demand Assigriment Multiple Ac.cess
Digital Subscriber Line
Gross Book Value
General Ledger

Global Mobile Personal Communication Service
General Packet Radio Service
International Long Distance

International Private Leased Circuit
Integrated Service Digital Network
Internet Service Provider
Mobile Switching Centre
Mobile Service Operator
Net Book Value

Na.tionalLong Distance
Public Call OtTice

Plain Old Telephone System
Public Mobile Radio Trunking Service
Public Switched Telephone Network
Return on Capital Employed
Shon Message Service

TIme Division Multiple Access

i Telecom ReguJalo!\ Authority of India
Very SmaJl Aperture Terminal

Pre-Tax Weighted A'erage Cost of Capital
Wireless in Local Loop

\' . )..J""",
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Accounting Standards (AS) 3 (revised 1997)

Cash Flow Statements

Paragraphs
OBJECTIVE

SCOPE

BENEFITS OF CASH FLOW INFORMATION

DEFINITIONS

. Cash and Cash Equivalents
PRESENTATION OF A CASH FLOW STATEMENT

1-2

3-4

5-7

6-7

8-17

11-14

15-16

17

18-20

21

20-24

25-27

28-29

30-33

34-35

36

37-39

40-41

42-44

45-48

. OperatingActivities

. InvestingActivities

. FinancingActivities
REPORTING CASH FLOWS FROM OPERATING ACTIVITIES

REPORTING CASH FLOWS FROM INVESTING AND FINANCING ACTIVITIES

REPORTING CASH FLOWS ON A NET BASIS

FOREIGN CURRENCY CASH FLOWS

EXTRAORDINARY ITEMS

INTEREST AND DIVIDENDS

TAXES ON INCOME

INVESTMENTS IN SUBSIDIARIES, ASSOCIATES AND JOINT VENTURES

ACQUISITIONS AND DISPOSALS OF SUBSIDIARIES AND OTHER BUSINESS UNITS
NON-CASH TRANSACTIONS

COMPONENTS OF CASH AND CASH EQUIVALENTS
OTHER DISCLOSURES

APPENDICES

(This Accounting Standard includes paragraphs set in bold italic type and plain type, which have equal authority.
Paragraphs in bold italic type indicate the main principles. This Accounting Standard should be read in the context

of its objective and the Preface to the Statements of Accounting Standards 1)

Accounting Standard (AS) 3, 'Cash Flow Statements' (revised 1997), issued by the Council of the Institute of
Chartered Accountants of India, comes into effect in respect of accounting periods commencing on or after 1-4-
1997. This Standard supersedes Accounting Standard (AS) 3, 'Changes in Financial Position', issued in June 1981.
This Standard is mandatory in nature 2 in respect of accounting periods commencing on or after 1-4-2004 3 for
the enterprises which fall in anyone or more of the following categories, at any time during the accounting period:

i. Enterprises whose equity or debt securities are listed whether in India or outside India.
ii. Enterprises which are in the process of listing their equity or debt securities as evidenced by the board of

directors' resolution in this regard.
iii. Banks including co-operative banks.
iv. Financial institutions.
v. Enterprises carrying on insurance business.
vi. All commercial, industrial and business reporting enterprises, whose turnover for the immediately

preceding accounting period on the basis of audited financial statements exceeds Rs. 50 crore. Turnover
does not include 'other income'.

vii. Allcommercial, industrial and business reporting enterprises having borrowings, including public deposits,
in excess of Rs. 10 crore at any time during the accounting period.

viii. Holding and subsidiary enterprises of anyone of the above at any time during the accounting period.

http://www.icai.org/icairoot/resources/as3 - al1.html 8/30/2006
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The enterprises which do not fall in any of the above categories are encouraged, but are not required, to apply
this Standard.

Where an enterprise has been covered in anyone or more of the above categories and subsequently, ceases to
be so covered, the enterprise will not qualify for exemption from application of this Standard, until the enterprise
ceases to be covered in any of the above categories for two consecutive years.

Where an enterprise has previously qualified for exemption from application of this Standard (being not covered
by any of the above categories) but no longer qualifies for exemption in the current accounting period, this
Standard becomes applicable from the current period. However, the corresponding previous period figures need
not be disclosed.

