
KPMG.com/in

Voices on 
Reporting
Yearly updates
April 2018



© 2018 KPMG, an Indian Registered Partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved.



In this publication, we have summarised 
important topics relating to the year ended 
31 March 2018 from the Ministry of Corporate 
Affairs (MCA), the Securities and Exchange 
Board of India (SEBI), the Reserve Bank 
of India (RBI), the Institute of Chartered 
Accountants of India (ICAI) and the Central 
Board of Direct Taxes (CBDT).
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MCA notified Ind AS 115, Revenue from 
Contracts with Customers

The MCA through its notification dated 28 March 
2018, has notified Ind AS 115, Revenue from 
Contracts with Customers as part of the Companies 
(Indian Accounting Standards) Amendment Rules, 
2018.

Ind AS 115 replaces existing revenue recognition 
standards; Ind AS 11, Construction Contracts and 
Ind AS 18, Revenue and the Guidance Note on 
accounting for real estate transactions. 

Overview of Ind AS 115

Applicability: Ind AS 115 is effective for accounting 
periods beginning on or after 1 April 2018. Early 
adoption is not permitted.

Core principle: Revenue should be recognised 
when (or as) an entity transfers control of goods or 
services to a customer at the amount to which the 
entity expects to be entitled. To achieve the core 
principle, Ind AS 115 establishes a five-step model 
that entities would need to apply to determine when 
to recognise revenue, and at what amount.
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Next steps:

• Evaluate revenue contracts: Entities should 
assess whether a contract exists for the purpose of 
applying Ind AS 115 focussing on the enforceability 
of rights and obligations based on relevant laws 
and regulations rather than the form of the contract 
(oral, written or implied). This may involve significant 
judgement and may result in different assessments 
for similar contracts. Similarly, judgement would be 
required in evaluating whether there is likelihood that 
an entity may not receive the full amount of stated 
consideration in a contract. Thus, this may give rise to 
a collectability issue or a price concession.

Therefore, entities need to carefully evaluate each and 
every contract so as to determine whether it meets 
the criteria of a contract with the customer under Ind 
AS 115.

• Revenue recognition at a point in time or over 
time: Entities following the current accounting 
framework (i.e. Ind AS 11 and Ind AS 18) and 
recognising revenue by using stage of completion/
percentage of completion or proportional performance 
method would be required to reassess whether to 
recognise revenue over time or at a point in time. If 
revenue has been recognised over time, then the 
manner in which progress towards completion is 
measured could get changed. 

If a performance obligation is not satisfied over time, 
then an entity recognises revenue at the point in time 
at which it transfers control of the good or service to 
the customer. Ind AS 115 provides certain indicators 
of transfer of control such as present obligation to 
pay, legal title, etc. However, such indicators are 
not individually determinative, nor are they a list of 
conditions that have to be met. Judgement may 
be required to determine the point in time at which 
control transfers. 

This determination may be particularly challenging 
when there are indicators that control has transferred 
alongside ‘negative’ indicators suggesting that the 
entity has not satisfied its performance obligation. 

Therefore, entities would be required to evaluate all 
applicable facts and circumstances of an arrangement.

• Impact of the standard issued but not effective: 
Ind AS 8, Accounting Policies, Changes in Accounting 
Estimates and Errors requires an entity to disclose the 
likely impact of a standard that has been issued but is 
not yet effective on the entity’s financial statements 
in the period of initial application. Since Ind AS 115 
has been notified by MCA on 28 March 2018, entities 
are required to present the likely impact of Ind AS 115 
on their financial statements for the period ended 31 
March 2018.

• Revisions may be needed to tax planning, 
covenant compliance and sales incentive plans: 
The timing of tax payments, the ability to pay 
dividends and covenant compliance, may all be 
affected. Tax changes caused by adjustments to 
the timing and amounts of revenue, expenses, and 
capitalised costs may require revised tax planning. 
Entities may need to revisit staff bonuses and 
incentive plans to ensure they remain aligned with 
corporate goals.

• Sales and contracting processes may be 
reconsidered: Some entities may also be required 
to reconsider current terms and business practices, 
for example, distribution channels – to achieve or 
maintain a particular revenue profile.

• New estimates and judgements will be 
required: Ind AS 115 introduces new estimates and 
judgemental thresholds that will affect the amount 
or timing of revenue recognised. Judgements and 
estimates will need updating, potentially leading to 
more financial statement adjustments for changes 
in estimates in subsequent periods. For instance, 
estimation of transaction price including variable 
consideration at the contract inception and updating 
the estimate at each reporting period for any change 
in circumstances.

• Updating accounting processes, internal controls 
and IT systems: The new requirements would require 
entities to gather information that has not been 
historically required for financial reporting purposes, 
for instance, costs incurred in obtaining a customer 
contract or when performance obligations are 
expected to be satisfied. Processes would also need 
to be reconsidered to ensure management judgement 
is exercised with reference to key points as financial 
information is prepared.

Entities would need to consider the potential effect of 
required changes to their processes and systems on 
their internal control environment, including internal 
controls over financial reporting. Some entities may 
need to design and implement new internal controls 
or modify existing controls to address risk points 
resulting from new processes, judgements and 
estimates.

Additionally, entities would need to capture the 
additional data required under the new standard 
such as data used for making revenue transaction 
estimates, etc. This would necessitate an update 
to their IT systems. Application of Ind AS 115 
retrospectively could mean early introduction of new 
systems and processes and potentially a need to 
maintain parallel records during the transition period.
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• Determine the transition method: An entity can 
elect to adopt Ind AS 115 in a variety of ways including 
retrospectively with a choice of optional practical 
expedients and from the beginning of the year of 
initial application with no restatement of comparative 
periods. 

The method adopted will have a significant impact on 
the timing of system and process changes. Therefore, 
determination of the transition method should be one 
of the first steps in the implementation process.

• Communication with key stakeholders: 
Communication between management, the audit 
committee and the external auditors is key in 
ensuring successful implementation of Ind AS 115. 

Management may need to discuss key transition 
considerations with the audit committee, including:

 – Whether the entity expects a significant change in 
its current accounting policies and disclosures

 – Historical data availability and importance of 
communicating consistent revenue trends

 – Entity’s readiness for change, including IT systems 
and accounting, legal and tax knowledge of Ind AS 
115

 – Comparability with industry peers.

(Source: MCA notification dated 28 March 2018 and KPMG in India’s 
IFRS Notes dated 11 April 2018)

Amendments to Ind ASs

In order to align Ind AS with IFRS, MCA through a notification dated 28 March 2018 issued certain amendments to 
the following Ind ASs

Applicable for accounting periods beginning on or after 1 April 2018

Ind AS Amendments

Ind AS 40, Investment 
Property

The amendment lays down the principle regarding when a company should transfer an 
asset to, or from, an investment property. 

• A transfer is made when and only when:

a. There is an actual change of use i.e. an asset meets or ceases to meet the 
definition of investment property. 

b. There is evidence of the change in use.

• In isolation, a change in management’s intentions for the use of a property does not 
provide evidence of a change in use. 

• Examples of evidence of change in use include factors such as commencement or 
end of owner occupation, commencement of development with a view to sale or 
inception of an operating lease to another party. 

Ind AS 21, The Effects 
of Changes in Foreign 
Exchange Rates

• When foreign currency consideration is paid or received in advance of the item it 
may relate to an asset, an expense or an income - it was not clear in Ind AS 21 on 
how to determine the date of the transaction.

• Accordingly, the IFRS Interpretations Committee issued IFRIC 22, Foreign Currency 
Transactions and Advance Consideration. This IFRIC has been incorporated as 
Appendix B to Ind AS 21.

• Appendix B would apply when a company:

a. Pays or receives consideration denominated or priced in a foreign currency and

b. Recognises a non-monetary prepayment asset or deferred income liability – e.g. 
non-refundable advance consideration before recognising the related item at a 
later date.

• Date of transaction for the purpose of determining the exchange rate to use on 
initial recognition of the related asset, expense or income (or part of it) is the date 
on which an entity initially recognises the non-monetary asset or non-monetary 
liability arising from the payment or receipt of advance consideration.

• If there are multiple payments or receipts in advance, the entity should determine a 
date of the transaction for each payment or receipt of advance consideration.
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Ind AS Amendments

Ind AS 12, Income 
Taxes

• Decreases below cost in the carrying amount of a fixed-rate debt instrument 
measured at fair value for which the tax base remains at cost give rise to a 
deductible temporary difference. This applies irrespective of whether the debt 
instrument’s holder expects to recover the carrying amount of the debt instrument 
by sale or by use, i.e. continuing to hold it, or whether it is probable that the issuer 
will pay all the contractual cash flows.

• The amendment explains that determining temporary differences and estimating 
probable future taxable profit against which deductible temporary differences are 
assessed for utilisation are two separate steps.

• Carrying amount of an asset is relevant only to determining temporary differences. 
It does not limit the estimation of probable future taxable profit.

• If tax law offsets a deduction against taxable income on an entity basis without 
segregating deductions from different sources, an entity carries out a combined 
assessment of all its deductible temporary differences relating to same taxation 
authority and same taxable income.

• If tax law offsets specific types of losses only against a particular type(s) of 
income, an entity assesses a deductible temporary difference in combination with 
other deductible temporary differences of that type(s), but separately from other 
deductible temporary differences.

• Segregating deductible temporary differences in accordance with tax law and 
assessing them on the given basis is necessary to determine whether taxable 
profits are sufficient to utilise deductible temporary differences. 

Ind AS 28, 
Investments in 
Associates and Joint 
Ventures

• When an investment in an associate or a joint venture is held by directly or indirectly 
through, an entity that is a venture capital organisation, or a mutual fund, unit 
trust and similar entities including investment-linked insurance funds, the entity 
may elect, at initial recognition, to measure investments in an associate or joint 
venture at fair value through profit or loss as per Ind AS 109, Financial Instruments, 
separately for each associate or joint venture. 

Before amendment, it was not clear whether an entity was able to choose between 
application of equity method or measuring the investment at fair value for each 
instrument.

• An entity that is not an investment entity may retain the fair value measurement 
applied by its associates and joint ventures (that are investment entities) when 
applying the equity method. 

• This election is made separately for each investment entity associate or joint 
venture, at the later of the date on which the:

a. Investment entity associate or joint venture is initially recognised

b. Associate or joint venture becomes an investment entity and 

c. Investment entity associate or joint venture first becomes a parent.

Ind AS 112, Disclosure 
of Interests in Other 
Entities

• Disclosure requirements for interests in other entities also apply to interests that 
are classified (on included in a disposal group that is classified) as held for sale or as 
discontinued operations in accordance with Ind AS 105, Non-current Assets Held for 
Sale and Discontinued Operations.

(Source: KPMG in India’s analysis, 2018 based on MCA notification dated 28 March 2018)
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Applicable for accounting periods beginning on or 
after 1 April 2017

The MCA on 17 March 2017, notified the Companies (Ind 
AS) (Amendment) Rules, 2017 amending Ind AS 102 and 
Ind AS 7.

Amendments to Ind AS 102, Share-based Payment

• Measurement of cash-settled share-based 
payments: As per the amendments: 

 – While computing the number of awards to be 
included in the measurement of a liability arising 
from the transaction, the best available estimate of 
the number of awards expected to vest would be 
considered and re-estimated on a periodical basis 
(where necessary).

