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 Q.1. What are the features of Government Accounting?

Ans.:-

(i) Specific system of accounting

It is a specific accounting system which is followed by government in its departments, offices and institutions.

(ii) Reporting of utilisation of public funds

The government and its institutions are public institution whose main objective is to provide services to the
society and also to maintain law and order in the country. So, the accounting system used by such institutions
has to reveal how public funds and properties have been used for that purpose. It is to be noted that government
accounting is not done for revealing any profit and loss.

(iii) Government Regulations

Government accounting is maintained according to government rules and regulations. The financial policies,
rules and regulations as determined from time to time provide the system of government accounting.

(iv) Double Entry System

Government accounting is based on the principles and assumptions of double entry system of book keeping
system. Accordingly, every financial transactionentered into by a government/ government office/ institution are
recorded showing their double effects. It implies that for each government financial transaction one aspect of
the transaction is debited and the other aspect is credited.

(v) Budget Heads

All the expenses of government offices are classified into different budget heads and expenditures are made
only on approved budget heads.

(vi) Budgetary Regulation

Government expenditures are governed by budgetary regulations. In other words, no government office can
make expenditure more than the amount allocated in the budget. Thus, in effect, government accounting gets
regulated by the budget.

(vii) Mode of Transaction

All government transactions are supposed to be performed through banks.

(viii) Fund-based Accounting

Apeculiar characteristic of governmental accounting is the employment of separate funds. The government is
engaged in an ever-growing number of operations and activities which are quite unrelated to each other. The
particular sources of revenue or income often are dedicated to use for a particular phase of the government’s
operations. The accounts must segregate these specially dedicated resources and isolate them from all other
transactions in a separate “fund.”

(ix) Auditing

The audit the books of accounts maintained by government departments, offices or institutions are to be audited
by a recognised department of the government so as to ensure proper governance and also to prevent misuse
and misappropriation of public funds.
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 Q.2. What are the objective of Government Accounting?

Ans.:-

 To record financial transactions of revenues and expenditure relating to the government organizations.

 To provide reliable financial data and information about the operation of public fund.

 To record the expenditures as per the appropriate Act, Rules, and legal provisions as set by the government.

 To avoid the excess expenditures beyond the limit of the budget approved by the government.

 To help in the preparation of various financial statements and reports.

 To facilitate the auditing by the concerned government department.

 To prevent misappropriation of government properties by maintaining the systematic records of cash and store
items.

 To facilitate for estimating the annual budget by providing historical financial data of government and expenditures.

 Q.3. What are the general principle of Government Accounting?

Ans.:-

(i) Classification of expenditures

 The Government Expenditures are classified under Sectors, major heads, minor heads, sub-heads and
detailed heads of account.

 The method of budgeting and accounting under the service heads is not designed to bring out the relation
in which Government stands to its material assets in use, or its liabilities due to be discharged at more or
less distant dates.

(ii) Based on budget

 Government accounting is based on the annual budget of the government. In its budget for a year, Govern-
ment is interested to forecast with the greatest possible accuracy what is expected to be received or paid
during the year, and whether the former together with the balance of the past year is sufficient to cover the
later.

 Similarly, in the compiled accounts for that year, it is concerned to see to what extent the forecast has been
justified by the facts, and whether it has a surplus or deficit balance as a result of the year’s transactions.
On the basis of the budget and the accounts, Government determines :

 whether it will be justified in curtailing or expanding its activities, and

 whether it can and should increase or decrease taxation accordingly.

(iii) End products of government accounting

 In the field of Government accounting, the end products are the monthly accounts and the annual accounts.

 The monthly accounts serve the needs of the day-to-day administration, while the annual accounts present
a fair and correct view of the financial stewardship of the Government during the year.

(iv) Period of Accounts

The annual accounts of the central, state and union territory government shall record transactions, which take
place during financial year running from 1st April to 31st March.

(v) Cash basis of accounting

With the exception of such book adjustments as may be authorized by these rules on the advice of the Comptroller
and Auditor General of India (C&AG),the transactions in government accounts shall represents the actual cash
receipt and disbursement during a financial year.

(vi) Form of Accounts

The accounts of Government are kept in three parts namely, Consolidated Fund, Contingency Fund and Public
Account.
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 Q.4. Differentiate between Commercial Accounting and Government Accounting.

Ans.:-

 Q.5. Explain Account of the Government.

Ans.:-

(i) Consolidated Funds of India

 The Consolidated Funds is constituted under Article 266 (1) of the Constitution of India.

 All revenues received by the Government by way of taxes like Income Tax, Central Excise, Customs and
other receipts flowing to the Government in connection with the conduct of Government business i.e. Non-
Tax Revenues are credited into the Consolidated Fund.

 Similarly, all loans raised by the Government by issue of Public notifications, treasury bills (internal debt)
and loans obtained from foreign governments and international institutions (external debt) are credited into
this fund.

 All expenditure of the government is incurred from this fund and no amount can be withdrawn from the
Fund without authorization from the Parliament. This is the largest of all the three funds.

Basis

Meaning

Objective

Scope

Budget

Basis

Level of
Accounting

Rules and
Provision

Information

Auditing

Government Accounting

The accounting system applied in the govern-
ment departments, offices and institutions is
referred to as government accounting.

Government accounting is maintained by the
government offices for recording and reporting
the utilisation and position of public funds.

More elaborative.

Government accounting is directly influenced
by the government budgeting system

Prepared on Cash Basis.

Central Level and Operating Level accounting.

Government accounting is strictly maintained
by following the financial rules and provisions
as set by the concerned government.

Government accounting provides information
to the government about the receipts, deposit,
transfer and utilisation of public funds.

The audit the books of accounts maintained by
government departments, offices or institutions are
to be audited by a recognised department of the
government(namely, the Auditor General Office).

Commercial Accounting

The system of accounting applied by
non-government organizations (whether
profit-oriented or non-profit oriented) is known
as commercial accounting.

Commercial accounting is maintained by busi-
ness organizations to know the profit or loss
for an accounting period and disclose the
financial position of the entity.

Less elaborative.

Commercial accounting does not follow the
government budgeting system.

Prepared on Accrual Basis.

No Central Level and Operating Level Ac-
counting.

Commercial accounting is maintained by fol-
lowing the applicable rules and the ‘Gener-
ally Accepted Accounting Principles’ (GAAP).

Commercial accounting provides information
to the various stakeholders about the operat-
ing result and financial position of the business.

The books of accounts maintained under
commercial accounting is audited by any
professional auditor.
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(ii) Public Accounts of India

 The Public Accounts of India is constituted under Article 266 (2) of the Constitution. The transactions to be
recorded in it relate to debt other than those included in the Consolidated Fund of India.

 The transactions under Debt, Deposits and Advances in this part are those in respect of which Government
incurs a liability to repay the money received or has a claim to recover the amounts paid.

 The transactions relating to ‘Remittance’ and ‘Suspense’ shall embrace all adjusting heads.

 The initial debits or credits to these heads will be cleared eventually by corresponding receipts or pay-
ments. The receipts under Public Account do not constitute normal receipts of Government.

 Parliamentary authorization for payments from the Public Account is therefore not required.

(iii) Contingency Funds of India

 The Contingency Fund of India Fund set by the Government of India under Article 267 of the Constitution
of India.

 It records the transactions connected with Contingency.It is held on behalf of President by the Secretary to
the Government of India, Ministry of Finance, Department of Economic Affairs.

 The corpus of this fund is ` 500 crores. Advances from the fund are made for the purposes of meeting
unforeseen expenditure which are resumed to the Fund to the full extent as soon as Parliament authorizes
additional expenditure.

 Thus, this fund acts more or less like an imprest account of Government of India.

 Q.6. What are the role, function and duty of C&AG?

Ans.:-

(i) Comptroller and Auditor General to compile accounts of Union and States

(ii) Comptroller and Auditor General to prepare and submit accounts to the President Governors of States and
Administrators of Union territories having Legislative Assemblies.

(iii) Comptroller and Auditor General to give information and render assistance to the Union and States.

(iv) General Provisons relating to audit

(v) Audit of receipt and expenditure of bodies or authorities substantially financed from Union or State Revenues.

(vi) Functions of Comptroller and Auditor General in the case of grants or loans given to other authorities or bodies.

(vii) Audit of receipts of Union or of States.

(viii) Audit of accounts of stores and stock

(ix) Powers of Comptroller and Auditor General in connection with audit of accounts.

(x) Audit of Government companies and corporations

(xi) Laying of reports in relation to accounts of Government companies and corporations.

(xii) Audit of accounts of certain authorities or bodies.

 Q.7. Explain composition of Public Accounting Committee.

Ans.:-

(a) Composition

The Committee on Public Accounts is constituted by Parliament each year for examination of accounts showing
the appropriation of sums granted by Parliament for expenditure of Government of India, the annual Finance
Accounts of Government of India, and such other Accounts laid before Parliament as the Committee may deem fit

(b) Constitution of the Committee

 15 members elected by Lok Sabha

 7 members of Rajya Sabha
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 The Chairman is appointed by the Speaker from amongst its members of Lok Sabha.

 The Speaker, for the first time, appointed a member of the Opposition as the Chairman of the Committee
for 1967-68. This practice has been continued since then.

 A Minister is not eligible to be elected as a member of the Committee.

 If a member after his election to the Committee is appointed a Minister, he ceases to be a member of the
Committee from the date of such appointment.

(c) Process of Election

 In April each year a motion is moved in Lok Sabha by the Minister of Parliamentary Affairs or Chairman of
the Committee, if in office, calling upon members of the House to elect from amongst themselves 15
members to the Public Accounts Committee.

 After the motion is adopted, a programme, fixing the dates for filing the nominations/withdrawal of
candidatures and the election, if necessary, is notified in Lok Sabha Bulletin Part-II. On receipt of nominations,
a list of persons who have filed nomination papers is put up on the Notice Boards. In case the number of
members nominated is equal to the number of members to be elected, then, after expiry of time for
withdrawal of candidatures, the members nominated are declared elected and the result published in
Bulletin Part-II. If the number of members nominated after withdrawals is more than number of members
to be elected, election is held on the stipulated date and result of election published in Bulletin Part-II.

 Q.8. What are the role of Public Account Committee ?

Ans.:-

(i) Role regarding examination of the C&AG report

The chief function of P.A.C. is to examine the audit report of Comptroller and Auditor General (C&AG) after it is
laid in the Parliament. C&AG assists the Committee during the course of investigation.

(ii) Role regarding unauthorized expenditures or excess expenditures

In examining the report of the Comptroller and Auditor General of India (C&AG), the committee has to satisfy
itself that :

•  the expenditures made by the government, were authorized by the Parliament; and

•  the expenditures under any head has not crossed the limits of parliamentary authorization.

It is to be noted that, every expenditure made by the government must be sanctioned by the Parliament. Thus,
it is the role of the committee to bring to the notice of the Parliament instances of unauthorized expenditures or
expenditures beyond sanctioned limits.

(iii) Role regarding spending of money by ministries

The committee not only ensures that ministries spend money in accordance with parliamentary grants, it also
brings to the notice of the Parliament instances of extravagance, loss, in fructuous expenditure and lack of
financial integrity in public services. However, the committee cannot question the polices of the government. It
only concerns itself with the execution of policy on its financial aspects.

(iv) Scrutinizing the audit reports of public corporations

A new dimension has been added to the function of the P.A.C. by entrusting it with the responsibility of scrutinizing
the audit report of public corporations.