An enterprise, which, pursuant to the above provisions, does not present a cash flow statement, should disclose
the fact.

The following is the text of the Accounting Standard.

Objective
Information about the cash flows of an enterprise is useful in providing users of financial statements with a basis
to assess the ability of the enterprise to generate cash and cash equivalents and the needs of the enterprise to
utilise those cash flows. The economic decisions that are taken by users require an evaluation of the ability of an
enterprise to generate cash and cash equivalents and the timing and certainty of their generation.
The Statement deals with the provision of information about the historical changes in cash and cash equivalents
of an enterprise by means of a cash flow statement which classifies cash flows during the period from operating,
investing and financing activities.

Scope
1. An enterprise should prepare a cash flow statement and should present it for each period for

which financial statements are presented.

2. Users of an enterprise's financial statements are interested in how the enterprise generates and uses cash
and cash equivalents. This is the case regardless of the nature of the enterprise's activities and irrespective
of whether cash can be viewed as the product of the enterprise, as may be the case with a financial
enterprise. Enterprises need cash for essentially the same reasons, however different their principal revenue-
producing activities might be. They need cash to conduct their operations, to pay their obligations, and to
provide returns to their investors.

Benefits of Cash Flow Information

3. A cash flow statement, when used in conjunction with the other financial statements, provides information
that enables users to evaluate the changes in net assets of an enterprise, its financial structure (including its
liquidity and solvency) and its ability to affect the amounts and timing of cash flows in order to adapt to
changing circumstances and opportunities. Cash flow information is useful in assessing the ability of the
enterprise to generate cash and cash equivalents and enables users to develop models to assess and
compare the present value of the future cash flows of different enterprises. It also enhances the
comparability of the reporting of operating performance by different enterprises because it eliminates the
effects of using different accounting treatments for the same transactions and events.

4. Historical cash flow information is often used as an indicator of the amount, timing and certainty of future
cash flows. It is also useful in checking the accuracy of past assessments of future cash flows and in
examining the relationship between profitability and net cash fiow and the impact of changing prices.

Definitions

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

CiJshcomprises cash on hand and demand deposits with banks.

CiJsh equivalentsare short term, highly liquid investments that are readily convertible into known
amounts of cash and which are subject to an insignificant risk of changes in value.

CiJshflPws are inflows and outflows of cash and cash equivalents.

QperiJting iJctivitiesare the principal revenue-producing activities of the enterprise and other
activities that are not investing or financing activities.

http://www.icai.org/icairoot/resources/as3 - al1.html 8/30/2006
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11'IV~$tingiJctivWe$ iJre the iJcquisition iJnd disposal of long-term assets and other investments
not included in cash equivalents.

FiniiJncingiJctivitie.$ are activities that result in changes in the size and composition of the owners'
capital (including preference share capital in the case of a company) and borrowings of the
enterprise.

Cash and Cash Equivalents

6. Cash equivalents are held for the purpose of meeting short-term cash commitments rather than for
investment or other purposes. For an investment to qualify as a cash equivalent, it must be readily
convertible to a known amount of cash and be subject to an insignificant risk of changes in value. Therefore,
an investment normally qualifies as a cash equivalent only when it has a short maturity of, say, three months
or less from the date of acquisition. Investments in shares are excluded from cash equivalents unless they
are, in substance, cash equivalents; for example, preference shares of a company acquired shortly before
their specified redemption date (provided there is only an insignificant risk of failure of the company to repay
the amount at maturity).

7. Cash flows exclude movements between items that constitute cash or cash equivalents because these
components are part of the cash management of an enterprise rather than part of its operating, investing
and financing activities. Cash management includes the investment of excess cash in cash equivalents.

Presentation of a Cash Flow Statement

8. The cash flow statement should report cash flows during the period classified by operating,
investing and financing activities.

9. An enterprise presents its cash flows from operating, investing and financing activities in a manner which is
most appropriate to its business. Classification by activity provides information that allows users to assess
the impact of those activities on the financial position of the enterprise and the amount of its cash and cash
equivalents. This information may also be used to evaluate the relationships among those activities.