 – Vesting conditions, other than market conditions 
would be taken into account while adjusting these 
number of awards.

 – Market and non-vesting conditions would be 
considered in measuring the fair value of the cash 
settled share-based payment transactions.

• Classification of share-based payments settled 
net of tax withholdings: An exception has been 
introduced which states that for classification 
purposes, a share-based payment transaction with 
employees would be accounted for as equity-settled 
if:

 – The terms of the arrangement permit or require an 
entity to settle the transaction net by withholding a 
specified portion of the equity instruments to meet 
the statutory tax withholding requirement (the net 
settlement feature) and

 – The entire share-based payment transaction would 
otherwise be classified as equity-settled in the 
absence of the net settlement feature.

• Modification of a share-based payment from cash-
settled to equity-settled: If the terms and conditions 
of a cash-settled share-based payment transaction 
are modified, with the result that it becomes an 
equity-settled share-based payment transaction, 
the transaction is accounted for as an equity-settled 
transaction from the date of the modification.

Entities are required to apply the following approach:

 – At the modification date:

* The liability for the original cash-settled share-
based payment is derecognised

* The equity-settled share-based payment is 
measured by reference to the fair value of the 
equity instruments granted as at the modification 
date, and recognised in equity to the extent that 
goods or services have been received up to that 
date

* The difference between the carrying amount of 
the liability derecognised as at the modification 
date, and the amount recognised in equity as at 
that date, is recognised in the statement of profit 
and loss immediately.

Amendments to Ind AS 7, Statement of Cash Flows

• Entities are required to disclose changes arising 
thereon from non-cash transactions in addition to 
changes from financing cash flows. These may 
include, changes arising from obtaining or losing 
control of subsidiaries or other businesses, changes in 
fair values and other changes. 

• The disclosure also applies to changes in financial 
assets (for example, assets that hedge liabilities 
arising from financing activities) if cash flows from 
those financial assets were, or future cash flows will 
be, included in cash flows from financing activities.

• One of the way to fulfil the disclosure requirement is 
to provide a reconciliation between the opening and 
closing balances in the balance sheet for liabilities and 
financial assets arising from financing activities.

© 2018 KPMG, an Indian Registered Partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved.
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20X1 Cash flows

Non-cash changes

20X2
Acquisition

Foreign 
exchange 

movement

Fair value 
changes

Long-term borrowings 22,000 (1,000) - - - 21,000

Short-term borrowings 10,000 (500) - 200 - 9,700

Lease liabilities 4,000 (800) 300 - - 3,500

Assets held to hedge long-
term borrowings (675) 150 - - (25) (550)

Total liabilities from 
financing activities 35,325   (2,150) 300 200 (25) 33,650

The illustrative examples accompanying IAS 7, Statement of Cash Flows issued by the IASB illustrate one possible 
way of presenting this disclosure in the format below:

(Source: MCA notification no. G.S.R. 258(E) dated 17 March 2017, 
notification dated 28 March 2018 and KPMG in India’s IFRS Notes 
dated 30 March 2017 and 10 April 2018)

Guidance Note on Division II - Ind AS Schedule III to 
the 2013 Act

The ICAI on 27 July 2017 issued the Guidance Note (GN) 
on Division II - Ind AS Schedule III to the Companies 
Act, 2013 (2013 Act). The primary focus of the GN is to 
provide guidance in the preparation and presentation of 
financial statements in accordance with various aspects 
of Ind AS Schedule III, for entities adopting Ind AS. It 
provides guidance on the following:

• Each of the line item of the balance sheet and 
statement of profit and loss

• Major differences in Division I and Division II of the 
Schedule III to the 2013 Act

• Illustrative format for separate financial statements 
and Consolidated Financial Statements (CFS)

• Illustrations which provide guidance on application of 
the principles provided in the GN.

Overview of the main principles of the GN

The following are the main principles highlighted in the 
GN relating to preparation of financial statements in 
accordance with Ind AS Schedule III:

• Current and non-current classification of 
investments/derivatives: The GN observed that 
classification of financial assets as current/non-current 
would not be based on their classification under Ind 
AS 109, Financial Instruments although it may be one 
of the factors that entities should consider. It requires 
the presentation of investments as ‘current’ or 
‘non-current’ based on whether the investments are 
intended to be sold within 12 months of the balance 
sheet date/realisable within the operating cycle.

Accordingly, this guidance may be relevant for 
classification of items such as derivatives that are 
measured at Fair Value Through Profit and Loss 
(FVTPL), but are not held for trading purposes; or 
investments/financial assets that are not held for 
trading, but specifically designated at FVTPL.

• Presentation of land and building: Ind AS 16, 
Property, Plant and Equipment allows grouping of 
land and building under the same class for revaluation 
purposes. The GN, however, requires companies to 
present land and building separately in the financial 
statements as per Ind AS Schedule III.

(Source: Disclosure Initiative, Amendments to IAS 7 issued by IASB, January 2016)
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• Investments: The GN provided a number of 
clarifications with respect to investments and the key 
ones are as follows:

 – Companies may disclose investments first by 
category, further classify them by their nature and 
then provide additional details as required for each 
investment. The GN, however, allows companies to 
select the manner of presentation for investments, 
by changing the order of grouping. For example, 
investments may be classified first as per their 
nature and then within each nature – sub-classified 
into broad categories.

 – Ind AS Schedule III has revised certain disclosure 
requirements to investments made in subsidiaries, 
associates, joint ventures, structure entities and 
equity instruments designated at Fair Value through 
Other Comprehensive Income (FVOCI). Disclosure 
is required for the list of names of bodies corporate 
in whom investments have been made along 
with the nature and extent of investment made. 
Information about the nature and extent of 
investments made would include the number of 
instruments held, their face value, and whether 
they are fully or partly paid.

 – Ind AS Schedule III requires disclosure of the 
aggregate amount of investments and their market 
value. For quoted investments, the market value 
would generally mean the ‘fair value’ at each 
reporting date. Where a company determines that 
quoted price does not represent fair value, the 
market value of quoted investments should be 
disclosed based on the quoted price, which may 
differ from the investment’s fair value.

 – Expected credit losses on investments measured 
at amortised cost are to be presented as an 
adjustment to the amortised cost. Loss allowances 
on investments in debt instruments measured 
at FVOCI are charged to profit or loss, with a 
corresponding impact in Other Comprehensive 
Income (OCI). This is because such investments 
should be presented at fair value in the balance 
sheet.

 – Impairment in value of investments may either 
be presented in totality for all investments or 
separately for each class of investments.

 – Where a company elects to measure its interest 
in a subsidiary, associate or joint venture in 
accordance with Ind AS 109 in its separate financial 
statements, it should present such investments 
either on the face of the balance sheet under the 
head ‘Investments’, or group under ‘Financial 
Assets’ in the notes. In its CFS, investments in 

associates and joint ventures should be shown as a 
separate line item, separately from financial assets.

• Non-current and current trade receivables and 
loans: Trade receivables and loans should be 
disclosed as ‘doubtful’ to the extent of credit losses 
expected on such trade receivables and loans. The 
balance amount of trade receivables and loans should 
be disclosed as ‘good.’

• Other non-current assets: The GN prescribes that 
bank deposits with remaining maturity of more than 
12 months should be disclosed as a part of ‘other 
financial assets’.

• Cash and bank balances: The bank overdraft in the 
balance sheet, should be included as ‘borrowings’ 
under financial liabilities.

• Other current financial liabilities: The GN prescribes 
that interest accrued on financial liabilities should form 
part of the financial liability’s carrying amount whether 
they are measured at amortised cost or at fair value. 
Accordingly, a company may not present ‘Interest 
Accrued’ separately from the related financial liability.

• Revenue from operations: The GN clarifies that 
revenue should be presented net of Goods and 
Services Tax (GST).

• Interest income: Interest income on financial assets 
measured at amortised cost and financial assets at 
FVOCI, calculated using Effective Interest Rate (EIR) 
should be presented in separate line items under 
‘Other income’. Interest income on financial assets 
measured at FVTPL is included as a part of fair value 
changes. A company should disclose as its accounting 
policy whether it presents interest income on financial 
assets at FVTPL as part of fair value changes or 
separately.

• Fair value gains or losses: The GN clarifies that fair 
value gains or losses (net) on financial assets at FVTPL 
should be presented under ‘other non-operating 
income’.

• Finance cost: Ind AS 107 requires total interest 
expense, calculated using EIR for financial liabilities 
not measured at FVTPL, to be shown separately. 
These are disclosed as a separate line item under 
‘finance costs’. Additionally, the GN specifies the 
following types of finance charges should be shown 
under this head:

 – Interest cost on financial liabilities measured at 
amortised cost

 – Unwinding of the discount that results in an 
increase in financial liabilities
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 – Increases in carrying amount of provisions/
decommissioning liabilities

 – Finance charges on finance leases that are in the 
nature of interest expense

 – Net interest on net defined benefit liability which 
reflects the change in net defined liability that 
arises from the passage of time (entity has choice 
of presenting this in employee benefit costs).

• Deferred tax: Minimum Alternate Tax (MAT) credit 
entitlement should be grouped with DTA (net) in the 
balance sheet and a separate note should be provided 
specifying the nature and amount of MAT credit 
included in the deferred tax.

• OCI: The GN lists down additional components of OCI 
that may be presented in line with Ind AS 1 (that are 
not included in the Ind AS Schedule III).

• Additional information: Fair value gains or losses 
on financial assets measured at FVTPL should be 
disclosed as a part of ‘net gain on financial assets 
measured at FVTPL’ in the statement of profit and 
loss. However, net gain or loss on sale of investments 
should be presented separately by way of a note.

• Additional line items: Where items presented under 
the non-current head of the balance sheet do not have 
a corresponding ‘current’ head under the format given 
in Ind AS Schedule III, an additional line item may 
be used to classify the current portion of such items 
under the ‘current’ category.

• CFS: The GN provides certain exemptions/
modifications to the reporting requirements in the 
CFS:

 – Materiality from CFS perspective: A materiality 
threshold of 10 per cent of the balance sheet item 

should be considered while providing the following 
disclosures:

* Period and amount of continuing default in 
repayment of borrowings and interest

* Loans and advances due to directors or other 
officers of the company or any of them either 
severally or jointly with any other persons, or 
amounts due by firms or private companies 
respectively in which any director is a partner or a 
director or a member (directors or officers)

* Debts due by directors or officers of the 
company

* In respect of an issue of securities made for 
a specific purpose, the whole or part of the 
amount that has not been used for the specific 
purpose.

 – Share application money pending allotment shall be 
classified into equity or liability in accordance with 
relevant Ind AS: The GN mentions that a separate 
disclosure should be given for such monies due 
outside the group in respect of entities which are 
consolidated.

 – Additional disclosures: The GN mentions 
that certain disclosures such as payment to 
auditors, expenses incurred on corporate social 
responsibility, disclosures on Micro, Small and 
Medium Enterprises Development Act have no 
relevance at CFS level and may be dispensed with.

Also refer to KPMG in India’s IFRS Notes on ‘Guidance note on Ind 
AS Schedule III – Key clarifications’ dated 17 August 2017. 

The GN is a guide for companies that are required to follow Ind AS Schedule III when presenting their 
Ind AS financial statements. It brings together presentation and disclosure guidance from the 2013 
Act and the relevant Ind AS.

