Treatise on

Ind AS

Explained with Practical Examples

A MCGs | Employee Benefits

~ i
|| I\._Alxl

Ind AS 19

Secorsd Eddwr

Na

o Features ,/ : Refresher Course on Ind AS
mmuuumwnw ‘

- m-wmnmmmmcuq - O %d b .
* Mo st L0 14008 witt rished wehves roverieg o vt rgani Y.

- mmu wumnnm

e e oy ) mnummmwm. ] WIRC of ICAI
L I

v Pl hma ms ok AL bn by Wn-m
& Selmwd o rgewn of 1R s PRt o
o iteted W e o v br AL mu‘m

uvm%um—n-m

NEOGMERURT

History of the Standards

IAS 19 (IFRS)

* Issued 1983 — Accounting for Retirement benefitsin Financial Statements of Employers
(issued by IASC)

* Revised 1993 — Retirement benefits costs (IASC)
* Revised 1998 — Employee benefits (IASC)
* Revised 2011 - Employee benefits (issued by 1ASB)

AS 15 (IGAAP)
* Issued 1995 — Accounting for Retirement benefitsin the financial statements of Employers

* Revised 2005 — Employee benefits

Ind AS19 (Ind AS)
* Notified on 16t February 2015




Why?

» Every company has employees who get some benefits

* A portion of gains or losses hit OCI and not Profit or Loss
Account

Objective

To prescribe the accounting and disclosure for employee benefits. This
standard required an entity to recognise:

= a liability when an employee has provided service in exchange for
employee benefits to be paid in the future; and

» an expense when the entity consumes the economic benefit arising
from service provided by an employee in exchange for employee
benefits




Scope ol
o~

» This Standard shall be applied by an employer in accounting for al
employee benefits, except those to which Ind AS 102, Share-based
Payment, applies.

» This Standard does not deal with reporting by employee benefit plans.

Definition of Employee
" Ind AS 19 silent

= Employee may provide services to an enterprise on a
* Full time
* Part time
* Permanent
* Casual
» Temporary basis

» Employees also include directors and other management personnel




Benefits payable during & after Employment

» Wages, Salaries, Bonus

* Sick, Maternity, Paternity Leave

* Provident Fund Contribution

* Gratuity

* Perquisites

* Long term bonuses, Long service awards
* Loyalty awards

* VRS

* Pension etc.

Employee Benefits and Categories

Employee benefitsare all forms of consideration given by an entity in
exchange for service rendered by employees or for the termination of
employment.

Type of Employee Benefits

Post Other Long -
[ Short term } [ Employment} [ e J [ Termination J




Employee Benefits and Categories

 Expected to be settled wholly before 12 months

Short Term . Wages, Salaries & Bonus

Post Employment - After completion of employment
benefits « Gratuity, Pension and PF

Other Long Term * Residual category (settled after 12 months)

benefits » Sabbatical |eave, Jubilee benefits &
L oyalty bonus
Ter mint’;ltion « On Termination
benefits - VRS, Notice pay

Short Term Employee Benefits

Short-term employee benefits are employee benefits (other than termination
benefits) that are expected to be settled wholly before twelve months after
the end of the reporting period in which the employees render the related
service.

(a) wages, salaries and social security contributions;

(b) paid annual leave and paid sick leave;

(c) profit-sharing and bonuses; and

(d) non-monetary benefits (such as medical care, housing, carsand free or
subsidised goods or services) for current employees.




Short Term Employee Benefits - Wages, Salaries, Bonus

= Recognition straight forward
= Capitalisation of employee benefitsif allowed by other standards

» Bonus payable if employee remain in service

Short Term EB - Recognition summary

Wages, Non-monetary Profit sharing Short term
Salaries benefits and bonus compensated absences
\ v/ - Legal or constructive obligation

Expense as services provided
P P - Reliable estimate

Non-Accumulating
Accumulating

/ \ No Provision isrequired

Encashment No Encashment
Recognise the exp. Recognise the exp. Adjust
when servicesrendered  with probability of leaving




Case Study -1

ABC Ltd. has a practice of paying a performance bonusto its sales staff.
Past evidence indicates that the staff who meet their sales targets
received abonus of 10% of their current salary package at the year end.
Sales staff who were not in service throughout the whole year received a
bonus in proportion to their service period. The bonus are paid in the first
guarter of the following year, to the sales staff who are still employed by
the entity at the year end.

At the year end, seven of the sales staff meet their sales targets. Two of
the seven began their employment halfway through the year and one of
them left the entity at the year end.

Discuss recognition in accordance with Ind AS 19.

Solution : Employee benefit exp. to be recognised : 4 to receive 10%, 2
to receive 5%

Case Study - 2

An entity has 100 employees, who are each entitled to five working days of paid
sick leave for each year. Unused sick leave may be carried forward for one
calendar year. Sick leave is taken first out of the current year’s entitlement and
then out of any balance brought forward from the previous year (a LIFO basis). At
31 Dec 20X 1 the average unused entitlement is two days per employee.

The entity expects, on the basis of experience that is expected to continue, that 92
employees will take no more than five days of paid sick leave in 20X 2 and that the
remaining eight employees will take an average of six and a half days each.

