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Editorial
We are pleased to bring you our quarterly
newsletter covering the latest developments
in financial reporting as well as other
regulatory updates.
The Accounting Standard Board (ASB) of the
Institute of Chartered Accountants of India
(ICAI) issued the Exposure Draft of Ind AS 116,
Leases (Ind AS 116) on 18 July 2017, effective for
annual reporting periods beginning on or after
1 April 2019. Ind AS 116 sets out principles for
the recognition, measurement, presentation and
disclosure of leases. In this edition, we discuss the
key requirements of Ind AS 116 and the change in
the accounting of leases from Ind AS 17, Leases. We
also discuss the impact of the new standard on the
financial statements and the carve outs from the
corresponding International Financial Reporting
Standards (IFRS), namely IFRS 16.
The Securities Exchange Board of India (SEBI)
vide circular dated 4 August 2017 (the ‘Circular’)
has mandated certain disclosures by entities
which have defaulted in the payment of interest/
repayment of loans from banks/financial
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institutions, debt securities, etc. This edition discusses
the key requirements of the Circular and also highlights
the reporting requirements under Ind AS in respect of
such defaults.
We have also covered the amendments made to the
Minimum Alternate Tax (MAT) audit report by the
Central Board of Direct Taxes (CBDT) consequent to
the adoption of Ind AS. Further, we have discussed
the key amendments proposed by the Companies
(Amendment) Bill, 2017.
The ICAI formed the Ind AS Transition Facilitation
Group (ITFG), which issued its eleventh bulletin
addressing certain issues related to the applicability
and/or the implementation of Ind AS. This edition
highlights the clarifications made in this bulletin, many
of which provide implementation guidance on some
very important matters having a wide-ranging impact
on the financial statements.
Finally, we have summarised other Indian as well as
global regulatory updates.
We hope you find this newsletter informative and of
continued interest.
We welcome your feedback at pwc.update@in.pwc.com
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Ind AS 116 – a new era of lease accounting
The Accounting Standard Board (ASB) of the Institute of Chartered Accountants of India (ICAI) issued the Exposure Draft of Ind AS 116, Leases (Ind AS 116) on 18
July 2017, effective for annual reporting periods beginning on or after 1 April 2019. Ind AS 116 sets out principles for the recognition, measurement, presentation
and disclosure of leases.

The impact of the proposed leases standard (Ind AS 116) – at a glance
Under the existing Ind AS 17, lessees account for lease transactions either as operating or as finance leases. The proposed model under Ind AS 116 requires a lessee
to recognise almost all lease contracts on its balance sheet. Therefore, lessees will be greatly affected by the new leases standard. The lessors’ accounting largely
remains unchanged. However, lessors might see an impact to their business model and lease products as the lease needs and behaviours of lessees change.

Lessees

Lessors

• The new standard will affect virtually all commonly used financial ratios and performance metrics such as
gearing, current ratio, asset turnover, interest cover, earnings before interest, tax, depreciation and amortisation
(EBITDA), earnings before interest and taxes (EBIT), operating profit, net income, earnings per share (EPS),
return on capital employed (ROCE), return on equity (ROE) and operating cash flows. These changes may affect
loan covenants, credit ratings and borrowing costs, and could also result in other behavioural changes. These
impacts may compel many organisations to reassess certain ‘lease versus buy’ decisions.
• Balance sheets will grow, gearing ratios will increase and capital ratios will decrease. There will also be a change
to both the expense character (rent expenses replaced with depreciation and interest expense) and recognition
patterns (acceleration of lease expense relative to the recognition pattern for operating leases today).
• Entities leasing ‘big-ticket’ assets—including real estate, manufacturing equipment, aircraft, trains, ships and
technology—are expected to be greatly affected. The impact on entities with numerous small leases, such
as tablets and personal computers, small items of office furniture and telephones, might be less as the new
standard offers an exemption for low-value assets. Assets meeting the low-value assets exemption do not have
to be recognised on the balance sheets of entities.

• Lessees and lessors may need to
consider renegotiating or restructuring
existing and future leases.
• Business and legal structures
supporting leases should also be
reassessed to evaluate whether these
continue to be effective (e.g. joint
ventures and special purpose entities).
• Lessor accounting remains largely
unchanged from Ind AS 17; however,
lessors are expected to be affected due
to the changed needs and behaviours
from customers, which impacts their
business model and lease products.

The pervasive impact of the new standard requires companies to transform their business processes in many areas, including finance and accounting,
Information technology (IT), procurement, tax, treasury, legal, operations and corporate real estate.
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Ind AS 116 – a new era of lease accounting
The adoption of the new standard will have a significant impact on the financial statements of lessees,
including supporting systems and controls. Ind AS 116 is largely converged with International Financial
Reporting Standards (IFRS) 16, Leases. In this article, we discuss the key requirements of Ind AS 116 and
the change in the accounting of leases from Ind AS 17. We also discuss the impact of the new standard on
the financial statements and the carveouts from IFRS 16.

1. Scope
The scope of proposed Ind AS 116 is generally
similar to Ind AS 17 and includes all contracts that
convey the right to use an asset for a period of time
in exchange for consideration, except for licences
of intellectual property granted by a lessor, rights
held by a lessee under licensing agreements (such
as motion picture films, video recordings, plays,
manuscripts, patents and copyrights), leases of
biological assets, service concession agreements
and leases to explore for or use minerals, oil,
natural gas and similar non-regenerative resources.

help companies assess whether a contract contains
a lease or a service, or both. Under the current
guidance and practice, there is limited emphasis on
the distinction between a service or an operating
lease as this often does not change the accounting
treatment.
The analysis starts by determining if a contract
meets the definition of a lease. This means that
the customer has the right to control the use of an
identifiable asset for a period of time in exchange
for consideration.

Apart from the above, a lessee may choose to apply
Ind AS 116 to leases of intangible assets, other than
those mentioned above.
The definition of a lease is different from the
current guidance of Ind AS 17 and might result
in some contracts being treated differently in the
future. Ind AS 116 includes detailed guidance to
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Ind AS 116 – a new era of lease accounting
2. Determining whether a contract is or
contains a lease
As all leases (excluding short-term leases and leases of low-value assets) will be
recognised on the balance sheet of the lessee, there is likely to be a greater focus on
identifying whether the contract is or contains a lease.
The flow chart below summaries the analysis to be made to evaluate whether a
contract contains a lease:
no

Is there an identified asset?
yes
Does the customer have the right to obtain substantially all of the economic
benefits from the use of the asset throughout the period of use?

no

yes
Who has the right to direct how and for what purpose the asset is used
throughout the period of use?
Customer

Predetermined
yes

Customer
operates the asset or
has designed the asset?

Contract contains a lease

5 PwC

Supplier
no

Contract does not contain
a lease
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Ind AS 116 – a new era of lease accounting
Let us look at the conditions mentioned above in detail.

What is an identified asset?
An asset can be identified either explicitly or implicitly. If identified
explicitly, the asset is specified in the contract (e.g. by a serial
number or a similar identification marking); if identified implicitly,
the asset is not mentioned in the contract (so the entity cannot
identify the particular asset) but the supplier can fulfil the contract
only by the use of a particular asset. In both cases there may be an
identified asset.
In any case, there is no identified asset if the supplier has a
substantive right to substitute the asset. Substitution rights are
substantive where the supplier has the practical ability to substitute
an alternative asset and would benefit economically from
substituting the asset.
An identified asset can be a physically distinct portion of a larger
asset, such as one floor of a multi-level building or physically
distinct dark fibres within a cable.

Right to obtain
substantially all of the
economic benefits
Economic benefits can be
obtained directly or indirectly
(e.g. by using, holding or
subleasing the asset). Benefits
include the primary output and
any by¬products (including
potential cash flows derived
from these items), as well as
payments from third parties that
relate to the use of the identified
asset. Economic benefits relating
to the ownership of the asset are
ignored.

Right to direct the use of an asset
When assessing whether the customer has the
right to direct the use of the identified asset,
key questions to ask are (a) which party (i.e.
the customer or the supplier) has the right to
direct how the identified asset is used; and (b)
for what purpose the identified asset is used
throughout the period of use.
The standard gives several examples of relevant
decision-making rights:
•
•
•
•

Right to change what type of output is produced
Right to change when the output is produced
Right to change where the output is produced
Right to change how much of the output is
produced

The definition of a lease is now much more driven by the question of which party to the contract controls the use of the underlying asset for the period of use. A customer no
longer needs to have not only the right to obtain substantially all of the benefits from the use of an asset (‘benefits’ element) but also the ability to direct the use of the asset
(‘power’ element).
This conceptual change becomes obvious when looking at a contract to purchase substantially all of the output produced by an identified asset (e.g. a power plant). If the
price per unit of output is neither fixed nor equal to the current market price, the contract would be classified as a lease under Ind AS 17 Appendix C – determining whether an
arrangement contains a lease.
Ind AS 116, however, requires not only that the customer obtains substantially all of the economic benefits from the use of the asset, but also an additional ‘power’ element—
namely, the right of the customer to direct the use of the identified asset (e.g. the right to decide the amount and timing of power delivered).
6 PwC
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Ind AS 116 – a new era of lease accounting
3. New model for accounting by lessees
The new lessee accounting model within Ind AS 116 is the most important change to current guidance in
Ind AS 17. Under Ind AS 116, lessees will no longer distinguish between finance lease contracts (on balance
sheet) and operating lease contracts (off balance sheet), but they are required to recognise a right-of-use
asset and a corresponding lease liability for almost all lease contracts. This is based on the principle that, in
economic terms, a lease contract is the acquisition of a right to use an underlying asset with the purchase
price paid in instalments.
The effect of this approach is a substantial increase in the amount of recognised financial liabilities and assets
for entities that have entered into significant lease contracts that are currently classified as operating leases.
The lease liability is initially recognised at the commencement day and measured at an amount equal
to the present value of the lease payments during the lease term that are not yet paid; the right-of-use
asset is initially recognised at the commencement day and measured at cost, comprising the amount of
the initial measurement of the lease liability, plus any lease payments made to the lessor at or before the
commencement date less any lease incentives received, the initial estimate of restoration costs and any initial
direct costs incurred by the lessee. The provision for restoration costs is recognised as a separate liability.
As proposed in Ind AS 116, the lease liability
is measured in subsequent periods using the
effective interest rate method as per Ind AS
109. The right-of-use asset is depreciated in
accordance with the requirements mentioned
in Ind AS 16, Property, Plant and Equipment,
which will result in a depreciation on a straightline basis or another systematic basis that is
more representative of the pattern in which
7 PwC

the entity expects to consume the right-of-use
asset. The lessee must also apply the impairment
requirements in Ind AS 36, Impairment of Assets, to
the right-of-use asset.
Discount rate
The lessee uses the interest rate implicit in the lease
as the discount rate. This is the rate of interest that
causes the present value of (a) lease payments
and (b) the unguaranteed residual value to equal