(Source: GN issued by ICAI dated 27 July 2017 and KPMG in India’s IFRS Notes dated 21 August 2017)

© 2018 KPMG, an Indian Registered Partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved.
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Ind AS reminder

Particulars
Scheduled commercial 

banks
All-India term lending 

refinancing institutions
NBFC - Phase I

Date of transition 1 April 2018 1 April 2017 1 April 2017

Ind AS year 2019-20 2018-19 2018-19

Comparative year 2018-19 2017-18 2017-18

Covered companies a. Scheduled commercial 
banks (excluding 
regional rural banks)

b. Holding, subsidiary, 
joint venture or 
associate entities of 
banks to follow this 
road map (even if 
covered under road 
map for other entities).

a. NBFCs with net worth 
of INR500 crore or 
more, and

b. Their holding, 
subsidiary, joint venture 
or associate entities, 
other than those 
entities already covered 
under the corporate 
road map.

Ind AS applicability norms for ‘payments bank and small banks’

The MCA through a circular dated 13 September 2017 clarified that in case of a holding company covered under 
phase II of the corporate road map has a subsidiary as a payments bank or a small finance bank, then it would 
need to comply with the following timelines:

Particulars Holding company
Payments banks or a small 
finance bank (subsidiary)

Date of transition 1 April 2016 1 April 2017

Ind AS year 2017-18 2018-19

Comparative year 2016-17 2017-18

(Source: KPMG in India’s analysis, 2018)
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• Banks: The deferral of Ind AS is expected to provide significant relief to the banking sector in India, 
considering the pending issuance of a revised format for financial statements and operational 
guidelines for implementation of Ind AS. The implementation of Ind AS is expected to have a 
pervasive impact on the banking sector, not only in terms of accounting changes, but also on several 
aspects of their business.

The largest impact is expected on accounting for financial instruments, on application of Ind AS 
109, Financial Instruments (which is based on IFRS 9, Financial Instruments), Ind AS 32, Financial 
Instruments: Presentation (based on IAS 32, Financial Instruments: Presentation) and Ind AS 107, 
Financial Instruments: Disclosures (based on IFRS 7, Financial Instruments: Disclosures). The 
implementation of these financial instruments standards is expected to affect almost all line-items in 
the banks’ financial statements. Ind AS 109 also requires early recognition and significant increase in 
provisions for loans and off-balance sheet exposures based on an Expected Credit Loss (ECL) model. 
This change is likely to increase the capital requirements in banking sector. The Ind AS deferral 
would provide more time for implementation of Ind AS for the banking sector, to better prepare for 
this major financial reporting reform. Banks in India should enhance their efforts towards Ind AS 
transition and use the additional time available to implement robust processes and systems to ensure 
compliance with Ind AS from 1 April 2019 onwards.

Ind AS, being converged with global standards, is expected to enhance the comparability of the 
financial statements of Indian banks with their global counter parts. IFRS 9 being a global financial 
instruments accounting standard is applicable from 1 January 2018 in several countries across the 
world. With the Indian banking sector implementing the converged Ind AS 109 one year later, banks 
in India are expected to benefit from the collective implementation experience of their global peers. 
However, the delayed adoption would impact the comparability of financial statements of banks in 
India with their global counter parts.

• NBFCs: The initial plan of MCA was to implement Ind AS for banks, insurance companies and NBFCs 
from 1 April 2018 onwards. With recent developments, the Ind AS implementation date has been 
deferred for banks by one year and for insurance entities by two years. With no announcement for 
any deferral in relation to NBFCs, it appears that they would be required to implement Ind AS in 
phases I and II from 1 April 2018 (transition date being 1 April 2017) onwards. In this case, Ind AS 
would be applicable to both, their separate and consolidated financial statements. Further, clarity 
from MCA on Ind AS applicability to NBFCs may be required.

(Source: RBI circular no. RBI/2015-16/315 dated 11 February 2016, circular no. RBI/2016-17/34 dated 4 August 2016, press release no. 2017-
2018/2642 dated 5 April 2018, Companies (Indian Accounting Standards) (Amendment) Rules, 2016 issued by MCA on 30 March 2016, MCA 
circular no. 10/3017 dated 13 September 2017 and KPMG in India’s IFRS Notes dated 18 September 2017, 1 April 2016 and 6 April 2018)
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The Companies (Amendment) Act, 
2017
On 3 January 2018, the Companies (Amendment) 
Act, 2017 (Amendment Act, 2017) received the 
assent of the President of India. The Amendment 
Act, 2017 has made significant changes to the 2013 
Act which are aimed at ease of doing business, 
better corporate governance and enforcement of 
stringent penal provisions for defaulting companies.

Different provisions of the Amendment Act, 2017 
will come into force on such date(s) as may be 
notified by the Central Government (CG). Till date, 
the CG has notified 45 sections of the Amendment 
Act, 2017.

Section 1 of the Amendment Act, 2017 which 
authorise it to notify other provisions of the 
Amendment Act, 2017 and Section 4 which relates 
to the reservation of the name of a company has 
been notified with effect from 26 January 2018.

Further, 43 sections of the Amendment Act, 2017 
have been notified with effect from 9 February 2018. 
The key sections notified relates to:

• Section 32: Declaration of dividend

• Section 43: Powers and duties of auditors and 
auditing standards

• Section 63: Related party transaction.

For a detailed overview of the changes made by the 
Companies (Amendment) Act, 2017, please refer to 
KPMG in India’s Accounting and Auditing Update 
(AAU) - January 2018 edition and First Notes dated 
16 January 2018.

(Source: Companies (Amendment) Act, 2017 issued by Ministry 
of Law and Justice dated 3 January 2018, KPMG in India’s AAU 
– January 2018 edition issued on 31 January 2018 and KPMG in 
India’s First Notes dated 16 January 2018)
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Notified sections under the 2013 Act
During the period ended 31 March 2018, following 
sections of the 2013 Act have been notified by MCA:

Merger or amalgamation of a company with a 
foreign company (Section 234 and Rule 25A of the 
Companies (Compromises, Arrangements and 
Amalgamations) Rules, 2016)

• Effective date: 13 April 2017.

• Prior approval from RBI and compliance with other 
sections of the 2013 Act: A company may merge 
with a foreign company (incorporated in any of the 
jurisdictions as specified in Rule 25A) after obtaining 
prior approval of the RBI and after complying with the 
provisions of the following sections of the 2013 Act 
and related Rules:

a. Section 230: Power to compromise or make 
arrangements with creditors and members 

b. Section 231: Power of National Company Law 
Tribunal (NCLT) to enforce compromise or 
arrangement

c. Section 232: Merger and amalgamation of 
companies.

• Payment of consideration: The terms and conditions 
of the scheme of merger may provide, among other 
things, for the payment of consideration to the 
shareholders of the merging company in cash, or 
in depository receipts, or partly in cash and partly in 
depository receipts, as the case may be, as per the 
scheme to be drawn up for the purpose. 

• Valuation conducted by valuers as per 
international standards: The transferee company 
would need to ensure that valuation is conducted 
by valuers who are members of a recognised 
professional body in the jurisdiction of the transferee 
company and further that such valuation is in 
accordance with internationally accepted principles on 
accounting and valuation. A declaration to this effect 
would be required to be attached with the application 
made to RBI for obtaining its approval.

• Application to NCLT: After obtaining the approval 
of RBI and complying with the provisions of the 
above mentioned sections and the related Rules, the 
concerned company may file an application with the 
NCLT.

Restriction on layers of subsidiaries (Proviso to 
Section 2(87) and Companies (Restriction on number 
of layers) Rules, 2017 (Restriction on layers Rules))

• Effective date: 20 September 2017

• Restriction on layers of subsidiaries by holding 
companies (proviso to Section 2(87)): Currently, 
Section 2(87) of the 2013 Act defines the terms 
‘subsidiary’ or a ‘subsidiary company’ in relation to 
any other company (i.e. the holding company). It 
also contains a proviso which provides that specified 
class or classes of holding companies should not 
create more than a prescribed number of layers of 
subsidiaries. 

Proviso to Section 2(87) has been notified with effect 
from 20 September 2017. Accordingly, the Restriction 
on layers Rules provide that a holding company can 
create up to two layers of subsidiaries only. However, 
one layer which consists of one or more wholly-
owned subsidiary or subsidiaries would not be taken 
into account for computing the number of layers.

Further, the restriction regarding layers of the 
companies would not affect a holding company 
from acquiring a subsidiary incorporated in a country 
outside India, if such subsidiary has subsidiaries as per 
the laws of such country.

• Restriction on layers of investment companies 
(Section 186(1)): Section 186(1) of the 2013 Act 
provides that a company is not allowed to make 
investment through more than two layers of 
investment companies.

The Section currently allows a holding company to 
acquire a subsidiary incorporated in a country outside 
India, if such subsidiary has subsidiaries as per 
the laws of such country. However, an investment 
company being a subsidiary of a holding company 
(covered under the proviso to Section 2(87)), would 
also be counted for the purpose of layer requirements.

• Exemption from restrictions: The above mentioned 
restrictions under both ‘proviso to Section 2(87) 
and Section 186(1)’ would not be applicable to the 
following class of companies:

a. A banking company

b. A systemically important NBFC registered with 
RBI

c. An insurance company

d. A government company.

Voices on Reporting - April 2018  12



 13

© 2018 KPMG, an Indian Registered Partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved.

• Actions required by holding companies: All holding 
companies, other than exempted companies, that 
have layers of subsidiaries in excess of two or before 
the commencement of the Restriction on layers 
Rules (i.e. on or before 20 September 2017) would be 
required to comply with the following requirements:

a. Filing of return with the ROC: A return in Form 
CRL-1 (format specified in the annexure to the 
Restriction on layers Rules) comprising details of 
the layers of subsidiaries is required to be filed 
with the Registrar of Companies (ROC) within a 
period of 150 days from the date of publication 
of these rules in the official gazette (i.e. up to 17 
February 2018).

b. No subsequent addition to the layer: A 
holding company with layers of subsidiaries in 
excess of two should not add any additional 
layer of subsidiary subsequent to the date of 
commencement of Restriction on layers Rules (i.e. 
20 September 2017).

c. Reduction in the number of layers: The Restriction 
on layers Rules do not require holding companies 
to reduce the number of layers if in excess of two.

However, in case a holding company reduces one 
or more layers after the commencement of the 
Restriction on layers Rules (i.e. after 20 September 
2017), then the number of layers should not be 
more than the number of layers it has post such 
reduction or two layers, whichever is more.

For instance, a holding company with four layers 
of subsidiaries and it proposes to reduce one layer 
post commencement of the Restriction on layers 
Rules (i.e. after 20 September 2017), then such 
a company should have maximum three layers 
of subsidiaries (i.e. higher of three layers post 
reduction or two layers).

Valuation norms (Section 247 and Companies 
(Registered Valuers and Valuation) Rules, 2017 
(Valuation Rules))

• Effective date: 18 October 2017

• Basis of valuation: Section 247 of the 2013 Act 
requires that wherever valuation with respect to 
any property, stocks, shares, debentures, securities 
or goodwill or any other assets or net worth of a 
company or its liabilities is required to be made under 
the provisions of the 2013 Act, it should be valued by 

a person having such qualifications and experience, 
registered as a valuer and being a member of an 
organisation recognised in such manner, on such 
terms and conditions as may be prescribed. 

