
COMPANIES (ACCOUNTING STANDARDS) RULES, 2006 
 
Q.1 What is Companies (Accounting Standards) Rules, 2006? 
☞  The Central Government constituted a committee called National Advisory Committee on 

Accounting Standards (NACAS). Based on the recommendations of the NACAS the Central 
Government, in exercise of its powers under section 211(3C) of the Companies Act, 1956 read 
with sections 210 A(1) and 642(1)(a) of the Companies Act 1956, notified the Companies 
(Accounting Standards) Rules, 2006 in the official gazette of India on 7th December 2006. 

 
 The rules provide that Accounting Standards so notified shall apply to accounting periods 

commencing on or after the date of publication in the official Gazette i.e. 07-12-2006. 
 
 The notified Accounting Standards are applicable for “General Purpose Financial 

Statements”. General purpose financial statements would include balance sheet, statement of 
profit and loss, cash flow statements (wherever applicable), and other statements and 
explanatory notes which form part thereof. 

 
 The rules further state that every company and its auditors’ shall comply with the Accounting 

Standards in the manner specified in Annexure to these rules. Thus, for accounting periods 
commencing on or after 07-12-2006, all companies and its auditor(s) shall have to follow the 
notified Accounting Standards in preparation of the Financial Statements. 

 
Q.2 What are the differences between the Accounting Standards issued by the Institute of 

Chartered Accountants of India (ICAI) and the notified Accounting Standards issued by 
the Central Government? 

☞  The differences between the two can be enumerated as hereunder : 
 

(i) Difference in language, presentation, etc.  
The difference in language, presentation, etc. can further be summarised as under : 

 
(a) The notified ASs issued by Central Government uses the term ‘Accounting 

Standard’ or ‘Standard’ instead of the word ‘Statement’ used in the ASs issued 
by ICAI. 

 
(b) The notified ASs issued by the Government uses the heading ‘Main Principles’ 

instead of ‘Accounting Standard’ appearing above the bold-italics paragraphs 
in respect of ASs issued by ICAI. For example, the heading ‘Main Principles’ 
appears above paragraphs 24 to 27 of AS 1 notified by the Government, 
whereas the AS 1 issued by ICAI, mentions ‘Accounting Standard’ above 
paragraph 24 to 27 of AS 1. 

 
(c) Paragraph numbers of certain ASs notified by the Government has been 

changed as compared to paragraph numbers of ASs issued by ICAI. For 
example, in AS 10, issued by the ICAI, numbers of paragraphs 9.2, 16.3 to 16.7, 
37 and 38 appeared even though there was no matter in these paragraphs as 
the same had been withdrawn due to subsequent issuance of Accounting 
Standards such as AS 16 and AS 26. However, in the ASs issued by the 
Government, the paragraph number has been sequentially numbered by omitting 
the above-referred paragraphs. 

 
Also, numbering of certain paragraphs e.g. (a), (b), (c), ….etc. has been done in 
the ASs notified by the Government, whereas these were indicated as ‘bullets’ in 
ASs issued by the ICAI. For example, paragraph 20 of AS 14 and paragraph 24 
of AS 18. 

 
 
 
 
 
 
 



(d) The word ‘Illustration’ is used in the ASs notified by the Government instead of 
‘Examples’ in various standards issued by ICAI. Similarly, the word ‘Appendix’ 
used in the ASs issued by ICAI, containing various examples at the end of an 
Accounting Standard has been replaced by the word ‘Illustration’ in the 
Accounting Standards notified by the Government.  

 
(e) ASs issued by the ICAI, at certain places made reference to the preface to the 

statement of Accounting Standards. Since, the Government has not notified the 
preface, some of the requirements of the preface, such as the consideration of 
materiality, has been included in the ‘General Instructions’ in the Rules. 

 
(ii) Inclusion of the consensus portion of the Accounting Standards Interpretations issued 

by the ICAI in the Accounting Standards notified by the Government with certain 
exceptions. 

