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EXECUTIVE SUMMARY:
 Accounting
o

Expert Advisory Opinion
The company has opted for the exemption to Ind AS 101 and has not applied the
principles of Ind AS 103 (Business Combinations) retrospectively. Accordingly the
carrying value of intangible assets (goodwill) as per previous GAAP on transition date
were deemed to be continued under Ind AS.
The company amortized the goodwill on consolidation under previous GAAP as well
as Ind AS considering that such goodwill mainly represent amounts paid towards
acquisition of mineral rights and value of such goodwill depletes as the underlying
mineral resources are extracted.
The committee is of the view that this accounting treatment is not correct since Ind
AS does not allow amortization of goodwill and only requires impairment test.

o

FAQ on accounting treatment of increased in gratuity limit
The ICAI has issued FAQ on the accounting treatment to be followed in regard to
increase in liability due to enhancement of the gratuity ceiling from Rs. 10 lakhs to Rs.
20 lakhs due to Payment of Gratuity (Amendment) Act 2018. The accounting for such
incremental cost in the year of change will be based on the principles of past service
cost as laid down in the Accounting Standard and Ind-AS.

o

Deferment of Ind AS to Banks
The Reserve Bank of India (RBI) deferred the implementation of Indian Accounting
Standards (Ind AS) by one year for scheduled commercial banks i.e. 2019-20 would
be the first year of Ind AS with 2018-19 as the comparative year.

 Company Law
o

Additional sections of the Companies Amendment Act, 2017 notified effective from
7th May 2018. We had issued alert (Volume XXIII) in January 2018 on the key
amendments.

o

In case of the requirement to spend on CSR activities in local area it is clarified that
such requirement should be followed in letter and spirit.
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 Auditing
o

The ICAI has issued revised implementation guide on reporting standards on
auditing which are revised and is applicable for periods beginning on or after 1st April
2018.

o

The ICAI has issued FAQ on SA 570,”Going Concern” which is relevant for the financial
year 2017-2018.
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1
1.1

Accounting
Expert Advisory Opinion
Amortization of goodwill in respect of subsidiaries and jointly controlled entities
recognised as an asset in consolidated financial statements
Facts of the Case



The company is engaged in the business of Exploration and Production (E&P) of Oil and
Gas and other hydrocarbon related activities outside India. The company does not own
the mineral resources however acquires rights to explore, develop and produce minerals
in certain specified areas. Such mineral rights are either directly acquired by the company
or indirectly through acquisition of shares in a subsidiary / jointly controlled entity owning
such mineral rights.
The company has been preparing consolidated financial statements for the group as per
previous GAAP. Further, the company transition date to Ind AS is effective from 1st April
2015.



Accounting treatment followed by the company in previous GAAP:
As per the previous GAAP followed by the company, goodwill is generated on
consolidation. According to the company, such goodwill mainly represent amounts paid
towards acquisition of mineral rights and value of such goodwill depletes as the
underlying mineral resources are extracted. The company also refers to the guideline
given under the Guidance Note on Accounting for Oil and Gas Producing Activities which
states that acquisition costs should be amortized over the life of the reserves using Unit
of Production (UOP) method. Based on above, the company amortizes goodwill on
consolidation over the life of the underlying mineral rights using UOP method.



Accounting treatment followed by the company in Ind AS:
The company availed transition exemption under Ind AS 101 (First Time Adoption of Ind
AS) and has not applied the principles of Ind AS 103 (Business Combinations)
retrospectively. Therefore, it did not value the shares acquired of the joint
ventures/subsidiaries before 1st April, 2015 at fair value and continued with the carrying
amount of goodwill as at the date of transition.
With respect to goodwill on consolidation of associates/subsidiaries, the company has
taken the view that, considering substance over form, such goodwill will continue to be
amortized as per the method followed in previous GAAP though not allowed under the
Ind AS.
Query
Whether the accounting treatment of amortisation of goodwill as suggested by the
company is appropriate, if not then is there any other appropriate treatment.
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Points considered by the Committee