Such a registered valuer should be appointed by the 
audit committee or by the Board of Directors (BoD) (in 
the absence of audit committee) of that company.

• Eligibility of a registered valuer: The Valuation Rules 
provide guidance with respect to the eligibility and 
recognition of a registered valuer/registered valuer 
organisation. The key guidance are as follows:

 – Eligibility for being a registered valuer: An individual, 
partnership entity or a company could practice as 
a registered valuer if the individual, partnership 
entity or the company has obtained a certificate of 
registration from the authority1 and complied with 
the prescribed conditions.

 – Eligibility for recognition of a registered valuer 
organisation: An organisation could be recognised 
as a registered valuer organisation for valuation of a 
specific asset class or asset classes, if it is:

a. Registered under Section 8 of the 2013 Act 
(Section 25 of the Companies Act, 1956) for the 
purpose of dealing with the matters relating to 
regulation of valuers and has in its bye laws, the 
requirements specified in the Valuation Rules.

b. A professional institute established by an Act of 
Parliament enacted for the purpose of regulation 
of a profession.

• Compliance with valuation standards: A registered 
valuer is required to make valuations as per the 
valuation standards as may be notified by the CG. Till 
the time such valuation standards are being notified 
by the CG, the valuations should be performed in 
accordance with the following:

a. Internationally accepted valuation standards

b. Valuation standards adopted by any registered 
valuers organisation.

Additionally, MCA through a notification dated 23 
October 2017 has delegated the powers and functions 
vested in the CG under Section 247 of the 2013 Act to 
the Insolvency and Bankruptcy Board of India (IBBI), 
subject to the condition that the CG could revoke such 
delegation if in its opinion is necessary to do so in the 
public interest.

1. Authority’ means an authority specified by the CG under Section 458 of the 2013 Act to 
perform the functions under these rules.
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(Source: MCA notifications dated 13 April 2017, notifications no. S.O. 3086(E) and G.S.R. 1176(E) dated 20 September 2017, notifications no. S.O. 
3393(E) and no. G.S.R 1316(E) dated 18 October 2017, notification no. S.O.3401 (E) dated 23 October 2017, notifications dated 21 March 2018 
and KPMG in India’s First Notes dated 24 April 2017 and 3 October 2017)

Restriction on layers of subsidiaries

• Challenge to companies with multiple layers: The notified provisions would be challenging for 
companies that plan to grow both organically and inorganically through multiple layers of companies. 
Further, these requirements are likely to cause inflexibility while companies organise their 
management structures.

• Implication on Merger and Acquisition (M&A) transactions in India: The Restriction on layers 
Rules specifically exempts a holding company from acquiring a subsidiary incorporated in a country 
outside India, if such subsidiary has subsidiaries as per the laws of such country. However, it does 
not contain any exemption for number of layers of subsidiaries for M&A transactions between Indian 
companies. There could be various situations that a group could be organised in various layers of 
subsidiaries and if it considers to acquire another group (with various layers of subsidiaries) then:

a. The purchaser would not be able to add a new subsidiary, it would be required to purchase 
through existing set of companies

b. The selling company would have to create a flatter structure in order to facilitate the acquisition.

This could pose a significant challenge to M&A activity within the Indian companies including taxes 
and stamp duties on such transactions.

• Regulatory requirement to form subsidiaries or special purpose entities or businesses formed 
as a conglomerate: The provisions could also pose challenges to companies that are required to 
form various layers of subsidiaries or special purpose entities by certain regulations like infrastructure 
companies or real estate companies to claim certain concessions from the government. Additionally, 
large conglomerate business houses that operate through different verticals with step-up holding 
and step-down subsidiary companies would also need to consider the implications of the notified 
provisions.

Valuation norms

Notification of the valuation norms address the key areas of concern such as who would be eligible 
to be registered as a valuer under the 2013 Act, the procedure for registration, the code of conduct 
required to be followed and the disciplinary proceedings which could be initiated against the valuer in 
case of non-compliance. Some of the areas which requires further consideration are as follows:

• Eligible registered valuer: Valuation Rules include a condition that a partnership entity/company 
would not be eligible to be a registered valuer if three or all its partners/directors are not registered 
valuers. This could pose some practical challenges.

• Valuation standards: A registered valuer has to make valuations as per the valuation standards as 
may be notified by CG. Till the time such standards get notified, they have been permitted to adopt 
internationally accepted methodology and standards adopted by registered valuers organisation.

However, in practice there is no internationally benchmarked valuation methodology. Therefore, CG 
should define the valuation standards to be applied by the valuers under the 2013 Act at the earliest 
so as to ensure consistent valuation approach being followed by all the valuers.

Key takeaways
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Amendments to Rules to the 2013 Act
During the year, some important amendments to certain 
rules under the 2013 Act made by the MCA are as under:

• Provisions relating to appointment/
reappointment of independent directors: The MCA 
through its notification dated 5 July 2017 amended 
rules relating to appointment of independent directors 
by unlisted public companies. 

Following classes of unlisted public companies are no 
longer required to appoint independent directors on 
their BoD:

a. A joint venture2

b. A wholly-owned subsidiary, and

c. A dormant company3 as defined under Section 455 
of the 2013 Act.

Further, the above class of companies are also not 
required to constitute an audit committee and a 
nomination and remuneration committee as per MCA 
notification dated 13 July 2017 (amendment to Rule 6 
of the Companies (Meeting of Board and its Powers) 
Rules, 2014 (board meeting Rules)).

Removal of an independent director by passing a 
special resolution

Section 149(10) of the 2013 Act provides that an 
independent director should hold office for a term up 
to five consecutive years on the board of a company 
and should be eligible for re-appointment on passing 
of a special resolution by the company and disclosure 
of such appointment in the board’s report.

Further, Section 169(1) of the 2013 Act provides that a 
company may remove a director before the expiry of 
the period of his/her office by an ordinary resolution 

after giving him/her a reasonable opportunity of being 
heard.

In order to ensure better corporate governance in 
companies and balancing of powers of the board 
of the company, MCA through an order dated 21 
February 2018 issued an amendment. Consequently, 
an independent director reappointed for a second 
term under Section 149(10) of the 2013 Act can be 
removed by the company only by passing a special 
resolution.

(Emphasis added to highlight the change)

• Meeting through video conferencing: The MCA, 
vide its amendment dated 13 July 2017 provided 
that any director who intends (earlier ‘desired’ was 
mentioned) to participate in the meeting through 
an electronic mode may intimate about such 
participation at the beginning of the calendar year and 
such declaration should be valid for one year (earlier 
‘calendar’ year was mentioned).

A proviso has also been added to Rule 3(3)(e) of 
the board meeting Rules which provides that such 
a declaration should not debar the director from 
participation in the meeting in person provided he/she 
should intimate the company sufficiently in advance of 
his/her intention to participate in person.

The chairperson of the meeting should announce 
the summary of the decision taken on the agenda 
item along with names of the directors, if any, who 
dissented from the decision taken by majority and 
the draft minutes so recorded should be preserved 
by the company till the confirmation of the draft 
minutes in accordance with Rule 3(12) of the board 
meeting Rules.

(Emphasis added to highlight the changes)

2. Joint venture would mean a joint arrangement, entered into in writing, whereby the 
parties that have joint control of the arrangement, have rights to the net assets of the 
arrangement. (MCA circular no.09/117 dated 5 September 2017)

3. A company which is formed and registered under the 2013 Act for a future project or to 
hold an asset or intellectual property and has no significant accounting transaction or 
an inactive company may make an application to the ROC in such manner as may be 
prescribed for obtaining the status of a dormant company.
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4. Start-up or start-up company means a private company incorporated under the 2013 Act 
or the Companies Act, 1956 and recognised as start-up in accordance with the notification 
issued by the Department of Industrial Policy and Promotion, Ministry of Commerce and 
Industry.

5. Small company means a company, other than a public company which meets both the 
given conditions:

a. Paid-up share capital does not exceed INR50lakh or such higher amount as may be 
prescribed which should not be more than INR10 crore and

b. Turnover as per the statement of profit and loss for the immediately preceding FY 
does not exceed INR2 crore or such higher amount as may be prescribed which 
should not be more than INR100 crore.

 However, these conditions would not be applicable to the following class of companies:

a. A holding company or a subsidiary company

b. A company registered under Section 8 of the 2013 Act or

c. A company or body corporate governed by any special Act.

• Provisions relating to independent directors: Independent directors have been entrusted with 
various significant duties under the 2013 Act and accordingly, a separate code of conduct has been 
defined which is aimed at ensuring their professional conduct at all times. Most of the amendments 
to the Rules are in line with the recommendations made by the Company Law Committee (CLC) in its 
report dated 1 February 2016.

A significant relaxation has been given to an unlisted public company which is a joint venture, 
a wholly-owned subsidiary or a dormant company. Such companies are not required to appoint 
independent directors.

• Others: Companies should carefully consider the amendments made to the respective Rules and 
change their processes wherever necessary.

(Source: MCA notifications dated 5 July 2017 and 13 July 2017, circular no. 09/11 dated 5 September 2017, notification dated 16 February 2018, 
order dated 21 February 2018 and KPMG in India’s First Notes dated 14 July 2017)

Relaxations for private companies
The MCA through its notifications dated 13 June 
2017 and 22 June 2017 provided certain exceptions/
modifications/adaptations to the provisions of the 2013 
Act for the following class of companies:

• Private companies

• Companies formed with the charitable objects, etc. 
(Section 8 companies)

• Government companies.

These exceptions/modifications/adaptations would be 
available to the companies which have not defaulted in 
filing of its financial statements under Section 137 or 
annual returns under Section 92 of the 2013 Act with the 
ROC.

Following are the key exceptions/modifications/
adaptations made to the 2013 Act for private companies:

Sections/sub-sections that are amended for private 
companies which are start-up companies

• Definition of financial statements: As per the 
amendment, apart from the financial statements 
of a one person company, small company, dormant 
company, a private company which is a start-up 
company4 is not required to include a cash flow 
statement. (Section 2(40))

(Emphasis added to highlight the change)

• Annual return: Private companies which are 
small companies5 are required to provide details of 
aggregate amount of remuneration drawn by 
directors instead of providing details of remuneration 
of directors and key managerial personnel of the 
company. (Section 92(1)(g))

Additionally, the annual return of a private company 
which is a start-up is required to be signed by the 
company secretary, or where there is no company 
secretary, by the director of the company. (Proviso to 
Section 92(1))

(Emphasis added to highlight the change)

Key takeaways
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• Meetings of board: Currently, every company is 
required to hold first meeting of its BoD within 30 days 
of the date of its incorporation and thereafter required 
to hold a minimum number of four board meetings 
every year in such a manner that not more than 120 
days should intervene between two consecutive 
board meetings.