 
 The ASs notified by the Government includes the Accounting Standard Interpretations 

(ASI) issued by the ICAI as explanations in the relevant paragraphs except the 
following: 

 
 (i) ASI 2 : Accounting for Machinery Spares 
 (ii) ASI 11 : Accounting for Taxes on Income in case of an Amalgamation. 
 (iii) ASI 12 : Application of AS 20 
 (iv) ASI 27 : Applicability of AS 25 to Interim Financial Results 
 (v) ASI 29 : Turnover in case of contractor 
 
(iii) Difference with regard to applicability to Small and Medium Sized Companies (SMCs) 

as compared to applicability to Small and Medium Enterprises (SMEs) by the ICAI. 
 
 The ICAI, for the purpose of applicability of ASs has categorised the enterprises into 

three levels, whereas the notification issued by the Government has categorised the 
companies into two levels only. Further, as regard AS 15, Employee Benefits, the ICAI 
has stated that an enterprise employing less than 50 employees and employing more 
than 50 employees, but which is not a Level I enterprise, certain paragraphs of AS 15 
shall not apply. Whereas, as per the notified ASs issued by the Government, the 
category of companies is SMC and non-SMC only and not based on strength of 
employees. 

 
Q.3 Is there any difference between categorisation of companies between ASs notified by 

Central Government and ASs issued by the ICAI? 

☞  As stated earlier, as per the notification issued by the Government, companies are now 
categorised into two levels only i.e. Small & Medium Companies and non-small and Medium 
Companies. Whereas, as per the ICAI, enterprises are categorised into three levels, i.e. Level I, 
Level II and Level III. 

 
 The distinction of a non-SMC as per notification issued by the Government and Level I 

enterprise as per ICAI can be summarised as under : 
 

Sr. Central Government   ICAI Remarks 
(i) The equity or debt 

securities of the company 
listed or in the process of 
listing on any stock 
exchange, whether in India 
or outside India. 

(i) 
 
 
 
(ii) 

Enterprises whose equity 
or debt securities are 
listed, whether in India or 
outside India. 
Enterprises which are in 
process of listing their 
equity or debt securities 
as evidenced by the 
board of directors’ 
resolution in this regard. 

No change. 

 
 



(ii) The company is a bank or 
financial institution or 
insurance company. 

(iii) 
 
(iv) 
(v) 

Banks including co-
operative banks. 
Financial Institutions. 
Enterprises carrying on 
insurance business. 

No change. 

(iii) Company’s turnover  
(excluding other income) 
exceeds Rupees Fifty 
Crores in the immediately 
preceding accounting year. 

(vi) All commercial, industrial 
and business reporting 
enterprises, whose 
turnover to the 
immediately preceding 
accounting period on the 
basis of audited financial 
statement exceed Rs.50 
crores. Turnover, does 
not include ‘other 
income’. 

No change. 

(iv) The company has 
borrowings (including 
public deposits) exceeding 
Rs.10 crores at any time 
during the immediately 
preceding accounting year. 

(vii) All commercial, industrial, 
and business reporting 
enterprises having 
borrowing, including 
public deposits, in excess 
of Rs.10 crores at any 
time during the 
accounting period. 

Instead of during the 
‘accounting period’ the 
words used in AS notified 
by Government are 
during the ‘immediately 
preceding accounting 
year’. 

(v) The company is a holding 
company or subsidiary of a 
non-SMC company. 

(viii) Holding and subsidiary 
enterprises of any one of 
the above at any time 
during the accounting 
period.  

AS notified by 
Government does not 
specify when is the 
relationship to be seen, 
i.e. at year-end or any 
time during the year, 
whereas AS issued by 
ICAI specified any time 
during the year. 

 
From above, it will be seen that the concept of Level II and Level III enterprise as per ICAI is 
done away with. For accounting periods commencing on or after 07-12-2006, companies will 
have to be categorised either as a SMC or a non-SMC for applicability of Accounting 
Standards. 
 
(a) Whereas AS 28 was applicable to a Level III enterprise w.e.f. 01-04-2008, the same 

(AS-28) shall now be applicable with effect from 01-04-2007, as Level III enterprise as 
per ASs notified by Government becomes a SMC. 

 
(b) Similarly, whereas Level II enterprise as per ICAI was exempted from disclosing of 

requirements of paragraph 67 of AS 29. Henceforth, such an enterprise will not be 
required to disclose requirements of paragraphs 66 and 67 in its financial statements.  