Initial measurement of a right-of-use
asset and a lease liability
Right-of-use asset
Lease liability

Lease liability
Lease liability
Discount rate

Lease payments
made before or at
commencement date
Provision
Restoration costs
Initial direct costs

the sum of (i) the fair value of the underlying
asset and (ii) any initial direct costs of the
lessor. Determining the interest rate implicit
in the lease is a key judgement that can have
a significant impact on an entity’s financial
statements. If this rate cannot be readily
determined, the lessee should instead use its
incremental borrowing rate.
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Ind AS 116 – a new era of lease accounting
The example below discusses the accounting
difference between Ind AS 116 and Ind AS 17 with
respect to an operating lease.
Company A leases a car for a period of four years. The investment value
is 35,845 INR. The lease requires payments of 668 INR on a monthly
basis for the duration of the lease term (i.e. 8,016 INR p.a.). The annual
lease component of the lease payment is 6,672 INR and the service
component is 1,344 INR. The residual value of the car at the end of
the lease term is 14,168 INR. There is no option to renew the lease or
purchase the car, and there is no residual value guarantee. The rate
implicitly mentioned in the lease is 5%.
The net present value of the lease payments using a 5% discount rate is
24,192 INR. It is assumed that this lease is an operating lease under Ind
AS 17.
Response: Under Ind AS 116, Company A shall recognise a right-ofuse asset and lease liability in its balance sheet. The presentation of
lease payments in the statement of profit and loss will change from
Ind AS 17. Lease payments of an operating lease under Ind AS 17 are
presented within operating expenses, while under the right-of-use
model, depreciation and interest expense will be recognised separately,
thus having a positive impact on EBITDA. The overall cumulative effect
on the net profit is the same under Ind AS 116 and Ind AS 17; however,
with the application of the right-of-use model, the lease expense
recognition pattern during the lease term will change.
8 PwC
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Ind AS 116 – a new era of lease accounting
Balance sheet (as per Ind AS 116)
Year 0

Year 1

Year 2

Year 3

Year 4

24,192

18,144

12,096

6,048

0

(24,192)

(18,580)

(12,687)

(6,498)

0

Operating expense- service

0

1,344

1,344

1,344

1,344

5,376

Depreciation

0

6,048

6,048

6,048

6,048

24,192

Interest expense

0

1,083

797

496

120

2,496

Net income

0

(8,475)

(8,189)

(7,888)

(7,512)

(32,064)

Operating expense- lease and service

0

8,016

8,016

8,016

8,016

32,064

Net income

0

(8,016)

(8,016)

(8,016)

(8,016)

(32,064)

Right-of-use asset
Lease liability

Total

Statement of profit and loss (as per Ind AS 116)

Statement of profit and loss (as per Ind AS 17)

Under Ind AS 17, there is no requirement to recognise a right-of-use asset and lease liability in the balance sheet
with respect to an operating lease. Operating lease rental is expensed over the period of the lease term. Total lease
rental expense over the lease term would be 32,064 INR.
9 PwC
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Ind AS 116 – a new era of lease accounting
4. Lessor accounting
Ind AS 116 does not contain substantial changes to lessor accounting compared to Ind AS 17. The lessor still has to classify leases as either finance or operating,
depending on whether substantially all of the risks and rewards incidental to ownership of the underlying asset have been transferred.

5. Other key requirements
a) Separation of lease and non-lease components
Currently, many arrangements embed an operating lease into a contract, or operating lease contracts
include non-lease (e.g. service) components.
Many entities may not have separated the operating lease component in the contracts because, today,
the accounting for an operating lease and for a service/supply arrangement generally have a similar
impact on the financial statements. Under Ind AS 116, lessees accounting for the two elements of the
contract will change because leases will have to be recognised on the balance sheet (except for the
exempted short-term leases and low-value asset leases).
Where such a multi-element arrangement exists, Ind AS 116 requires each separate lease component to
be identified (based on the guidance on the definition of a lease) and accounted for separately.
The right to use an asset is a separate lease component if both of the following criteria are met:
•

the lessee can benefit from use of the asset either on its own or together with other resources that
are readily available to the lessee; and
• the underlying asset is neither highly dependent on, nor highly interrelated with, other underlying
assets in the contract.
After the identification of lease and non-lease components, payments should be allocated based on
the relative standalone selling prices (SSPs). The standard gives the policy election for lessees to not
separate non-lease components from a lease component for a class of an underlying asset. In such cases,
the whole contract is accounted for as a lease.
10 PwC

The requirements of Ind AS
116 for separating lease and
non-lease components and
allocating the consideration to
separate components will require
management judgement when
identifying those components and
applying estimates to determine
the observable standalone prices.
Currently, lessees may not have
the data to separate lease and
non-lease components. Hence,
lessors might need to provide the
information to separate lease and
non-lease components to their
customers. In the past, they might
not have priced these elements
separately to customers.
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Ind AS 116 – a new era of lease accounting
b) Determining the lease term
Ind AS 116 defines a lease term as the non-cancellable period for which the lessee has the right to
use an underlying asset, including optional periods when an entity is reasonably certain to exercise
an option to extend (or not to terminate) a lease. Entities need to consider all relevant facts and
circumstances that create an economic incentive for the lessee to exercise the option when determining
the lease term. The option to extend the lease term should be included in the lease term if it is
reasonably certain that the lessee will exercise the option.
Lessees are required to reassess the option when significant events or changes in circumstances occur
that are within the control of the lessee. A lessor would not be permitted to reassess the lease term.

Example: Extension option
Company A leases a building from a real estate company which provides the right of use of the asset
for five years with an option to extend it for another five years. The option to extend is at market
conditions and there are no specific economic incentives for Company A to exercise the option at the
commencement of the contract.
The lease period at the commencement of the contract is five years.
What if...Company A undertook a significant investment for a leasehold improvement prior to
the commencement of the lease. The economic life of the leasehold improvement is estimated at
10 years.
Company A should consider if the leasehold improvement has a significant economic value at the
end of the initial five-year lease period. If the improvements result in the underlying asset having
greater utility to the lessee than alternative assets that could be leased for a similar amount,
Company A concludes that it has a significant economic incentive to exercise the option to extend
the lease.
11 PwC

One of the primary reasons for
including extension options (and not
limiting the accounting to the noncancellable lease term) is to avoid the
potential for structuring opportunities.
For example, one could theoretically
structure a 20-year lease as a daily lease
with 20 years’ worth of daily renewals.
There is no guidance in the standard
on how to weigh the individual
factors when determining whether
it is ‘reasonably certain’ that a
lessee will exercise an option. For
example, consider a flagship store in
a prime and sought-after location.
Significant judgement would be
needed to determine whether the
prime geographical location of the
store or other factors (e.g. termination
penalties, lease hold improvements,
etc.) indicate that it is reasonably
certain whether or not the lessee will
renew the store lease.
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Ind AS 116 – a new era of lease accounting
c) Recognition and measurement exemptions
Ind AS 116 contains two recognition and measurement exemptions. Both exemptions are optional and
they only apply to lessees. If one of these exemptions is applied, the leases are accounted for in a way
that is similar to current operating lease accounting (i.e. payments are recognised on a straight-line
basis or another systematic basis that is more representative of the pattern of the lessee’s benefit):
•

•

Short-term leases: A short-term lease is defined as a lease that, at the commencement date, has a
lease term of 12 months or less. A lease that contains a purchase option is not a short-term lease.
The election for short-term leases shall be made by class of underlying asset to which the right
of use relates. If an entity applies the short-term lease exemption, it shall treat any subsequent
modification or change in its lease term as resulting in a new lease.
Leases for which the underlying asset is of low value: An underlying asset can be of low value
only if (a) the lessee can benefit from the use of the underlying asset on its own or together with
other resources that are readily available to the lessee; and (b) the asset is not highly dependent on,
or highly interrelated with, other assets.

Ind AS 116 does not define the term ‘low value’, but it states that examples of low-value underlying
assets can include tablets and personal computers, small items of office furniture and telephones.
Further, lessees shall assess the value of an underlying asset based on the value of the asset when it is
new, regardless of the age of the asset being leased. This assessment is to be performed on an absolute
basis. For example, leases of cars would not qualify as leases of low-value assets because a new car
would typically not be of low value. The assessment is not affected by the size and the nature or
circumstances of the lessee. Accordingly, different lessees are expected to reach the same conclusions
about whether a particular underlying asset is of low value. The election can be made on a lease-bylease basis.
Ind AS 116 also clarifies that both a lessee and a lessor can apply the standard to a portfolio of leases
with similar characteristics if the entity reasonably expects that the resulting effect is not materially
different from applying the standard on a lease-by-lease basis.
12 PwC
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Ind AS 116 – a new era of lease accounting
6. Differences as compared to IFRS 16
Fair value model
IFRS 16 provides that if a lessee applies a fair value model in International
Accounting Standard (IAS) 40 to its investment property, it shall apply
that fair value model to the right-of-use assets that meet the definition of
investment property. Since Ind AS 40, Investment Property, does not allow
the use of fair value model, the related guidance has been excluded in
Ind AS 116.