(v) Scrutinising the working process of ministries and public corporations

In examining the accounts and audits of the ministries and public corporations, the Committee gets the opportunity
to scrutinize the process of their working. It points out the weakness and shortcomings of the administration of
ministries and public corporations Criticisms of the P.A.C. draw national attention. This keeps the ministries and
public corporations sensitive to the criticisms of the P.A.C. Thus, it is wrong to suppose that the P.A.C. is only an
instrument of financial control, it is as well an instrument of administrative control.
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 Q.9. Explain structure of Government Accounting Standard Advisory Board.

Ans.:-

1. Deputy Comptroller and Auditor General (Accounts) as Chairperson

2. Controller General of Accounts

3. Financial Commissioner, Railways

4. Controller General of Defence Accounts

5. Member (Finance) Telecom Commission, Department of Telecom

6. Additional / Joint Secretary (Budget), Ministry of finance, Govt. of India

7. Secretary, Department of Post

8. Deputy Governor, Reserve Bank of India or his nominee

9. Director General, National Council of Applied Economic Research (NCAER), N. Delhi

10. President, Institute of Chartered Accountants of India (ICAI) or his nominee

11. President, Institute of Cost and Works Accountants of India or his nominee

12-15. Principal Secretary (Finance) of four States by rotation

16. Principal Director in GASAB as Member secretary.

 Q.10.What are the Resposibility of the Board ?

Ans.:-

 To establish and improve standard of Government accounting and financial reporting in order to enhance
accountability mechanisms.

 To formulate and propose standards that improve the usefulness of financial reports based on the needs of
the users.

 To keep the standards current and reflect change in the Governmental environment;

 To provide guidance on implementation of standards.

 To consider significant areas of accounting and financial reporting that can be improved through the standard
setting process.

 To improve the common understanding of the common understanding of the nature and purpose of information
contained in the financial reports.

 Q.11.Summarise IGAS 1 - Guarantee given by Government.

Ans.:-

1. Introduction : (As per Provision of Articles 292 and 293 of Indian constitution)

 As per the provision of article union, state government give guarantee for repayment of borrowing and
interest on borrowing, repayment of share capital and payment of minimum annual dividend, payment
against agreements for supplies of materials and equipments on credit basis on behalf of State Governments,
Union Territories, local bodies, railways, government companies/ corporations, joint stock companies, financial
institutions, port trusts, electricity boards and co-operative institutions.

 Guarantees are also given by the Union Government to the Reserve Bank of India, other banks and financial
institutions for repayment of principal and payment of interest, cash credit facility, financing seasonal
agricultural operations and for providing working capital in respect of companies, corporations, co-operative
societies and co-operative banks.

 Further, Guarantees are also given in pursuance of agreements entered into by the Union Government with
international financial institutions, foreign lending agencies, foreign governments, contractors and consultants
towards repayment of principal, payment of interest and payment of commitment charges on loans.

 The Union Government also gives performance guarantees for fulfilment of contracts/projects awarded to
Indian companies in foreign countries as well as foreign companies in foreign countries besides counter-
guarantees to banks in consideration of the banks having issued letters of credit to foreign suppliers for
supplies/ services made/ rendered by them on credit basis in favour of companies/ corporations.

 Furthermore, Guarantees are given by the Union Government to railways, and electricity boards for due
and punctual payment of dues and freight charges by the companies and corporations. Similarly, Guarantees
are also given by the State Governments.
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 As the statutory corporations, government companies, co-operative institutions, financial institutions,
autonomous bodies and authorities are distinct legal entities, they are responsible for their debts.

 Their financial obligations may be guaranteed by a Government and thus the Government has a commitment
to see that these are fulfilled. When these entities borrow directly from the market, it reduces a Government’s
budgetary support to them and the magnitude of a Government’s borrowings.

 However, it adds to the level of Guarantees given by the Governments. In consideration of the Guarantees
given by the Governments, the beneficiary entities are required to pay guarantee commission or fee to the
Governments.

 The Guarantees have an important economic influence and result in transactions or other economic flows
when the relevant

 Event or conditions actually occur. Thus guarantees normally constitute contingent liabilities of the
Government.

2. Objective
To Setout disclosure norms in respect of guarantee given by union and state government to ensure uniform and
complete disclosure of such guarantee.

3. Scope

 This Standard applies to preparation of the Statement of Guarantees for inclusion and presentation in the
Financial Statements of the Governments. Financial Statements should not be described as complying
with this Standard unless these comply with all its requirements.

 The Authority in the Government which prepares the Statement of Guarantees for inclusion and presentation
in the Financial Statements shall apply this Standard. The Accounting Authority is responsible for inclusion
and presentation of the Statement of Guarantees in the Financial Statements as provided by the Authority
in the Government.

4. Disclosure

(a) In Financial Statement

 maximum amount for which Guarantees have been given during the year, additions and deletions
(other than invoked during the year) as well as Guarantees outstanding at the beginning and end of
the year;

 amount of Guarantees invoked and discharged or not discharged during the year:

 details of Guarantee commission or fee and its realisation; and

 other material details.

(b) In notes to Account

 limit, if any, fixed within which the Government may give Guarantee,

 whether Guarantee Redemption or Reserve Fund exists and its details including disclosure of balance
available in the Fund at the beginning of the year, any payments made and balance at the end of the
year,

 details of subsisting external foreign currency guarantees in terms of Indian rupees on the date of
Financial Statements,

 details concerning Automatic Debit Mechanism and Structured Payment Arrangement, if any,

 whether the budget documents of the Government contain details of Guarantees,

 details of the tracking unit or designated authority for Guarantees in the Government, and

 other material details.
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 Q.12.Summarise  IGAS 2 - Accounting and Classification of Grant in aid.

Ans.:-

1. Introduction :

(a) Meaning

 Grants-in-aid are payments in the nature of assistance, donations or contributions made by one
government to another government, body, institution or individual.

 Grants-in-aid are given for specified purpose of supporting an institution including construction of
assets.

 The general principle of grants-in-aid is that it can be given to a person or a public body or an
institution having a legal status of its own.

 Such grants-in-aid could be given in cash or in kind used by the recipient agencies towards meeting
their operating as well as capital expenditure requirement.

(b) Grant by Union Government to State Government and Statement Government to Local Bodies

 This is based on the system of governance in India, which follows three-tier pattern with the Union
Government at the apex, the States in the middle and the Local Bodies (LBs) consisting of the
Panchayati Raj Institutions (PRIs) and the Urban Local Bodies (ULBs) at the grass root level.

  Accounts of these three levels of Government are separate and consequently the assets and liabilities
of each level of government are recorded separately.

 Grants-in-aid released by the Union Government to the State Governments are paid out of the
Consolidated Fund of India as per Articles 275 and 282 of the Constitution.

 The Union Government releases grants-in-aid to the State/ Union Territory Government under Central
Plan Schemes and Centrally Sponsored Schemes.

 Sometimes, the Union Government disburses funds to the State Governments in the nature of Pass-
through Grants that are to be passed on to the Local Bodies.

 Funds are also released directly by the Union Government to District Rural Development Agencies
(DRDAs) and other specialized agencies including Special Purpose Vehicles (SPVs) for carrying out
rural development, rural employment, rural housing, other welfare schemes and other capital works
schemes like construction of roads, etc.

(c) Roll for Panchyat Raj Institution and Urban Local Bodies in respect of Education, Health, Rural
Housing, Drinking Water etc.

 The State Governments are required to devolve funds, functions and functionaries upon them for
discharging these functions.

 The extent of devolution of financial resources to these bodies is to be determined by the State
Finance Commissions. Such funds received by the Local Bodies from the State Governments as
grants-in-aid are used for meeting their operating as well as capital expenditure requirements.

 The ownership of capital assets created by Local Bodies out of grants-in-aid received from the States
Government lies with the Local Bodies themselves.

(d) Other Agencies

 Apart from Grants-in-aid given to the State Governments, the Union Government gives substantial
funds as Grants-in-aid to other agencies, bodies and institutions.

 Similarly, the State Governments also disburse Grants-in-aid to agencies, bodies and institutions
such as universities, hospitals, cooperative institutions and others. The grants so released are utilized
by these agencies, bodies and institutions for creation of capital assets as well as for meeting day-to-
day operating expenses.

2. Objective

 The objective of this Standard is to prescribe the principles for accounting and classification of Grants-in-
aid in the Financial Statements of Government both as a grantor as well as a grantee.

 The Standard also aims to prescribe practical solutions to remove any difficulties experienced in adherence
to the appropriate principles of accounting and classification of Grants-in-aid by way of appropriate disclosures
in the Financial Statements of Government.
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3. Scope

 This Standard applies to the Union Government and the State Governments in accounting and classification
of Grants-in-aid received or given by them.

 The Financial Statements should not be described as complying with this Standard unless they comply with
all the requirements contained therein. This Standard encompasses cases of Pass-Through Grants mentioned
in paragraph 2 above.

4. Recognition

 Grants-in-aid in cash shall be recognised in the books of the grantor at the time cash disbursements take
place. Grants-in-aid in cash shall be recognised in the books of the grantee at the time cash receipts take
place..

 Grants-in-aid in kind shall be recognized in the books of the grantor at the time of their receipt by the
grantee. Moreover, it shall be recognized in the books of the grantee at the time of their receipt by the
grantee.

5. Disclosure

 In order to ascertain the extent of Grants-in-aid disbursed by the grantor to the grantee for the purpose of
creation of capital assets, the Financial Statements of the grantor shall disclose the details of total funds
released as Grants-in-aid and funds allocated for creation of capital assets by the grantee during the
financial year, in the form of an Appendix to the Financial.

 This will enhance transparency and lead to improved disclosure of information in the Financial Statements
of the grantor. Such disclosures shall also enable the users of Financial Statements to assess the quantum
of future capital formation activity to be undertaken by different grantees supported by funds from the
Government.

 Q.13. Summarise  IGAS 3 - Loans and Advances made by Government.

Ans.:-

1. Introduction

 The Government of India has been empowered under proviso (2) of Article 293 of the Constitution of India
to make loans to the States, subject to such conditions as may be laid down by or under any law made by
Parliament, any sums required for the purpose of making such loans being chargeable to the Consolidated
Fund of India.

 The Union Government has been providing financial assistance to the State Governments, a substantial
portion of which is in the form of loans. These loans are advanced to the States both in the form of plan and
non-plan assistance intended for both developmental and non-developmental purposes. Loans are also
provided by the Union Government to Foreign Governments, Government companies and Corporations,
Non-Government institutions and Local bodies. The Union Government also disburses recoverable advances
to Government servants.

 The State Governments disburse loans to Government Companies, Corporations, Local Bodies, Autonomous
Bodies, Cooperative Institutions, Statutory Corporations, quasi-public bodies and other non-Government/
private institutions for developmental and socio-economic purposes. The State Governments also disburse
recoverable advances to Government servants

2. Objectives

 The objective of the Standard is to lay down the norms for Recognition, Measurement, Valuation and
Reporting in respect of Loans and Advances made by the Union and the State Governments in their
respective Financial Statements to ensure complete, accurate, realistic and uniform accounting practices,
and to ensure adequate disclosure on Loans and Advances made by the Governments consistent with best
international practices.

3. Scope

 This Standard applies to Loans and Advances given by the Government for incorporation and presentation
in the Financial Statements of the Government. Financial Statements will not be considered as giving fair
and complete picture of Loans and Advances unless they comply with these standards. This standard will
apply only to government accounts being maintained on a cash basis.
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4. Recognition

 A loan shall be recognized by the disbursing entity as an asset from the date the money is actually disbursed
and not from the date of sanction and if a loan is disbursed in installments then each installment shall be
treated as a separate loan for the purpose of repayment of principal and payment of interest, except where
the competent authority specifically allows consolidation of the installments into a single loan at the end of
the concerned financial year.

 The loans converted into equity shall be treated as conversion and shall lead to a reduction in the outstanding
loan amount

 The debt assumption due to invocation of guarantees shall be treated as disbursement of loan, unless
otherwise so specified.