10. A single transaction may include cash flows that are classified differently. For example, when the instalment
paid in respect of a fixed asset acquired on deferred payment basis includes both interest and loan, the
interest element is classified under financing activities and the loan element is classified under investing
activities.

Operating Activities

11. The amount of cash flows arising from operating activities is a key indicator of the extent to which the
operations of the enterprise have generated sufficient cash flows to maintain the operating capability of the
enterprise, pay dividends, repay loans and make new investments without recourse to external sources of
financing. Information about the specific components of historical operating cash flows is useful, in
conjunction with other information, in forecasting future operating cash flows.

12. Cash flows from operating activities are primarily derived from the principal revenue-producing activities of
the enterprise. Therefore, they generally result from the transactions and other events that enter into the
determination of net profit or loss. Examples of cash flows from operating activities are:

a. cash receipts from the sale of goods and the rendering of services;
b. cash receipts from royalties, fees, commissions and other revenue;
c. cash payments to suppliers for goods and services;
d. cash payments to and on behalf of employees;
e. cash receipts and cash payments of an insurance enterprise for premiums and claims, annuities and

other policy benefits;
f. cash payments or refunds of income taxes unless they can be specifically identified with financing and

investing activities; and
g. cash receipts and payments relating to futures contracts, forward contracts, option contracts and

swap contracts when the contracts are held for dealing or trading purposes.
13. Some transactions, such as the sale of an item of plant, may give rise to a gain or loss which is included in

the determination of net profit or loss. However, the cash flows relating to such transactions are cash flows
from investing activities.

14. An enterprise may hold securities and loans for dealing or trading purposes, in which case they are similar to
inventory acquired specifically for resale. Therefore, cash flows arising from the purchase and sale of dealing
or trading securities are classified as operating activities. Similarly, cash advances and loans made by
financial enterprises are usually classified as operating activities since they relate to the main revenue-
producing activity of that enterprise.

Investing Activities
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15. The separate disclosureof cash flows arising from investing activities is important because the cash flows
represent the extent to which expenditures have been made for resources intended to generate future
income and cash flows. ,Examples of cash flows arising from investing activities are:

a. cash payments to acquire fixed assets (including intangibles). These payments include those relating
to capitalised research and development costs and self-constructed fixed assets;

b. cash receipts from disposal of fixed assets (including intangibles);

c. cash payments to acquire shares, warrants or debt instruments of other enterprises and interests in
joint ventures (other than payments for those instruments considered to be cash equivalents and
those held for dealing or trading purposes);

d. cash receipts from disposal of shares, warrants or debt instruments of other enterprises and interests
in joint ventures (other than receipts from those instruments considered to be cash equivalents and
those held for dealing or trading purposes);

e. cash advances and loans made to third parties (other than advances and loans made by a financial
enterprise) ;

f. cash receipts from the repayment of advances and loans made to third parties (other than advances
and loans of a financial enterprise);

g. cash payments for futures contracts, forward contracts, option contracts and swap contracts except
when the contracts are held for dealing or trading purposes, or the payments are classified as
financing activities; and

h. cash receipts from futures contracts, forward contracts, option contracts and swap contracts except
when the contracts are held for dealing or trading purposes, or the receipts are classified as financing
activities.

16. When a contract is accounted for as a hedge of an identifiable position, the cash flows of the contract are
classified in the same manner as the cash flows of the position being hedged.

Financing Activities

17. The separate disclosure of cash flows arising from financing activities is important because it is useful in
predicting claims on future cash flows by providers of funds (both capital and borrowings) to the enterprise.
Examples of cash flows arising from financing activities are:

a. cash proceeds from issuing shares or other similar instruments;

b. cash proceeds from issuing debentures, loans, notes, bonds, and other short or long-term borrowings;
and

c. cash repayments of amounts borrowed.

Reporting Cash Flows from Operating Activities

18. An enterprise should report cash flows from operating activities using either:

a. the direct method, whereby major classes of gross cash receipts and gross cash payments
are disclosed; or

b. the indirect method, whereby net profit or loss is adjusted for the effects of transactions of
a 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.