 
(c) As per ICAI, AS 18, Related Party Disclosures and AS 24, Discontinuing Operations, 

were not applicable to a Level II and Level III enterprises. That is to say Level II and 
Level III enterprises were exempted from the applicability of AS 18 and AS 24. 
However, such relaxation / exemption do not exist in the Accounting Standards Rules, 
2006 issued by the Government. In other words, AS 18 and AS 24 will apply to all 
corporates whether it is a SMC or a non-SMC. 

 
(d) As per ICAI, Level II and Level III enterprises were exempted from disclosing 

information required by paragraphs 37(g) and 46(e) of the AS 19, Leases. However, 
such disclosure exemptions is not extended to a SMC by Company (Accounting 
Standard) Rules, 2006. 
 



The notified Accounting Standard like the Accounting Standards issued by the ICAI, 
mentions, “an existing company, which was previously not a Small and Medium sized 
company (SMC) and subsequently becomes an SMC, shall not be qualified for 
exemption or relaxation in respect of Accounting Standards available to an SMC until 
the company remains an SMC for two consecutive accounting periods”. 
 
Similarly, the Accounting Standards notified by the Government also states that if an 
SMC becomes a Non-SMC, and the relevant standards or requirements are applicable 
from the current period than the previous year figures need not be revised or disclosed. 
However, the fact that the company was an SMC in the previous period and it had 
availed of the exemptions or relaxations available to SMCs shall be disclosed in the 
notes to the financial statements.  
 
The general instructions issued along with the Accounting Standard Rules issued by the 
Government also mentions the following : 
 
(i) If an SMC opts not to avail of the exemptions or relaxations available to an SMC 

in respect of any but not all of the Accounting Standards, it shall disclose the 
standard(s) in respect of which it has availed the exemption or relaxation. 

 
(ii) If an SMC desires to disclose the information not required to be disclosed 

pursuant to the exemptions or relaxations available to the SMCs, it shall disclose 
that information in compliance with relevant accounting standard.  

 
(iii) The SMC may opt for availing certain exemptions or relaxations from compliance 

with the requirements prescribed in an Accounting Standard;  
 

Provided that such a partial exemption or relaxation and disclosure shall not be 
permitted to mislead any person or public.  

 
The rules issued by Government requires an SMC to disclose by way of a note to its 
financial statement the following : 
 
“The Company is a Small and Medium sized Company (SMC) as defined in the 
General Instructions in respect of Accounting Standards notified under the 
Companies Act, 1956. Accordingly, the company has complied with the 
Accounting Standards as applicable to a Small and Medium Sized Company”. 
 
The rules issued by the Government also mentions that if a particular accounting 
standard is found to be not in conformity with such law, the provisions of the said law will 
prevail and financial statements shall be prepared in conformity with such law. 

 
Q.4 How and where the various Accounting Standards interpretations issued by the ICAI are 

incorporated in the Accounting Standards notified by the Central Government? 

☞  As stated earlier, what distinguishes the “Notified AS” issued by the Government from ICAI’s 
ASs is that the relevant Accounting Standard Interpretations (ASIs) issued by the ICAI have 
been incorporated by way of “Explanations” at the relevant places. Thus, the “Notified AS” are 
self-contained unlike ICAI’s ASs, which have to be read to-gether with the relevant ASIs. 

 
The following chart explains the ASI issued by ICAI and the explanation inserted under the 
relevant paragraph of the notified AS. 
 
ASI No. Title Status under the “Notified AS” 
ASI-1 Substantial Period of Time (Re.AS 16) Incorporated in AS 16 “Borrowing 

Costs” as Explanation below para 3.2 
Revised 
ASI-3 

Accounting for Taxes on Income in the 
situations of Tax Holiday under 
sections 80-IA and 80-IB of the Income 
Tax Act, 1961 (Re. AS 22) 

Incorporated in AS 22 “Accounting for 
Taxes on Income” as Explanation 
below para 13. 