However, one person company, small company, 
dormant company and a private company which is 
a start-up need to hold at least one board meeting in 
each half of a calendar year and the gap between two 
meetings should not be less than 90 days. (Section 
173(5))

(Emphasis added to highlight the change)

Sections/sub-sections that are amended for all 
private companies

• Mandatory rotation of auditors: As per the 
amendment, all private limited companies with paid-
share capital of INR50 crore (earlier INR20 crore was 
mentioned) or more cannot appoint or reappoint an 
audit firm as an auditor for more than two consecutive 
terms of five years each and in case of an individual for 
more than one term of five years. (Section 139(2) read 
with Rule 5 of the Companies (Audit and Auditors) 
Rules, 2014)

(Emphasis added to highlight the change)

• Quorum for meetings of board: In case of private 
companies, the interested director could also be 
counted towards quorum for board of directors’ 
meeting, of a company, after disclosure of his/her 
interest in accordance with Section 184 of the 2013 
Act. (Section 174(3))

(Emphasis added to highlight the change)

Sections/sub-sections that would not apply to 
certain class of private companies

• Acceptance of deposits from public: A private 
company would not be required to comply with 
clauses (a) to (e) of the Section 73(2) of the 2013 Act, if 
it meets any of the given criteria:

a. It accepts monies from its members not exceeding 
100 per cent of aggregate of the paid-up share 
capital, free reserves and securities premium

b. It is a start-up company for five years from the 
date of its incorporation, or

c. It fulfils all the following conditions:

i. The private company is not an associate or a 
subsidiary company of any other company

ii. The borrowings of such a company from banks 
or financial institutions or any body corporate 
is less than twice of its paid-up share capital or 
INR50 crore, whichever is lower and

iii. Such a company has not defaulted in the 
repayment of such borrowings subsisting at the 
time of accepting deposits under Section 73.

The private companies accepting deposits are 
required to file the details of monies so accepted to 
the ROC in Form DPT-3.

The MCA has also issued revised Form DPT-3 
‘Return of deposits’ through its notification dated 19 
September 2017. (Section 73(2)(a) to Section 73(2)(e))

(Emphasis added)

• Internal Financial Controls (IFC): An auditor of 
a private company is not required to report on the 
adequacy and operating effectiveness of IFC in the 
auditor’s report (as required under Section 143(3)(i) of 
the 2013 Act) provided such a private company meets 
either of the given conditions:

a. It is a one person company or a small company or

b. It has a turnover of less than INR50 crore as per 
the latest audited financial statements and the 
borrowings of such a company from banks or 
financial institutions or any body corporate at any 
point of time during the FY is less than INR25 
crore.

Applicability of exemption: The MCA, through 
its notification dated 25 July 2017, clarified that 
the exemption relating to IFC reporting would be 
applicable for auditor’s reports in respect of financial 
statements pertaining to FYs commencing on or after 
1 April 2016, which are made on or after the date of 
the notification i.e. 13 June 2017.

© 2018 KPMG, an Indian Registered Partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved.
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• The relaxations from various provisions of the 2013 Act are expected to ease out the hardships faced 
by the private companies and likely to reduce the cost of compliances.

• Exemptions to private companies which are start-ups are expected to attract more investments in 
such companies.

• An auditor of a specified private company is not required to report on IFC, but it would be advisable 
that such companies should also internally evaluate their processes/systems as part of better 
corporate governance.

(Source: MCA notifications dated 13 June 2017 and 19 September 2017, corrigendum dated 13 July 2017, circular no. 8/2017 dated 25 July 2017 
and KPMG in India’s First Notes dated 23 June 2017)

Key takeaways
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Updates relating to Minimum Public 
Shareholding (MPS)
During the year ended 31 March 2018, SEBI issued 
notifications to amend certain provisions relating to 
MPS:

MPS requirement – a relaxation

The SEBI through its circular dated 21 September 
2017 provided relaxation to the entities that do not 
comply with the criterion of 25 per cent of share 
capital.

Accordingly, such an entity (which does not comply 
with the above requirement) may satisfy the 
following conditions:

a. The entity has a valuation in excess of INR1,600 
crore as per the valuation report

b. The value of post-scheme shareholding of public 
shareholders of the listed entity in the transferee 
entity is not less than INR400 crore

c. At least 10 per cent of the post scheme paid-up 
share capital of the transferee entity comprise of 
shares allotted to the public shareholders of the 
transferor entity and

d. The entity should increase the public 
shareholding to at least 25 per cent within a 
period of one year from the date of listing of its 
securities and an undertaking to this effect is 
incorporated in the scheme.

All other conditions given in the 10 March 2017 
circular remain unchanged.

Additionally, listed public sector companies could 
comply with the MPS norms up to 21 August 2018 
(earlier required to comply up to 21 August 2017).
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Additional methods to achieve MPS

The SEBI through its circular dated 22 February 2018, 
has provided two additional methods for listed entities 
to comply with the MPS requirement prescribed under 
the SCR Rules. These are as follows:

• Open market sale: This method involves sale of 
shares held by the promoters/promoter group up to 2 
per cent of the total paid-up equity share capital of the 
listed entity in the open market, subject to five times’ 
average monthly trading volume of the shares of the 
listed entity.

Listed entities are required to comply with the 
following additional conditions for making an open 
market sale:

 – Announce the following details to the stock 
exchange(s) where its shares are listed, at least one 
trading day prior to every such proposed sale:

i. Intention of the promoter/promoter group to sell 
and the purpose of sale

ii. Details of promoter(s)/promoter group, who 
propose to divest their shareholding

iii. Total number of shares and percentage of 
shareholding proposed to be divested and

iv. Period within which the entire divestment 
process will be completed.

 – Give an undertaking to the recognised stock 
exchange(s) obtained from the persons belonging 
to the promoter and promoter group that they 
should not buy any shares in the open market on 
the dates on which the shares are being sold by 
promoter(s)/promoter group as stated above.

 – Ensure compliance with all applicable legal 
provisions including that of the SEBI (Prohibition 
of Insider Trading) Regulations, 2015 and SEBI 
(Substantial Acquisition of Shares and Takeovers) 
Regulations, 2011.

• Qualified Institutions Placement (QIP): The method 
involves allotment of eligible securities QIP in terms 
of Chapter VIII of the SEBI (Issue of Capital and 
Disclosure Requirements) Regulations, 2009.

Fines and penalties in case of non-compliance with 
MPS norms

The SEBI through its circular dated 10 October 2017 
(the circular) laid down the procedures to be followed 
by the recognised stock exchanges/depositories in 
case of non-compliance with MPS norms by listed 
companies, their promoters or directors. It also 
prescribes the fines and penalties to be imposed 
on defaulting listed companies by recognised stock 
exchanges. These are explained in the table below.
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Sr. no. Action to be taken
In case of first instance of 
default

In case of continuous default 
for more than one year

1. Fine INR5,000 per day of default till 
the date of compliance.

INR10,000 per day of default till 
the date of compliance.

2. Freezing of shareholding of 
promoter/promoter group

Depositories to freeze the 
entire shareholding of the 
promoter/promoter group in such 
listed company till the date of 
compliance.

Depositories to freeze all 
securities held in the demat 
account of the promoter/ 
promoter group in such 
listed company till the date of 
compliance.

3. Disqualification from being 
a director of any other listed 
company

Debar the promoters/promoter group and directors of the listed 
company from holding any new position as director in any other listed 
company till the date of compliance by the defaulting company.

(Source: KPMG in India’s analysis, 2018 based on the provisions of SEBI circular dated 10 October 2017)
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The fines and penalties are applicable from 10 October 
2017 and would apply equally to the companies which 
are in default as on the date of the circular depending on 
the period of non-compliance by the company. However, 
fines will be imposed prospectively from 10 October 
2017 for calculation purposes.

However, the circular will not apply to companies where 
orders have been passed by SEBI under other SEBI 
regulation in relation to non-compliance with MPS 
norms.
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• Relaxation from MPS requirement: The revised norms have eased the eligibility requirements 
for entities seeking exemption from stringent conditions of Rule 19(2)(b) of the Securities Contract 
(Regulation) Rules, 1957 for a scheme of arrangement between listed and unlisted entities. Now they 
have one year’s time to increase public shareholding from 10 per cent to 25 per cent provided certain 
conditions are met.

• Additional methods to achieve MPS: The additional methods to achieve MPS (i.e. open market 
sale and QIP) would ease out the requirement of maintaining/achieving MPS for the listed entities.

(Source: SEBI circular dated 3 July 2017, circular no. CFD/DIL3/CIR/2017/105 dated 21 September 2017, circular no. CFD/CMD/ CIR/P/2017/115 
dated 10 October 2017, circular no. SEBI/HO/CFD/CMD/CIR/P/43/2018 dated 22 February 2018 and KPMG in India’s First Notes dated 3 October 
2017)

Key takeaways
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Revised framework for resolution of 
stressed assets
The RBI has introduced a revised framework for 
resolution of stressed assets (revised framework) on 
12 February 2018. This is expected to harmonise and 
simplify the generic framework for resolving loan 
asset under stress. The requirements of the revised 
framework should be read with the provisions of the 
Insolvency and Bankruptcy Code, 2016. 

With the introduction of the revised framework, 
all the earlier schemes and guidelines issued by 
RBI in this respect (such as the Corporate Debt 
Restructuring (CDR), Strategic Debt Restructuring 
(SDR), Outside SDR, Sustainable Structuring of 
Stressed Assets (S4A), Joint Lenders Forum (JLF), 
flexible structuring to long-term project loans given 
to various sectors (5/25)) have been repealed.
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Following are the salient changes made by the revised 
framework:

• Reporting to Central Repository of Information 
on Large Credits (CRILC): The RBI had set up CRILC 
in September 2013 to collect, store and disseminate 
data on all borrowers’ credit exposures including 
Special Mention Account (SMA)6 having aggregate 

exposure (i.e. fund-based and non-fund based 
exposure) of INR50 million and above.

The revised framework requires entities to report 
the credit information on borrowers, their SMA 
classification and defaults (where there has been a 
default) as per the below timelines:

• Implementation of a Resolution Plan (RP): As per 
the revised framework, as soon as there is a default 
in the borrower’s account with any lender, all lenders 
(either singly or jointly) are required to initiate steps 
to cure the default by arriving at a RP. (Earlier, JLF has 
to be created where any of the lenders reported the 
account (with an aggregate exposure of INR1 billion 
or more) to CRILC as SMA 2. The lenders would then 
be required to discuss and agree upon a Corrective 
Action Plan (CAP))

RP in respect of borrower entities to whom lenders 
continue to have credit exposure are deemed to be 
implemented only if:

 – Borrower is no longer in default with any of the 
lenders and

 – In case of restructuring, all related documentation/
execution of agreements/creation of security 
charge/perfection of securities is completed by all 
lenders, and the new capital structure in the terms 
of conditions of existing loans is duly reflected in 
the books of the lender and the borrower.

For large accounts7, where RPs involve restructuring 
or change in ownership, lenders are required to obtain 
Independent Credit Evaluation (ICE) for residual debt 
by Credit Rating Agencies (CRA), authorised by RBI.

Requirements of ICE are applicable to restructuring of 
all large accounts implemented from the date of this 
circular (i.e. 12 February 2018), even if restructuring is 
carried out before 1 March 2018 (the reference date as 
per the revised framework).

• Asset classification: As per the revised framework, in 
case of restructuring, an asset that is currently:

 – A ‘standard asset’ which has defaulted (i.e. 
overdue period is less than 90 days, and hence the 
asset has not been classified as an NPA), needs 
to be immediately downgraded to an NPA, and is 
classified as a ‘sub-standard asset’.

 – Assets classified as NPA, would continue to 
have the same asset classification as prior to 
restructuring (i.e. sub-standard, doubtful or loss).