19. The direct method provides information which may be useful in estimating future cash flows and which is not
available under the indirect method and is, therefore, considered more appropriate than the indirect method.
Under the direct method, information about major classes of gross cash receipts and gross cash payments
may be obtained either:
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a. from the accounting records of the enterprise; or

b. by adjusting sales, cost of sales (interest and similar income and interest expense and similar charges
for a financial enterprise) and other items in the statement of profit and loss for:

i. changes during the period in inventories and operating receivables and payables;

ii. other non-cash items; and

iii. other items for which the cash effects are investing or financing cash flows.

20. Under the indirect method, the net cash flow from operating activities is determined by adjusting net profit or
loss for the effects of:

a. changes during the period in inventories and operating receivables and payables;

b. non-cash items such as depreciation, provisions, deferred taxes, and unrealised foreign exchange
gains and losses; and

c. all other items for which the cash effects are investing or financing cash flows.

Alternatively, the net cash flow from operating activities may be presented under the indirect method by
showing the operating revenues and expenses excluding non-cash items disclosed in the statement of profit
and loss and the changes during the period in inventories and operating receivables and payables.

Reporting Cash Flows from Investing and Financing Activities
21. An enterprise should report separately major classes of gross cash receipts and gross cash

payments arising from investing and financing activities, except to the extent that cash flows
described in paragraphs 22 and 24 are reported on a net basis.

Reporting Cash Flows on a Net Basis

22. Cash flows arising from the fol/owing operating, investing or financing activities may be reported
on a net basis:

a. cash receipts and payments on behalf of customers when the cash flows reflect the
activities of the customer rather than those of the enterprise; and

b. cash receipts and payments for items in which the turnover is quick, the amounts are large,
and the maturities are short.

23. Examplesof cashreceiptsand payments referredto in paragraph22(a) are:

a. the acceptance and repayment of demand deposits by a bank;

b. funds held for customers by an investment enterprise; and

c. rents collected on behalf of, and paid over to, the owners of properties.

Examples of cash receipts and payments referred to in paragraph 22(b) are advances made for, and the
repayments of:

a. principal amounts relating to credit card customers;

b. tthe purchase and sale of investments; and

c. other short-term borrowings, for example, those which have a maturity period of three months or
less.

24. Cash flows arising from each of the fol/owing activities of a financial enterprise may be reported
on a net basis:
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a. cash receipts and payments for the acceptance and repayment of deposits with a fixed
maturity date;

b. the placement of deposits with and withdrawal of deposits from other financial enterprises;
and

c. cash advances and loans made to customers and the repayment of those advances and
loans.

Foreign Currency Cash Flows

25. Cash flows arising from transactions in a foreign currency should be recorded in an enterprise's
reporting currency 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. The effect of changes in exchange rates on cash and cash
equivalents held in a foreign currency should be reported as a separate part of the reconciliation
of the changes in cash and cash equivalents during the period.

26. Cash flowsdenominated in foreign currencyare reported in a manner consistent with AccountingStandard
(AS) 11, Accounting for the Effects of Changes in Foreign Exchange Rates 4. Thi~ permits the use of an
exchange rate that approximates the actual rate. For example, a weighted average exchange rate for a
period may be used for recording foreign currency transactions.

27. Unrealised gains and losses arising from changes in foreign exchange rates are not cash flows. However, the
effect of exchange rate changes on cash and cash equivalents held or due in a foreign currency is reported in
the cash flow statement in order to reconcile cash and cash equivalents at the beginning and the end of the
period. This amount is presented separately from cash flows from operating, investing and financing activities
and includes the differences, if any, had those cash flows been reported at the end-ofperiod exchange rates.

Extraordinary Items

28. The cashflows associated with extraordinary items shouldbe classified as arising from operating,
investingor financing activities as appropriate and separately disclosed.

29. The cash flows associated with .extraordinary items are disclosed separately as arising from operating,
investing or financing activities in the cash flow statement, to enable users to understand their nature and
effect on the present and future cash flows of the enterprise. These disclosures are in addition to the
separate disclosures of the nature and amount of extraordinary items required by Accounting Standard (AS)
5, Net Profit or Loss for the Period, Prior Period Items and Changes in Accounting Policies.