The company has availed the transition exemption under Ind AS 101 (First Time Adoption
of Indian Accounting Standards). As per the exemption, a first time adopter may elect not
to apply Ind AS 103 retrospectively to past business combinations that occurred before
the transition date. Therefore, Appendix C (Exemptions for business combinations) to Ind
AS 101 would be relevant and according to which the carrying amount of goodwill as per
previous GAAP at the date of transition has to be tested for impairment as per Ind AS 36.
No other adjustments shall be made to the carrying amount of goodwill at the date of
transition.



The Company shall apply Ind AS 36 in testing the goodwill acquired in a business
combination for impairment at the date of transition. Ind AS 38 (Intangible Assets) and
Ind AS 110 (Consolidated Financial Statements) do not deal with goodwill arising on a
business combination. Ind AS 38 prescribes accounting for identifiable intangible assets
acquired in a business combination. The acquirer measures goodwill at the amount
recognised at the acquisition date less any accumulated impairment losses.
Based on above, Ind AS 103 requires carrying amount of goodwill or goodwill acquired
under business combination to be tested for impairment. It does not contain any specific
requirement for amortisation of goodwill arising on acquisition.



According to Ind AS 28 (Investments in Associates and Joint Ventures), goodwill is not
separately accounted for, rather included as part of carrying amount of investment.
Further, the Standard specifically clarifies that amortisation of goodwill relating to a joint
venture is not permitted.



Further, in case of transition from proportionate consolidation to the equity method,
investment in joint venture shall be measured as the aggregate of the carrying amounts
of the assets and liabilities that the entity had previously proportionately consolidated,
including any goodwill arising from acquisition. This is regarded as the deemed cost of
the investment at initial recognition and first time adopter shall carry out impairment test
in accordance with Ind AS 36 and any resulting impairment shall be recognised as an
adjustment to retained earnings.



Accordingly, the Committee is of the view that the carrying amount of goodwill on the
date of transition cannot be amortised under Ind AS.
Opinion
The accounting treatment as suggested in respect of amortisation of goodwill by the
company is not appropriate. The carrying amount of goodwill on the date of transition
cannot be amortised under Ind ASs and the carrying amount of goodwill or goodwill
acquired under business combination will have to be tested for impairment periodically.
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1.2

FAQ on accounting treatment of increase in gratuity threshold limits
The ICAI has issued FAQ on the accounting treatment to be followed in regard to increase
in liability due to enhancement of the gratuity ceiling from Rs. 10 lakhs to Rs. 20 Lakhs
due to Payment of Gratuity (Amendment) Act 2018.
It is clarified that the accounting treatment for the enhancement of gratuity limit would
be accounted as per the principles past service cost laid down in AS 15, Employee
Benefits or Ind AS 19, Employee Benefits, as the case may be. However there shall be no
exemption or relief with regard to accounting treatment of such increase in liability.

1.3

RBI defers the effective date for implementation of Ind AS for banks to 1st April
2019
The Reserve Bank of India (RBI) deferred the implementation of Indian Accounting
Standards (Ind AS) by one year for scheduled commercial banks i.e. 2019-20 would be
the first year of Ind AS with 2018-19 as the comparative year.

2

Company Law
2.1 Sections of Companies (Amendment) Act, 2017 notified
The Sections of Companies Amendment, 2017 are notified in phases. Annexure 1
gives the list of sections are recently notified on 7th May 2018. We had issued alert
(Volume XXIII) in January 2018 on the key amendments. The key sections which are
notified relates to:
1. Relaxation in provision related to investments, loan, guarantee or security
given in connection to loan. [Section 185 an Section 186]
2. Relaxation in filing unaudited accounts of foreign subsidiaries with ROC if
audit is not mandatory in the host country of the subsidiary. [Section 137]
3. Qualification for the director to be resident shall be checked during the
financial year instead of previous calendar year. [Section 149]
4. Removal of requirement of annual ratification of auditors by the shareholders
in AGM. [Section 139]
5. Provisions related to Independent Director are amended to explain the
pecuniary relationship. [Section 149]
6. Filing of explanatory statement for resignation of director is now made
optional. [Section 168]
7. Changes in the definition of associate which considers significant influence of
20% of total voting power [earlier total share capital] [Section 2(6)]
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2.2

