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Indian Audit & Accounts Department
Office of the Principal Accountant General (Audit) Bihar
Birchand Patel Marg, Patna-800 001

feis/Date : 24 - 0L 02021

To.
Deputy Secretary & Secretary,
Committee on Public & Government financial Management (CP&GFM)
The Institute of Chartered Accountants of India, Post Box No. 7100,
ICAI Bhawan, Indraprastha Marg, New Delhi 1 10002

Subject:- Exposure draft of the ‘Guideline Note on Accounting for Investments’ for Local
Bodies for comments- regarding.

Sir,
With reference to the subject cited above, please find enclosed herewith comments
of this office on the exposure draft of the ‘Guideline Note on Accounting for Investments’ for

Local Bodies for further necessary action at your end.

This issues with the approval of the AG (Audit) Bihar.

Yours Sincerely,

o
Enclosure:- As above %\m

Deputy Accountant General,
AMG-V

eAT/Phone - 2221226, 2506091, 2223194, 2221941, 2223725, 2506283 1. u . te./EPABX-2223757
S/Fax - 0612-250 6223,2506174 He/E-mail- agaubihar@cag.gov.in, dlo aaw/P.B.No.- 47
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Comments/Remarks on Exposure Draft Guidance Note on ‘Accounting for

investments’ for Local Bodies

i Objective No Comments
2. Scope No Comments
3 Definitions No Comments
4. Classification of 1. A Separate account code has to be Bihar Municipal
Investments assigned for each type of investments Accounting Manual
made by the LBs. 2014 (para 17.4)
3 Initial No Comments
Measurement
6. Subsequent No Comments
Measurements
1l Short term No Comments
.investments
8. Long-term No Comments
Investments o’
9. Fair value No Comments
Measurement
i Disposal of No Comments
Investments
bl Re-classification No Comments
of Investments
120 Guidance in case 1- Special funds shall be treated as a | Bihar Municipal
investments are liability.on their Creation . Accounting Manual
made from specific » 2014 (para 3.18)
funds
13 Presentation and No Comments
Disclosure in
Financial
Statements
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assels. However, il @ granl related to a non-depreciable as ! q

ll’\é TUIMIIMENL 07T Cenamn DuIganons, e giant s greoited w ngoume OVE.H
Wie same penod over wiich e cost of meelng such obligations s
charged 1o income. The deferred income is suitably disclosed in the
balance sheel pending its apportionment to Income & Expenditure
account.

JeEen 10 Non-depreciable assets are credited to capial reserve unaer I i
‘lhls method, as there is usually no charge to income in respect of such ‘\‘

Grants in the form of non-monetary assets (such as fixed assets given at
a concessional rate) shall be accounted for on the basis of the acquisition
cost. in case @ non-monglary assel is received free of cost, it shall be
recorded at a nominal value (e.g. Rupee One).

9. Income on investments made from "Specific Grants received in advance'
shall be recognized and credited to the Specific Grant, whenever
accrued. Profitfloss, if any, arising on disposal of investments made from

the ‘Specific Grant received in advance' shall also be recognized and
credited/debited to the Specific Grant.

' 3.17 Borrowings

al Interest expenditure on loan shail be recognized on accrual basis.

b. Interest on borrowings directly attributable lo acquisition or construction of
qualiying fixed assets up to the date of cemmissioning of the assets shall
be capitalized.

ol

A provision shall be made for the interest accrued belween the date of
last payment of interest and the date of financial statements and shall be
charged to the current period’s Income and Expenditure Stalement.

g e axpenditures incurred while issuing debentures or
bonds (lssue Expenditures) shall be deferred and amortized in equal
instaliments over a period of 5 years or the tenure of the loan whichever
is earlier. In case, the debentures and bonds are prematurely redeemed,
the amount of issue expendiures outstanding during the year shall be
wtitten-off and charged to the Income and Expenditure Statement as
expenditure of the year when this happens. However, all other
expenditures in respect of raising loans other than those considered, as

issue expenditures shall be expensed off in the

year in which they are
incurred.