Presentation of right-of-use assets
IFRS 16 provides the option to either present right-of-use assets separately
or include them within the same line item as that within which the
corresponding assets would be presented if they were owned. The latter
option is not available under Ind AS 116. A similar option regarding the
presentation of a lease liability has also been excluded in Ind AS 116.

Classification of cash flows
IFRS 16 requires entities to classify cash payments for the interest portions
of the lease liability by applying the requirements of IAS 7, Statement of
Cash Flows. IAS 7 provides the option of treating interest paid as operating
or financing activity. However, Ind AS 7 requires the interest paid to be
treated as financing activity only.
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Ind AS 116 – a new era of lease accounting
In brief
The new standard eliminates nearly all off balance
sheet accounting for lessees and impacts many
commonly used financial metrics such as gearing
ratio and EBITDA. This will increase comparability
and may also affect covenants, credit ratings,
borrowing costs and stakeholders’ perceptions.
Changes to the lease accounting standard have a
far-reaching impact on lessees’ business processes,
systems and controls. Lessees will require
significantly more data around their leases than
before given the ‘on balance sheet’ accounting
for almost all leases. Companies will need to take
a cross-functional approach to implementation
and not just accounting. Entities should start, if
not already started evaluating the impact of the
proposed standard on their financial statements,
financial ratios and debt covenants.

lease engines to perform the lease calculations as
required by the new leases standard. Entities need
to think about implementing sustainable lease
software solutions that are capable of dealing with
the new lease accounting requirements. Entities

should ensure that they have implemented systems
and processes to identify all lease contracts to
capture the information needed to determine the
measurement of the right-of-use asset and the lease
liability, and to prepare the new disclosures.

Many lessees today use spreadsheets to manage
and account for their leases. With the complexity
of the new leases standard bringing all leases on
balance sheets, using spreadsheets may not be costefficient and may also lead to errors feeding into
financial reporting. Lessees may need to implement
contract management modules for lease data and
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SEBI – Real-time disclosure of defaults by companies
At a glance:
Corporates in India are primarily reliant on loans from the banking sector.
Many banks are presently under considerable stress on account of large
loans to the corporate sector turning into stressed assets/non-performing
assets (NPAs).
SEBI (listing obligations and disclosure requirements) Regulations, 2015
(the ‘Regulations’), require disclosures of material events/information by
listed entities to stock exchanges. Specific disclosures are required under
the Regulations in certain matters such as delays/defaults in the payment
of interest/principal on debt securities, including listed non-convertible
debentures, listed non-convertible redeemable preferences shares and
foreign currency convertible bonds. However, similar disclosures were not
stipulated for loans from banks and financial institutions.
In order to address this critical gap in the availability of information to
investors, SEBI vide circular dated 4 August 2017 (the ‘Circular’) has
mandated certain disclosures by listed entities which have defaulted in the
payment of interest/repayment of principal on loans from banks/financial
institutions, debt securities, etc. The Circular was originally effective from 1
October 2017. However, recently SEBI vide press release dated 29 September
2017 has deferred the implementation of the Circular until further notice.
This article discusses the key requirements of the Circular and also highlights
the reporting requirements under Ind AS in respect of such defaults.
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SEBI – Real-time disclosure of defaults by companies
Applicability

What are the disclosures?

The Circular applies to all listed entities which have listed any of the following
securities:

(i)

(i)

equity and convertible securities;

(ii)

non-convertible debt securities; and

(iii)

non-convertible and redeemable preference shares.

To whom shall the disclosures be made?
As per the Circular, disclosures shall made to stock exchanges when an entity
has defaulted in the payment of interest/instalment obligations on debt
securities (including commercial paper), medium-term notes, foreign currency
convertible bonds, loans from banks and financial institutions, external
commercial borrowings, etc.

(ii)

16 PwC

Entities are required to make the following disclosures to stock
exchanges within one working day from the date of default at the first
instance of default:
#

Type of disclosure

1

Name of the listed entity

2

Date of making the disclosure

3

Nature of obligation/type of instrument (listed debt securities, mediumterm notes, term loan, etc.)

4

Number of investors in the security as on the date of default/name of the
lender

5

Date of default

6

Details of obligation (tenure, coupon, secured/unsecured, etc.)

7

Current default amount

8

Gross principal amount on which the default has occurred

9

Total amount of securities issued/borrowings

If there is any outstanding amount under default as on the last date of
any quarter, entities shall disclose the total amount outstanding of the
borrowings and the cumulative amount of default within seven days
from the end of the quarter.
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Reporting requirements under Ind AS
Ind AS has specific disclosure requirements for defaults in respect of loans payable and breaches of loan
agreement terms. These are discussed below:

(i)

Defaults in the repayment of borrowings and interest
Schedule III to the Companies Act, 2013, applicable for Ind AS compliant companies (Ind AS
Schedule III) requires that the period and the amount of default in the repayment of borrowings
and interest as on the balance sheet date shall be specified separately in each case. Even a single
default by an entity would create an obligation to disclose the period and amount of default. This
disclosure shall be provided even if the default was remediated before the financial statements are
approved for issue.

Ind AS 107, Financial Instruments: Disclosures, paragraph 18 requires that for loans payable
recognised at the end of the reporting period an entity shall disclose:
(a)

details of any defaults during the period of principal, interest, sinking fund or redemption
terms of those loans payable;

(b)

the carrying amount of the loans payable in default at the end of the reporting period; and

(c)

whether the default was remedied, or the terms of the loans payable were renegotiated
before the financial statements were approved for issue.
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(ii)

Breaches of loan agreement terms
Ind AS Schedule III does not require any disclosure of breaches of loan agreement terms. However,
Ind AS 107 paragraph 19 requires an entity to disclose the information required in paragraph
18 of Ind AS 107 mentioned above, if the breaches permitted the lender to demand accelerated
repayment (unless the breaches were remedied or the terms of the loan were renegotiated on or
before the end of the reporting period).

Ind AS 1, Presentation of Financial Statements, paragraph 74 states that where there is a breach of a
material provision of a long-term loan arrangement on or before the end of the reporting period with
the effect that the liability becomes payable on demand on the reporting date, the entity does not
classify the liability as current, if the lender agreed, after the reporting period and before the approval
of the financial statements for issue, not to demand payment as a consequence of the breach.
In situations where the lender agreed, after the reporting period and before the approval of financial
statements for issue, not to demand payment as a consequence of breach, the entity would classify such
liability as non-current. However, the entity would still have to provide relevant disclosures prescribed
in Ind AS 107 for breaches of loan agreement terms because the breaches were not remediated on or
before the end of the reporting period.

Key takeaway
SEBI requires listed entities to report defaults on a real-time basis to stock exchanges, which will enable
investors to take more informed decisions and also assist in tracking the recoverability of loans. The Circular
was originally effective from 1 October 2017. However, SEBI vide press release dated 29 September 2017
has deferred the implementation of the circular till further notice. This deferral would assist listed entities
in putting in place appropriate systems for timely submission of disclosures as mandated by the Circular to
stock exchanges. The disclosures mandated by the Circular are in addition to the disclosures under Ind AS,
which shall form part of the annual financial statements. Entities also need to ensure consistency between the
information submitted to stock exchanges and disclosures to be made in their financial statements.
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MAT audit report – amendments
Background

What has changed?

The Finance Act, 2017, amended section 115JB of the Income-tax Act, 1961
(the ‘Income-tax Act’), to provide a framework for computation of book profits
for Ind AS compliant companies in the year of adoption and thereafter. The
amendment was brought by introducing sub-sections 2A, 2B and 2C to section
115JB of the Income-tax Act. These amendments are applicable in determining
book profits for levy of Minimum Alternate Tax (MAT) from the financial year
2016–17 (assessment year 2017–18) and thereafter.

The CBDT introduced two new parts in Form No. 29B.

Sub-section (4) to section 115JB of the Income-tax Act requires every company
which is liable to pay MAT to furnish a report from an accountant certifying
that its book profits have been determined in accordance with section 115JB of
the Income-tax Act. The report from the accountant in ‘Form No. 29B – Report
under Section 115JB of the Income-tax Act for computation of book profits
of the Company’ (‘Form No. 29B’ or ‘the Form’) is required to be filed along
with the return of income filed under section 139(1) of the Income-tax Act. In
order to facilitate Ind AS compliant companies to report appropriately and for
accountants to certify, the Central Board of Direct Taxes (CBDT) issued revised
Form No. 29B on 18 August 2017.

19 PwC

Part B – Details of the amount required to be increased or decreased
in accordance with sub-section (2A) of section 115JB (‘Part B’)
Part B of the form is applicable where the financial statements of a company
for the previous year or any part thereof has been prepared in accordance
with Ind AS. Details of all the amounts which are required to be increased or
decreased in determination of book profits as required by sub-section (2A) of
section 115JB is reported in this part.
Part C – Details of the amount required to be increased or decreased
in accordance with sub-section (2C) of section 115JB (‘Part C’)
Part C of the form is used to report the amount of adjustment to books profits
that arise on account of convergence from Indian GAAP to Ind AS. Subsection (2C) of section 115JB requires book profits to be further increased or
decreased by one-fifth of the transition amount in the year of convergence and
during the following four previous years. Accordingly, reporting in Part C is
restricted to the year of convergence and the following four previous years.
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Putting into practice
Let us now look at an example of Value Ind AS Limited and understand how the transition adjustments on convergence to Ind AS and balances presented in other
comprehensive income (OCI) are to be reported in Parts B and C of Form No. 29B. Value Ind AS Limited has adopted Ind AS from 1 April 2016.
Presented below are OCI items of Value Ind AS Limited for the year ended 31 March 2017. Also presented below is an extract from the notes to the financial statements
of Value Ind AS Limited, wherein the transition adjustments have been explained.
Extract from OCI of Value Ind AS Limited

Note explaining the transition adjustments made to equity on 31 March 2016
Amount
(in lakh INR)
Year ended
31 March 2017

Items that may be reclassified to profit or loss
a)

Deferred gains/(losses) on cash flow hedges

b)

Deferred costs of hedging

c)

Fair value gain on debt instruments through OCI

d)

Income tax relating to the above

Total equity as per previous GAAP
(228)
437
(206)

(i)

Deferred revenue on customer loyalty programme

(ii) Fair valuation of FVOCI equity investments
(iii) Fair valuation of derivatives held at fair value through
profit or loss
(iv) Provision for expected credit losses on trade receivables

Items that will not be reclassified to profit or loss
Changes in fair value of fair value through other
comprehensive income (FVOCI) equity instruments

1,72,442

1,153

1,156
e)

Amount
(in lakh INR)
Year ended
31 March 2016

221

(v) Fair valuation of security deposits
(vi) Discounting of provisions

f)

Deferred gains/(losses) on cash flow hedges

(170)

(vii) Surplus on revaluation of land

g)

Deferred costs of hedging

(42)

(viii) Tax effect of adjustments

h)

Remeasurements of post-employment benefit obligations

756

Total adjustments

i)

Surplus on fair valuation of land

330

Total equity as per Ind AS

j)

Income tax relating to the above

(329)

(282)
7,394
(56)
(723)
(19)
57
1,231
(2,281)
5,321
1,77,763

766
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For the purpose of this example, we have not considered how these
amounts would be reported in Part A, which is expected to largely
remain the same. Ind AS related adjustments as determined in
Parts B and C are to be considered for aggregation or deduction in
determining book profits in Part A.