5. Measurement and Valuation

 Historical Cost measurement shall be the basis for accounting and reporting on loans and advances made
by Governments.

 As of the last date of accounting period of Financial Statements, the carrying amount of loans shall undergo
revision an account of additional disbursement and repayments or write-offs during the accounting period.

6. Disclosure

 The Financial Statements of the Union and State Governments shall disclose the Carrying Amount of loans
and advances at the beginning and end of the accounting period showing additional disbursements and
repayments or write-offs.

 An additional column in the relevant Financial Statements shall also reflect the amount of interest in arrears
and this amount shall not be added to the closing balance of the loan which shall be in nature of an
additional disclosure.

 The Financial Statements of the Union Government shall disclose the following details under ‘Loans and
Advances made by the Union Government’ in the Annual Finance Accounts of the Union Government:

 the summary of Loans and Advances showing Loanee group-wise details;

 the summary of Loans and Advances showing Sector-wise details;

 The summary of repayments in arrears from Governments and other loanee entities.

 The Financial Statements of the Union Government shall disclose the following details under ‘Detailed
Statement of Loans and Advances made by the Union Government in the Annual Finance Accounts of the
Union Government -

 the detailed statement of Loans and Advances showing the Major Head;

 the detailed Statement of repayments in arrears from State or Union territory Governments;

 the detailed Statement of repayments in arrears from other Loanee entities.

 The Financial Statements of the Union Government shall disclose the following details under ‘Additional
Disclosures’ in the Annual Finance Accounts of the Union Government:

 The fresh Loans and Advances made during the year.

 the Financial Statements of the State Governments shall disclose the following details under ‘Statement of
Loans and Advances made by the State Governments’ in the Annual Finance Accounts of the State
Government

 the summary of Loans and Advances showing Loanee group-wise details;

 the summary of Loans and Advances showing Sector-wise details;

 the summary of repayments in arrears from Loanee entities.

 The Financial Statements of the State Governments shall disclose the following details under ‘Detailed
Statement of Loans and Advances made by the State Government in the Annual Finance Accounts of the
State Government :

 the detailed statement of Loans and Advances showing the Major Head and Minor Head-wise details;

 the detailed Statement of repayments in arrears from Loanee entities.

 The Financial Statements of the State Governments shall disclose the details relating to fresh Loans and
Advances made during the year under ‘Additional Disclosures’ in the Annual Finance Accounts of the State
Government.
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 Q.14.Summarise  IGAS 7 - Foreign currency transactions and loans or gain by exchange rate variation.

Ans.:-

1. Introduction

 Account of Government are reported in Indian Currency. Any transaction of foreign currency is converted
into Indian currency using spot rate.

 The missions and embassies of India abroad incur expenditure on their operations including the pay and
other entitlements of the officials employed there.

 They also make payments on behalf of other Ministries and Departments relating to defence, commerce,
education as well as public sector undertakings and State Governments.

 These involve foreign currency transactions and loss or gain due to difference between exchange rate
applicable and exchange rate internally adopted by Government like official rate of exchange or salary
rate of exchange.

 Government may use various rates of exchange internally determined for foreign currency transactions
that might give rise to loss or gain for accounting purpose.

 Under Article 292 of the Constitution of India, the executive power of the Union extends to borrowing upon
the security of the Consolidated Fund of India within such limits, if any, as may from time to time be fixed
by the Parliament by law and to the giving of guarantees within such limits, if any, as may be so fixed.

 The Union Government may have bilateral and multi-lateral transactions involving foreign currency.

 This may involve borrowing or lending involving repayment of principal and payment of interest denominated
in foreign currency and loss or gain by exchange rate variation.

 Transaction from World Bank are reported for different procedure such as

(i) Reimbursement through Special Account,

(ii) Reimbursement outside Special Account, and

(iii) Direct payment/ Commitment procedure.

2. Objective

 Government may have foreign currency transactions and loss or gain arising due to exchange rate variations.
The objective of this standard is to provide accounting and disclosure requirements of foreign currency
transactions and financial effects of exchange rate variations in terms of loss or gain in the financial
statements. It also deals with the requirements of disclosure of foreign currency external debts and the rate
applied for disclosure.

 The principal issues in accounting and reporting for foreign currency transactions are to decide which
exchange rate to apply and how to recognise in the financial statements the financial effects of exchange
rate variations in terms of loss or gain.

3. Scope
 The Accounting Authority which prepares and presents the financial statements of the Government under

the cash basis of accounting, as defined in the Government Accounting Rule 21 of GAR 1990 and
Government Financial Rule 68 of GFR 2005 should apply this Standard:

(a) in accounting and disclosure for transactions in foreign currencies;

(b) in accounting and disclosure for financial effects of exchange variations in terms of loss or gain by
exchange rate variation, and

(c) in disclosure of foreign currency external debts and the rate(s) applied for disclosure.

 Financial statements should not be described as complying with this Standard unless they comply with all
its requirements.

 This Standard shall apply to foreign currency transactions of the Union Government as well as that of the
State Governments.

 This Standard deals with presentation of expenditure and revenue in terms of loss or gain by exchange
rate variations arising from foreign currency transactions. It also deals with disclosure of foreign currency
external debt.

 This Standard does not deal with disclosure requirements of external guarantees. The requirements of
disclosure of details of subsisting external guarantees in terms of Indian rupees on the date of financial
statements have been dealt with in IGAS1 “Guarantees given by Governments: Disclosure Requirements’.
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 The Reserve Bank of India is the custodian of foreign currency and foreign exchange reserves and this
Standard does not deal with foreign currency reserves.

4. Foreign Currency Transactions

 transactions arising due to operations of the missions and embassies abroad and receipts and payments
made by them including those on behalf of other Ministries and Departments relating to defence, commerce,
education as well as public sector undertakings and State Governments;

 bilateral and multi-lateral foreign currency transactions involving borrowing or lending including debt
servicing;

 purchasing/ selling goods or services where purchase/ sale price is denominated in foreign currency;

 transactions arising from the schemes involving foreign currency such as ‘The NRI Bonds’, the flow of
which goes to Government account;

 transactions for acquisition of Special Drawing Rights at the International Monetary Fund and quota
contributions to IMF and the transactions under Financial Transaction Plan;

 rupees securities issued to the international financial institutions which are accounted for under the head
internal debt of the Central Government but requiring repayment on encashment of rupee securities in
convertible currencies.

5. Treatment of Loss / Gain

 All losses or gains by exchange rate variation in respect of Government transactions in foreign currencies
shall be recognised as revenue loss or gain.

 Government may have losses or gains by exchange rate variations on its operating activities like operation
of its missions abroad as mentioned above or due to contractual commitments to bear the financial effect
of exchange rate variations as part of its fiscal and economic policy.

 Loss or gain arising out of transactions for acquisition of Special Drawing Rights at the International Monetary
Fund shall be reported in the financial statements.

 Exchange difference may arise out of Government’s financing activities like borrowing of loans denominated
inforeign currencies and issuing of rupees securities. External borrowings of the Government are recorded
at the historical rate of exchange i.e., rate of exchange prevailing at the date of transaction. As most of the
loans have long repayment period(s), their repayment extends over several years. Meanwhile, exchange
rate(s) may undergo significant changes. If the exchange rate is higher at the time of repayment, repayment
of loans in Indian rupees exceed the rupee amount of loan drawn.

6. Disclosure

 loans outstanding on historical cost basis at the beginning and end of the year,

 loans outstanding on closing rate basis at the beginning and end of the year,

 loans outstanding in foreign currency units at the beginning and end of the year,

 additions during the year in foreign currency terms and in Indian Rupee along with the rate of exchange
adopted,

 discharge during the year showing separately the amounts in foreign currency units, on historical basis and

 current rate of exchange basis,

 loss or gain on repayment of loans due to variation of exchange rate,

 amount outstanding at the end of the year in foreign currency units, on historical basis and on closing rate
basis,

 interest paid on external debt, and

 closing rate of exchange applied.
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Q.15. Summarise  IGAS 9 - Government investment in equity.

Ans.:-

1. Introduction

 The Union Government, State Governments, and Governments of Union Territories with Legislatures
(hereinafter called Government), make investments in entities like Government companies, Statutory
Corporations, other Joint Stock Companies and Cooperative Banks/ Societies etc. In addition, the Union
Government also invests in international bodies and authorities like the International Monetary Fund, Asian
Development Fund, and International Finance Corporation.

 Government’s investments in equity include direct investment in share capital, conversion of outstanding
loans (principal and interest) against the entity into equity, and conversion of dividends declared by the entity,
but not received, into equity. This standard covers all such investment in equity, and does not cover
investment in the loan capital of the entity.

2. Objective

The objective of the Standard is to lay down the norms for recognition, measurement,and reporting of investments
of the Government in the Financial Statements so that the financial statemments provide a true and fair view of
investments of the Government, consistent with best international practices.

3. Scope

 This Standard applies to investments made in different investee entities by the Government for incorporation,
and presentation in the Financial Statements. This standard will apply only to Government accounts being
maintained on cash basis.

 It applies to investment in equity of the investee entities and not in debt, like debentures, bonds, and such
other instruments which are normally accounted for by the investee entities as long term and short term debt.
The Financial Statements shall not be considered as giving a true arid fair view of investments unless they
comply with this Standard.

4. Recognition

 An investment in equity shall be recognised by the Government as an asset from the date on which the
investment details are entered in the books of the entity.

 Loans converted into equity and dividends declared but not distributed by the investee entity, converted into
equity shall be treated as equity investments from the date on which such conversion takes plate, i.e. from
the date on which details of conversion are entered in the books of the investee entity.

5. Measurement

 The method of initial measurement of investments in the financial statements of theGovernment is the
historical cost of the investment. Where investment in equity is acquired on payment of cash including on
exercise of rights granted by the investee, the historical cost is the amount of cash disbursed. Historical cost
of Bonus shares is nil as there is no payment of cash. In case the Government acquires equity shares in
consideration of any other asset, e.g., land, the historical cost of such investment shall be the face value
of the equity shares. Where the equity shares are acquired on reinvestment of dividends, the historical cost
of such shares is the amount of dividends against which the shares are allotted. Historical cost of equity
shares acquired on conversion of loans is the amount of the loan outstanding (principal and interest) against
which such shares are allotted.

 Total market value of the investments will be calculated on the basis of the price quoted on the last day of
the financial year in the primary market of trading of that particular stock or in case the quoted price is not
available on that date, the price on the date at which it was last quoted before the closing of the financial
year. This will be applicable to the listed companies whose shares are regularly traded on a recognised stock
exchange during the year.

 Investments subsequent to initial measurement shall also be reflected in the financial statements at historical
cost.

 The total amount of investments on the last date of an accounting period shall be the investments at the
beginning of the period with additions and disinvestment / sale of investments during the period.
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6. Disclosure

 The Financial Statements of the Government shall disclose the amount of investments at the beginning and
at the end of the accounting period showing additional investments, disinvestments / divestments or
retirement /write town of capital / transfer of share, if any.

 They will reflect the additions made during the year by way of investments to the opening balance and
disinvestments/ divestments there from, for arriving at the closing balance.

 Types of investments are specifically mentioned and acquisitions of investments in terms of exchange of
goods/ other assets are also recorded.

 The amount of dividend received shall be reflected as revenue of the period.

 The Financial Statements of the Government shall disclose the following details under the statement of
‘Investments made by the Government’:

 Detailed Statement of Investments made investee Entity wise.

 Detailed Statement of Disinvestments / divestments / retirement of capital / transfer of shares made
Investee Entity wise.

 Summary of Investments: Investee group-wise (such as Statutory Corporations, Joint Stock Companies,
Cooperative Banks, etc.

