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A. Facts of the Case
1.	 A	public	sector	com-

pany,	 registered	 under	 the	
Companies	Act,	1956,	under	
the	 Ministry	 of	 Telecom-
munication	 and	 Information	
Technology,	 Government	 of	
India,	maintains	its	accounts	
on	 the	 basis	 of	 mercantile	
system.	 	 The	 main	 business	
of	the	company	is	to	provide	
telecommunication	 related	
services	to	the	public.

2.	 The	querist	has	stat-
ed	that	Accounting	Standard	
(AS)	28,	‘Impairment	of	As-

sets’,	 issued	 by	 the	 Institute	
of	Chartered	Accountants	of	
India,	introduces	the	concept	
of	 cash	 generating	 unit.	 	 As	
per	the	querist,	since	the	main	
thrust	 of	 AS	 28	 is	 on	 iden-
tification	 of	 the	 cash	 gener-
ating	 unit,	 in	 the	 context	 of	
the	 company	 in	 question,	 it	
may	 be	 the	 exchange/switch	
as	a	whole	which	is	generat-
ing	 cash,	 and	 not	 individual	
assets	or	the	group	of	assets,	
forming	part	of	the	network.		
According	to	the	querist,	the	
assets	 cannot	 generate	 cash	
on	their	own	in	a	stand-alone	
status	and	even	in	case	of	ex-
changes	or	part	of	exchanges,	
they	 cannot	 generate	 cash	
without	 the	 connectivity	 of	
cable	 and	 other	 network	 el-

ements,	etc.	 	Further,	all	 the	
exchanges	 are	 also	 intercon-
nected	 for	 providing	 tele-
communication	 services	 for	
basic	and	mobile	connectivity	
and,	hence,	it	can	not	be	said	
that	 even	 one	 exchange	 can	
be	treated	as	a	cash	generat-
ing	unit	on	its	own	strength,	
as	 telecom	 networking	 con-
sists	 of	 various	 assets,	 viz.,	
switches,	 cables,	 building,	
lines	 and	 wires,	 subscribers	
installations,	etc.		As	per	the	
querist,	 in	 the	 telecom	 in-
dustry,	 even	 if	 the	 assets	 are	

generating	future	cash	flows,	
the	 disposal	 value	 as	 on	 the	
date	 will	 be	 much	 less	 than	
the	carrying	amount.

3.	 The	querist	has	 fur-
ther	stated	that	it	is	important	
to	note	that	as	on	31.3.2005,	
out	 of	 the	 total	 fixed	 as-
sets	 of	 the	 company	 of	 Rs.	
64686.29	million,	the	‘Appa-
ratus	and	Plant’,	which	is	the	
main	 exchange	 equipment	
of	the	company,	is	worth	Rs.	
26625.45	million,	and	cables,	
lines	 and	 wires,	 which	 are	
interconnected	 with	 the	 ex-
change	equipment	are	worth	
Rs.	25846.46	million.		Thus,	
these	components,	i.e.,	appa-
ratus,	plant	 and	 cables,	 lines	
and	wires	account	for	around	
81.12%	of	net	fixed	assets.	

4.	 According	 to	 the	
querist,	 the	 exchanges/
switches	 etc.,	 are	 unique	 to	
the	telecom	industry	and	the	
future	 sale	 price	 in	 case	 of	
disposal	 is	 also	 very	negligi-
ble	 considering	 the	 fact	 that	
they	 are	 not	 general	 public	
utility	 items	 and	 also	 the	
competition	 in	 the	 telecom	
sector,	 with	 a	 volatile	 and	
fast	 changing	 scenario,	 and	
quick	 obsolescence	 factor	 of	
the	 exchanges/switches,	 etc.,	
lowers	 their	 usefulness	 to	
others	in	the	industry	even	if	
disposal	is	made.

B. Query
5.	 The	 querist	 has	

sought	 the	 opinion	 of	 the	
Expert	Advisory	Committee	
on	the	following	issues:
(a)	 Whether	 the	 company	

(telecom	industry)	should	
be	exempted	from	AS	28.	

(b)	 If	 not,	 then	 what	 would	
be	a	cash	generating	unit	
in	 case	 of	 the	 company														
and	 the	 method	 of	 ap-
plication	of	AS	28	to	the	
company.

C. Points considered by 
the Committee

6.	 The	 Committee	
notes	 that	 AS	 28	 does	 not	
exempt	the	telecom	industry.		
Accordingly,	 the	 said	 Stan-
dard	 is	 applicable	 to	 an	 en-
terprise	 carrying	 on	 telecom	
business.