 



ASI-4 Losses under the head “Capital gains” 
(Re. AS 22) 

Incorporated in AS 22 “Accounting for 
Taxes on Income” as Explanation 2 
below para 17. 

ASI-5 Accounting for Taxes on Income in the 
situations of Tax Holiday under 
sections 10A and 10B of the Income 
Tax Act, 1961 (Re. AS 22) 

Incorporated in AS 22 “Accounting for 
Taxes on Income” as Explanation 
below para 13. 

ASI-6 Accounting for Taxes on Income in the 
context of section 115JB of the Income 
Tax Act, 1961 (Re. AS 22) 

Incorporated in AS 22 “Accounting for 
Taxes on Income” as Explanation 
below para 21. 

ASI-7 Disclosure of Deferred Tax Assets and 
Liabilities in the balance sheet of a 
company (Re. AS 22) 

Incorporated in AS 22 “Accounting for 
Taxes on Income” as Explanation 
below para 30. 

ASI-8 Interpretation of the term ‘Near Futrue’ 
(Re. AS 21, AS 23, AS 27) 

Incorporated in AS 21 “Consolidated 
Financial Statements” as Explanation 
(b) below para 11. Also incorporated 
in AS 23 “Accounting for Investments 
in Associates in Consolidated 
Financial Statements” as Explanation 
below para 7 and in AS 27 “Financial 
Reporting of Interests in Joint 
Ventures” as Explanation below para 
28. 

ASI-9 Virtual certainty supported by 
convincing evidence (Re. AS 22) 

Incorporated in AS 22 “Accounting for 
Taxes on Income” as Explanation 1 
below para 17. 

ASI-10 Interpretation of paragraph 4(e) of AS 
16 (Re. AS 16) 

Incorporated in AS 16 “Borrowing 
Costs” as Explanation below para 
4(e). 

ASI-13 Interpretation of paragraphs 26 and 27 
of AS 18 (Re. AS 18) 

Incorporated in AS 18 “Related Party 
Disclosures” as Explanation below 
para 26 and Explanation (a) below 
para 27. 

Revised 
ASI-14 

Disclosure of Revenue from Sales 
Transactions (Re. AS 9) 

Incorporated in AS 9 “Revenue 
Recognition” as Explanation below 
para 10. 

ASI-15 Notes to the Consolidated Financial 
Statements (Re. AS 21) 

Incorporated in AS 21 “Consolidated 
Financial Statements” as Explanation 
below para 6. 

ASI-16 Treatment of Proposed Dividend under 
AS 23 (Re. AS 23). 

Incorporated in AS 23 “Accounting for 
Investments in Associates in 
Consolidated Financial Statements” 
as Explanation (b) below para 6. 

ASI-17 Adjustments to the Carrying Amount of 
Investment arising from Changes in 
Equity not included in the Statement of 
Profit and Loss of the Associate (Re. 
AS 23). 

Incorporated in AS 23 “Accounting for 
Investments in Associates in 
Consolidated Financial Statements” 
as Explanation (a) below para 6. 

ASI-18 Consideration of Potential Equity 
Shares for determining whether an 
Investee is an Associate under AS 23 
(Re. AS 23). 

Incorporated in (AS) 23 “Accounting 
for Investments in Associates in 
Consolidated Financial Statements” 
as Explanation below para 4. 

ASI-19 Interpretation of the term 
“intermediaries” (Re. AS 18). 

Incorporated in AS 18 “Related Party 
Disclosures” as Explanation below 
para 13. 

Revised 
ASI-20 

Disclosure of Segment Information 
(Re. AS 20) 

Incorporated in AS 17 “Segment 
Information “ as Explanation below 
para 38. 

ASI-21 Non-Executive Directors on the Board 
– whether related parties (Re. AS 18) 

Incorporated in AS 18 “Related Party 
Disclosures” as Explanation below 
para 14. 



ASI-22 Treatment of Interest for determining 
Segment Expense (Re. AS 17). 

Incorporated in AS 17 “Segment 
Information “ as Explanation below 
para 5.6 (b). 

ASI-23 Remuneration paid to key 
management personnel – whether a 
related party transaction (Re. AS 18). 