Points to remember
• This illustration is only meant to assist entities in
completing the form and not to discuss the admissibility/
deductibility of items under the provisions of the Incometax Act.
• The profit before other comprehensive incomes shall be
first adjusted for items which are specified in the existing
provisions of section 115JB of the Income-tax Act, and
thereafter adjustments shall be made for a transition
amount, if any.
• The book profit shall be increased/decreased by all
amounts credited/debited to OCI that will not be
reclassified to profit or loss, except certain specified
exclusions.
• OCI items that will be reclassified to profit or loss shall get
included in the book profit in the year of reclassification of
such items from OCI to profit or loss.
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Part B – Details of the amount required to be increased or decreased in accordance with sub-section (2A) of section 115JB
Sr. no.

Particulars

21.
22.
23.
24.

Year of convergence as defined in clause (i) of the explanation to sub-section (2C) of this section
Convergence date
Total amount credited to OCI in the statement of profit and loss (a)+(c)+(e)+(h)+(i)
Total amount debited to OCI in the statement of profit and loss (b)+(f)+(g)

25.

Increase or decrease referred to in sub-section (2A) of this section:
(i) Increase on account of amounts credited to OCI under the head ‘items that will not be re-classified to profit or loss’ [(e)+(h)+(i)]
(ii) Decrease on account of amounts debited to OCI under the head ‘items that will not be re-classified to profit or loss’ [(f)+(g)]
(iii) Increase on account of amounts or aggregate of amounts debited to the statement of profit or loss on distribution of non-cash assets to
shareholders in a demerger in accordance with Appendix A of Ind AS 10
(iv) Decrease on account of amounts or aggregate of amounts credited to the statement of profit or loss on distribution of non-cash assets to
shareholders in a demerger in accordance with Appendix A of Ind AS 10
(v) Sub-total [(i)-(ii)+(iii)-(iv)]

26.

(vi) Increase or decrease on account of amount of revaluation surplus of assets included in item (i) or (ii) above (refer to note (a) below)
(vii) Increase or decrease on account of amount of gains or losses from investments in equity instruments designated at fair value through
OCI in accordance with Ind AS 109 included in item (i) or (ii) above (refer to note (b) below)
(viii) Increase or decrease on account of the amount or aggregate of amounts referred to in the first proviso of sub-section (2A) of this section
for the previous year or any of the preceding previous year and relatable to such asset or investment retired, disposed, realised or
otherwise transferred during the previous year (refer to note (c) below)
Total [(v) to(viii)] (amount to be carried to sr. no. 14 of Part A)

Amount (in lakh INR)
Financial year 2016–17
1 April 2016
2,897
(440)
1,307
(212)
1,095
(330)
(221)
-

544

Notes:
a) Surplus on revaluation of land will be adjusted against book profits when the asset is disposed or realised. Hence, the same has not been considered in the determination of
book profits for the previous year 2016–2017.
b) Fair value gain on equity instruments designated at fair value through other comprehensive incomes of 221 lakh INR shall be included in the book profit for the previous year in
which the investment is disposed, realised or otherwise transferred.
c) Adjustments to book profits against clause 25(viii), in respect of fair value gains on equity instruments carried at fair value through OCI and revaluation surplus on property, plant
and equipment, will be reported in the year in which such property, plant and equipment or equity instruments have been disposed, realised or otherwise transferred.
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Part C – Details of the amount required to be increased or decreased in accordance with sub-section (2C) of section 115JB
Sr. no.

Particulars

27.

Year of convergence as defined in clause (i) of explanation to sub-section (2C) of this section

28.

Convergence date

29.

Amount or the aggregate of the amounts adjusted in the other equity (including capital reserve and securities premium) [sum of items (i) to (vii)
from the transition adjustments made to equity] (refer to note (a) below)

30.

To be increased or decreased by:

1 April 2016
7,602

(ii) Amount or aggregate of amounts adjusted in securities premium reserve
(iii) Amount or aggregate of amounts adjusted in the other comprehensive income on the convergence date, which shall be subsequently
reclassified to profit or loss

-

Amount or aggregate of amounts adjusted in capital reserve

(iv) Amount or aggregate of amounts adjusted in revaluation surplus for assets in accordance with Ind AS 16 and Ind AS 38 adjusted on the
convergence date (refer to note (b) below)

(1,231)

(v) Gains or losses from investment in equity instruments designated at fair value through other comprehensive income in accordance with
Indian Accounting Standard 109 adjusted on the convergence date (refer to note (c) below)

(7,394)

(vi) Adjustments relating to items on property, plant and equipment and intangible assets recorded at fair value as deemed cost in
accordance with paragraph D5 and D7 of Ind AS 101 on the convergence date

-

(vii) Adjustments relating to investments in subsidiaries, joint ventures and associates recorded at fair value as deemed cost in accordance
with paragraph D15 of Ind AS 101 on the convergence date

-

(viii) Adjustments relating to cumulative translation differences of a foreign operating in accordance with paragraph D13 of Ind AS 101 on the
convergence date

-

(ix) Any other adjustment [Provision for expected credit losses on trade receivables] (refer to note (d) below)
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Financial year 2016–17

-

(i)

31.

Amount (in lakh INR)

Total [29 +/(-) 30 (i) to (ix)]

723
(300)
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Sr. no.

Particulars

32.

1/5th of sr. no.31 (amount to be carried to sr.no.15 of Part A)

33.

Details of adjustment for transition amounts:

Amount (in lakh INR)
(60)

(i) Total transition amount

(300)

(ii) Amount or aggregate of amounts adjusted till immediately preceding year

-

(iii) Amounts adjusted in the current year

(60)

(iv) Amount to be adjusted in the subsequent year (s)

(240)

Notes
(a) Deferred tax adjustments recorded on the transition date has been ignored for the purpose of computing transition amount as per CBDT circular n0. 24/2017 dated 25 July 2017.
(b) Surplus on revaluation of property, plant and equipment of 1,231 lakh INR will be added to the book profits in the year in which such assets are disposed or realised.
(c) Adjustment for fair value gain of 7,394 lakh INR on investments in equity instruments designated at FVOCI will be added to the book profits of the previous year during which
such investment is disposed, realised or otherwise transferred.
(d) As per the CBDT circular no. 24/2017 dated 25 July 2017, adjustments relating to provision for doubtful debts shall not be considered for the purpose of computation of the
transition amount.

What next?
Amendments to Form No. 29B have been made to assist companies and accountants to accurately report and determine the amount of book profits. We believe
the timing of amendment provides sufficient time for companies and accountants to understand the intricacies involved and appropriately report thereon.
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Background
The Lok Sabha passed the Companies (Amendment) Bill, 2017, on 27 July 2017. The bill is yet to be passed by
the Rajya Sabha. We have summarised some of the major amendments proposed under the bill below.
Key amendments proposed

Definitions
i.

Associate: The explanation to the definition is proposed to be amended to clarify that significant
influence would mean control of at least 20% or more of ‘total voting power’ rather than ‘total share
capital’, as it reads now.

ii.

Financial year: The existing provision permits a holding company or a subsidiary of a company
incorporated outside India, which is required to follow a different financial year for consolidation
outside India, to follow a different financial year on approval from the National Company Law
Tribunal. It is now proposed to extend this provision to an associate of a company.

iii.

Holding company: It is proposed to include an explanation to the definition of a holding company to
state that the term company for the purpose of this clause shall also include a body corporate.

iv.

Net worth: It is proposed to include debit or credit balance of profit and loss account in the
calculation of net worth.

v.

Related party: Clause (viii) of Section 2(76) of the Companies Act, 2013, is proposed to be amended
to provide that any ‘body corporate’ instead of any ‘company’ (as it reads now), which is a holding,
subsidiary and associate company of such a company or a subsidiary of a holding company to which
it is also a subsidiary or an investing company or venture of the company, shall be considered as a
related party.
Further, the meaning of ‘an investing company or the venture of the company’ has been clarified by
way of an explanation proposed to be inserted to mean a body corporate whose investment in the
company would result in the company becoming an associate company of the body corporate.
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vi.

Small company: The maximum paid-up share capital
amount that can be prescribed for determining a company
as a small company has been proposed to be increased
from 5 crore INR at present to 10 crore INR. Further,
the maximum turnover is also proposed to be increased
from 20 crore INR at present to 100 crore INR. This
turnover should be ‘as per profit and loss account for the
immediately preceding financial year’ and not ‘as per its
last profit and loss account’.

vii.