 Additional disclosures of investee entities which have not submitted accounts and / or have suffered
a loss during the preceding three consecutive years.

 Q.16.Summarise  IGAS 10 - Public debt and other liabilities government.

Ans.:-

1. Introduction

 In terms of Article 292 of the Constitution, the executive power of the Union extends to borrowing upon the
security of the Consolidated Fund of India within such limits, if any, as may from time to time be fixed by
Parliament by Law. Article 293(1) of the Constitution provides a similar provision in respect of State
Governments.

 Section 48A(1) of the Government of Union Territory Act 1963 and Section 47A( 1) of Government of NCT
of Delhi Act 1991, also provides for borrowing upon the security of the Consolidated Fund of the Union
Territory concerned or Consolidated Fund of the Capital within such limits, if any, as may be fixed by
Parliament by law and the stipulations indicated therein.

2. Objective

 The objective of the IGAS is to lay down the principles for identification, measurement and disclosure of
public debt and other obligation of Union and the State Governments including Union Territories with
legislatures in their respective financial statements.

 It ensures consistency with international practices for accounting of public debt in order to ensure
transparency and disclosure in the financial statements of Government for the benefit of various stake
holders.

3. Scope
 The proposed IGAS shall apply to the financial statements prepared by the Union and State Governments

and Union Territories with legislature.
 The IGAS shall also cover “other obligations” as defined in paragraph 4 of this Standard relating to definitions.
 The IGAS shall not include in its ambit, guarantees and other contingent liabilities and non-binding

assurances.

4. Measurement & Valuation

 The Public Debt and Other Obligations incurred by Governments shall be accounted and reported on the
basis of Face Value.

 For the purpose of reporting external debt, changes in the Balance at the end of the Accounting Period
arising from variations in the rate of exchange shall also be reported.
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5. Disclosure

 the opening balance, additions and discharges during the year, closing balance and net change in rupee
terms with respect to internal debt;

 the opening balance, additions and discharges during the year, closing balance and net change in rupee
terms with respect to external debt, wherever applicable;

 the opening balance, receipts and disbursements during the year, closing balance and net change in rupee
terms with respect of other obligations.

 Q.17.Summarise  all IGFRS.

Ans.:-

IGFRS 1 : Presentation of Financial Statements

 IGFRS 1 has prescribed the manner of presentation of financial statements by Government entities that follow
accrual basis of accounting.

 It sets out over all requirement for the presentation of financial statements, guidance for their structure and
minimum requirements for the content of financial statements presented under the accrual basis of
accounting.

IGFRS 2 : Property, Plant and Equipment

 This standard has prescribed the accounting treatment for property, plant and equipment (PPE) so that users
of financial statements can obtain information regarding an entity’s investment in its property, plant and
equipment and any changes in such investment.

 The principal issues in accounting for property, plant and equipment are the timing of recognition of the assets,
the determination of their carrying amounts and the depreciation charges and impairment losses to be
recognised in relation to them.

 In addition, this standard aims at categorising assets according to their nature and also aims to provide for
depreciation of assets, taking into account their usage over the life of the assets.

 The Accounting Standard is essentially an adaptation to Indian requirements of International Public Sector
Accounting Standard (EPSAS 17) issued by IFAC on Property, Plant and Equipment.

 It also envisaged to provide guidance to pilot studies and the eventual development of a common reporting
framework under accrual basis for the Union and the States.

 The IGFRS are subject to revision by GASAB based on experiences with pilot studies.

IGFRS 3: Revenue from Government Exchange Transaction

 This Standard lays down the principles to be followed for recognition and measurement of revenue from
exchange transactions by government entities under accrual basis of accounting, wherein transactions and
other events are recognised when they occur (and not only when cash or its equivalent is received or paid).

 It is envisaged to provide guidance to the pilot studies and eventual development of a common reporting
framework under accrual basis for Union and the States. The IGFRS could be revised by GASAB based on
pilot studies.

\IGFRS 4 : Inventories

 This standard has prescribed the accounting treatment for inventories. A primary issue in accounting for
inventories is the amount of cost to be recognized as an asset and carried forward until the related revenues
are recognized.

 This Standard provides guidance on the determination of cost and its subsequent recognition as an expense,
including any write-down to net realizable value. It also provides guidance on the cost formulas that are used
to assign costs to inventories. This Standard aims at using accrual principles of accounting for inventories
– both at the stage of charging as expense and depicting the closing stock in the financial statements at the
end of the reporting period.

 The Accounting Standard has derived inputs from Indian Accounting Standards (Ind AS 2), IPSAS 12 and
IAS 2 (International Accounting Standards). The Standard is envisaged to provide guidance to the pilot studies
and eventual development of a common reporting framework under accrual basis for the Union and the
States. The IGFRS 4 could be revised by GASAB based on pilot studies.



www.accountsconcepts.com

15.16 All Theory of CFR combined (30% Coverage)

All right reserved © RMC

IGFRS 5 : Contingent Liabilities (other than guarantees) and Contingent Assets: Disclosure Requirements

 This standard has laid down the principles for disclosure requirements of Contingent Liabilities (other than
guarantees) and Continent Assets for both the Union and the State Governments including Union Territories
with Legislatures, in their respective Financial Statements in order to ensure uniform and appropriate
disclosure of such liabilities and assets.

 It also ensures consistency with international best practices leading to transparency and improved quality
of disclosure in the financial reports of Governments for the benefit of various stakeholders.

 An important objective of the IGFRS is to ensure that Governments portray the risks associated with
contingent liabilities and contingent assets in a transparent manner.

 The purpose of this standard is to provide for disclosure requirements of contingent liabilities (other than
guarantees) and contingent assets of Governments in the financial Statements.

 Disclosure of contingent liability is relevant from the point of view of knowing what risk of future liability the
government carries.

 Disclosure of contingent assets is relevant in knowing what possible assets may accrue to government.
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 Q.1.Explain the meaning of XBRL.

Ans.:-

(i) Meaning

XBRL is a language for the electronic communication of business and financial data which is revolutionising the
business reporting around the world.

(ii) Terminology used in XBRL
(a) Extensible

This term implies that the user can extend the application of a particular business data beyond its original
intended purpose. The major advantage in it is that the extended use can be determined even by the users
and not just the ones who merely prepare the business data. This is achieved by adding tags which are both
human and machine readable – describing what the data is.

(b) Business
This platform is relevant to any type of business transaction. It is to be noted that XBRL focus is on
describing the financial statements for all kinds of entities.

(c) Reporting
The intention behind promoting the use of XBRL is to have all companies report their financial statements
in a consolidated manner using the specified formats.

(d) Language
XBRL is based on ‘eXtensible Markup Language’ (XML). It is one of a family of “XML” languages which is
becoming a standard means of communicating information between businesses and on the internet.
It prescribes the manner in which the data can be “marked-up” or “tagged” to make it more meaningful to
human readers as well as to computers-based system.

 Q.2.Write Short notes on myths regarding XBRL.

Ans.:-

(i) XBRL is not a set of Accounting Standards
It needs to be clearly understood that XBRL does not represent a set of accounting standards, which remain the
prerogative of the regulatory standards bodies. XBRL is merely a platform on which reporting standards content
will reside and be represented.

(ii) XBRL is not a chart of accounts
It is not a detailed universal chart of accounts. Formulation of a company’s chart of accounts is an exercise
conducted by its management with regard to its specific business intricacies.
XBRL can facilitate the implementation of such structures through its ability to transport data between disparate
software applications that might be used within an organizations operational structures.

(iii) XBRL is not a GAAP translator
It does not provide a mechanism for facilitating a drilldown of existing GAAP information into lower levels of
information that would be necessary for translating financial statements from one GAAP to another. The business-
reporting document contains the same GAAP information, be it in an XBRL format or an MS word or PDF format.

(iv) XBRL is not a proprietary technology
XBRL is freely licensed and available to the public.

(v) XBRL is not a Transaction Protocol
XBRL deals with business reporting information, not with data capture at the transaction level. It is designated to
address issues related to generation and usage of information contained within business reports and begin at the
accounting classification level

Unit 2 : XBRL
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 Q.3. What are the features of XBRL Reporting ?

Ans.:-

(i) Clear Definitions

 XBRL allows the creation of reusable, authoritative definitions, called taxonomies, which capture the meaning
contained in all of the reporting terms used in a business report, as well as the relationships between all of
the terms.

 Taxonomies are developed by regulators, accounting standards setters, government agencies and other
groups that need to clearly define information that needs to be reported upon.

 XBRL doesn’t limit what kind of information is defined: it’s a language that can be used and extended as
needed.

(ii) Testable Business Rules
XBRL allows the creation of business rules that constrain what can be reported. Business rules can be logical or
mathematical, or both. These business rules can be used to:

 Prevent poor quality information being sent to a regulator or third party, by being run by the preparer while
the report is in draft stage.

 Prevent poor quality information being accepted by a regulator or third party, by being run at the point that
the information is being received. Business reports that fail critical rules can be sent back to the preparer
for review and resubmission.

 Identifying or highlighting questionable information, allowing prompt follow up, correction or explanation.

 Creation of ratios, aggregations and other kinds of value-added information, based on the fundamental
data provided.

(iii) Multi-lingual Support
XBRL allows concept definitions to be prepared in as many languages as necessary. Translations of definitions
can also be added by third parties. This means that it’s possible to display a range of reports in a different
language to the one that they were prepared in, without any additional work. The XBRL community makes
extensive use of this capability as it can automatically open up reports to different communities.

(iv) Strong Software Support
XBRL is supported by a very wide range of software from vendors large and small, allowing a very wide range of
stakeholders to work with the standard.

 Q.4. What are the benefit of XBRL ?

Ans.:-

(i) Automated Data Processing

 The use of XBRL offers major benefits to the preparers and users of business and financial information by
enabling this data to be exchanged and processed automatically by the software.

 XBRL identification tags reduce and eliminate the need for the data entry operator to manually key data
into the software.

(ii) More accurate and efficient
XBRL makes reporting more accurate and more efficient by using comprehensive definitions and accurate data
tags. Such data tags allow the preparation, validation, publication, exchange, consumption and analysis of business
information of all kinds.

(iii) Data Review
Organisations can use software to automatically validate data electronically received through XBRL. The software
can help analyse the data and identify problems that accountants and auditors can examine.

(iv) Improved reporting quality

XBRL provides its users with increased data integrity and uniformity. It also allows for increased transparency of
public owned companies’ financial records for view by ‘interested’ parties.

(v) Interchangeable
Information in reports prepared using the XBRL standard is interchangeable between different information systems
in entirely different organisations. This allows for the exchange of business information across a reporting chain.
The users who intend to report information, share information, publish information and allow straight through
information processing rely on XBRL.
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(vi) Cost and time savings
Currently all companies file their reports with regulators using formats like the Portable Document Format (PDF)
which has its inherent limitations. Moreover, the costs of sending, receiving, storing, validating and auditing the
financial records in this format are comparatively higher. XBRL reduces the involved time and also the cost.

(vii) Tagging of transactions
In addition to allowing the exchange of various business reports, XBRL has the capability to allow the tagging of
transactions that can themselves be aggregated into XBRL reports. These transactional capabilities allow
system-independent exchange and analysis of significant quantities of supporting data. XBRL allows unique
tags to be associated with reported facts, which leads to the following advantages :
• publishing of reports with the confidence that the information contained in them can be consumed and

analysed accurately,
• testing of the reports against a set of business and logical rules, in order to capture and avoid mistakes at

their source,
• using the information in the way that best suits the users’ needs, including by using different languages,

alternative currencies and in their preferred style,
• providing confidence to the users that the data provided to them conforms to a set of sophisticated predefined

definitions.

 Q.5. Who are the users of XBRL ?