Impliedly incorporated in AS 18 since 
this is only a logical corollary flowing 
out of ASI-21 incorporated in AS 18 
as Explanation below para 14. 

ASI-24 Definition of ‘Control’ (Re. AS 21) Incorporated in AS 21 “Consolidated 
Financial Statements” as Explanation 
below para 10. 
 

ASI-25 Exclusion of a subsidiary from 
consolidation (Re. AS 22) 

Incorporated in AS 21 “Consolidated 
Financial Statements” as Explanation 
(a) below para 11. 

ASI-26 Accounting for taxes on income in 
consolidated financial statements (Re. 
AS 21). 

Incorporated in AS 21 “Consolidated 
Financial Statements” as Explanation 
(a) below para 13. 

ASI-28 Disclosure of parent’s / venturer’s 
share in post-acquisition reserves of a 
subsidiary / jointly controlled entity (Re. 
AS 21 and AS 27). 

Incorporated in AS 21 “Consolidated 
Financial Statements” as Explanation 
(b) below para 13 and in AS 27 
“Financial Reporting of Interests in 
Joint Ventures” as Explanation below 
para 32. 

ASI-30 Applicability of AS 29 to onerous 
contracts (Re. AS 29). 

Incorporated in AS 29 “Provisions, 
Contingent Liabilities and Contingent 
Assets” as Explanation (i) below para 
1(b). 

 
Q.5 What will be the implications of the foot-note “It may be noted that the accounting 

treatment of exchange differences contained in this standard is required to be followed 
irrespective of the relevant provisions of Schedule VI to the Companies Act, 1956” 
appearing under heading “Recognition of Exchange differences (Para 13)” in AS 11. 
“The Effects of changes in Foreign Exchange Rates”, in the Accounting Standard Rules 
issued by the Government? 

☞  Prior to the issue of Accounting Standard Rules, the ICAI had issued an announcement that 
where a requirement of an accounting standard is different from the applicable law, the law 
prevails. Thus, pending the amendment to Schedule VI to the Companies Act, 1956, in respect 
of the matter, a company adopting the treatment described in Schedule VI will still be 
considered as complying with AS 11 (revised) for the purpose of section 211 of the Act. 
Accordingly, in such a case the auditor of the company should not assert non-compliance of AS 
11 (2003) under section 227(3)(d) of the Act and should not qualify his report in this regard on 
true and fair view of the state of affairs and profit & loss of the company under section 227(2) of 
the Act. 

 
 With the insertion of such footnote in the Accounting Standard Rules, the council of the ICAI at 

its 269th meeting held on 18th July 2007 has withdrawn its earlier announcement. Meaning 
thereby, for accounting periods commencing on or after 07-12-2006, exchange difference 
arising in respect of loan taken for acquiring fixed assets from outside India cannot be 
capitalised. Instead, all such exchange differences will have to be adjusted in the profit & loss 
account. 

 
However, a question for consideration that arises is whether a rule can overrule / override the 
Act. In the sense, without amending schedule VI of the Companies Act, 1956, can a rule be 
made which removes the provisions of the Act. 

 



 Effect of AS 11 on Financial Statements : 
 

(A) AS 11, makes loss into profit reporting. 
 

Jet Airways Ltd. (Q1 ending 30-06-07). 
 

Note No.: 
 
 

In accordance with the revised AS 11, which has become part of the companies 
(Accounting Standards) Rules, 2006; issued by the Ministry of Companies Affair vide 
notification dated December 07, 2006 and applicable to the company from April 1, 2007, 
net exchange gain of Rs.1289.90 million has been credited to profit and loss account. 
Such gain would have otherwise been adjusted to the carrying amount of fixed assets in 
accordance with the requirements of the earlier accounting standard / companies Act. 
 
Note: The company has reported a profit before tax of Rs.494.80 million for quarter 

ended 30th June 2007, after considering above income of Rs.1289.90 million. 
 

(B) Interesting treatments given by few Companies  
 
(i) Reliance Industries Ltd. 

 
Note No.5 to Q1 (30-06-07) unaudited results. 
 