Interest and Dividends

30. Cash flows from interest and dividends received and paid should each be disclosedseparately.
Cashflows arising from interest paid and interest and dividendsreceived in the case of a financial
enterprise shouldbe classifiedas cash flows arising from operating activities. Un the caseof other
enterprises, cashflows arising from interest paid shouldbe classifiedas cash f,ows from financing
activities while interest and dividends received should be classified as cash flows from investing
activities. Dividendspaid shouldbe classifiedas cashflows from financing activities.

31. The total amount of interest paid during the period is disclosed in the cash flow statement whether it has
been recognised as an expense in the statement of profit and loss or capitalised in accordance with
Accounting Standard (AS) 10, Accounting for Fixed Assets.2.

32. Interest paid and interest and dividends received are usually classified as operating cash flows for a financial
enterprise. However, there is no consensus on the classification of these cash flows for other enterprises.
Some argue that interest paid and interest and dividends received may be classified as operating cash flows
because they enter into the determination of net profit or loss. However, it is more appropriate that interest
paid and interest and dividends received are classified as financing cash flows and investing cash flows
respectively, because they are cost of obtaining financial resources or returns on investments.

33. Some argue that dividends paid may be classified as a component of cash flows from operating activities in
order to assist users to determine the ability of an enterprise to pay dividends out of operating cash flows.
However, it is considered more appropriate that dividends paid should be classified as cash flows from
financing activities because they are cost of obtaining financial resources.

Taxes on Income

34. Cash flows arising from taxes on income should be separately disclosed and should be classified
as cash flows from operating activities unless they can be specifically identified with financing
and investing activities.

http://www.icai.org/icairootlresources/as3- al1.html 8/30/2006

gs-



ICAI-Accounting Standards Page 7 of 14

35. Taxes on income arise on transactions that give rise to cash flows that are ciassified as operating, investing
or financing activities in a cash flow statement. While tax expense may be readily identifiable with investing
or financing activities, the related tax cash flows are often impracticable to identify and may arise in a
different period from the cash flows of the underlying transactions. Therefore, taxes paid are usually
classified as cash flows from operating activities. However, when it is practicable to identify the tax cash flow
with an individual transaction that gives rise to cash flows that are classified as investing or financing
activities, the tax cash flow is classified as an investing or financing activity as appropriate. When tax cash
flow are allocated over more than one class of activity, the total amount of taxes paid is disclosed.

Investments in Subsidiaries, Associates and Joint Ventures

36. When accounting for an investment in an associate or a subsidiary or a joint venture, an investor
restricts its reporting in the cash flow statement to the cash flows between itself and the
investeejjoint venture, for example, cash flows relating to dividends and advances.

Acquisitions and Disposals of Subsidiaries and Other Business Units
37. The aggregate cash flows arising from acquisitions and from disposals of subsidiaries or other

business units should be presented separately and classified as investing activities.

38. An enterprise should disclose, in aggregate, in respect of both acquisition and disposal of
subsidiaries or other business units during the period each of the following:

a. the total purchase or disposal consideration; and

b. the portion of the purchase or disposal consideration discharged by means of cash and cash
equivalents.

39. The separate presentation of the cash flow effects of acquisitions and disposals of subsidiaries and other
business units as single line items helps to distinguish those cash flows from other cash flows. The cash flow
effects of disposals are not deducted from those of acquisitions.

Non-cash Transactions

40. Investing and financing transactions that do not require the use of cash or cash equivalents
should be excluded from a cash flow statement. Such transactions should be disclosed elsewhere
in the financial statements in a way that provides all the relevant information about these
investing and financing activities.

41. Many investing and financing activities do not have a direct impact on current cash flows although they do
affect the capital and asset structure of an enterprise. The exclusion of non-cash transactions from the cash
flow statement is consistent with the objective of a cash flow statement as these items do not involve cash
flows in the current period. Examples of non-cash transactions are:

a. the acquisition of assets by assuming directly related liabilities;

b. the acquisition of an enterprise by means of issue of shares; and

c. the conversion of debt to equity.

Components of Cash and Cash Equivalents
42. An enterprise should disclose the components of cash and cash equivalents and should present a

reconciliation of the amounts in its cash flow statement with the equivalent items reported in the
balance sheet.