Ans.:-

(i) Companies
Companies are required to provide relevant information to various stakeholders, and to accurately move
information amongst them.

(ii) Not-for-profit Organisations
Several not-for-profit organisations, like universities, municipalities etc. opt for reporting under XBRL format.

(iii) Accountants
Accountants use XBRL in support of clients reporting requirements and are required to prepare and present
financial statements using XBRL.

(iv) Analysts
Analysts that need to understand relative risk and performance.

(v) Investors
Investors that need to compare potential investments and understand the underlying performance of existing
investments.

(vi) Regulatory Authorities

 Financial regulators that need significant amounts of complex performance and risk information about
the institutions that they regulate.

 Securities regulators and stock exchanges that need to analyse the performance and compliance of
listed companies and securities, and need to ensure that this information is available to markets to consume
and analyse.

 Business registrars that need to receive and make publicly available a range of corporate data about
private and public companies, including annual financial statements.

(vii) Government agencies
Government agencies that are in the process of simplifying the process of businesses reporting, reducing red
tape (either by harmonising data definitions or consolidating reporting obligations, or both), or improving
government reporting by standardising the way that consolidated or transactional reports are prepared.

(viii) Tax authorities
The tax authorities need financial statements and other compliance information from companies in order to
process and review their corporate tax affairs.

(ix) Statistical and monetary policy authorities: These authorities that need financial performance information
from many different organisations.

(x) Specialist Data Providers
Specialist data providers that use published information for the purpose of creating comparisons, ratings and
other value-added information products for various market participants.
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  Q.6. Write Short note on XBRL Reporting in India.

Ans.:-

(i) Adoption of XBRL by Ministry of Corporate Affairs (MCA)
(a) Companies required to follow XBRL Reporting (Section 137)

 all companies listed with any Stock Exchange(s) in India and their Indian subsidiaries, or
 all companies having paid up capital of rupees five crore or above,
 all companies having turnover of rupees hundred crore or above, or
 all companies which were hitherto covered under the Companies (Filing of Documents and Forms in

Extensible Business Reporting Language) Rules, 2011.

(b) Companies exempt from XBRL Reporting

 Banking companies

 Insurance companies

 Power Sector companies; and

 Non-Banking Financial companies.

(c) XBRL & Filing of Cost Audit Report
A company required to furnish cost audit report and other documents to the Central Government under
Section 148(6) of the Companies Act, 2013 and rules made thereunder, shall file such report and other
documents using the XBRL taxonomy given in Annexure-III to the said Rule for the financial years on or
after April 1, 2014 in e-Form CRA-4 specified under the Companies (Cost Records and Audit) Rules, 2014

(ii) Adoption of XBRL by Reserve Bank of India (RBI)

 The Reserve Bank of India (RBI), India’s central bank, oversees a host of critical activities including monetary
policy, bank supervision and foreign exchange management.

 RBI is internationally well regarded for its regulatory acumen that played a key role in the Indian financial sector remaining
virtually unscathed during the Asian Financial Crisis and the ongoing international banking and credit crisis.

 Reserve Bank of India is responsible for implementing the XBRL standard for banks’ reporting. RBI had
opted for XBRL as the reporting technology for the Basel II reporting norms so as to capture quality information
that can be reused across the regulatory functions.

 Within RBI, XBRL implementation is being regularly monitored by a High Level Steering Committee appointed
by the Governor.

(iii) Adoption of XBRL by Securities and Exchange Board of India (SEBI)

 Securities and Exchange Board of India (SEBI) is in the process of setting up a SEBI Unified Platform for
Electronic Reporting and Dissemination (SUPER-D), which will be a XBRL technology based platform for
reporting by listed companies, Mutual Funds and other SEBI registered intermediaries.

 The platform will also be used to disseminate requisite information relating to listed companies, mutual
funds and other intermediaries, to the public. SEBI has started a XBRL

 Pilot Project for filing / reporting by Mutual Funds with SEBI. Under this XBRL MF Pilot Project, SEBI
invited all the registered Mutual Fund/Assets Management Companies to participate on voluntary basis as
filers for doing XBRL filings of the specified reports to SEBI.

 These XBRL filings have to be done in addition to the filings under the current system.

(iv) Adoption of XBRL by Bombay Stock Exchange (BSE)

 As a part of regulatory compliances, BSE collects data/disclosures in specified formats from its listed
companies.

 With a view to making reporting more accurate and more efficient, BSE has moved towards the XBRL
based reporting.

 BSE became the first stock exchange in India to introduce and implement XBRL based reporting in association
with its partner in this endeavor, Microvista Technologies.

 With implementation of XBRL, BSE is in the club of international stock exchanges that have implemented
XBRL based reporting.

 Keeping in line with continuous improvement, BSE has now made it mandatory for filing of Corporate
Governance report and Shareholding Pattern in XBRL mode.

 Moreover, the BSE is making its taxonomies available online to promote the development of software by
the private sector.
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Unit  3 - Integrated Reporting
 Q.1. Write Short note on Value creation and Six Capital.

Ans.:

(i) Value Creation

For value creation companies should expand their reporting beyond the stewardship of financial capital, to
include all the resources they use as inputs to their business activities. The IIRC uses the term “capitals” to
denote these various resources, with six capitals identified.

(ii) Six Capital

 Financial capital

 Financial capital is broadly understood as the pool of funds available to an organization.

 This includes both debt and equity finance.

 This description of financial capital focuses on the source of funds, rather than its application which
results in the acquisition of manufactured or other forms of capital.

 Manufactured capital

 Manufactured capital is seen as human-created, production-oriented equipment and tools.

 A distinction is drawn between inventory (as a short term asset) and plant and equipment (tangible
capital).

 Although the identification of these items is generally agreed, their accounting treatment, particularly
in terms of valuation, depreciation and taxation, is more contentious.

 Intellectual capital

Intellectual capital is a key element in an organization’s future earning potential.It includes investment in
R&D, innovation, human resources and external relationships.

 Human Capital

It is “generally understood to consist of the individual’s capabilities, and the knowledge, skills and experience
of the company’s employees and managers, as they are relevant to the task at hand, as well as the
capacity to add to this reservoir of knowledge, skills, and experience through individual learning”.

 Social Capital

The OECD defines social capital as “networks together with shared norms, values and understandings that
facilitate co-operation within or among groups”.

 Natural Capital

“Natural capital includes the land, water, atmosphere, and the many natural resources they contain, including
ecological systems with living (biotic) and non-living (abiotic) components”.

 Q.2. What are the benefits of Integrated Reporting ?

Ans.:

 incorporate sustainability into its core business

 communicate the impact of a company’s operations on environment and community

 identify ESG related risks and opportunities

 provide a competitive edge over its peers in the long term

 informed decisions and improved overall performance

 identify cost savings by analyzing financial and non-financial metrics together

 increase internal collaboration

 increase engagement with internal and external stakeholders through consistent and balanced reporting

 address reputational risk.

 increase brand value and customer loyalty
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  Q.3. What are the challenges to Integrated Reporting ?

Ans.:-

 Who will provide assurance to integrated report ?

 There is no internationally acceptable standard or framework for IR.

 Measuring and quantifying non-financial metrics and then integrating them with financial performance are complex
tasks.
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Unit  4 - CSR Reporting
 Q.1. Write is CSR ?

Ans.:-

 The WBCSD defines Corporate Social Responsibility (CSR) as “the continuing commitment by business to
contribute to economic development while improving the quality of life of the workforce and their families as well
as of the community and society at large.”

 As mentioned by United Nations Industrial Development Organization (UNIDO), “Corporate social responsibility
is a management concept whereby companies integrate social and environmental concerns in their business
operations and interactions with their stakeholders.

 CSR is generally understood as being the way through which a company achieves a balance of economic,
environmental and social imperatives (“Triple-Bottom-Line- Approach”), while at the same time addressing the
expectations of shareholders and stakeholders.”

 Q.2. Write short note on CSR in India.

Ans.:-

 In India, the Companies Act, 2013 has introduced the idea of CSR to the forefront.

 The Ministry of Corporate Affairs, Government of India notified the Section 135 of the Companies Act, 2013
along with Companies (Corporate Social Responsibility Policy) Rules, 2014 “hereinafter CSR Rules” and other
notifications related thereto which makes it mandatory (with effect from 1st April, 2014) for certain companies
who fulfill the criteria as mentioned under Sub Section 1 of Section 135 to comply with the provisions relevant to
Corporate Social Responsibility.

 As per the said section, the companies having Net worth of INR 500 crore or more; or Turnover of INR 1000 crore
or more; or Net Profit of INR 5 crore or more during any financial year shall be required to constitute a Corporate
Social Responsibility Committee of the Board “hereinafter CSR Committee” with effect from 1st April, 2014.

 The above provision requires every company having such prescribed Net worth or Turnover or Net Profit shall
be covered within the ambit of CSR provisions.

 The section has used the word “companies” which connotes a wider meaning and shall include the foreign
companies having branch or project offices in India.

 Q.3. Write short note on applicability of CSR to Company.

Ans.:-

(i) As provided under Section 135(1) itself, the companies shall be required to constitute CSR Committee. The
CSR Committee shall be comprised of 3 or more directors, out of which at least one director shall be an independent
director.

(ii) The Board’s report shall disclose the compositions of the CSR Committee.

(iii) All such companies shall spend, in every financial year, at least two per cent of the average net profits of the
company made during the three immediately preceding financial years, in pursuance of its Corporate Social
Responsibility Policy. It has been clarified that the average net profits shall be calculated in accordance with the
provisions of Section 198 of the Companies Act, 2013. Also, proviso to the Rule provide 3(1) of the CSR Rules
that the net worth, turnover or net profit of a foreign company of the Act shall be computed in accordance with
balance sheet and profit and loss account of such company prepared in accordance with the provisions of clause
(a) of sub-section (1) of section 381 and section 198 of the Companies Act, 2013.

 Q.4. Write short on CSR Activities.

Ans.:-

 Eradicating extreme hunger and poverty,

 Promotion of education,

 Promoting gender equality and empowering women,

 Reducing child mortality and improving maternal health,
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 Combating HIV, AIDS, malaria and other diseases,

 Ensuring environmental sustainability,

 Employment enhancing vocational skills,

 Social business projects,

 Contribution to the Prime Minister’s National Relief Fund or any other fund set up by the Central Government or
the State Governments for socio-economic development and relief and funds for the welfare of the scheduled
Castes, the Scheduled Tribes, other backward classes, minorities and women,

 Such other matters as may be prescribed.

 Q.5. Write short on CSR Reporting.

Ans.:-

 A brief outline of the company’s CSR Policy, including overview of projects or programs proposed to be undertaken
and a reference to the web-link to the CSR policy and projects or programs;

 The composition of the CSR Committee;

 Average net profit of the company for last three financial years;

 Prescribed CSR Expenditure (2% of the amount of the net profit for the last 3 financial years);

 Details of CSR Spent during the financial year;

 In case the company has failed to spend the 2% of the average net profit of the last three financial year, reasons
thereof;

 A responsibility statement of the CSR Committee that the implementation and monitoring of CSR Policy, is in
compliance with CSR objectives and Policy of the company.
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Unit  5 - Sustainability Reporting
 Q.1. What are the benefits of Sustainability Reporting ?

Ans.:-
(a) Internal Benefits

 Increased understanding of risks and opportunities

 Enhanced link between financial and non-financial performance

 More focus on long term management strategy and policy, and business plans

 Streamlining processes, reducing costs and improving efficiency

 Benchmarking and assessing sustainability performance with respect to laws, norms, codes, performance
standards, and voluntary initiatives

(b) External Benefits

 Mitigating – or reversing – negative environmental, social and governance impacts

 Improving reputation and brand loyalty

 Enhanced perception on organisation’s value.