The company has continued to adjust the foreign currency exchange differences 
on amounts borrowed for acquisition of fixed assets, to the carrying cost of fixed 
assets in compliance with Schedule VI to the Companies Act, 1956 as per legal 
advice received, which is at variance to the treatment prescribed in AS 11, 
notified in the Companies (AS) Rules 2006 dated December 7, 2006. Had the 
treatment as per AS 11 been followed, the net profit after tax for the quarter 
would have been higher by Rs.3830 million”. 
 

Auditor’s remark on limited review report : “Attention is invited to Note 5 
regarding accounting for exchange differences on amounts borrowed for 
acquisition of fixed assets”. 
 

  (ii) Reliance Communication Ltd. 
 

   Note No.: 4(iii) to Q1 results (unaudited) for 07-08 
 

 Foreign currency convertible Bonds are treated as non-monetary liabilities also 
pursuant inter-alia to market price of the company’s equity share exceeding / 
nearing the conversion price, stipulated in the offer document, and consequently 
foreign exchange gain of Rs.4147.50 million is not recognised in the profit and 
loss account for the quarter. If these changes had not been made and there was 
no change in the accounting policies relating to changes in Foreign exchange 
rates, the profit for the quarter would have been higher by Rs.4147.50 million. 

 If these changes had not been made and there was no change in the accounting 
policies relating to changes in foreign exchange rates, the profit for the quarter 
would have been higher by Rs.2105.50 million”. 

 
 Auditors observation on limited review report for Q1. 
 
 “Attention is drawn to note 4(iii) to the financial results, with effect from the 

current quarter, the company has re-classified the liability towards foreign 
currency convertible bonds (FCCB) from monetary to non-monetary liability on 
the basis that given the current trend of earnings and movement of the 
company’s share prices over the period of redemption of the aforesaid bonds, it 
is expected that the bond holders would opt for conversion into shares of the 
company and not redeem them for cash. Accordingly, the liability towards FCCB 
has not been revalued at the period and exchange rate”. 

 
 



Q.6 Which Accounting Standards will be applicable to Non-Corporate enterprises? 

☞  As, Companies (Accounting Standard) Rules, 2006 are applicable to Companies only, they 
shall not apply to non-corporate enterprises such as sole proprietors, partnership firms, trusts, 
Hindu undivided families, association of persons and co-operative societies. Such non-
corporate enterprises shall be governed by the Accounting Standards issued by the ICAI. For 
applicability of ASs, such enterprises shall be categorised as Level I, Level II and Level III 
enterprises, even now. 

 
Q.7 Lastly is there any confusion created by the Companies (Accounting Standards) Rules, 

2006 issued by Government vis-à-vis Accounting Standards issued by ICAI? 

☞  The confusion created by the Companies (Accounting Standards) Rules, 2006 issued by the 
Government vis-à-vis Accounting Standards issued by ICAI can be summarised as under : 

 
(1) By not incorporating ASIs 2, 11, 12, 27 and 29 in the Accounting Standards notified by 

Government, the locus standi of such ASIs needs clarification. Since, Accounting 
Standards notified by Government are in pursuance to law, they would certainly prevail 
over ASI or AS issued by ICAI. The Auditors, as members of ICAI are still under 
obligation to state in their audit reports whether those ASIs are complied with or not. 
This confusion can be avoided if ICAI either withdraws the omitted ASIs, or is able to 
convince NACAS to include them in respective ASs. 

 
 Similarly, ICAI has issued following announcements, which have not been incorporated 

in ASs issued by Government.  
 

(i) Treatment of exchange differences on forward contracts to hedge firm 
commitment or highly probable forecasted transaction. 

(ii) Disclosures when Court / Tribunal makes an order requiring a different treatment 
than what is required by an Accounting Standard. 

(iii) Treatment of inter-divisional tranfer. 
(iv) Tax effect of expenses / income adjusted directly against the reserves and / or 

securities Premium Account. 
(v) Disclosure of Derivatives Instruments. 

 
Such anomalies would continue till withdrawal / clarification / amendment is not made either by 
the Government or ICAI. Till the national ASs are not converged with IFRS, which is expected 
by 2011, such confusion and overriding effects will continue.   

 
 
  
 
 
 
 
 
 
 
 
 
 
 
 
 
 