Subsidiary company: It is proposed that a company will
be treated as a subsidiary in case the holding company
exercises or controls more than one-half of the ‘total voting
power’ either at its own or together with one or more of its
subsidiary companies. Currently, the Companies Act, 2013,
provides for exercise or control of more than half of the
‘total share capital’.

viii. Turnover: As per the existing definition, turnover is the
aggregate value of realisation of amount made from
the sale, supply or distribution of goods, or on account
of services rendered. It is now proposed to replace the
definition. As per the proposed definition, turnover shall
mean the gross amount of revenue recognised in the profit
and loss account from the sale, supply or distribution of
goods, or on account of services rendered, or both, by a
company during a financial year.
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Deposits
i.

ii.

Section 123(3) of the Companies Act, 2013,
is proposed to be amended to provide that
the Board of Directors can declare interim
dividend during the financial year or at any
time from the closure of the financial year till
the holding of the AGM.

The existing section 73(2)(c) of the Companies Act, 2013, requires a company to deposit a sum not
less than 15% of the amount of deposits maturing during the financial year and the financial year next
following, in a separate bank account called ‘deposit repayment reserve account’ with a scheduled bank.
It is proposed to substitute this clause to provide that a sum not less than 20% of deposits maturing
during the following financial year should be kept in the separate bank account specified above, and
such a sum should be deposited on or before 30 April each year.

Financial statements

ii.

The clause relating to deposit insurance is proposed to be omitted.

i.

iii.

The time limit for the repayment of deposits accepted before the commencement of the Companies Act,
2013, is proposed to be increased from one year, at present, to three years, from the commencement of
the Companies Act, 2013.

It is proposed to amend section 129(3) of the
Companies Act, 2013, to include ‘associate
companies’ in addition to ‘subsidiaries’ for
applying the requirement of preparation
of consolidated financial statements. The
explanation which provided that for the
purpose of this section, the word ‘subsidiary’
shall include an associate company and a joint
venture, shall be deleted.

ii.

It is proposed that the order for reopening
of accounts u/s 130 of the Companies Act,
2013, can be made up to eight financial years
preceding the current financial year unless
there is a specific direction under section
128(5) of the Companies Act, 2013, from
the Central Government that the books of
accounts may be kept for a longer period,
in which case the books of account may be
ordered to be reopened for a longer period.

Members’ meetings
i.

Another proviso to section 96(2) of the Companies Act, 2013, is proposed to be inserted to provide
that the annual general meeting (AGM) of an unlisted company may be held at any place in India if the
consent by all members is given in advance, either in writing or by electronic mode.

ii.

In respect of the extraordinary general meeting (EGM), it is proposed to insert a proviso to section
100(1) of the Companies Act, 2013, to provide that the EGM of a company, other than of a wholly
owned subsidiary of a company incorporated outside India, shall be held at a place within India.
Conversely, the EGM of a company, being a wholly owned subsidiary of a company incorporated outside
India, can be held outside India.

Declaration of dividend
i.

It is proposed to include a proviso to section 123(1)(a) of the Companies Act, 2013, to provide
computing profits for the purpose of declaration of dividend, any amounts representing unrealised
gains, notional gains or revaluation of assets, and any change in carrying value of an asset or of a
liability on measurement of the asset or the liability at fair value shall be excluded.

27 PwC

PwC ReportingPerspectives

PwC ReportingPerspectives
Ind AS 116 – a
new era of lease
accounting

SEBI – real-time
disclosure of defaults
by companies

MAT audit
report –
amendments

Companies (Amendment)
Bill, 2017 – key
amendments proposed

ITFG
bulletin 11

Recent technical
updates

The Companies (Amendment) Bill, 2017 – key amendments proposed
Corporate social responsibility (CSR)

Loans and investments by a company

For the purpose of applicability of the section for
constitution of a CSR committee, it is proposed
that the computation of the net profit/net worth/
turnover shall be considered for the ‘immediately
preceding financial year’.

It is proposed to amend section 186 of the Companies Act, 2013, to include clarifications with regard to the
non-applicability of the provisions of the section to ‘employees’ and ‘wholly owned subsidiaries’.

Related-party transactions
i.

It is proposed that the restriction on the eligibility of a related party to vote in a general meeting on a
related-party transaction in which it is interested shall not to apply to a company where 90% or more
members are relatives of promoters or are related parties.

ii.

It is also proposed to provide that non-ratification of transactions shall be voidable at the option of
the board of directors or shareholders, as the case may be. This amendment aims to bring clarity, as,
currently, although ratification is allowed both by the board of directors or shareholders, transactions
are only voidable at the option of the board of the directors.

Audit and auditors
i.

It is proposed that the first proviso to section
139(1) of the Companies Act, 2013, providing
for ratification of auditors’ appointment by
members in every AGM, shall be omitted.

ii.

In addition to an auditor’s right to access the
records of subsidiaries in accordance with the
proviso to section 143(1), it is also proposed to
cover associate companies.

Loans to directors
Section 185 of the Companies Act, 2013, is proposed
to be completely revamped. The provisions of section
185 of the Companies Act, 2013, in relation to the
giving of loans to ‘any person in whom any of the
directors of the company is interested’, are proposed
to be relaxed, subject to the following:
•

obtain special resolution in a general meeting

•

loan is utilised by the borrowing company for
its principal business activities
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Directors
i.

Section 149 of the Companies Act, 2013, is proposed to be amended to provide for considering the
financial year rather than the previous calendar year for computation of 182 days for determining
whether a director is a resident of India. Also, in case of new companies, the requirement period of 182
days shall apply proportionately at the end of the financial year in which it is incorporated.

ii.

Section 161(2) of the Companies Act, 2013, is proposed to be amended to restrict a person from being
appointed as an alternate director if he is holding directorship in the same company.

iii.

Further, in section 161(4) of the Companies Act, 2013, it is proposed to omit the words ‘in case of a
public company’, so as to provide that in case of all companies, the causal vacancy can be filled by the
board and that it shall be subsequently approved in the immediate next general meeting.

iv.

It is proposed to insert a proviso to section 164(2) of the Companies Act, 2013, to provide that where
a person is appointed as a director in a company which is in default u/s 164(2) of the Companies Act,
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2013, he/she shall not incur disqualification
for a period of six months following his/her
appointment.
v.

It is proposed that the directorship in a
dormant company shall not be included in the
limit of directorships of 20 companies.

vi.

It is proposed that in case a director incurs
any disqualifications under section 164(2) of
the Companies Act, 2013, due to default of
filing of financial statements or annual returns
or repayment of deposits or pay interest or
redemption of debentures or payment of
interest thereon or payment of dividend, he/
she shall vacate office in all the companies
other than the company which is in default.

vii.

A second proviso is proposed to be inserted in
section 173(2) of the Companies Act, 2013,
to provide that where quorum in the board
meeting is present through the physical
presence of directors, any other directors may
participate through video conferencing or
other audio-visual means in such a meeting on
any of the matters restricted in the first proviso
to be dealt with in a meeting through video
conferencing or other audio-visual means.
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The Companies (Amendment) Bill, 2017 – key amendments proposed
made by the board, that such an appointment
is most beneficial to the company, the
appointment of the person who has attained
the age of 70 years may be made.
ii.

viii. It is proposed to amend section 177(1) of
the Companies Act, 2013, to substitute the
words ‘every listed company’ with ‘every listed
public company’ for constitution of an audit
committee. Accordingly, a private company
with listed debt securities is proposed to
be exempted from constitution of the audit
committee.
ix.

A similar amendment is proposed in section
178(1) of the Companies Act, 2013, to exempt
a private company with debt securities from
the constitution of the nomination and the
remuneration committee.
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Key managerial personnel
i.

A second proviso is proposed to be inserted in
section 196(3) of the Companies Act, 2013,
to provide that a person beyond the age of 70
years can be appointed as managing director
or whole time director or manager even when
such appointment has not been approved by a
special resolution provided that the resolution
for such an appointment is passed with votes
cast in favour of the motion exceed the votes,
if any, cast against the motion and the Central
Government is satisfied, on an application

In respect of managerial remuneration, the
requirement of the Central Government’s
approval for the payment of remuneration
exceeding 11% of the net profits of the
company, as required by the first proviso
to section 197(1) of the Companies Act,
2013, is proposed to be omitted. It is now
proposed that a company, with the approval
of shareholders by way of a special resolution,
can pay the remuneration in excess of
individual limits provided for the payment of
remuneration to executive or non-executive
directors.

The takeaway
The Lok Sabha passed the Companies (Amendment)
Bill, 2017, on 27 July 2017. The bill is now pending
approval in the Rajya Sabha and is expected to
be passed during Financial Year 2017–18. The
amendments proposed by the bill are significant
and aim to strengthen corporate governance and
improve ease of doing business in India.
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outstanding in ESOP reserves is transitional
in nature as it gets ultimately transferred to
another equity account such as share capital,
securities premium and/or general reserves.

On 16 February 2015, the Ministry of Corporate
Affairs (MCA) notified Ind AS, which are
substantially converged with IFRS, thereby laying
down the roadmap for the adoption of Ind AS. To
help address issues faced by preparers, users and
other stakeholders regarding the applicability and
implementation of Ind AS, an Ind AS Transition
Facilitation Group (ITFG) was constituted by the
ICAI’s Ind AS Implementation Committee. The
ITFG issues clarifications in the form of periodic
bulletins.

Basis above, the ITFG clarified that ESOP
reserves should be included while computing
the net worth of a company for determining
applicability of Ind AS. The clarification
should only be applied for the purpose of
determining Ind AS applicability and should
not be applied by analogy in determining the
net worth for any other purposes under the
Companies Act, 2013.

This article provides an overview of nine
clarifications issued by the ITFG in bulletin 11.
1.

Inclusion of employee stock ownership
plan (ESOP) reserves in calculating the net
worth for determining the applicability of
Ind AS
Section 2(57) of the Companies Act, 2013,
which defines ‘net worth’, excludes from
its scope reserves which are created out
of revaluation of assets, write-back of
depreciation and amalgamation. ESOP
reserves are not created out of revaluation of
assets, write-back of depreciation or through
amalgamation. A Guidance Note issued by
the ICAI on accounting for employee sharebased payments states that the balance
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2.

