
 

KAISE HOH RAJA ! ALL WELL & SET 1 

 

CA RISHABH ROHRA 

AS-12: ACCOUNTING FOR GOVERNMENT 
GRANTS  

 
Meaning of Grant: Assistance by Government in cash or kind to enterprise for past or 
future compliance with certain conditions 
 

RECOGNITION CRITERIA 
 
When there is a reasonable assurance / certainity that  
a) The enterprise will comply with the conditions attached to them and 
b) The Grant will be received 
 

NON-APPLICABILITY OF AS-12 
 
This standard does not deal with 
a) Government assistance other than in the form of Government Grants  

(i.e.Tax Holiday for SEZ / Startup) 
b) Government participation in the ownership of the enterprise 
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TREATMENT OF GOVERNMENT GRANT 
 

 
  

Monetary 
Grant Recd. 
Related to 

Specific Fixed 
Assets

Method 01 Deduct from Gross value of Assets whether asset is 
depreciable or Non-Depreciation Asset

Method 02

Depreciable 
Assets

Amortize Deferred 
Income  on systematic 

basis

Non-
Depreciable 

Assets

Transfer to Capital 
Reserve as it is type of 
Promoter Contribution 
or trf it to PL over the 

life of conditions

Monetary 
Grant Recd. 
Related to 
Revenue

Treat as Other 
income or 

Deduct from 
related Expense

Monetary 
Grant Recd. 
in nature of 
Promotor's 

Contribution

Transfer to 
capital 

Reserve

Cannot be distributed as Dividend nor 
considered as Deferred Income

Non-
Monetary 

Government 
Grant

Concessional 
Rate

Show at Acquisition 
cost

Free of Cost Show at Nominal 
Value
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TREATMENT OF GOVERNMENT GRANT (Detailed Discussion) 

 
 

 
 
 
 
 
Journal Entries: 

(a) Received Asset Free of Cost – Record Asset at Nominal Value 
Building A/c   Dr.   Rs.1 / Rs.10 / Rs.100 

To Govt. Grant A/c (Capital Reserve)   Rs.1 / Rs.10 / Rs.100 

 

(b) Received Asset at Concessional Rate – Record Asset at Amount Paid Nominal Value 
Building A/c   Dr. 1,00,00,000 

To Bank A/c    1,00,00,000 

 Note: Depreciation will be Charged on Rs.1,00,00,000  

Types of 
Goverment Grant

Monetary

Non-Monentary

Types of Non-
Monetary Grant

Received Asset 
Free of Cost

Received Asset at 
Concessional Rate

(Received in Kind) 

(Received in Cash) 

Received Building Worth Rs.5,00,00,000 
free of cost from Govt. 

Received Building Worth Rs.5,00,00,000 at 
Concessional Rate of Rs.1,00,00,000  

i.e. Grants of Rs.4,00,00,000 is Concession 
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a) Monetary Grant Received in Related to Fixed Asset 

Depreciable Asset – suppose Life 5 year 
(Company Purchase a Building worth 

Rs.50,00,000 and Govt. Grant Received 
Rs.20,00,000) 

Non-Depreciable Asset 
(Company Purchase a Land worth 

Rs.50,00,000 and Govt. Grant Received 
Rs.20,00,000) 

Option 1 –  
Reduce from Cost 

Option 2 – 
Treat Grant as  

Deferred Income 

Option 1 –  
Reduce from Cost 

Option 2 – 
If Company doesn’t 
wish to reduce cost 

Building A/c  Dr.    50L Building A/c  Dr.    50L Land A/c  Dr.           50L Land A/c  Dr.           50L 
     To Bank A/c           50L      To Bank A/c           50L      To Bank A/c           50L      To Bank A/c           50L 
    
Bank A/c       Dr.     20L Bank A/c       Dr.     20L Bank A/c       Dr.     20L If Grant is conditional 
     To Building A/c      20L      To DGG* A/c            20L      To Land A/c      20L Condition exist for 10 yr 
   Bank A/c       Dr.     20L 
Depn. A/c      Dr.      6L Depn. A/c      Dr.      10L       To DGG* A/c            20L 
    To Building A/c        6L     To Building A/c        10L   
   DGG* A/c            Dr.   2L          
P&L A/c          Dr.     6L             P&L A/c          Dr.     10L                  To P&L A/c                 2L 
    To Depn. A/c             6L     To Depn. A/c            10L   
   If Grant is unconditional 
 DGG* A/c            Dr.   4L           Bank A/c            Dr. 20L 
     To P&L A/c                  4L     To Govt. Grant       20L 

     (Capital Reserve) 
*DGG --------> Deferred Government Grant A/c 

  

Types of Monetary 
Grant

Related to PPE 
(Fixed Asset)

Grant Relating to 
Revenue Items

Grant in Nature of 
Promoter 

Contribution
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b) Monetary Grant Relating to Revenue Items --->  

 

Grant received to Reimburse Particular Exp. 
(Company Paid Salary of Rs.100L and 

Reimbursement for Govt. Rs.90L) 

Reimbursement of Expenses done in Past 
 

Option 1 –  
Reduce from Cost 

Option 2 – 
Treat Grant as  

Income 

Type of Promoter Contribution as condition exists 

Salary Exp. A/c  Dr.  100L Salary Exp. A/c  Dr.  100L Bank A/c                                                        Dr.            90L 
   To Govt. Grant A/c (Capital Reserve)                    90L 
      

     To Bank A/c           100L      To Bank A/c           100L 
  
Bank A/c       Dr.        90L Bank A/c       Dr.     90L 
     To Salary Exp. A/c 90L      To P&L A/c            90L 

(As other Income 
  

c) Monetary Grant in Nature of Promoter Contribution  
(Development of Backward / Notified Area) 

  

Generally, these grants are received as 
reimbursement of expenses done by the 
company 



 

KAISE HOH RAJA ! ALL WELL & SET 6 

 

CA RISHABH ROHRA 

TREATMENT OF REFUND OF GOVERNMENT GRANT 
 
Treatment: Refund of Government Grant shall be treated as Extraordinary item as per AS-
05 

 
  

Related to 
Specific Fixed 

Assets

Method 01
1. Increase Book value of assets
2. Provide Depreciation on revised book value 
proportionately

Method 2

Depreciable 
Assets

First utilise Unamortized Deferred 
Income & Transfer excess amount 

to P/L A/c

Non-
Depreciable 

Assets
Reduce Capital Reserve

Related to 
Revenue

First utilise Unamortized Deferred Income & 
Transfer excess amount to P/L A/c

Promotor's 
Contribution Reduce capital Reserve
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DISCLOSURE REQUIREMENTS 
 
Kya राजा ! Ab Disclose कर ले ? 
✓ Accounting Policy adopted for Government Grant, including methods of presentation in 

the Financial Statements 
✓ Nature and Extent of Government Grant recognized in the Financial Statements, 

including grants of Non-Monetary Assets 
 