• Disclosures: Banks are required to disclose the RPs 
implemented in the notes to accounts of the financial 
statements. 
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Report Frequency Content of the report

CRILC main report Submitted on monthly basis from 
1 April 2018 (earlier required to be 
submitted on quarterly basis).

Credit information of borrowers 
having aggregate exposure of 
INR50 million or more, including 
classification of accounts as SMA.

Borrower entities in default Submitted on a weekly basis, with 
the first report submitted on 23 
February 2018. (Earlier ‘CRILC-SMA 
2 and JLF formation’ report required 
to be submitted on weekly basis)

Details of all borrower entities with 
an aggregate exposure of INR50 
million or more, that are in default.

(Source: KPMG in India’s analysis, 2018 based on the requirements prescribed in the revised framework)

6. As soon as a borrower has defaulted in payment of the whole or a part (including an 
instalment) of a debt, the lender is required to classify the stressed asset as a ‘Special 
Mention Account’ (SMA) in the prescribed manner.

7. Aggregate exposure of lenders is INR1 billion or above.
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(Source: RBI circular no. RBI/2017-18/131 dated 12 February 2018)

• Currently the revised framework is applicable to lenders which are scheduled commercial banks and 
All India term-lending Financial Institutions (AIFIs). However, certain earlier schemes were extended 
to NBFCs and Securitisation and Reconstruction Companies (SC/RC) as well. With the withdrawal 
of the erstwhile schemes and circulars, further clarification is required with respect to the impact of 
such withdrawal on NBFCs and SC/RCs. Further, clarity may also be required on whether insurance 
companies, housing finance companies and other companies in the business of extending wholesale 
and retail finances would be covered under the revised framework.

• The IBC cannot be invoked by offshore branches of Indian banks and other foreign lenders. Therefore, 
the revised framework may not apply to the overseas branches/subsidiaries of Indian banks and to 
foreign lenders, who have extended advances to Indian companies.

• Institutions that have invoked certain erstwhile schemes on borrowers, may currently (i.e. on the 
date of issue of the circular pertaining to the revised framework) be under the standstill period (e.g. 
overseeing committee has approved S4A, and implementation of the scheme is pending, lenders 
have acquired majority shareholding under SDR, binding agreement has been signed between new 
promoter and borrower under OSDR, etc.). In such cases, clarity may be required from RBI on the 
transitional provisions with respect to the applicability of provisions of the revised framework, and the 
timelines for implementation of the schemes.

• As per the erstwhile guidelines, a JLF was required to be formed when a loan account was classified 
as SMA-2. It was the responsibility of the lead banker or the second lead banker (as the case may 
be) to initiate discussions on the RP. In the absence of any information in this regard in the revised 
framework, further clarity would be required on the responsibility of the lenders with respect to the 
RP.

• Under the erstwhile SDR scheme, lenders obtained a significant shareholding in the borrower 
companies by conversion of the debt instruments into equity. However, the lenders were exempt 
from treating the equity shares obtained as their investment in an associate. Thus, the lenders were 
not required to apply the provisions of the relevant accounting standards. In the absence of a similar 
provision in the revised framework, and further clarification from RBI in this respect, lenders may 
need to consider the applicability of the relevant accounting standards with respect to securities held 
in the borrower entities.

• As per the revised framework, restructured accounts (classified as NPA) may be upgraded on 
demonstration of ‘satisfactory performance’ during the specified period. Satisfactory performance 
with respect to the framework is when a term loan is not outstanding even for a single day, and in 
case of revolving facilities, the account is not overdue for more than 30 days. The IRACP norms 
include a similar provision of ‘satisfactory performance’ for upgrade of accounts. However, the 
outstanding and overdue period defined therein is 90 days for both term loans and revolving facilities 
respectively. Further clarity may be required from RBI for bringing in consistency between the two 
frameworks.

• The revised framework requires banks to make appropriate disclosures in the financial statements 
relating to RPs implemented and exemptions from RBI regulations availed while restructuring 
the accounts. The formats for these, are currently not specified in the revised framework, and are 
expected to be communicated separately by RBI. 

Key takeaways
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Prudential norms for classification, valuation and operation of investment portfolio 
by banks – spreading of MTM losses and creation of IFR
Background

The investment portfolio of banks are required to be 
categorised under the following categories:

• Held to Maturity (HTM): It comprises securities 
which have been acquired by the banks with the 
intention to hold them up to maturity. 

• Held for Trading (HFT): It comprises securities 
acquired by the banks with the intention to trade by 
taking advantage of the short-term price/interest rate 
movements.

• Available for Sale (AFS): Securities which do not fall 
within the above two categories are to be classified 
under AFS category.

Further, investments classified under HTM category 
need not be Marked-to-Market (MTM) and will be carried 
at acquisition cost, unless it is more than the face value, 
in which case the premium should be amortised over the 
period remaining to maturity.

However, banks are required to MTM the individual 
scrips in AFS category at quarterly/more frequent 
intervals and HFT at monthly/more frequent intervals and 
provide for net depreciation, if any.

New development

To address the systemic impact of sharp increase in the 
yields on government securities, RBI has decided to 
grant banks the option to spread provisioning for MTM 
losses on investments held in AFS and HFT categories, 
for the quarters ended 31 December 2017 and 31 March 
2018. 

According to it, the provisioning for each of the above 
given quarters may be spread equally over up to four 
quarters, commencing with the quarter in which the loss 
is incurred.

Banks which utilise the above option are required to 
make suitable disclosures in their notes to accounts/

quarterly results which should provide the details of:

a. Provisions for depreciation of the investment portfolio 
for the quarters ended December 2017 and March 
2018 made during the quarter/year and

b. Balance required to be made in the remaining 
quarters.

Further, in order to build up adequate reserves to protect 
against increase in yields in the future, all banks have 
also been advised to create an Investment Fluctuation 
Reserve (IFR) with effect from 2018-19. Accordingly, 
banks are required to transfer to the IFR, an amount not 
less than the lower of the following:

a. Net profit on sale of investments during the year

b. Net profit for the year less mandatory appropriations

until the amount of IFR is at least two per cent of the 
HFT and AFS portfolio, on a continuing basis. This should 
be achieved within a period of three years, wherever 
feasible.

A bank may draw down the balance available in IFR in 
excess of 2 per cent of its HFT and AFS portfolio, for 
credit to the balance of profit/loss as disclosed in the 
statement of profit and loss at the end of any accounting 
year. 

However, in case, the balance in the IFR is less than 2 
per cent of the HFT and AFS investment portfolio, a draw 
down will be permitted only if:

a. The amount drawn down is used only for meeting 
the minimum CET1/Tier I capital8 requirements by 
way of appropriation to free reserves or reducing the 
balance of loss and

b. The amount drawn down is not more than the extent 
the MTM provisions made during the aforesaid year 
exceed the net profit on sale of investments during 
that year.

Further, IFR should be eligible for inclusion in Tier II 
capital9.

8. A fund which is being created as an appropriation of net profit and is a free reserve will be 
included in the Tier I capital. Banks which have maintained capital charge of at least 9 per 
cent of the risk weighted assets (for credit risk and market risks) for both HFT and AFS 
category as on 31 March 2006 would be permitted to treat the entire balance in the IFR 
as Tier I capital.

9. A fund which is being created by a charge on the profit is eligible for being reckoned as 
Tier II capital subject to an overall ceiling of 1.25 per cent of total risk weighted assets.



• The notification allows banks to spread provisions for MTM losses for the third and fourth quarter of 
the FY2017-18 equally over the next four quarters, commencing from the quarter in which the loss 
has been incurred. This is expected to provide some relief to the banks with excess provisions.

• Adequate disclosures are required to be made by the banks in their quarterly results, in case they 
utilise the option.

Key takeaways

(Source: RBI notification no. RBI/2017-18/147 dated 2 April 2018 and notification no. RBI/2015 16/9 dated 1 July 2015)
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relating to ICAI
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Auditor’s report - New look
The ICAI has issued the following new/revised 
Standards on Auditing (SAs) which are applicable to 
audits of financial statements for periods beginning 
on or after 1 April 2018. 

SA 701, Communicating Key Audit Matters in the 
Independent Auditor’s Report

In order to provide greater transparency about the 
audit that has been performed and increase in the 
communicative value of an auditor’s report, ICAI, on 
17 May 2016, issued a new SA 701. SA 701 has been 
made effective for audits of financial statements for 
periods beginning on or after 1 April 2018.

SA 701 applies to audits of complete sets of general 
purpose financial statements of listed entities (with 
securities listed in India or outside India) and in 
circumstances when the auditor otherwise decides 
to communicate Key Audit Matters (KAMs) in the 
auditor’s report. It is also applicable in case the law 
or regulation requires an auditor to communicate 
KAM in the auditor’s report.

Recently, ICAI has also issued an implementation 
guide to SA 701 in the form of Frequently Asked 
Questions (FAQs) and provided guidance on key 
issues relating to the application of SA 701.
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Key features of SA 701

• The most significant change introduced by SA 
701 in the auditor’s report of listed entities is the 
communication of KAMs.

• KAMs have been defined to mean those matters that, 
in the auditor’s professional judgement, were of most 
significance in the audit of the financial statements of 
the current period. KAMs are selected from matters 
communicated with those charged with governance.

• As per the implementation guide, KAMs, in most 
of the cases, would relate to significant or complex 
matters disclosed in the financial statements. For 
instance, valuation of goodwill and other long-term 
assets, valuation of financial instruments, difficult or 

unique aspects of revenue recognition, assessment 
of impairment, taxation matters, accounting for 
significant acquisitions, etc.

• KAM should be presented as a separate section after 
the basis for opinion section of an auditor’s report.

• The description of each KAM in the KAM section of 
the auditor’s report should include a reference to the 
related disclosure(s), if any in the financial statements, 
as to:

a. Why a matter was considered to be one of most 
significance in the audit and therefore, determined 
to be a KAM and

b. How the matter was addressed in the audit.

SA 720 (Revised), The auditor’s responsibilities 
relating to other information 

On 21 January 2018, ICAI has issued SA 720 (revised). 
SA 720 (revised) requires an auditor to read and consider 
the other information, whether financial or non-financial 
information (other than financial statements and the 
auditor’s report thereon), included in an entity’s annual 
report. 

While reading the other information, an auditor is 
required to:

• Consider whether there is a material inconsistency 
between the other information and the financial 
statements, and

• Consider whether there is a material inconsistency 
between the other information and the auditor’s 
knowledge obtained in the audit, in the context of 
audit evidence obtained and conclusions reached in 
the audit.

SA 720 (revised) has been made applicable for audits of 
financial statements for periods beginning on or after 1 
April 2018.

Reporting requirements on other information are not 
applicable for unlisted non-corporate entities; all other 
requirements will still be applicable.
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• Inclusion of KAM in the auditor’s report is expected to help in better decision-making of the investors 
along with giving regulatory bodies a bird’s eye view of an entity’s performance.

• An entity should try to maintain adequate accounting records in accordance with the applicable 
reporting framework. The management of the entity (including those charged with governance) have 
the primary responsibility to corroborate the matters raised by an auditor with proper documents/
justifications during audit of its financial statements.

(Source: ICAI announcement dated 17 May 2016 and 1 April 2017 and implementation guide to SA 701 issued by ICAI on 18 February 2018)

Key takeaways
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(Source: ICAI announcement dated 21 January 2018)

Management and those charged with governance are responsible for the other information. Therefore, 
SA 720 creates an onerous responsibility on them to corroborate the other information with that of the 
financial statements. 