Recognition of deferred taxes on
temporary differences that are reversed
during the tax holiday period
Explanation to paragraph 13 of Accounting
Standard (AS) 22, Accounting for Taxes
on Income, notified under the Companies
(Accounting Standards) Rules, 2006, required
that deferred taxes in respect of timing
differences, which reverse during the tax
holiday period, shall not be recognised to the
extent the entity’s gross total income is subject
to the deduction during the tax holiday period
as per the requirements of sections 80-IA/80IB of the Income-tax Act, 1961.
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The ITFG considered whether the principle
outlined in the explanation to paragraph
13 discussed above can be extended in the
context of Ind AS 12, Income Taxes. Paragraph
47 of Ind AS 12 requires deferred tax assets
and liabilities to be measured at the tax rates
that are expected to apply to the period when
the asset is realised or the liability is settled,
based on tax rates (and tax laws) that have
been enacted or substantively enacted by the
end of the reporting period. Ind AS 12 also
requires deferred tax assets to be recognised
only if it is probable that there will be taxable
profits available against which deductible
temporary differences, unused tax loses or
unused tax credits can be utilised.
Based on the above, the ITFG clarified that
deferred taxes on temporary differences
which are reversed during the tax holiday
period shall not be recognised to the extent
the company’s gross total income is subject
to deduction during the tax holiday period as
per the requirements of section 80IA/80IB of
the Income-tax Act, 1961.

3.

Determination of basic earnings per share
in the separate financial statements of a
subsidiary, not wholly owned
Paragraph 9 of Ind AS 33, Earnings per Share,
states that an entity shall calculate basic
earnings per share amounts for profit or loss
attributable to ordinary equity holders of the
parent entity and, if presented, profit or loss
from continuing operations attributable to
those equity holders. The ITFG clarified that
paragraph 9 of Ind AS 33 is relevant only to
the consolidated financial statements. In the
case of separate financial statements, it was
clarified that the parent entity mentioned in
paragraph 9 of Ind AS 33 will imply the legal
entity of which separate financial statements
are being prepared. Accordingly, when an
entity presents EPS in its separate financial
statements, the same shall be calculated
based on the profit or loss attributable to its
equity shareholders.

4.

Subsequent measurement of investment in
a subsidiary where the company has opted
to measure such investment at the deemed
cost on the date of transition
The ITFG considered an example of a
company which is a first-time adopter and
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has used deemed cost exemption to measure
its investment in a subsidiary in accordance
with paragraph D15 of Ind AS 101, First-time
Adoption of Indian Accounting Standards.
The ITFG considered an issue whether
the company has a choice to subsequently
measure that investment in a subsidiary at
fair value in accordance with Ind AS 109,
Financial Instruments.
The ITFG noted that the deemed cost
exemption as per paragraph D15 of Ind
AS 101 is available only in cases where the
entity chooses to subsequently measure the
investment at cost in accordance with Ind AS
27, Separate Financial Statements. Additionally,
in accordance with paragraph 7 of Ind AS
101, entities shall use the same accounting
policies in their opening Ind AS balance sheet
and throughout all periods presented in their
first Ind AS financial statements. Based on
this, the ITFG clarified that if a company opts
to measure its investments in subsidiaries
at cost on the transition date, then the same
measurement basis be adopted to subsequently
measure those investments. This restriction
is also applicable for all other subsequent
investments made by the company in the same
category.
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However, for investments made in different categories (e.g. in associates or a joint ventures), the
company shall have an option to account for those investments either at cost or in accordance with
Ind AS 109.
Measurement on the date of transition

Subsequent
measurement
choice as per
Ind AS 27

Cost determined in
accordance with Ind AS 27

At cost

√

Deemed cost
Fair value at the date of
transition

Previous GAAP carrying
amount

√

√

A first-time adopter that elects to measure investments at cost can use either cost determined in
accordance with Ind AS 27 or deemed cost. The deemed cost is determined using either fair value
in accordance with Ind AS 109 or the carrying amount under previous GAAP. This option is applied
separately for each investment in a subsidiary, joint venture or associate.
5.

Accounting for customs duty exemption on capital assets provided to companies under export
promotion capital goods (EPCG) scheme, subject to an export obligation
The EPCG scheme of the Government of India provides eligible companies with customs duty
exemptions on the import of capital assets, subject to the fulfilment of export obligations to the tune
of several times the customs duty benefit, within a pre-defined period. The ITFG evaluated whether
such benefits provided under the EPCG scheme would meet the definition of a government grant in
accordance with Ind AS 20, Accounting for Government Grants and Disclosure of Government Assistance,
and if yes, whether such grants are related to assets or income.
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Ind AS 20 paragraph 3 states that
‘government grants are assistance by
government in the form of transfers of
resources to an entity in return for past or
future compliance with certain conditions
relating to the operating activities of
the entity. They exclude those forms of
government assistance which cannot
reasonably have a value placed upon them
and transactions with governments which
cannot be distinguished from the normal
trading transactions of the entity.’
In accordance with the above, the ITFG
clarified that custom duty benefit under the
EPCG scheme is a government grant and
should be accounted for as per Ind AS 20.
The ITFG also clarified that if based on the
terms and conditions of the scheme, the grant
received is to compensate the import cost
of assets subject to an export obligation as
prescribed in the EPCG scheme; recognition
of a grant in the statement of profit and
loss should be linked to the fulfilment of
associated export obligations.
However, if the grant received is to
compensate the import cost of the asset and
is based on the examination of the terms and
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6.

conditions of the grant, it can be reasonably
concluded that conditions relating to the
export of goods are subsidiary conditions,
then it is appropriate to recognise such a
grant in the statement of profit or loss over
the useful life of the underlying asset.

written-down value method. The genesis
of this issue lies in paragraphs 19 and B87
of Ind AS 110, which requires a parent to
prepare consolidated financial statements
using uniform accounting policies for like
transactions and events.

Use of different depreciation methods by
members of a consolidated group

Paragraph 61 of Ind AS 16, Property, Plant
and Equipment, states that a change in the
depreciation method should be accounted for
as a change in an accounting estimate.

The ITFG considered whether it is permissible
for a subsidiary, within a consolidation
group, to adopt the straight-line method
for depreciating its property, plant and
equipment when the parent has adopted the

Basis above, the selection of a depreciation
method is an accounting estimate and
not an accounting policy. Each member

of a consolidation group can choose a
depreciation method which closely reflects
the expected pattern of consumption of future
economic benefits embodied in the assets and
apply it consistently.
Accordingly, in the consolidated financial
statements, property, plant and equipment of
the subsidiary may be depreciated using the
straight-line method and that of the parent
using the written-down value method, if such
methods closely reflect the expected pattern
of consumption of future economic benefits
embodied in the respective assets.
7.

Applicability of Ind AS to partnership firms
and other non-corporate entities
Ind AS is applicable for classes of companies
specified in Rule 4 of the Companies (Indian
Accounting Standards) Rules, 2015. Basis
this, Ind AS are applicable to corporates
only and non-corporate entities are required
to follow accounting standards issued by
the ICAI. Ind AS cannot be applied by noncorporates, even voluntarily.

34 PwC

PwC ReportingPerspectives

PwC ReportingPerspectives
Ind AS 116 – a
new era of lease
accounting

SEBI – real-time
disclosure of defaults
by companies

MAT audit
report –
amendments

Companies (Amendment)
Bill, 2017 – key
amendments proposed

ITFG
bulletin 11

Recent technical
updates

ITFG bulletin 11
Basis above, Ind AS would not be applicable
to a partnership firm. Such partnership firms
are required to follow accounting standards
issued by the ICAI. However, if a partnership
firm qualifies as a subsidiary, associate or
joint venture of a corporate entity applying
Ind AS, then such a partnership firm will
have to additionally prepare Ind AS financial
information to assist its parent in preparing
its consolidated financial statements.
Where a regulator specifically provides
for the implementation of Ind AS for noncorporate entities then such entities will be
required to apply Ind AS. For example, SEBI
has mandated Ind AS implementation for
infrastructure investment trusts (InvITs) and
real estate investment trusts (REITs).
8.

Capitalisation of expenditure incurred on
property, plant and equipment without
ownership rights (‘enabling assets’)
The ITFG considered an example of a company
which is setting up a refinery outside the city
limits. To facilitate construction, the company
is required to incur expenditure on the
construction/development of railway sidings,
roads and bridges. The company neither has
ownership rights nor the right of exclusive
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use of railway sidings, roads and bridges.
Accordingly, a question arose whether the
company can capitalise the expenditure on the
construction/development of railway sidings,
roads and bridges.
Recognition of an asset as per paragraph 7
of Ind AS 16 requires probability of future
economic benefits from the use of the asset
and that the cost of the item can be measured
reliably. Additionally, paragraph 9 of Ind AS
16 states that determination of the unit of
measure for recognition of an asset is a matter
of judgement. The cost of an item of property,
plant and equipment comprises costs directly
attributable to bringing the asset to the
location and condition necessary for it to be
capable of operating in a manner intended by
the management.

Accordingly, the ITFG clarified that
expenditure incurred on roads, bridges and
railway sidings can be capitalised. Though the
company may not be able to recognise such
expenditure as individual items of property,
plant and equipment, it may be capitalised
as part of the cost of construction of the
refinery since it is required to be incurred to
obtain benefits from the project as a whole.
This expenditure is directly attributable to
bringing the refinery to the location and
condition necessary for it to be capable
of operating in a manner intended by the
management. Accordingly, expenditure
incurred on these items should be allocated
and capitalised as part of the items of
property, plant and equipment of the refinery.

The requirements of revised AS 10, Property, Plant and Equipment, appears to be consistent with
the requirements of Ind AS which states that an example of a ‘unit of measure’ can be a ‘project’ of
construction of a manufacturing plant rather than individual assets comprising the project in appropriate
cases for the purpose of capitalisation of expenditure incurred during construction period.
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9.