7.	 The	 Committee	
notes	 the	 definitions	 of	 the	
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terms	 ‘Recoverable	 amount’,	
‘Value	in	use’	and	‘Cash	gen-
erating	unit’	 (CGU)	provid-
ed	 in	 paragraph	 4	 of	 AS	 28	
as	reproduced	below:
	 “Recoverable amount is 

the higher of an asset’s net 
selling price and its value 
in use.”

 “Value in use is the present 
value of estimated future	
cash flows expected to arise 
from the continuing use of 
an asset and from its dis-
posal at the end of its use-
ful life.”

	 “A cash generating unit is 
the smallest identifiable 
group of assets that gen-
erates cash inflows from 
continuing use that are 
largely independent of the 
cash inflows from other 
assets or groups of assets.”

8.	 The	Committee	fur-
ther	notes	paragraph	64	and	
paragraphs	 66	 to	 69	 of	 AS	
28,	as	reproduced	below:
“64. If there is any indication 

that an asset may be im-
paired, the recoverable 
amount should be esti-
mated for the individual 
asset. If it is not possible 
to estimate the recoverable 
amount of the individual 
asset, an enterprise should 
determine the recoverable 
amount of the cash-gen-
erating unit to which the 
asset belongs (the asset’s 
cash-generating unit).”

“66.	As	 defined	 in	 paragraph	
4,	 an	 asset’s	 cash-gener-
ating	unit	 is	 the	 smallest	
group	 of	 assets	 that	 in-
cludes	 the	 asset	 and	 that	
generates	 cash	 inflows	
from	continuing	use	 that	
are	 largely	 independent	
of	 the	 cash	 inflows	 from	

other	 assets	 or	 groups	 of	
assets.	 Identification	 of	
an	asset’s	cash-generating	
unit	 involves	 judgement.	
If	 recoverable	 amount	
cannot	 be	 determined	
for	an	individual	asset,	an	
enterprise	 identifies	 the	
lowest	aggregation	of	as-
sets	 that	 generate	 largely	
independent	cash	inflows	
from	continuing	use.

67.	Cash	inflows	from	continu-
ing	use	are	inflows	of	cash	
and	 cash	 equivalents	 re-
ceived	from	parties	outside	
the	 reporting	 enterprise.	
In	 identifying	 whether	
cash	 inflows	 from	 an	 as-
set	(or	group	of	assets)	are	
largely	independent	of	the	
cash	 inflows	 from	 other	
assets	 (or	 groups	 of	 as-
sets),	 an	 enterprise	 con-
siders	 various	 factors	 in-
cluding	how	management	
monitors	 the	 enterprise’s	
operations	 (such	 as	 by	
product	 lines,	 businesses,	
individual	 locations,	 dis-
tricts	 or	 regional	 areas	
or	 in	 some	other	way)	or	
how	 management	 makes	
decisions	 about	 continu-
ing	 or	 disposing	 of	 the	
enterprise’s	assets	and	op-
erations.	Example	1	in	the	
Appendix	 gives	 examples	
of	identification	of	a	cash-
generating	unit.

68. If an active market exists 
for the output produced by 
an asset or a group of as-
sets, this asset or group of 
assets should be identified 
as a separate cash-gener-
ating unit, even if some 
or all of the output is used 
internally. If this is the 
case, management’s best 
estimate of future mar-

ket prices for the output 
should be used:
(a) in determining the 

value in use of this 
c a s h - g e n e r a t i n g      
unit, when estimat-
ing the future cash 
inflows that relate 
to the internal use of 
the output; and

(b) in determining the 
value in use of other 
c a s h - g e n e r a t i n g 
units of the report-
ing enterprise, when 
estimating the future 
cash outflows that 
relate to the internal 
use of the output.