Key takeaways

SA 700 (Revised), Forming an Opinion and Reporting 
on Financial Statements

SA 700 (revised) is applicable for audits of financial 
statements for periods beginning on or after 1 April 2018. 
SA 700 (revised) provides revised format of an auditor’s 
report. The changes made to the auditor’s report are as 
follows:

• In the revised auditor’s report, audit opinion needs to 
be provided at the beginning which will be followed by 
a basis for opinion paragraph.

• Description of KAMs need to be provided including 
why and how for each identified KAM. 

• Enhanced description of the responsibilities of 
management and the auditors including assessment 
of going concern assumption.

• Inclusion of a statement of required independence by 
the auditors.

(Source: ICAI announcement dated 17 May 2016 and 1 April 2017)

SA 570 (Revised), Going Concern  

SA 570 (revised) is effective for audits of financial 
statements for periods beginning on or after 1 April 2017.

The key changes made by the revised SA 570 are as 
follows:

• Evaluation of adequacy of disclosures made when 
events or conditions have been identified but no 
material uncertainty exists i.e. ‘close call’ scenarios.

• In the auditor’s report:

 – New requirement to describe in the auditor’s 
report: Responsibilities of the management/those 
charged with governance and the auditor relating to 
going concern.

 – In case of adequate disclosure of material 
uncertainty in the financial statements: 
Unmodified opinion and a specific section ‘material 
uncertainties related to going concern’ included in 
the auditor’s report.

 – In case of inadequate/no disclosure: Qualified or 
an adverse opinion and a paragraph on the fact 
included in the basis for qualified (adverse) opinion 
section of the auditor’s report.

 – In section on KAM, refer to ‘material uncertainty 
related to going concern’ or ‘basis for qualified 
opinion’, as the case may be (applicable with effect 
from 1 April 2018)

(Source: ICAI announcement dated 17 May 2016)
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ICAI publications released during the period ended 31 March 2018
Publications Overview

Educational material

Ind AS: An Overview 
(Revised 2017)

• Provides an overview of various aspects related to IFRS-converged Ind AS such 
as road map for the applicability of Ind AS, carve-outs from IFRS/IAS, changes in 
financial reporting under Ind AS compared to financial reporting under AS, summary 
of all the Ind AS, etc.

• Captures all the recent amendments to Ind AS notified by the MCA in March 2017.

Educational material 
on Ind AS 16, Property, 
Plant and Equipment 

• Comprises summary of key requirements of Ind AS 16

• Covers issues in the form of FAQs which are expected to be encountered 
frequently while implementing this standard.

Educational material 
on Ind AS 18, Revenue 
(Revised 2017)

• Comprises summary of the requirements of Ind AS 18

• Covers issues in the form of FAQs to provide guidance for effective implementation 
of the standard.

Educational material on 
Ind AS 103, Business 
Combinations

• Comprises summary of the requirements of Ind AS 103

• Covers issues in the form of FAQs to provide guidance for effective implementation 
of the standard.

Technical guide on ICDS • Aims to guide the stakeholders about the significant changes and impact in 
computation of taxable income

• Seeks to remove the ambiguity and provide guidance in implementation of ICDS in 
a more effective manner.

Background material

Background material on 
GST Acts and Rules

• The publication contains an in-depth analysis of the GST Acts and Rules made 
thereunder along with the corresponding FAQ’s, MCQ’s, flowcharts and illustrations, 
etc. to make the reading and understanding easier.

Background material 
on exempted services 
under GST

• The publication contains detailed discussion on all exemptions available for various 
services like healthcare, education, etc. along with the examples and reference to 
the mega exemption notification under the earlier service tax regime has also been 
provided.

FAQs

FAQs on the Companies 
Act, 2013

• The publication provide guidance in understanding the requirements of the 2013 
Act.

FAQs on the Insolvency 
and Bankruptcy Code, 
2016

• The publication facilitate the understanding of the provisions of the Insolvency and 
Bankruptcy Code, 2016 and its Regulations.

FAQs and MCQs on 
Goods and Services Tax 
(GST)

• The publication is a comprehensive coverage of GST in a question and answer 
format which enable stakeholders understand the GST laws.
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Publications Overview

Others

Compendium of ITFG 
clarification bulletins

• The ITFG has till date addressed 104 queries through its 14 clarification bulletins. 

• This publication contains a topic-wise compilation of all the 104 issues clarified till 
date.

Implementation guide 
on auditor’s report 
under Rule 11(d)
of Companies (Audit 
and Auditors)
Amendment Rules, 
2017 and
amendment to 
Schedule III to the
Companies Act, 2013

• The MCA through its notifications dated 30 March 2017 has amended Schedule 
III to the 2013 Act and the Companies (Audit and Auditors) Rules, 2014. The 
amendment to Schedule III (Division I and Division II) requires every company to 
disclose the details of Specified Bank Notes (SBNs) held and transacted during the 
period from 8 November 2016 to 30 December 2016 in the specified format.

The amendment to Rule 11 of the Companies (Audit and Auditors) Rules, 2014 
requires auditors to report on whether the company had provided requisite 
disclosures in its financial statements as to holdings as well as dealings in SBNs 
during the period from 8 November 2016 to 30 December 2016 and if so, whether 
these are in accordance with the books of accounts maintained by the company.

The implementation guide provides guidance on various issues in respect of the 
additional disclosure required in Schedule III to the 2013 Act as amended and 
reporting obligation of the statutory auditors under Rule 11(d) of the Companies 
(Audit and Auditors) Rules, 2014.

Guidance Note on 
Report under Section 
92E of IT Act, 1961 
(Transfer Pricing) 
(Revised 2017)

• It aims to provide guidance to accountants in discharging their responsibilities under 
Section 92E of the Income Tax Act, 1961.

(Source: ICAI.org)
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Expert Advisory Committee (EAC) opinions issued by ICAI in FY2017-2018
Topic Month

Forfeiture of bank guarantees of contractors April 2017

Accounting treatment of exchange variation arising in respect of foreign operations
of the company held through a wholly owned foreign subsidiary company as per AS 
11, The Effects of Changes in Foreign Exchange Rates

May 2017

Accounting treatment of release of funds by project implementation trust fund June 2017

Capitalisation of interest cost July 2017

Considering capital reserve for calculation of net worth of a company August 2017

Accounting treatment of base stock and valuation of inventory booked by the 
customer September 2017

Accounting treatment of expenditure relating to cost of utility diversions, 
environmental protection, road diversions/restoration/signages, renovation work of 
drainage system, rehabilitation and resettlement, etc. which are compulsorily required 
to be incurred for construction of Mass Rapid Transit System (MRTS) project

October 2017

Discounting of deferred debts (under Ind AS) (retention money) November 2017

Charging of pro rata depreciation December 2017

Accounting treatment of temporary income in relation to construction contract January 2018

Charging of pro rata depreciation February 2018

Making provision for non-approved cost March 2018

(Source: The Chartered Accountant - ICAI journals issued by ICAI from April 2017 to March 2018)
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Revised norms relating to payment 
of gratuity
The Payment of Gratuity (Amendment) Act, 2018 
(the Act) has been notified with effect from 29 
March 2018.

The Act amends the Payment of Gratuity Act, 1972 
(Gratuity Act).

Following is an overview of the amendments made:

• Currently, for the purpose of determining eligibility 
of gratuity, the Gratuity Act requires an employee 
to be in continuous service. Continuous service 
means uninterrupted service as defined in Section 
2A of the Gratuity Act. 

Section 2A prescribes maximum maternity leave 
period of 12 weeks for the purpose of calculating 
continuous service under the Gratuity Act. The 
limit is based on the period of maximum maternity 
leave as provided in the Maternity Benefit Act, 
1961. The maximum maternity leave under the 
Maternity Act was enhanced from 12 weeks to 
26 weeks by the Maternity Benefit (Amendment) 
Act, 2017. 

Amendment

The Act removes the reference to 12 weeks in 
the Gratuity Act and empowers the CG to specify 
such period as may be notified by it. 

Accordingly, the CG specified that the total period 
of maternity leave in case of a female employee 
should not exceed 26 weeks.

• Currently, under the Gratuity Act, the maximum 
amount of gratuity payable to an employee cannot 
exceed INR10 lakh. However, an employee has 
the right to receive better terms of gratuity under 
any award or agreement or contract with the 
employer.
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Amendment 

The Act has empowered CG to notify the maximum 
ceiling for gratuity, as it deemed fit (keeping in view 
the increase in wage and inflation, and future pay 
commissions). Accordingly, the CG specified that the 

amount of gratuity payable to an employee should not 
exceed INR20 lakh. 

However, an employee has the right to receive better 
terms of gratuity under any award or agreement or 
contract with the employer (no change).

The Delhi High Court’s decision on the 
constitutional validity of ICDS and related 
amendments in the IT Act
The Delhi High Court (HC) in the case of the Chamber 
of Tax Consultants and Anr dealt with the constitutional 
validity of the Income Computation and Disclosure 
Standards (ICDS). The HC held that in order to preserve 
its constitutionality, Section 145(2) of the Income Tax 
Act, 1961 (IT Act), as amended, has to be read down to 
restrict the power of the CG to notify ICDS that do not 
seek to override binding judicial precedents or provisions 
of the IT Act. 

The power to enact a validation law is an essential 
legislative power that can be exercised in the context 

of the IT Act, only by the Parliament and not by the 
executive. If Section 145(2) is not so read down, then it 
would be ultra vires the IT Act.

The decision of the HC had created uncertainty regarding 
the applicability of ICDS. 

With an aim to regularise compliance with the notified 
ICDS, the Finance Act, 201810 brings the amendments 
to the IT Act retrospectively to reinstate the provisions 
quashed by Delhi HC judgement. The amendments have 
been made effective from 1 April 2017 i.e. the date on 
which the ICDS was made effective and will, accordingly, 
apply in relation to Assessment Year (AY) 2017-18 and 
subsequent AYs.

Also refer to KPMG in India’s Tax Flash News on ‘The 
Delhi Court decision on the constitutional validity of 
ICDS’ dated 9 November 2017.

Voices on Reporting - April 2018  36

• The increased gratuity limits are expected to increase the provisions as well as employee benefits 
costs of the companies covered under the Act. 

• Companies should consider the impact of the increase in gratuity limits for actuarial valuation 
purposes and make appropriate disclosures of the actuarial assumptions in the notes.

(Source: Payment of Gratuity (Amendment) Act, 2018 issued by the Ministry of Law and Justice on 29 March 2018, Ministry of Labour and 
Employment notifications (no. S.O. 1419(E), S.O. 1420(E) and S.O. 1421(E)) dated 29 March 2018)

Key takeaways

• The amendment to the IT Act brings with it a lot of certainty and removes any doubt on the 
applicability of ICDS in their present form. 

• It was also essential that a continuity is provided to the taxpayers right from the date when ICDS 
became effective and therefore, all the amendments are applicable from 1 April 2017. This would 
ensure uniform applicability of ICDS by taxpayers across the country.