Disclosure of sitting fees paid to
independent and non-executive directors
in related-party disclosures
The ITFG considered the definition of
key management personnel (KMP) under
paragraph 9 of Ind AS 24, Related Party
Disclosures, which defines KMP as persons
having authority and responsibility for
planning, directing and controlling the
activities of an entity, whether directly or
indirectly including any director (whether
executive or otherwise) of that entity. It is
pertinent to note that this definition does
not distinguish between executive and nonexecutive or independent directors. Further,
sitting fees will fall under the definition of
short-term employee benefits as per Ind AS
19, Employee Benefits.

The takeaway
Clarifications by the ITFG on issues commonly faced by preparers and other stakeholders are expected
to promote consistency in the interpretation and implementation of Ind AS. Entities should, however,
exercise judgement and carefully evaluate the ITFG clarifications whilst applying them to their specific
facts and circumstances.

Basis this, the ITFG clarified that sitting
fees paid to non-executive and independent
directors, who meet the definition of a
KMP, is required to be disclosed as shortterm employee benefits in the related-party
disclosures.
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Institute of Chartered Accountants of India (ICAI)

Ind AS Implementation Committee

Direct Taxes Committee

1. Educational material on Ind AS 16, Property,
Plant and Equipment
The Ind AS Implementation Committee of the
ICAI has released educational material on Ind AS
16, Property, Plant and Equipment (PP&E). This
educational material contains 40 frequently asked
questions (FAQs), which explain the principles
enunciated by Ind AS 16. Among other matters,
the educational material provides guidance on the
following areas:

Technical Guide on Income Computation and Disclosure Standards (ICDS)
The Direct Taxes Committee of the ICAI has released a Technical Guide on ICDS. The technical guide
provides implementation guidance on the 10 ICDS notified by the CDBT.

Corporate Laws & Corporate Governance Committee (CLCC)
Guidance Note on Schedule III for Ind AS compliant companies
The CLCC of the ICAI has issued the guidance note on Schedule III to the Companies Act, 2013, for Ind
AS compliant companies. The objective of this guidance note is to provide guidance on the preparation
and presentation of financial statements in accordance with various aspects of Ind AS Schedule III for
companies adopting Ind AS.
Refer to https://www.pwc.in/assets/pdfs/publications/2017/pwc-reportinginbrief-icai-guidance-note-on-indas-schedule-iii.pdf for our publication on the guidance note on schedule III for Ind AS compliant companies.
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i.

Capitalisation of expenditure

ii. Determining the initial carrying value of PP&E
iii. Accounting for machinery spares
iv. Accounting for revenue earned during the
trial run period
v. Accounting for reconstruction/relocation
costs
vi. Accounting for contract cancellation fees,
demurrage and dry-docking costs
vii. Accounting for liquidated damages received
viii. Subsequent measurement of PP&E under the
revaluation model
ix. Componentisation and depreciation
x. Decommissioning, restoration and similar
liabilities
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2. Revised publications
The Ind AS Implementation Committee has
revised the following publications:
(i) Indian Accounting Standards: An overview
(Revised 2017) – Among other matters, the
publication contains a summary of Ind AS,
major differences between Ind AS vs IFRS
and Ind AS vs Indian GAAP. The publication
has been updated for amendments in Ind
AS.
(ii) Educational material on Ind AS 18: Revenue
(Revised 2017) – The revised publication
contains a summary of Ind AS 18 and
31 FAQs which explain the principles
enunciated by Ind AS 18. Among other
matters, the educational material provides
guidance on the following areas:
i. Distinction between revenue and income
ii. Accounting for revenue by real estate
developers
iii. Accounting for customer incentives
iv. Impact of GST on the measurement and
presentation of revenue
v. Presentation of export incentives
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Central Board of Direct Taxes (CBDT)
1. Extension of due date for filing tax audit
report as well as tax returns
The CBDT has extended the due date for filing
tax audit report as well as tax returns under the
Income-tax Act, 1961 from 30 September 2017
to 31 October 2017.
2. Clarification on computation of book profit
for Minimum Alternate Tax (MAT) of Ind AS
compliant companies
The CBDT received representations from various
stakeholders regarding certain issues arising
from the implementation of the provisions of
the amended section 115JB of the Incometax Act, 1961. The CBDT referred these
representations to the MAT Ind AS Committee
(the ‘Committee’) and on the basis of the
Committee’s recommendations, the CBDT
clarified some of the issues vide circular no.
24/2017 dated 25 July 2017 in the form of FAQs.
These clarifications include:
i.

The starting point for MAT computation
is profit before OCI and not the total
comprehensive income.
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ii.

Any loss arising out of fair value
adjustments of financial instruments
measured at fair value through profit or loss
(FVTPL) is not required to be added back to
book profit.
iii. Dividend on preference shares, whether
classified as interest costs or dividend under
Ind AS, would be considered as dividend
for the purpose of MAT computation and
needs to be added back to book profit for
the purpose of MAT computation.
iv. Book profit of the financial year, in which
the asset is retired, disposed, realised or
otherwise transferred, is required to be
adjusted by the revaluation amount after
the adjustment of the depreciation on the
revaluation amount.
v. Brought forward loss or unabsorbed
depreciation, as appearing in the financial
statements prepared under the Companies
(Accounting Standard) Rules, 2006 (Indian
GAAP), for the year ended 31 March 2016,
would be considered while ascertaining
the deduction of the lower of the amount
of loss brought forward or unabsorbed
depreciation under clause (iii) of the
explanation to section 115JB(2) of the
39 PwC

vi.

Act for the financial year 2016–17, even
though the Ind AS financial statement
for the financial year 2016–17 may depict
different amounts of brought forward
losses/unabsorbed depreciation for the
financial year 2015–16 as comparatives. For
subsequent periods, the said deductions
shall be allowed as per Ind AS accounts.
The amounts credited or debited to other
equity (subject to certain adjustments)
on the convergence date at the time of
transition to Ind AS are to be included
in book profit over a period of five years

starting from the year of Ind AS adoption
as transition amount. In this regard, it
has been clarified that the amounts as on
the start of the opening date of the first
year of adoption should be considered for
the purpose of computation of transition
amount. For instance, the amount of
adjustments to other equity as on 1 April
2016 (equivalent to close of business on
31 March 2016) should be considered for
the purpose of computing the transition
amount for an entity which has adopted Ind
AS from financial year 2016–17.
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vii. On transition to Ind AS, any adjustments made to other equity on account of provision for bad and
doubtful debts, proposed dividend (including dividend distribution tax), deferred taxes, share
application money pending allotment, capital reserves and securities premium should not form
part of the transition amount for computing book profit over a period of five years starting from
the year of Ind AS adoption. It has also been clarified that any adjustments made to other equity
on transition to Ind AS in connection with the equity component, if any, of compound financial
instruments like non-convertible debentures and interest-free loans be included in the transition
amount.
viii. An entity following December year end, will be required to follow Indian GAAP for the preconvergence period and Ind AS for the remaining period. For example, a company following
December year end will be required to prepare accounts for MAT purposes under Indian GAAP for
nine months up to December 2016 and under Ind AS for the three months thereafter. Transition
amount will be calculated with reference to 1 January 2017.
ix. Adjustments on account of service concession arrangements would be included in transition
amount and also on an ongoing basis.
Refer to https://www.pwc.in/assets/pdfs/publications/2017/pwc-reportinginbrief-clarifications-on-matfor-ind-as-reporters.pdf for our publication on the clarifications on MAT for Ind AS reporters.
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3. Proposed amendments to section 115JB for
MAT of Ind AS compliant companies
The Committee has also recommended certain
amendments vide report dated 17 June 2017 in
the MAT provisions of the Income-tax Act, 1961,
with effect from financial year 2016–17, which
is the date of applicability of the newly inserted
MAT provisions for Ind AS compliant companies.
The background and impact of the proposed
amendments are outlined below:
The Committee noted that there are certain
transactions with shareholders/related parties
which are lower or higher than fair value and
which need to be accounted for at fair value
with corresponding adjustments to equity.
For example, loans/advances are received or
given at a concessional rate of interest and an
adjustment to equity will take place and there
would be a corresponding impact to profit or
loss during the term of such loans/ advances.
While debit/credit to the profit or loss would
affect book profit, the corresponding adjustment
in the equity would not be captured in the
computation of book profit.
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The adjustments for such items at the time
of transition to Ind AS had already been
incorporated in the amendment made to section
115JB of the Income-tax Act, 1961 vide the
Finance Act, 2017. Therefore, to have parity
between the transition adjustment and ongoing
adjustments on account of items adjusted to
other equity, the Committee has recommended
the following amendment with effect from 1
April 2017:
The draft amendment includes sub-clause (e) to
section 115 JB(2A). It states that book profit will
be increased by all amounts or the aggregate of
the amounts credited during the previous year
to any item of other equity, or decreased by all
amounts or aggregate of the amounts debited
during the previous year to any item of other
equity, as the case may be, but not including:

v.

Capital reserve in respect of business
combinations of entities under common
control as per Appendix C of Ind AS 103;
and
vi. Securities premium reserve collected in
cash and cash equivalent.
Refer to https://www.pwc.in/assets/pdfs/
publications/2017/pwc-reportinginbriefclarifications-on-mat-for-ind-as-reporters.pdf for
our publication on the clarifications on MAT for
Ind AS reporters.

Ministry of Corporate Affairs (MCA)
1. Restriction on layers of subsidiaries
The MCA has notified proviso to section 2(87)
of the Companies Act, 2013, with effect from
20 September 2017. The proviso stated that
such class or classes of holding companies,
as may be prescribed, shall not have layers
of subsidiaries beyond such numbers as may
be prescribed. The MCA has also notified the
Companies (Restriction on number of layers)
Rules, 2017, on 20 September 2017. As per the

i.