  Q.2. How Corporate Sustainability Reporting helps companies ?

Ans.:-

 assess and manage their sustainability impacts,

 report their contributions to sustainable development and

 integrate sustainability into their business strategies.

 identify and manage sustainability risks

 improve governance and

 enhance reputation.

  Q.3. What are the forms of sustainability reporting ?

Ans.:-

(i) Social Sustainability :

 Social sustainability activities focus on maintaining mutually beneficial relationships with employees,
customers and the community.

 These activities often have benefits in terms of positive profile and customer and community support.

(ii) Environmental sustainability

 Environmental sustainability activities focus on the impact of resource usage, hazardous substances, waste
and emissions on the physical environment.

 These activities may have a direct benefit for a business by reducing costs.

(iii) Economic sustainability

Economic sustainability activities focus on business efficiency, productivity and profit.
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 Q.1. Define Tripple Bottom Line and its form.

Ans.:-

(i) Meaning

 TBL reporting refers to the publication of economic, environmental and social information in an integrated
manner that reflects activities and outcomes across these three dimensions of a company’s performance.

 Triple Bottom Line Reporting requires that organisations should be reporting on three different ‘bottom
lines’ that are quite distinct, but related from one another.

(ii) Line of Reporting

 The first bottom line happens to be the bottom line of the “income statement” (which is the traditional
measure of operating result).

 The second bottom line is that of anorganisation’s “people account” (a measure in some shape or form of
how socially responsible an organisation has been throughout its operations); and

 The third bottom line is that of the organisation’s “planet account” (which measures how environmentally
responsible the company has been).

 Q.2. What are the benefits of Tripple Bottom Line Reporting?

Ans.:-

(i) Enhancement of reputation and brand

Corporate reputation is a function of the way in which a company is perceived by its stakeholders. Effective
communication with stakeholders on one or more of the environmental, social, and economic dimensions can
play an important role in managing stakeholder perceptions and, in doing so, protect and enhance corporate
reputation.

(ii) Securing a social license to operate

A ‘license to operate’ is not a piece of paper, but informal community and stakeholder support for an organisation’s
operations. Business is increasingly recognising the link between ongoing business success and its ‘license to
operate’, especially in the resources sector. Communication with stakeholders is often critical to securing and
maintaining a ‘license to operate’. Communities and stakeholders generally, are likely to be more supportive of
companies that communicate openly and honestly about their management and performance in relation to
environmental, social and economic factors.

(iii) Attraction and retention of high calibre employees :

Existing and prospective employees have expectations about corporate environmental, social and economic
behaviour, and include such factors in their decisions regarding working for an organisation.. The publication of
TBL-related information can play a role in positioning an employer as an ‘employer of choice’ which can enhance
employee loyalty, reduce staff turnover and increase a company’s ability to attract high quality employees.

(iv) Improved access to investor market

A growing number of investors are including environmental and social factors within their decision-making
processes. The growth in socially responsible investment and shareholder activism is evidence of this. Responding
to investor requirements through the publication of TBL-related information is a way of ensuring that the company
is aligning its communication with this stakeholder group, and therefore enhancing its attractiveness to this
segment of the investment market.

(iv) Establish position as a preferred supplier

Obtaining a differentiated position in the market place is one way to establish the status of preferred supplier.
Effectively communicating with stakeholder groups on environmental, social and economic issues is central to
obtaining a differentiated position in the market place.

(v) Reduced risk profile :
There is an expanding body of evidence to suggest that performance in respect of economic, social and
environmental factors has the capacity to affect the views of market participants about a company’s exposure to,

Unit  6 - Tripple Bottom Line Reporting
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and management of risk. TBL reporting enables a company to demonstrate its commitment to effectively managing
such factors and to communicate its performance in these areas. A communication policy that addresses these
issues can play an important role in the company’s overall risk management strategy.

(vi) Identification of potential cost savings

TBL reporting often involves the collection, collation and analysis of data on resource and materials usage, and
the assessment of business processes. For example, this can enable a company to better identify opportunities
for cost savings through more efficient use of resources and materials.

(vii) Increased scope for innovation
The development of innovative products and services can be facilitated through the alignment of R&D activity
with the expectations of stakeholders. The process of publishing TBL reporting provides a medium by which
companies can engage with stakeholders and understand their priorities and concerns.

(viii) Aligning stakeholder needs with management focus
External reporting of information focuses management attention on not only the integrity of the data but also the
continuous improvement of the indicator being reported.

(ix) Creation of sound basis for stakeholder dialogue
Publication of TBL reporting provides a powerful platform for engaging in dialogue with stakeholders. Understanding
stakeholder requirements and alignment of business performance with such requirements is fundamental to
business success. TBL reporting demonstrates to stakeholders the company’s commitment to managing all of its
impacts, and, in doing so, establishes a sound basis for stakeholder dialogue to take place.

 Q.3. Discuss implementation strategy of Tripple Bottom Line Reporting.

Ans.:-

(i) Prerequisites of implementation of TBL Reporting

TBL reporting would be of little relevance to the reporting company or its stakeholders if it is not aligned to the
company’s overall business strategy. A decision to move to full TBL reporting should not be taken lightly. It
must have senior management endorsement and commitment, as it may have major resource implications,
and a half hearted approach is likely to be worse than not adopting it all.

(ii) Strategy for implementation

 clear definition of the role of TBL reporting in driving strategic business objectives,

 establishment of the resource and cost requirements,

 awareness of associated legal implications, and

 understanding the risks involved in publishing TBL information.

(iii) Key Challenges for Implementation

• Awareness of relevant issues associated with TBL reporting,

• Understanding stakeholder requirements;

• Aligning TBL reporting with objectives and risks; and

• Determining and measuring performance indicators.

 Q.3. Describe the users of TBL Reporting.

Ans.:-

(i) Businesses

 The TBL and its core value of sustainability have become compelling in the business world due to
accumulating anecdotal evidence of greater long-term profitability.

 For example, reducing waste from packaging can also reduce costs. Among the firms that have been
exemplars of these approaches are General Electric, Unilever, Proctor and Gamble, 3M among others.

(ii) Non-profit Organisations

 Many non-profit organizations have adopted the TBL and some have partnered with private firms to address
broad sustainability issues that affect mutual stakeholders.
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 Companies recognize that aligning with nonprofit organizations makes good business sense, particularly
those nonprofits with goals of economic prosperity, social well-being and environmental protection.

(iii) Government

State, regional and local governments are increasingly adopting the TBL and analogous sustainability assessment
frameworks as decision-making and performance-monitoring tools.

 Q.4. Explain relationship of Financial Reporting and TBL Reporting.

Ans.:-

(i) Origin

The origination of financial reporting precedes that of Triple bottom line reporting, the latter being just a few
decades old.

(ii) Nature

It is mandatory for corporates to prepare and present their financial reports; while preparation of full TBL reports
including social and environmental dimension is voluntary in nature.

(iii) Scope

Triple bottom line reporting is broader in scope than financial reporting, as the former includes the reporting of
social and environmental performances in addition to the financial performance of an organisation.

(iv) Contents

The information contained within a TBL report is of a different nature to that included in a financial report. Thus,
TBL reporting enables environmental and social risks that have the capacity to materially affect long-term financial
performance to be identified and, therefore, taken into consideration when preparing financial reports.

 Q.5. What are the challenges and solution of TBL Reporting?

Ans.:-

(i) Challenges4.9 CHALLENGES OF TRIPLE BOTTOM LINE REPORTING FRAMEWORK

 The primary challenge in TBL Reporting is the calculation of the TBL. The 3Ps under TBL reporting framework
are not measured using any common unit. Profits are expressed in monetary amounts. But is it possible to
measure social capital in it? What about environmental or ecological health? Finding a common unit of
measurement is one challenge.

 Some proponents of TBL concept suggest monetizing all the dimensions of the TBL, including social welfare
or environmental damage. While that would have the benefit of having a common monetary unit, it would
be a big challenge. The challenge lies in identifying the proper method of finding the right price for lost
environment and social value creation.

(ii) Solution to the Challenge

 The solution advocated by some experts of the field has been to calculate the TBL in terms of an index. In
this way, it would be possible to eliminate the incompatible units issue and, as long as there is a universally
accepted accounting method, it would allow for comparisons between entities, e.g., comparing performance
between companies, cities, development projects or some other benchmark.

 An example of an index that compares a county versus the nation’s performance for a variety of components
is the Indiana Business Research Center’s Innovation Index. However, there remains some subjectivity
even when using an index regarding :

 How are the index components weighted?

 Would each “P” get equal weighting?

 What about the sub-components within each “P”?
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Q.1. What is the format of Business Responsibility Report ?

Ans.:-

SECTION A : General Information about The Company

SECTION B : Financial Details of The Company

    Paid up Capital (INR)

Total Turnover (INR)

    Total profit after taxes (INR)

    Total Spending on Corporate Social Responsibility (CSR) as percentage of profit after tax (%)

     List of activities in which expendiure on CSR has been incurred.

SECTION C :  OTHER DETAILS
1. Does the Company have any Subsidiary Company/ Companies?
2. Do the Subsidiary Company/Companies participate in the BR Initiatives of the parent company?

If yes, then indicate the number of such subsidiary company(s)
3. Do any other entity/entities (e.g. suppliers, distributors etc.) that the Company does business

with, participate in the BR initiatives of the Company? If yes, then indicate the percentage of
such entity/entities? [Less than 30%, 30- 60%, More than 60%]

SECTION D :   BR INFORMATION
1.    Details of Director/Directors responsible for BR
2.    Principle-wise (as per NVGs) BR Policy/policies

SECTION E :  PRINCIPLE-WISE PERFORMANCE
Nine Principles to Assess Compliance With Environmental, Social and Governance Norms as per
National Voluntary Guidelines (NVG)

Q.2. Explain 9 principle of BRR.

Ans.:-

Principle 1

Businesses should conduct and govern themselves with Ethics, Transparency and Accountability

1. Businesses should develop governance structures, procedures and practices that ensure ethical conduct at all
levels; and promote the adoption of this principle across its value chain. Businesses should communicate
transparently and assure access to information about their decisions that impact relevant stakeholders.

2. Businesses should not engage in practices that are abusive, corrupt, or anti-competition.

3. Businesses should truthfully discharge their responsibility on financial and other mandatory disclosures.

4. Businesses should report on the status of their adoption of these Guidelines as suggested in the reporting
framework in this document.

5. Businesses should avoid complicity with the actions of any third party that violates any of the principles contained
in these Guidelines.

Principle 2

Businesses should provide goods and services that are safe and contribute to sustainability throughout their life cycle.

1. Businesses should assure safety and optimal resource use over the life-cycle of the product –from design to
disposal –and ensure that everyone connected with it-designers, producers, value chain members, customers
and recyclers are aware of their responsibilities.

2. Businesses should raise the consumer’s awareness of their rights through education, product labelling, appropriate
and helpful marketing communication, full details of contents and composition and promotion of safe usage and
disposal of their products and services.

Unit  7 - Business Responsibility Reporting
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3. In designing the product, businesses should ensure that the manufacturing processes and technologies required
to produce it are resource efficient and sustainable.

4. Businesses should regularly review and improve upon the process of new technology development, deployment
and commercialization, incorporating social, ethical, and environmental considerations.

5. Businesses should recognize and respect the rights of people who may be owners of traditional knowledge, and
other forms of intellectual property.

6. Businesses should recognize that over-consumption results in unsustainable exploitation of our planet’s resources,
and should therefore promote sustainable consumption, including recycling of resources.

Principle 3

Businesses should promote the wellbeing of all employees

1. Businesses should respect the right to freedom of association, participation, collective bargaining, and provide
access to appropriate grievance Redressal mechanisms.