Clarification on corporate social responsibility
As per the requirement of section 135 of the Companies Act, 2013, the company shall
give preference to the local area and areas around it where it operates, for spending
amounts earmarked for CSR activities. In regard to this it is reiterated that the above
requirement should be followed in letter and spirit.
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3

Auditing
3.1 Revised Implementation guide on reporting standards on auditing
The ICAI had issued revised standards on auditing on Revised SA 700, Forming an
Opinion and Reporting on Financial Statements, Revised SA 705, Modifications to the
Opinion in the Independent Auditor’s Report and Revised SA 706, Emphasis of Matter
Paragraphs and Other Matter Paragraphs in the Independent Auditor’s Report. These
standards are effective for audits of financial statements for periods beginning on or
after 1st April 2018. Accordingly the ICAI has issued the revised implementation guide
on above reporting standards.
3.2 FAQ on SA 570 “Going Concern”.
The ICAI issued Frequently Asked Questions (FAQ) on SA 570 (Revised), ‘Going
Concern’ (Applicable for audits of financial year 2017-18). The FAQ provides guidance
for reporting requirements in auditor’s report and requirement of emphasis of matter
paragraph for going concern matter.
Annexure 1 (para 2.1 above)
Reference in
Amendment Act
2017
Clause (i) of section
2
Clause (xiii) of
section 2

Corresponding
reference in 2013
Act
Section 2

Section 8

Section 26

Explanation for the expression “significant
influence”, “joint venture”
For the words “total share capital” the
words “total voting power” shall be
substituted
Matter to be stated in prospectus

Section 13
Section 18

Section 54
Section 77

Issue of sweat equity shares
Duty to register charge

Section 19
Section 21 clause (i)
and (ii)
Section 23 clause (iii)
and (iv)
Section 30
Section 31
Section 33
Section 39

Section 78
Section 89

Application for registration of charge
Declaration in respect of beneficial interest
in any share
Annual return
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Section 92
Section 117
Section 121
Section 129
Section 137

Title / Explanatory notes

Resolution and agreements to be filed
Report on annual general meeting
Financial statement
Copy of financial statement to be filed
with registrar
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Section 40
Section 46
Section 49

Section 139
Section 149
Section 157

Section 52

Section 164

Section 54
Section 55
Section 56
Section 57
Section 58

Section 167
Section 168
Section 173
Section 177
Section 178

Sections 61
Section 62
First proviso to
Section 80 clause (i)
and (ii)
Section 83;
Section 86
Section 87

Section 185
Section 186
Section 403

Appointment of auditors
Company to have board of directors
Company to inform director identification
number to registrar
Disqualifications for appointment of
directors
Vacation of office of director
Resignation of director
Meeting of board
Audit committee
Nomination and remuneration committee
and stakeholders relationship committee
Loan to directors
Loan and investment by company
Fee for filing etc.

Section 410
Section 435
Section 438

Constitution of appellate tribunal
Establishments of special courts
Application of code of proceedings before
special court
Section 88
Section 439
Offences to be non-cognizable
Section 89
Section 440
Transitional provisions
Note - Corresponding changes are also made in the Rules.

From:
N. A. Shah Associates LLP
Chartered Accountants
Address: B 41-45, Paragon Centre, Pandurang Budhkar Marg, Mumbai – 400 013.
Tel: 91-022-4073 3000, Fax: 91-022-4073 3090
E-mail Id: info@nashah.com
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