Profit/(loss) for the period as per the
statement of profit and loss transferred to
other equity;
ii. Items relating to OCI;
iii. Share application money pending
allotment;
iv. Money received against share warrants;
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Companies (Restriction on number of layers)
Rules, 2017, no company (other than a banking
company, non-banking financial company,
insurance company and government company)
shall have more than two layers of subsidiaries
on and from the date of commencement of
these rules. The provisions of these rules shall
not affect a company from acquiring a company
incorporated outside India with subsidiaries
beyond two layers as per the laws of such
country. Further, for computing the number
of layers under these rules, one layer which
consists of one or more wholly owned subsidiary
or subsidiaries shall not be taken into account.
2. Clarification regarding the applicability
of exemptions given to certain private
companies under section 143(3)(i) of the
Companies Act, 2013
The MCA has clarified that the exemption
notified on 13 June 2017 to certain private
companies–that is, a one person company,
small company and private company a having
turnover of less than 50 crore INR, as per the
latest audited financial statement and having
aggregate borrowings from banks or financial
institutions or any body corporate at any point
of time during the financial year less than 25
crores INR relating to requirement of section
42 PwC

143(3)(i) of the Companies Act, 2013, will be
applicable for the audit reports in respect of
financial statements pertaining to financial
years commencing on or after 1 April 2016,
which are made on or after the date of the said
notification. Section 143(3)(i) relates to the
auditor’s reporting responsibilities on whether
the company has adequate internal financial
controls system in place and the operating
effectiveness of such controls.

3. Ind AS applicability to payment banks and
small finance banks which are subsidiaries of
corporates
The MCA vide general circular no. 10/2017
dated 13 September 2017 has clarified the
applicability of Ind AS to payment banks and
small finance banks which are subsidiaries of
corporates.
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The MCA has clarified that a holding company,
if covered under the corporate sector roadmap
for the implementation of Ind AS, shall follow
the corporate sector roadmap. If the holding
company has a payment bank or small finance
bank as its subsidiary company, such a payment
bank or small finance bank shall follow the
banking sector roadmap and accordingly
comply with Ind AS from accounting periods
beginning on 1 April 2018. However, payment
banks or small finance banks shall provide Ind
AS financial data to its holding company for the
purpose of consolidation.
4. Exemptions given to certain unlisted
public companies under the Companies
(Appointment and Qualification of Directors)
Rules, 2014, after the appointment of an
independent director
The Companies (Appointment and Qualification
of Directors) Amendment Rules, 2017, provides
that an unlisted public company which is a
joint venture, a wholly-owned subsidiary or a
dormant company is not required to appoint
an independent director. In the absence of
the definition of a joint venture, the MCA has
clarified that a joint venture would mean a joint
arrangement, entered into in writing, whereby
43 PwC

the parties that have joint control of the
arrangement, have rights to the net assets of the
arrangement. The usage of the term is similar to
that under the accounting standards.

Securities and Exchange Board of India
(SEBI)
1. Amendments to the SEBI (Infrastructure
Investment Trusts) Regulations, 2014
and SEBI (Real Estate Investment Trusts)
Regulations, 2014
In order to facilitate growth of InvITs and REITs,
the SEBI Board has approved certain changes
in the captioned regulations. The changes, inter
alia, include the following:
• Allowing REITs and InvITs to raise debt
capital by issuing debt securities
• Introducing the concept of strategic investor
for REITs on similar lines of InvITs
• Allowing single asset REITs on similar lines of
InvITs
• Allowing REITs to lend to an underlying
holding company (holdco)/special purpose
vehicle (SPV)
• Amending the definition of valuer for both
REITs and InvITs

Further, the SEBI Board, after deliberations,
decided to have further consultations with the
stakeholders on a proposal of allowing REITs to
invest at least 50% of the equity share capital
or interest in the underlying holdco/SPVs, and
similarly allowing the holdco to invest at least
50% of the equity share capital or interest in the
underlying SPVs.
2. Disclosure of divergence in asset
classification and provisioning by banks
The RBI requires banks to disclose certain
cases of divergence in asset classification
and provisioning in a prescribed format.
The disclosures are to be made in notes to
accounts in the annual financial statements of
the concerned banks, published immediately
after communication of divergence by the RBI.
The SEBI has mandated that all listed banks
disclose to the stock exchanges whenever
there are divergences in asset classification
and provisioning. These disclosures will have
to be given in the format prescribed by the RBI
and should also be given as an annexure to the
annual financial results filed with the stock
exchanges.
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Insurance Regulatory and Development
Authority (IRDAI)
Clarification regarding the IRDAI (Other Forms
of Capital) Regulations, 2015
The IRDAI has issued clarifications regarding the
IRDAI (Other Forms of Capital) Regulations, 2015.
The IRDAI had permitted insurers to raise capital
in other forms such as preference shares and
subordinated debt. Pursuant to that, the IRDAI has
clarified the issues raised by the insurers as below:

Reserve Bank of India (RBI)
1. Audit committee of the board of directors –
nomination of non-executive chairman
The RBI vide circulars dated 26 September 1995
and 20 January 1997 on Public Sector Banks
– Audit Committee of the Board of Directors
had advised banks that the audit committee of
the board of directors (ACB) should be chaired
by any one of the non-executive/non-official
directors. In view of the bifurcation of the

post of the chairman and managing director
of public sector banks by the Government of
India into non-executive chairman to give an
overall policy direction to banks and a full-time
executive managing director and chief executive
officer to oversee the day-to-day functioning
of banks, it is clarified that in banks where the
board of directors is chaired by a non-executive
chairman, there will not be any restriction if he/
she is also nominated to the ACB.

a. Insurers that have raised capital by the issue of
debentures are required to create a debenture
redemption reserve (DRR) in terms of the
Companies Act, 2013, and the Rules made
thereunder. As per the present stipulations,
a DRR of 25% of the value of outstanding
debentures will be adequate.
b. The DRR will be ignored and not considered
as a liability for the purpose of computation of
solvency margin and ratio.
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2. Appointment of statutory central auditors
(SCAs): Modification of rest period
The RBI vide notification dated 27 July 2017
decided that an audit firm, after completing its
four-year tenure, in a particular private/foreign
bank will not be eligible for appointment as SCA
of the same bank for a period of six years.
3. Basel III Framework on Liquidity Standards
– Liquidity Coverage Ratio (LCR), Liquidity
Risk Monitoring Tools and LCR Disclosure
Standard
The RBI vide circular dated 2 August 2017
has issued certain amendments to Basel III
Framework on Liquidity Standards – Liquidity
Coverage Ratio (LCR), Liquidity Risk Monitoring
Tools and LCR Disclosure Standard.

International Accounting Standards
Board (IASB)
IFRS Practice Statement 2 on making materiality
judgements
The IASB has issued Practice Statement 2 on
‘making material judgements’. The aim of the
practice statement is to provide reporting entities
with guidance on making materiality judgements
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when preparing general purpose financial
statements in accordance with the IFRS.
The practice statement:
(a) provides an overview of the general
characteristics of materiality.
(b) presents a four-step process an entity may
follow in making materiality judgements when
preparing its financial statements (materiality
process). The description of the materiality
process provides an overview of the role
materiality plays in the preparation of financial
statements, with a focus on the factors the
entity should consider when making materiality
judgements.
(c) provides guidance on how to make materiality
judgements in specific circumstances—namely
how to make materiality judgements about
prior-period information, errors and covenants,
and in the context of interim reporting.
The practice statement does not have an
effective date, it can be applied with
immediate effect.
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Financial Accounting Standard Board
(FASB): US GAAP
1. Accounting Standards Update (ASU) 201712, Derivatives and Hedging (Topic 815):
Targeted Improvements to Accounting for
Hedging Activities
On 28 August 2017, the FASB issued significant
amendments to hedge accounting. The
amendments can be adopted immediately in any
interim or annual period (including the current
period). The mandatory effective date for
calendar year-end public companies is 1 January
2019. All others have an additional year to
adopt. The FASB’s new guidance will make more
financial and non-financial hedging strategies
eligible for hedge accounting. It also amends the
presentation and disclosure requirements and
changes how companies assess effectiveness.
It is intended to closely align hedge accounting
with companies’ risk management strategies,
simplify the application of hedge accounting and
increase transparency with respect to the scope
and results of hedging programmes.
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2. Accounting Standards Update 2017-11, Earnings Per Share (Topic 260), Distinguishing Liabilities
from Equity (Topic 480), Derivatives and Hedging (Topic 815) I. Accounting for certain financial
instruments with down round features II. Replacement of the indefinite deferral for mandatorily
redeemable financial instruments of certain non-public entities and certain mandatorily
redeemable non-controlling interests with a scope exception
On 13 July 2017, the FASB issued guidance intended to reduce the complexity associated with the
issuer’s accounting for certain financial instruments with characteristics of liabilities and equity.
Specifically, the board determined that a down round feature (as defined) would no longer cause a
freestanding equity-linked financial instrument (or an embedded conversion option) to be accounted
for as a derivative liability at fair value with changes in fair value recognised in current earnings. In
addition, the board re-characterised the indefinite deferral of certain provisions of Topic 480 to a scope
exception. The re-characterisation has no accounting effect.
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The change to the guidance relating to down
round features is a significant change from
existing practices. Down round features are
most often found in warrants and conversion
options embedded in debt or preferred equity
instruments issued by private entities, but may
be found in financial instruments issued by
public companies. These features reduce the
strike price of the warrant or conversion option
when an issuer sells shares of its stock (or issues
equity-linked instruments) for amounts less than
the current strike price (or with strike prices less
than the current strike). Down round features
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will no longer cause freestanding equity-linked
financial instruments and embedded conversion
options to be considered ‘not indexed to an
entity’s own stock’.
When a down round feature is triggered on
an equity-classified freestanding financial
instrument (i.e. when the strike price is
reduced), entities that present earnings per
share must recognise the value of the effect of
the down round feature as a dividend, which
should be reflected as a reduction of income
available to common stockholders in the

computation of basic earnings per share.
The new guidance also provides for additional
disclosures, including the existence of the
down round feature and the financial statement
impact upon its trigger.
The changes are effective for public business
entities in 2019. All others have an additional
year. Early adoption is permitted for all entities,
including in an interim period. Entities may use
the retrospective or modified retrospective
transition method.
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