43. In view of the variety of cash management practices, an enterprise discloses the polic: which it adopts in
determining the composition of cash and cash equivalents.

44. The effect of any change in the policy for determining components of cash and cash equivalents is reported in
accordance with Accounting Standard (AS) 5, Net Profit or Loss for the Period, Prior Period Items and
Changes in Accounting Policies.

Other Disclosures

45. An enterprise should disclose, together with a commentary by management, the amount of
significant cash and cash equivalent balances held by the enterprise that are not available for use
by it.

46. There are various circumstances in which cash and cash equivalent balances held by an enterprise are not
available for use by it. Examples include cash and cash equivalent balances held by a branch of the
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enterprise that operates in a country where exchange controls or other legal restrictions apply as a result of
which the balances are not available for use by the enterprise.

47. Additional information may be relevant to users in understanding the financial position and liquidity of an
enterprise. Disclosure of this information, together with a commentary by management, is encouraged and
may include:

a. the amount of undrawn borrowing facilities that may be available for future operating activities and to
settle capital commitments, indicating any restrictions on the use of these facilities; and

b. the aggregate amount of cash flows that represent increases in operating capacity separately from
those cash flows that are required to maintain operating capacity.

48. The separate disclosure of cash flows that represent increases in operating capacity and cash flows that are
required to maintain operating capacity is useful in enabling the user to determine whether the enterprise is
investing adequately in the maintenance of its operating capacity. An enterprise that does not invest
adequately in the maintenance of its operating capacity may be prejudicing future profitability for the sake of
current liquidityand distributions to owners.

Appendix I

Cash Flow Statement for an Enterprise other than a Financial Enterprise
Theappendixis illustrative only and doesnot form part of the accountingstandard. Thepurposeof this appendix
is to illustrate the applicationof the accountingstandard.
1. Theexampleshowsonlycurrent periodamounts.
2. Informationfromthe statement of profitand loss and balance sheet is providedto show howthe statements

of cash flows under the direct method and the indirect method have been derived. Neither the statement of
profit and loss nor the balance sheet is presented in conformity with the disclosure and presentation
requirements of applicable laws and accounting standards. The working notes given towards the end of this
appendix are intended to assist in understanding the manner in which the various figures appearing in the
cash flowstatement have been derived. These workingnotes do not form part of the cash flow statement
and, accordingly, need not be published.

3. The following additional information is also relevant for the preparation of the statement of cash flows
(figuresare in Rs.'OOO).

a. An amount of 250 was raised from the issue of share capital and a further 250 was raised from long
term borrowings.

b. Interest expense was 400 of which 170 was paid during the period. 100 relating to interest expense of
the prior period was also paid during the period.

c. Dividends paid were 1,200.

d. Tax deducted at source on dividends received (included in the tax expense of 300 for the year)
amounted to 40.

e. During the period, the enterprise acquired fixed assets for 350. The payment was made in cash.

f. Plant with original cost of 80 and accumulated depreciation of 60 was sold for 20.

g. Foreign exchange loss of 40 represents the reduction in the carrying amount of a short-term
investment in foreign-currency designated bonds arising out of a change in exchange rate between
the date of acquisitionof the investmentand the balance sheet date.

h. Sundry debtors and sundry creditors include amounts relating to credit sales and credit purchases
only.

Balance Sheet as at 31.12.1996

1996
(Rs. '000)
1995

Assets
Cash on hand and balances with banks 200 25
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Short-term investments

Sundry debtors
Interest receivable
Inventories

Long-term investments
Fixed assets at cost

Accumulated depreciation
Fixed assets (net)
Total assets
Liabilities

Sundry creditors
Interest payable
Income taxes payable
Long-term debt
Total liabilities

2,180

CL4S0)

Shareholders' Funds

Share capital
Reserves
Total shareholders' funds
Total liabilitiesand shareholders' funds

670

1,700
100

900

2,500

730

9,800

150

230

400

LJJO

1,890

1,500

3A10

4,9JO ,

6,800

1,910

(1,060)

Statement of Profit and loss for the period ended 31.12.1996

Sales

Cost of sales

Gross profit
Depreciation

Administrative and selling expenses
Interest expense
Interest income
Dividend income