3.18 Speclal Funds
S—

8.  Special Funds shall be treated as a liability on their creation.

b Income on investments made from Special
recognized and credited 10
Profitioss.

Fund shall be
Special Fund, whenever accrued.
il any, arising on disposal of investments made from the
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Special Fund shall be recognized and credited/debited to Special Fund

Account,

€. Any expenditure of a revenue nature, which is incurred specifically on
scheme/project for which a Special Fund has been created. shall be
charged to that Special Fund.

d.

On completion of the consiruction of a fixed assel and/or on acquisition of
a fixed assel out of a Special Fund, the amount equivalent lo the cost of
such fixed asset shall be transferred from the respective Special Fund to
the Special Fund (Utilized)

3.18  Investments

a. Invesiment shali be recognized al cost of investment. The cost of

investment is 1o include cost incurred in acquiring investment and oth
incidental expenditures incurrad for its acquisition.

b. Al long-term investmenis shall be carried / stated in the books
accounts at their cosl.  However in the evenl ol any permane:
diminution in their value as on the date of Balance Si
provided for.

i ! g

eel, these shall be
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in turn would allow them to take correct decisions. lFO( example‘ me;
Accounting Principles that have been followed for preparation of the Fmancxa{
Statements should be disclosed along with the Financial Statements for prope

understanding and interpretation of (he same.

2.1.11 Convention of Materiality

An item should be regarded as material, if there is a sufficient reason to believe
that knowledge of it would influence the decision ol informed creditors, lenders,
investors, citizen and other stakeholders. The accounts and the Financial
Statements should impart importance lo all material information so that true
and fair view of the state of affairs of the entity is given to its beneliciaries.
Hence, keeping the convention ol materiality in view, unimportant items are not
disclosed separaiely and are merged with other ilems. For example, the
expenditure incurred on repairs and maintenance of a certain asset of the
Municipalities, which are small, may not be disclosed separately in respect of
gach such small item but may be grouped together and shown as a single item
of expenditure.

2.1.12 Convention of Consistency

2.21  The convention of consistency facilitates comparison of financial performance
of an entity from one accounting period 1o another. This means thal the
accounting principles followed by an enlity should be consistently applied by it
over the years. For example, a Municipality should not change its method of
depreciation every year, i.e., from Straight Line Method to Writlen down Value
Method or vice-versa. Similarly, the method adopted for valuation of- stocks,

viz:, First in First out (FIFO) or Weighted Average should be consistently
followed. In case a change is made, it should be disclosed.

Convention of Conservatism

As per this convem_ion, the anticipated profits should be ignored but all
anficcpaled losses should be provided for in the Books of aCCouNTs of an entity
This means thal all prospectve Tosses are laken into consideration, Rowever,
no doubtful income is 1aken g consideration in recording of lransactions by

an entity. For exampie, while provision for doubtful debts ang discount 15 made
on debtors or Accounts Receivable, no provision is made for likely discount

receivable from creditors or Accounts Payable. Similarly, provision is made for
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dmmul‘ior‘) iq value of investments: however, no provision is made for an
appreciation in value of investments. i

Accrual System of Accounting

2.23 f\ccma». system of accounting means a method of recording financiaj
,;asnsac-“orn-s based on accrual‘.. i.e., on accurrence of claims and obligations in

pect of incomes or Expenditures, Assets Or Liabilities based on happening

of any event, passage of time, fendering of services, fulfillment (pania!ly.o:;

Al Sl
quy, Oi contracts, diminution in values, etc., even though actuai receipts or
payments of money may not have taken place.

2.24 In this s i

f yslem, therg is g change in i

i ; accounting for tran orting
the hnancnal results so as to g R e repun‘hb
with the Financial

Reports, in the for i i
for the burnoses il i
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