69.	 Even	 if	part	or	all	of	 the	
output	 produced	 by	 an	
asset	or	a	group	of	assets	
is	 used	 by	 other	 units	 of	
the	 reporting	 enterprise	
(for	 example,	 products	
at	 an	 intermediate	 stage	
of	 a	 production	 process),	
this	asset	or	group	of	as-
sets	 forms	 a	 separate	
cash-generating	 unit	 if	
the	 enterprise	 could	 sell	
this	 output	 in	 an	 active	
market.	 This	 is	 because	
this	asset	or	group	of	as-
sets	 could	 generate	 cash	
inflows	 from	 continuing	
use	that	would	be	largely	
independent	 of	 the	 cash	
inflows	 from	other	assets	
or	groups	of	assets.	In	us-
ing	information	based	on	
financial	 budgets/fore-
casts	 that	 relates	 to	 such	
a	 cash-generating	 unit,	
an	 enterprise	 adjusts	 this	
information	 if	 internal	
transfer	prices	do	not	re-
flect	 management’s	 best	
estimate	of	future	market	
prices	for	the	cash-gener-
ating	unit’s	output.”
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9.	 On	 the	 basis	 of	 the	
above,	 the	 Committee	 is	 of	
the	 view	 that	 as	 stated	 in	
paragraph	 64	 of	 AS	 28,	 the	
company	 should	 first	 de-
termine	 whether	 there	 are	
certain	 individual	 assets	
that	may	be	 impaired	 in	 the	
light	 of	 indicators	 stated	 in	
paragraph	 8	 of	 AS	 28.	 	 For	
example,	 an	 asset	 might	 be	
damaged	 beyond	 repair	 or	
might	have	outlived	its	utili-
ty	[paragraph	8(e)	of	AS	28].		
Thereafter,	or	in	case	it	is	not	
possible	to	identify	individu-
al	assets	 for	 impairment,	 the	
CGUs	need	to	be	 identified.		
Identification	 of	 CGUs	 in	 a	
large	 organisation	 requires	
intensive	 detailed	 exercise	
involving	 consideration	 of	
various	 factors,	 including	
those	 illustrated	 in	 AS	 28,	
so	 as	 to	 meet	 the	 definition	
of	 the	 ‘cash-generating	 unit’	
reproduced	 in	 paragraph	 7	
above.	 	 As	 stated	 in	 para-
graph	 66	 of	 AS	 28	 repro-
duced	 above,	 ‘identification	
of	an	asset’s	cash-generating	
unit	 involves	 judgement’	 to	
be	exercised	by	 the	manage-
ment	and	the	auditors	on	the	
basis	of	the	aforesaid	exercise	
and,	 therefore,	 depends	 on	
consideration	of	various	 fac-
tors.	 	 The	 Committee	 is	 of	
the	view	that	in	case,	it	is	not	
possible	for	an	enterprise,	to	
identify	separate	cash-gener-
ating	units,	 the	enterprise	as	
a	whole	should	be	considered	
as	the	cash-generating	unit.

10.	 With	 regard	 to	
whether	 an	 exchange	 can	 be	
considered	 as	 a	 CGU,	 the	
Committee	 is	 of	 the	 view	
that	 the	 exchange	 may	 be	
considered	 as	 a	 CGU	 if	 the	
enterprise	monitors	its	opera-
tions	 exchange-wise	 as	 indi-
cated	 in	paragraph	67	of	AS	
28	 reproduced	 above.	 	 The	
Committee	notes	that	gener-

ally	 the	 entire	 exchange	 may	
need	to	be	modernised	when	
it	becomes	obsolete.		In	view	
of	 this,	 the	 exchange	may	be	
considered	as	a	CGU	and	its	
cash	flows	can	be	worked	out	
on	 the	 basis	 of	 the	 ‘value	 in	
use’.

11.	 The	 Committee	 is	
further	 of	 the	 view	 that	 the	
mere	 fact	 that	 the	 sale	 price	
in	case	of	disposal	of	assets	is	
negligible	and	the	fact	that	the	
assets	 are	 enterprise-specific	
and	are	subject	to	fast	obsoles-
cence	does	not	mean	that	AS	
28	cannot	be	applied.		This	is	
because	as	per	the	definition	of	
the	term	‘recoverable	amount’	
reproduced	 above,	 it	 is	 the	
higher	 of	 the	net	 selling	price	
and	the	value	in	use	that	is	to	
be	compared	with	the	carrying	
amount	 of	 the	 asset(s).	 	 Ap-
parently,	 in	 the	 case	 of	 this	
company,	the	‘value	in	use’	may	
be	higher	than	the	net	selling	
price.	 	 If	 it	 is	 so,	 the	value	 in	
use	may	be	 considered	 as	 the	
recoverable	amount.

D. Opinion
12.	 On	 the	 basis	 of	 the	

above,	 the	 opinion	 of	 the	
Committee	 on	 the	 issues	
raised	by	the	querist	in	para-
graph	5	above,	is	as	below:
(i)	 The	 telecom	 industry	 is	

not	 exempted	 from	 AS	
28.	 	 Accordingly,	 AS	 28	
is	applicable	to	the	com-
pany	in	question.

(ii)	 The	 assets/CGUs	 of	
the	 enterprise	 should	 be	
identified	 on	 the	 basis	 of	
a	 detailed	 and	 in-depth	
study	of	 the	 assets	 of	 the	
enterprise	keeping	in	view	
various	 factors,	 including	
those	stated	in	AS	28.		In	
case	 it	 is	 not	 possible	 to	
determine	 CGUs	 of	 the	
enterprise,	then	the	whole	
enterprise	will	be	 consid-
ered	as	the	CGU.	r

Notes:
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