Foreign exchange loss

Net profit before taxation and extraordinary item
Extraordinary item -Insurance proceeds from
earthquake disaster settlement
Net profit after extraordinary item
Income-tax

Net profit

Direct Method Cash Flow Statement [Paragraph 18(a)]

Cash flows from operating activities

Cash receipts from customers
Cash paid to suppliers and employees
Cash generated from operations
Income taxes paid
Cash flow before extraordinary item
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30,150
(27,600)
2,550

($60)
1,690
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135

1,200

1,950

2,500

$50
6,660

1,890

100

1,000

L040

4,030

1,250

1,3$0

21630

6,660

(Rs. '000)

30,650

ill,OOO)

4,650

(450)

(910)

(400)
300

200

(40)

3,350
180

3,530

(3QO)

3,230

(Rs. '000)
1996

8/30/2006
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Proceeds from earthquake disaster settlement
Net cash from operating activities

Cashflows from investingactivities
Purchase of fixed assets

Proceeds from sale of equipment
Interest received
Dividends received

180

1,870

(350)
20

200

160

Net cash from investing activities

Cashflows from financing activities
Proceeds from issuance of share capital
Proceeds from long-term borrowings
Repayment of long-term borrowings
Interest paid
Dividends paid

30

250

250

(180)

(270)

(1,200)

Net cash used in financing activities (1,150)
'm"'"'_mm~~~

Net increase in cash and cash equivalents

Cash and cash equivalents at beginning of period
(see Note 1)

Cash and cash equivalents at end of period
(see Note 1)

750

160

910

Indirect Method Cash Flow Statement [Paragraph 18(b)]

(Rs. '000)
1996

Cashflows from operating activities
Net profit before taxation, and extraordinary item
Adjustments for:

Depreciation
Foreign exchange loss
Interest income
Dividend income

Interest expense

Operating profit before working capital changes
Increase in sundry debtors
Decrease in inventories

Decrease in sundry creditors

Cash generated from operations
Income taxes paid

Cash flow before extraordinary item

Proceeds from earthquake disaster settlement

Net cash from operating activities
Cashflows from investing activities
Purchase of fixed assets

Proceeds from sale of equipment

http://www.icai.org/icairoot/resources/as3- all.html 8/30/2006

~9

3,350

450

40

(300)

(200)
400

3,740

(500)

1,050

(1,740)-.-

2,550

(860)

1,690

180
"..."'", ...,""" ......m.

1,870

(350)
20
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Interest received
Dividends received

200

160

Netcashfrom investingactivities
Cash flows from financing activities
Proceeds from issuance of share capital
Proceeds from long-term borrowings
Repayment of long-term borrowings
Interest paid
Dividends paid

30

250

250

(180 )

(270)

(1,200)

Net cash used in financing activities (1,150)

Net increase in cash and cash equivalents
Cash and cash equivalents at beginning of period
(see Note 1)
Cash and cash equivalents at end of period
(see Note 1)

Notes to the cash flow statement
(directmethodand indirectmethod)

1. Cashand Cash Equivalents

Cashand cash equivalentsconsist of cash on hand and balances with banks, and investments in money-market
instruments. Cash and cash equivalents included in the cash flow statement comprise the following balance sheet
amounts.

750

160

910

Cash on hand and balances with banks

Short-term investments

Cash and cash equivalents

Effect of exchange rate changes

1996

200

670
870

40

1995

25

135

160

Cash and cash equivalents as restated 910 160

Cashand cashequivalents at the end of the period include deposits with banks of 100 held by a branch which are
not freely remissible to the company because of currency exchange restrictions.

The company has undrawn borrowing facilities of 2,000 of which 700 may be used only for future expansion.
2. Total tax paid during the year (including tax deducted at source on dividends received) amounted to 900.
Alternative Presentation (indirect method) .

As an alternative, in an indirect method cash flow statement, operating profit before working capital changes is
sometimes presented as follows:
Revenues excluding investment income

Operating expense excluding depreciation

30,650

(26,910)

Operating profit before working capital changes 3,740
m_m~'.~.'