2. Businesses should provide and maintain equal opportunities at the time of recruitment as well as during the
course of employment irrespective of caste, creed, gender, race, religion, disability or sexual orientation.

3. Businesses should not use child labour, forced labour or any form of involuntary labour, paid or unpaid.

4. Businesses should take cognizance of the work-life balance of its employees, especially that of women.

5. Businesses should provide facilities for the wellbeing of its employees including those with special needs. They
should ensure timely payment of fair living wages to meet basic needs and economic security of the employees.

6. Businesses should provide a workplace environment that is safe, hygienic humane, and which upholds the dignity of
the employees. Business should communicate this provision to their employees and train them on a regular basis.

7. Businesses should ensure continuous skill and competence upgrading of all employees by providing access to
necessary learning opportunities, on an equal and non-discriminatory basis. They should promote employee
morale and career development through enlightened human resource interventions.

8. Businesses should create systems and practices to ensure a harassment free workplace where employees feel
safe and secure in discharging their responsibilities.

Principle 4

Businesses should respect the interests of, and be responsive towards all stakeholders, especially those who are
disadvantaged, vulnerable and marginalized.

1. Businesses should systematically identify their stakeholders, understand their concerns, define purpose and
scope of engagement, and commit to engaging with them.

2. Businesses should acknowledge, assume responsibility and be transparent about the impact of their policies,
decisions, product & services and associated operations on the stakeholders.

3. Businesses should give special attention to stakeholders in areas that are underdeveloped.

4. Businesses should resolve differences with stakeholders in a just, fair and equitable Manner.

Principle 5

Businesses should respect and promote human rights

1. Businesses should understand the human rights content of the Constitution of India, national laws and policies
and the content of International Bill of Human Rights. Businesses should appreciate that human rights are
inherent, universal, indivisible and interdependent in nature.

2. Businesses should integrate respect for human rights in management systems, in particular through assessing
and managing human rights impacts of operations, and ensuring all individuals impacted by the business have
access to grievance mechanisms.

3. Businesses should recognize and respect the human rights of all relevant stakeholders and groups within and
beyond the workplace, including that of communities, consumers and vulnerable and marginalized groups.

4. Businesses should, within their sphere of influence, promote the awareness and realization of human rights
across their value chain.

5. Businesses should not be complicit with human rights abuses by a third party.
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Principle 6

Business should respect, protect, and make efforts to restore the Environment.

1. Businesses should utilize natural and manmade resources in an optimal and responsible manner and ensure the
sustainability of resources by reducing, reusing, recycling and managing waste.

2. Businesses should take measures to check and prevent pollution. They should assess the environmental damage
and bear the cost of pollution abatement with due regard to public interest.

3. Businesses should ensure that benefits arising out of access and commercialization of biological and other
natural resources and associated traditional knowledge are shared equitably.

4. Businesses should continuously seek to improve their environmental performance by adopting cleaner production
methods, promoting use of energy efficient and environment friendly technologies and use of renewable energy.

5. Businesses should develop Environment Management Systems (EMS) and contingency plans and processes
that help them in preventing, mitigating and controlling environmental damages and disasters, which may be
caused due to their operations or that of a member of its value chain.

6. Businesses should report their environmental performance, including the assessment of potential environmental
risks associated with their operations, to the stakeholders in a fair and transparent manner.

7. Businesses should proactively persuade and support its value chain to adopt this principle.

Principle 7

Businesses, when engaged in influencing public and regulatory policy, should do so in a responsible manner

1. Businesses, while pursuing policy advocacy, must ensure that their advocacy positions are consistent with the
Principles and Core Elements contained in these Guidelines.

2. To the extent possible, businesses should utilize the trade and industry chambers and associations and other
such collective platforms to undertake such policy advocacy.

Principle 8

Businesses should support inclusive growth and equitable development

1. Businesses should understand their impact on social and economic development, and respond through appropriate
action to minimise the negative impacts.

2. Businesses should innovate and invest in products, technologies and processes that promote the wellbeing of
society.

3. Businesses should make efforts to complement and support the development priorities at local and national
levels, and assure appropriate resettlement and rehabilitation of communities who have been displaced owing to
their business operations.

4. Businesses operating in regions that are underdeveloped should be especially sensitive to local concerns.

Principle 9

Businesses should engage with and provide value to their customers and consumers in a responsible manner

1. Businesses, while serving the needs of their customers, should take into account the overall well-being of the
customers and that of society.

2. Businesses should ensure that they do not restrict the freedom of choice and free competition in any manner
while designing, promoting and selling their products.

3. Businesses should disclose all information truthfully and factually, through labelling and other means, including
the risks to the individual, to society and to the planet from the use of the products, so that the customers can
exercise their freedom to consume in a responsible manner. Where required, businesses should also educate
their customers on the safe and responsible usage of their products and services.

4. Businesses should promote and advertise their products in ways that do not mislead Or confuse the consumers
or violate any of the principles in these Guidelines.

5. Businesses should exercise due care and caution while providing goods and services that result in over exploitation
of natural resources or lead to excessive conspicuous consumption.

6. Businesses should provide adequate grievance handling mechanisms to address customer concerns and feedback.
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Unit  8 - GST Accounting
 Q.1. Explain the Features of GST.

Ans.:-

(i) Scope

 The GST would apply to all goods other than alcoholic liquor for human consumption and five petroleum
products, viz. petroleum crude, motor spirit (petrol), high speed diesel, natural gas and aviation turbine
fuel. It would apply to all services barring a few to be specified.

 Tobacco and tobacco products would be subject to GST. In addition, the Centre would have the power to
levy Central Excise duty on these products.

 GST is a tax on value addition basis on the transaction value of outward supply of goods and/or services of
a month computed at notified rate [1%,5%, 12%, 18%, 28%] and paid through Electronic Cash Ledger after
availing Input Tax Credit on or before 20th of next month along with monthly return.

(ii) Taxability

 Tax payers with an aggregate turnover in a financial year up to [‘20 lakhs/ 10 lakhs for NE states and
Sikkim] would be exempt from tax.

 Small taxpayers with an aggregate turnover in a financial year up to ‘ 1.50 crores shall be eligible for
composition levy. Under the scheme, a taxpayer shall pay tax as a percentage of his turnover during the
year without the benefit of (ITC) Input Tax Credit .

 The GST to be levied by the Centre on intra-State supply of goods and/or services is Central GST (CGST)
and that by the States is State GST (SGST).

 On inter-state supply of goods and services, Integrated GST (IGST) will be collected by Centre. IGST will
also apply on imports.

 GST is a consumption based tax i.e. the tax should be received by the state in which the goods or services
are consumed and not by the state in which such goods are manufactured. IGST is designed to ensure
seamless flow of input tax credit from one state to another. One state has to deal only with the Central
government to settle the tax amounts and not with every other state, thus making the process easier.

 Time of Supply identifies the point of time when liability for GST arises. Place of Supply indicates the state
that will enjoy the tax so generated.

 It is worth noting that Beneficiary of the tax generated is the state in which the place of supply is located
(i.e., where the final consumption has taken place)

(iii) Benefits of GST

 Overall Reduction in Prices

 Reduction in Cascading of Taxes

 Common National Market

 Benefits to Small Taxpayers

 Self-Regulating Tax System

 Non-Intrusive Electronic Tax System

 Decrease in Inflation

 Ease of Doing Business

 Simplified Tax Regime

 Reduction in Multiplicity of Taxes

 Consumption Based Tax

(iv) GST Rates

 Threshold limit for exemption to be ‘ 20 lac (‘ 10 lac for special category States except J&K)

 Four tax rates namely 5%, 12%, 18% and 28%

 Some goods and services would be exempt
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 Separate tax rate (3% or 0.5%) for precious metals

 Cess over the peak rate of 28% on specified luxury and sin goods

(v) GST Accounting

A supplier has to then maintain the following a/cs (apart from accounts like purchase, sales, stock) –

 Input CGST a/c

 Output CGST a/c

 Input SGST a/c

 Output SGST a/c

 Input IGST a/c

 Output IGST a/c

 Electronic Cash Ledger (to be maintained on Government GST portal to pay GST)

Q.2. B of Orissa purchases goods at cost of `100000 from A of Orissa and sells goods to C of Orissa at a profit of `
20000, who sells the goods at a profit of ` 15000 to D of West Bengal. D sold ` 1,50,000 in West Bengal and
`1,00,000 in Bihar. GST rate applicable is 18%. Journalise.

Q.3. M of Mumbai purchased goods from C of Chennai costing ` 70000. M also purchased goods from B of Mumbai
costing ` 120000. He paid telephone bill ` 6,000. He purchased an air cooler for his office for ` 12,000 from a
supplier in Pune. He paid wages ` 26000. Journalise.
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Unit  9 - NBFC
 Q.1. Define Non-Banking Financial Company (NBFCs).

Ans.:-

(i) General Definition

 A Non-Banking Financial Company (NBFC) is a company registered under the Companies Act 1956/2013,
engaed in the business of loans and advances, acquisition of shares, debentures and other securities,
leasing, hire-purchase, insurance business and chit business.

 The term NBFC does not include any institution whose principal business is that of agriculture activity,
industrial activity or sale of any good (other than securities) or providing any services and sale/purchase/
construction of any immovable property.

(ii) RBI Act [Section 45 I(f)]

 Non-Banking Financial Company includes

(a) A financial institution which is a company.

(b) A non-banking institution, which is a company with principal business of receiving of deposits, under
any scheme or arrangement or in any other manner, or lending in any manner.

(c) Such other non-banking institution or class of such institutions, as the Reserve Bank with the previous
approval of the Central Government may specify by notification in the Official Gazettee.

 For Purpose of RBI (Reserve Bank of India) Directions relating to Acceptance of Public Deposits, non-
banking financial company means only the non-banking institution which is a -
 Loan Company,
 Investment Company,
 Hire Purchase Finance Company,
 Equipment leasing company
 Mutual benefit financial company.

(iii) Definition based on FAQ of RBI.

Non Banking Financial Company (NBFC)

 is a company registered under the Companies Act, 1956 or 2013,

 engaged in the business of loans and advances, acquisition of shares/stock/bonds/debentures/securities
issued by Government or local authority or other securities of like marketable nature, leasing, hire-purchase,
insurance business, chit business,

 but does not include any institution whose principal business is that of agriculture activity, industrial activity,
purchase or sale of any goods (other than securities) or providing any services and sale/purchase/construction
of immovable property.

 Q.2. Differenciate between Bank and NBFCs.

Ans.:-

NBFC

An NBFC cannot accept demand deposits.

An NBFC is not a part of the payment and settlement
system.

An NBFC cannot issue cheques drawn on itself.

Deposit insurance facilyt of the Deposit Insurance and
Credit Guarantee (DICGC) is not available fo NBFC
depositors.

Bank

A Bank can accept demand deposits.

A Bank is a part of the payment and settlement
system.

A Bank can issue cheques drawn on itself.

Deposit insurance facility of the Deposit Insurance
and Credit Guarantee Corporation (DICGC) is
available for banks.
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 Q.3. Which Companies are exempted from Registration requirement of RBI.

Ans.:-

 Housing Finance Companies (regulated by National Housing Bank).

 Merchant Banking Companies (regulated by Securities and Exchange Board of India),

 Stock Exchanges (regulated by Securities and Exchange Board of India),

 Companies engaged in the business of stock-broking/sub-broking (regulated by Securities and Exchange
Board of India),

 Venture Capital Fund companies (regulated by Securities and Exchange Board of India),

 Nidhi Companies (regulated by Ministry of Corporate Affairs, Government of India),

 Insurance companies (regulated by insurance Regulatory and Development Authority), and

 Chit Fund Companies (regulated by the respective State Government.