(Source: The Finance Act, 2018 issued by the Ministry of Finance dated 29 March 2018, Delhi HC 
order dated 8 November 2017 and KPMG in India’s Tax Flash News dated 9 November 2017)

Key takeaways

10. Applicable from 1 April 2018.
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CBDT issues Frequently Asked 
Questions (FAQs) on computation of 
book profit for levy of MAT and proposes 
amendment to Section 115JB
The Finance Act, 201711 (notified on 31 March 2017) 
with the intent of providing a framework (i) to bring the 
adjustments being recorded on the transition date to the 
opening reserves into the ambit of book profits; and (ii) 
for computation of book profit for companies following 
Ind AS, introduced following two new concepts for Ind 
AS compliant companies:

• Minimum Alternate Tax (MAT) computation 
formulae: MAT would be calculated using the profits 
as per the statement of profit and loss before OCI, 
as the starting point. Certain adjustments also to be 
made to the book profits for MAT computation.

• The transition amount: Amount or aggregate of the 
amount adjusted in other equity (excluding capital 
reserve and securities premium reserve) on the date 
of adoption of Ind AS but excluding certain exclusions 
specified.

During the year ended 31 March 2018, the Central Board 
of Direct Taxes (CBDT) issued following notifications in 
relation to MAT for Ind AS compliant companies:

• Clarifications in the form of Frequently Asked 
Questions (FAQs): Some of the key clarifications 
provided are as follows:

 – Starting point for computing book profits for 
Ind AS compliant companies: Starting point 
would be profit before OCI item number XIII in 
Part 2 (statement of profit and loss) of Division II of 
Schedule III to the 2013 Act.

 – Appropriate manner of computation of 
transition amount on convergence date: 
Amounts as on the start of the opening date of the 
first year of adoption should be considered for the 
purposes of computation of transition amount.

 – MTM gains/losses on financial instruments at 
FVTPL: Marked-To-Market (MTM) gains recognised 
through the statement of profit and loss on FVTPL 
classified financial instruments are included in book 
profits for MAT computation.

Therefore, MTM losses on such instruments 
through statement of profit and loss would not 
require any adjustments as provided under clause 
(i) of Explanation 1 to Section 115JB(2) of the IT Act.

However, in case there is a provision for dimunition/
impairment in value of assets other than FVTPL 
financial instruments, the existing adjustment of 
clause (i) of Explanation 1 to Section 115JB(2) of the 
IT Act would be required.

 – Bad and doubtful debts: Adjustments relating 
to provision for diminution in the value of assets 
should not be considered for computation of 
transition amount. However, MTM gains/losses 
in value of assets forming part of FVTPL financial 
instruments would form part of the transition 
amount.

 – Revaluation of fair value model of Property, 
Plant and Equipment (PPE): Book profit of the PY 
in which the items of PPE are retired, disposed, 
realised or otherwise transferred should be 
increased or decreased, as the case may be, by 
the revaluation amount after adjustment of the 
depreciation on the revaluation amount relatable to 
such asset.

• Amendment to Form 29B: Section 115JB(4) of the 
IT Act requires that every company which is liable to 
pay MAT should furnish a report from an accountant 
certifying that the book profit has been computed in 
accordance with the provisions of Section 115JB along 
with the return of income filed under Section 139(1) of 
the IT Act or along with the return of income furnished 
in response to a notice under Section 145(2)(i) of the 
IT Act. 

Such a report needs to be furnished in Form 29B 
‘Report under Section 115JB of the IT Act for 
computing book profits of the company’. Part A of 
the form requires details of the company including 
the financial year adopted, its total income, income-
tax payable on total income and computation of book 
profits as per Explanation 1 of the Section 115JB(2) 
read with sub-sections (2A), (2B) and (2C).

On 18 August 2017, the CBDT issued revised Form 
29B. The revised form incorporates two new parts in 
it. These are as follows:

 – Part B - Details of the amount required to be 
increased or decreased in accordance with Section 
115JB(2A): Part B of the form is applicable only 
where the financial statements of the company are 
drawn up in compliance with the Ind AS specified 
in Annexure to the Companies (Ind AS) Rules, 2015 
(Ind AS Rules) for the Previous Year (PY) or any part 
thereof.

11. Applicable from 1 April 2017.
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 – Part C - Details of the amount required to be 
increased or decreased in accordance with Section 
115JB(2C): Part C of the form is also applicable only 
where the financial statements of the company are 
drawn up in compliance with the Ind AS specified in 
Annexure to the Ind Rules. However, this part will 
be filled up for the year of convergence and each of 
the following four PYs only. 

For a detailed overview of the clarifications, please refer 
to KPMG in India’s IFRS Notes on ‘CBDT issues FAQs on 
computation of book profit for levy of MAT and proposes 
amendment to Section 115JB’ dated 26 July 2017.

QRB issued its report on audit quality 
review of top listed and public interest 
entities in India 

The Quality Review Board (QRB) was formed by the CG 
in 2007 to perform audit quality review function of the 
top listed and other public interest entities in India.

On 10 November 2017, the QRB issued the ‘Report on 
Audit Quality Review’ (2016-17) (the QRB report) which 
comprise of key findings of 74 reviews completed by the 
QRB till June 2017. Out of these 74 reviews, 69 reviews 
pertained to the financial statements (prepared under 
AS) for the year ended 31 March 2014 and 5 reviews 

pertained to the financial statements for the year ended 
31 March 2015.

The findings in the report relates to compliance with the 
requirements prescribed under:

• Standards on Auditing (SA)

• Accounting Standards (AS) and

• Other relevant laws and regulations including 
Schedule III to the 2013 Act.

For a detailed overview of the key findings in each of 
the above heads, please refer to KPMG in India’s First 
Notes on ‘QRB issued its report on audit quality review 
of top listed and public interest entities in India’ dated 13 
December 2017.

• The CBDT has continued its efforts to simplify MAT computation.

• Companies should assess the impact of the clarifications while computing MAT liability.

(Source: CBDT circular no. 24/2017 dated 25 July 2017, notification no. G.S.R. 1028(E) dated 18 August 2017 and KPMG in India’s IFRS Notes 
dated 26 July 2017 and 22 August 2017)

Key takeaways

• Companies should carefully consider the review points/issues highlighted by the QRB as these are 
expected to help in better preparation and presentation of financial statements.

(Source: Report on Audit Quality Review (2016-17) of the Quality Review Board dated 10 November 2017 issued by the QRB and KPMG in 
India’s First Notes dated 13 December 2017)

Key takeaways



Glossary

2013 Act The Companies Act, 2013

AFS Available for Sale

AGM Annual General Meeting

AS Accounting Standard

BoD Board of Directors

CA Chartered Accountant

CBDT Central Board of Direct Taxes

CDR Corporate Debt Restructuring

CEO Chief Executive Officer

CFO Chief Financial Officer

CFS Consolidated Financial Statements

CG Central Government

CRILC Central Repository of Information on Large Credits

DIN Director Identification Number

EAC Expert Advisory Committee

EIR Effective Interest Rate

FAQs Frequently Asked Questions

FVOCI Fair Value through Other Comprehensive Income

FVTPL Fair Value Through Profit and Loss

GAAP Generally Accepted Accounting Principles

GN Guidance Note

GST Goods and Services Tax

HC High Court

HFT Held For Trading

HTM Held To Maturity

IASB International Accounting Standards Board

ICAI The Institute of Chartered Accountants of India

ICDR Regulations SEBI (Issue of Capital and Disclosure Requirements) Regulations, 2009

ICDS Income Computation and Disclosure Standard

ICE Independent Credit Evaluation

IFC Internal Financial Control

IFRS International Financial Reporting Standards

Ind AS Indian Accounting Standard

Ind AS Rules Companies (Indian Accounting Standards) Rules, 2015

IRDAI The Insurance Regulatory and Development Authority of India

IT Act Income-Tax Act, 1961
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Glossary

ITFG Ind AS Transition Facilitation Group

JLF Joint Lenders Forum

KAMs Key Audit Matters

Listing Regulations SEBI (Listing Obligations and Disclosure Requirements) Regulations, 2015

M&A Merger and Acquisition

MAT Minimum Alternate Tax

MCA The Ministry of Corporate Affairs

MCQ Multiple Choice Questions

MD Managing Director

MTM Marked-to-Market

NBFC Non-Banking Financial Company

NCLT National Company Law Tribunal

NPA Non-Performing Asset

OCI Other Comprehensive Income

PPE Property, Plant and Equipment

QIB Qualified Institutional Buyer

QIP Qualified Institutional Placement

QRB Quality Review Board

ROC Registrar of Companies

RP Resolution Plan

S4A Sustainable Structuring of Stressed Assets

SCR Rules Securities Contracts (Regulation) Rules, 1957

SDR Strategic Debt Restructuring

SEBI The Securities and Exchange Board of India
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KPMG in India’s IFRS institute 
Visit KPMG in India’s IFRS institute - a web-based platform, which seeks to act as a 
wide-ranging site for information and updates on IFRS implementation in India.

The website provides information and resources to help board and audit committee 
members, executives, management, stakeholders and government representatives 
gain insight and access to thought leadership publications that are based on the 
evolving global financial reporting framework.

Feedback/queries can be sent to  
aaupdate@kpmg.com

Previous editions are available to download 
from:  
www.kpmg.com/in

The information contained herein is of a general nature and is not intended to address the circumstances of any particular individual or entity. Although 
we endeavour to provide accurate and timely information, there can be no guarantee that such information is accurate as of the date it is received or that 
it will continue to be accurate in the future. No one should act on such information without appropriate professional advice after a thorough examination 
of the particular situation.
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First Notes

SEBI decisions regarding the Report of the Committee on Corporate Governance

20 April 2018

On 28 March 2018, the Securities and Exchange Board of India (SEBI) considered the recommendations of the Kotak 
Committee on Corporate Governance (the Committee) and the public comments thereon. Accordingly, they accepted 
certain recommendations without modifications, few with modifications and referred certain recommendations to various 
agencies (i.e. government, other regulators, professional bodies, etc.) since the matters involved those agencies.

In this issue of First Notes, we have provided an overview of the decisions considered by SEBI.

Ind AS Transition Facilitation Group (ITFG) issues Clarifications Bulletin 15

18 April 2018

The Ind AS Transition Facilitation Group (ITFG) in its meeting considered certain issues received from the members of 
the Institute of Chartered Accountants of India (ICAI), and issued its Clarifications’ Bulletin 15 on 5 April 2018 to provide 
clarifications on 10 application issues relating to Indian Accounting Standards (Ind AS).

This issue of IFRS Notes provides an overview of the clarifications issued by ITFG through its Bulletin 15.

IFRS Notes

Issue no. 20 | March 2018

In this edition of Accounting and Auditing Update (AAU), we highlights the significant areas where revenue recognition under 
real estate and construction sector is expected to change due to implementation of Ind AS 115. This standard is expected to 
be applicable to Indian companies covered in the Ind AS road map from 1 April 2018.  

The new Standard on Auditing (SA) 701, Communicating Key Audit Matters in the Independent Auditor’s Report would 
be applicable to listed companies and certain other companies from 1 April 2018. The article on this topic aims to explain 
significant changes expected in the auditor’s report due to communication of key audit matters.

Our article describes with the help of an illustrative whether a certain securitisation transaction would meet the criteria for 
derecognition of a financial instrument and application of control definition on such special purpose entities or trusts.

This publication also cast lens on accounting for income taxes. 

Our publication also carries a regular synopsis of some recent regulatory updates in India and internationally.

Accounting and Auditing Update