Working Notes
The working notes given below do not form part of the cash flow statement and, accordingly, need not be
published.Thepurposeof these working notes is merely to assist in understandingthe manner in whichvarious
figuresin the cash flow statement havebeenderived. (Figuresare in Rs. '000.)
1.Cashreceipts from customers
Sales

Add: Sundry debtors at the beginning of the year

30,650

1,200
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~

Less: Sundry debtors at the end of the year
31,850
1,700

30,150

2. Cash paid to suppliers and employees
Cost of saies

Administrative and selling expenses

26,000

910

26,910

Add: Sundry creditors at the beginning of the year
Inventories at the end of the year

1,890

900 2,790

29,700

Less: Sundry creditors at the end of the year

Inventories at the beginning of the year

150

1,950 2,100

27,600

3. Income taxes paid (including tax deducted at source from dividends received)
Income tax expense for the year (including tax deducted at source from dividends received)
Add: Income tax liability at the beginning of the year

300

1,000

Less: Income tax liabilityat the end of the year

1,300

400

900
---

Out of 900, tax deducted at source on dividends received (amounting to 40) is included in cash flows from
investing activities and the balance of 860 is included in cash flows from operating activities (see paragraph 34).
4. Repayment of long-term borrowings
Long-term debt at the beginning of the year
Add: Long-term borrowings made during the year

1,040

250--

Less: Long-term borrowings at the end of the year

1,290
1,110
180

5. Interest paid
Interest expense forthe year
Add:Interest payableat the beginningof the year

Less: Interest payable at the end of the year

400

100

500

230

270

Appendix 11

Cash Flow Statement for a Financial Enterprise
Theappendixis illustrative only and doesnot form part of the accountingstandard. Thepurposeof this appendix
is to illustrate the applicationof the accountingstandard.
1. The example shows only current period amounts.
2. The example is presented using the direct method.

(Rs. '000)
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1996

Cash flows from operating activities
Interest and commission receipts
Interest payments
Recoveries on loans previously written off
Cash payments to employees and suppliers

Operating profit before changes in operating assets
(Increase) decrease in operating assets:
Short-term funds

Deposits held for regulatory or monetary control purposes
Funds advanced to customers
Net increase in credit card receivables
Other short-term securities

Increase (decrease) in operating liabilities:
Deposits from customers
Certificates of deposit

Net cash from operating activities before income tax

, Incometaxes paid

Net cash from operating activities
Cash flows from investing activities
Dividendsreceived
Interest received

Proceeds from sales of permanent investments
Purchase of permanent investments
Purchase of fixed assets

Net cash from investing activities

Cash flows from financing activities
Issue of shares

Repayment of long-term borrowings
Net decrease in other borrowings
Dividends paid

3,340

250

300

1,200

(600)

(SOO)
650

1,800

(200)

(1,000)

(400)

Net cash from financing activities 200

Net increase in cash and cash equivalents
Cash and cash equivalents at beginning of period

4,190

4,650

Cash and cash equivalents at end of period 8,840
--

* The Standard was originally issued in June 1.981.and was titled 'Changes in Financial Position'.

1Attentionis specificallydrawn to paragraph 4.3 of the Preface,accordingto whichAccountingStandards are intendedto
applyonlyto itemswhichare material.

2 Reference may be made to the section titled 'Announcements of the Council regarding status of various documents issued
by the Institute of Chartered Accountants of India' appearing at the beginning of this Compendium for a detailed discussion
on the implications of the mandatory status of an accounting standard.

3 AS 3 was originally made 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
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28,447

(23,463)
.237

(997)

4,224

(650)
234

(288)

(360)

(120)

600

(200)
_m_..'..-

3,440

( 100)
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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.

The relevant announcement was published in "The Chartered Accountant', December 2000, page 65.

4 Tllis Standard has been revised in 2003, and titled as 'The Effects of Chanqes in Foreign Exchange Rates'. The pre..revised
and the revised Standards are published elsewhere in this Compendium.

,.
.) Pursuant to the issuance of AS 16, Borrowinq Costs, which came into effect in respect of accountingperiodscommencing
on or after 1-4..2.000,accountingfor borrowingcosts is governed by AS 16 from that date.
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