 Q.4. Explain Owned Fund and Net Owned Fund.

Ans.:-

 Owned Fund

 Owned fund means paid up equity capital, preference shares which are compulsorily convertible into equity,
free reserves, balance in share premium account and capital reserves representing surplus arising out of
sale proceeds of asset, excluding reserves created by revaluation of asset, as reduced by accumulated loss
balance, book value of intangible assets and deferred revenue expenditure, if any,

 Net Owned Fund

 Owned Fund - Investment in shares of subsidiaries/companies in same group/Other NBFC - Book value of
debentures, bonds, outstanding loans and advances made to and deposits with subsidiaries and companies
i the same group (to the extent such sum exceeds 10% of owned fund).

 Q.5. Explain requirement of Minimum NOF, Deposit acceptance, Systematic Significance, Multiple NBFCs,
Prudential Norms.

Ans.:-

(a) Requirement of Minimum NOF of `̀̀̀̀ 200 lakhs

Although the requirement of minimum NOF stands at ` 200 lakh, the minimum NOF for companies that were
already in existence before April 21, 1999 was retained at ` 25 lakh, but the revised regulatory framework has
mandated all NBFCs to attain a minimum NOF of ` 200 lakh by the end of March 2017, as per the milestones
given below :

 ` 100 lakh by the end of March 2016

 ` 200 lakh by the end of March 2017

(b) Deposit Acceptance

As per extent NBFCs Acceptance of Publis Deposit (Reserve Bank) Directions, 1998, an unrated Asset Finance
Company (AFC) having NOF of ` 25 lakh or more, complying with all the prudential norms and maintaining
capital adequacy ratio of not less than fifteen per cent, is allowed to accept or renew public deposits not exceeding
one and half times of its NOF or up to ` 10 crore, whichever is lower. AFCs which are rated and complying with
all the prudential regulations are allowed to accept deposits up to 4 times of their NOF.

(c) Systemic Significance

The threshold for defining systematic significance for NBFCs-ND has been revised in the light of the overall
increase in the growth of the NBFC sector with asset size of ̀  500 crore and above as per the last audited balance
sheet. With this revision in the threshold for systemic significance, NBFCs-ND shall be categorised into two
broad categories viz., (i) NBFCs-ND (those with assets of less than ̀  500 crore) and (ii) NBFCs-ND-SI (those with
assets of ` 500 crore and above).
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(d) Multiple NBFCs

NBFCs that are part of a corporate group or are floated by a common set of promoters will not be viewed on a
standalone basis. The total assets of NBFCs in a group including deposit taking NBFCs, if any, will be aggregated
to determine if such consolidation falls within the asset sizes of the above two categories.

(e) Prudential Norms

The regulatory approach in respect of NBFCs-ND with an asset size of less than ` 500 crore will be as under :

 They shall not be subjected to any regulation either prudential or conduct of business regulations if they
have not accessed any public funds and do not have a customer interface.

 Those having customer interface will be subjected only to conduct of business regulations if they are not
accessing public funds.

 Those accepting public funds will be subjected to limited prudential regulations but not conduct of business
regulations if they have no customer interface.

 Where both public funds are accepted and customer interface exist, such companies will be subjected both
to limited prudential regulations and conduct of business regulations.

 Registration under Section 45 IA of the RBI Act will be mandatory.

 Q.6. Write short note on Tier I Capital & Tier II Capital.

Ans.:-

 Tier 1 Capital

 All NBFCs-ND which have an asset size of ̀  500 crore and above, and all NBFCs-D, shall maintain minimum
Tier 1 capital of 10%. The compliance to the revised Tier 1 capital will be phased in as follows : 8.5% by end
of March 2016 and 10% by end of March 2017.

 Tier 1 Capital means owned fund as reduced by investment in shares of other non-banking financial
companies and in shares, debentures, bonds, outstanding loans and advances including hire purchase and
lease finance made to and deposits with subsidiaries and companies in the same group exceeding, in
aggregate, ten per cent of the owned fund,

 Tier II Capital includes the following :

 Preference shares other than those which are compulsorily convertible into equity,

 revaluation reserves at discounted rate of fifty five percent,

 general provisions and loss reserves to the extent these are not attributable to actual diminution in value of
identifiable potential loss in any specific asset and are available to meet unexpected losses, to the extent of
one and one fourth percent of risk weighted assets,

 hybrid debt capital instruments, and

 subordinated debt to the extent the aggregate does not exceed Tier 1 capital.

 Q.7. Write short note on classification of assets.

Ans.:-

(a) Lease Rental and Hire-Purchase Assets shall become NPA :

(i) If they become overdue for 9 months (currently 12 months) for the financial year ending March 31,
2016,

(ii) If overdue for 6 months for the financial year ending March 31, 2017, and

(iii) If overdue for 3 months for the financial year ending March 31, 2018 and thereafter.

(b) Assets other than Lease Rental and Hire-Purchase Assets shall become NPA

(i) If they become overdue for 5 months for the financial year ending March 31, 2016,

(ii) If overdue for 4 months for the financial year ending March 31, 2017, and

(iii) If overdue for 3 months for the financial year ending March 31, 2019 and thereafter.
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(c) For all loan and hire-purchase and lease assets, sub-standard asset would mean :

(i) An asset that has been classified as NPA for a period not exceeding 16 months (currently 18 months)
for the financial year ending March 31, 2016,

(ii) an asset that has been classified as NPA for a period not exceeding 14 months for the financial year
ending March 31, 2017, and

(iii) an asset that has been classified as NPA for a period not exceeding 12 months for the financial year
ending March 31, 2018 and thereafter.

(d) For all loan and hire-purchase and lease assets, doubtful asset would mean :

(i) an asset that has remained sub-standard for a period exceeding 16 months (currently 18 months) for
the financial year ending March 31, 2016,

(ii) an asset that has remained sub-standard for a period exceeding 14 months for the financial year
ending March 31, 2017 and thereafter.

(iii) an asset that has remained sub-standard for a period exceeding 12 months for the financial year
ending March 31, 2018 and thereafter.

For the existing loans, a one-time adjustment of the repayment schedule, which shall not amount to
restructuring will, however, be permitted.

 Income from dividend on shares of corporate bodies and units of mutual funds shall be taken into
account on cash basis.

 However, income from dividend on shares of corporate bodies may be taken into account on accrual
basis when such dividend has been declared by the corporate body in its annual general meeting and
the NBFC’s right to receive payment is established. Income from bonds and debentures of corporate
bodies and from Government securities/bonds may be taken into account on accrual basis.

 Income on securities of corporate bodies or public sector undertakings, the payment of interest and
repayment of principal of which have been guaranteed by Central Government or State Government
may be taken into account on accrual basis.

 Q.8. Explain Provision Requirement of Assets.

Ans. :-

 Loss Assets

100% of the outstanding should be provided for.

 Doubtful Assetss

(a) 100% provision to the extent to which the advance is not covered by the realisable value of the security to
which the NBFC has a valid recourse shall be made.

(b) In addition to item (a) above, depending upon the period for which the asset has remained doubtful, provision
to the extent of 20% to 50% of the secured portion (i.e. estimated realisable value of the outstanding) shall
be made on the following basis :

Period for which the asset has been considered as doubtful % of provision

Upto one year 20

One to three years 30

More than three years 50

 Sub-standard asset

A general provision of 105 of total outstanding shall be made.

 Standard Assets

 The provision for standard assets for NBFCs-ND-SI and for all NBFCs-D has being increased to 0.40% (at
present 0.25%). The compliance to the revised norm will be phased in as given below :

 0.30% by the end of March 2016

 0.35% by the end of March 2017

 0.40% by the end of March 2018

 This provision towards standard asset need not be netted from gross advances but shown separately as
‘Contingent provision against standard assets’ in the Balance Sheet.
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 Q.9. Telephone Finance Ltd. is a non-banking finance company. The extracts of its balance sheet are given below :

Liabilities Amount Assets Amount
Paid up equity share capital 100 Leased out Assets investment : 800
Free Reserves 500 In shares of subsidiaries and
Loans 400 group companies 100
Deposits 400 In debentures of subsidiaries

and group companies 100
Cash and Bank balances 200
Deferred Expenditure 200

1,400 1,400

You are required to compute net owned fund of Telephone Finance Ltd. as per NBFC - systematically important
non-deposit taking company and deposit taking company (Reserve Bank) Directions, 2016.

Ans. :- ` 240.

Q.10.Bright Finance Ltd. is a Non-Banking financial company. It provides you with the following information regarding
its outstanding amount, ` 200 lakhs of which instalments are overdue on 200 accounts for last two months
(amount overdue ` 40 lakhs) on 24 accounts for three months (amount overdue ` 24 lakhs). On 10 accounts
for more than 30 months (amount overdue ` 20 lakhs) and 4 accounts for more than three years (amount
over due ` 20 lakhs-already identified as sub-standard assets) and 1 accounts of ` 10 lacs which has been
identified as non-recoverable by the management. Out of 10 accounts overdue for more than 30 months, 6
accounts are already identified as sub-standard (amount ` 6 lakhs) for more than 14 months and other are
identified as sub-standard asset for a period of less than 14 months.

Classify the assets of the company in line with Non-Banking Finance Company - systematically important non-
deposit taking company and deposit taking company (Reserve Bank) Directions, 2016.

Ans.:- Total overdue - 200 lakhs.

Q.11.(CMA - SM) While closing its books of account as on 31.3.2017 a non-banking finance company (NBFC)
has its advances classified as under :

`̀̀̀̀ in lakhs
Standard assets 16,800
Sub-standard assets 1,340
Secured portion of doubtful debts

Upto one year 320
One year to three year 90
More than three years 30

Unsecured portion of doubtful debts 97
Loss assets 58

Calculate the amount of provision, which must be made against the Advances as per

(i) The Non-Banking Financial Company - Non-systematically important Non-Deposit taking Company (reserve
Bank) Directions, 2016, and

(ii) Non-Banking Financial Company - Systematically important Non-Deposit taking Company and Deposit
taking Company (Reserve Bank) Directions, 2016.
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Q.12.Peoples Financiers Ltd. is an NBFC providing Hire Purchase Solutions for acquiring consumer durables. The
following information is extracted from its books for year ended 31st March, 2017 :

 Interest overdue but recognised in P&L   Net Book Value of assets

Assets Funded Period Overdue Interest Amount outstanding

(`̀̀̀̀ Crore) ( `̀̀̀̀ Crore)

LCD Televisions upto 12 months 480.00 20,123.00

Washing Machines for 24 months 102.00 2,410.00

Refrigerators for 30 months 50.50 1,280.00

Air Conditioners for 45 months 26.75 647.00

You are required to calculate the amount of provision to be made.

Q.13.(CMA - SM) Samvedan Limited is a non-banking finance company. It accepts public deposit and also deals in
hire purchase business. It provides you with the following information regarding major hire purchase deals as on
31.3.2017. Few machines were sold on hire purchase basis. The hire purchase price was set as ` 100 lakhs as
against the cash price of ` 80 lakhs. The amount was payable as ` 20 lakhs down payment and balance in 5
equal installments. The hire vendor collected first instalment as on 31.3.2018, but could not collect the second
instalment which was due on 31.3.2019. The company was finalizing accounts for the year ending 31.3.2019.
Till 15.5.2019, the date on which the Board of Directors signed the accounts, the second instalment was
not collected. Presume IRR to be 10.42%.
Required :

(i) What should be the principal outstanding on 1.4.2018? Should the company recognize finance charge for
the year 2018-19 as income ?

(ii) What should be the net book value of assets as on 31.3.19 so far Samvedan Ltd. is concerned as per
NBFC prudential norms requirement for provisioning ?

(iii) What should be the amount of provision to be made as per prudential norms for NBFC laid down by RBI?