Solution : The entity expects that it will pay an additional twelve days of sick pay
as aresult of the unused entitlement that has accumulated at 31 Dec 20X 1 (one and
a half days each, for eight employees). Therefore, the entity recognises a liability
equal to twelve days of sick pay.




Post Employment Benefits

What are Post-employee benefits?

Benefits (other than termination benefits) payable after the completion of
employment and include:

a. retirement benefits, such as pensions; and
b. other post-employment benefits, such as post-employment life insurance
and post-employment medical care.

Post Employment Benefits

Defined contribution Defined benefit
contributionsinto a plan and certain and finance to be
has no further liability done accordingly

Accounted for on an Accounted for using the

accruals basis projected unit credit method




Post-employee benefits - Defined Contribution plan

What to recognize in Balance Sheet under DC Plan?

Contribution  — Contribution —— Liability or accrued
payableto already paid expense/ (Asset or
the plan prepaid expense)

No actuarial assumptions are required to measure the obligation or the expense
and there is no possibility of any actuarial gain or loss.

Disclose the amount recognised as an expense.

Post-employee benefits - Defined Contribution plan

Wheat to recognizein Profit or loss under DC Plan ?

Contribution — Expense unless another standard
payableto the plan — requiresor permitstheinclusion of
the benefitsin the cost of an asset

If whole of the contributions are not due within 12 months after period end,
same shall be discounted.




Actuarial Valuation method

« An entity shall use the projected unit credit method to
determine the present value of its defined benefit obligations and
the related current service cost and, where applicable, past
service cost.

* Actuarial assumptions shall be wunbiased and mutually
compatible.

Actuarial Valuation

« How many of you have read an Actuarial Valuation Report?
« How many of you have seen an Actuarial Valuation Report?

* Requirement of Ind AS 19 to get an actuarial reports




Post Employment Benefits —Defined Benefits plan

Stepsto be
followed for
accounting of
DB Plan

Make reliable estimate of the amount of benefit earned by employees in the
current & prior periods & to make estimates (actuarial assumptions) about
demographic and financial variables.

Discount the benefit using Projected Unit Credit M ethod to determine the
present value of defined benefit obligation & current service cost.

Determine the fair value of plan assets (if funded).

Determine the total amount of actuarial gains & losses, which shall all be
recognised in OCI.

Where a plan has been introduced or changed, determine the resulting past
service cost.

Where a plan has been curtailed or settled, determine the resulting gain or
loss.

Post Employment Benefits —Defined Benefits plan

Plan Asset:

Fair value of any plan assets is deducted in determining the amount recognised in the

bal ance sheet.

Determine Fair value by reference to:

a. Market Price

b. When no market priceis available, estimated fair value for example, by
discounting expected future cash flows using a discount rate that reflects both the
risk associated with the plan assets and the maturity or expected disposal date of

those assets.




Post Employment Benefits —Defined Benefits plan

Past Service Cost:
Past service cost arises when an entity introduces a defined benefit plan that attributes

benefits to past service or changes the benefits payable for past service under an
existing defined benefit plan.

Recognition of Past Service Cost:
Past service cost is to be measured and recognised immediately in the income
statement (including unvested amounts) when any of the following occurs:
When restructuring costs (i.e. costs related to restructuring that result in past
Service costs) are recognised
When termination benefits related to amendments that result in past service costs
are recognised
When plan amendments that result in past service costs occur.

Post Employment Benefits —Defined Benefits plan

XYZ operates a pension plan that provides a pension of 1.5% of the fina
salary for each year of service. The benefits become vested after seven years of
service. On 1 January 2006 the enterprise increases the pension to 2% of the
final salary for each year of service starting from 1 January 1999. On the date
of the improvement, the present value of the additional benefits for service
from 1 January 1999 to 1 January 2006 is as follows. Employees with more
than seven years’ service on 1 January 2006: Rs. 275,000 and less than 7 years.
Rs. 221,000 (average 4 years to go):

The enterprise shall recognises the total amount of Rs. 496,000
(275,000+221,000) immediately, as for the sake of recognition it does not
make any difference asto whether the benefits are already vested or not.




Post Employment Benefits —Defined Benefits plan

What to recognize in Balance Sheet under DB Plan?

Present value of the Fair value at theend
Defined Benefit —— defined benefit — of thereporting
Liability — obligation at the end of period of plan assets
thereporting period (if any)

If the amount determined above is negative, then apply asset ceiling.

The asset ceiling is the present value of any economic benefits available in the form of
refunds from the plan or reductionsin future contributionsto the plan.

Post Employment Benefits - Defined Benefits plan

What to recognize in Profit or lossunder DB Plan?

Current _ , Effect of any
e HJ: Interest HJ: Interlst income 4} Past service HJ: e Iments
cost s e eSS SEEl or settlements

Interest Cost = Present value of the defined benefit obligation throughout a period x
Discount rate at the beginning of the period.




Case Study : Actuarial gainsand losses

Plan Assets

At 1 April 2019, the fair value of plan assets was - Rs. 10,000.
Contribution to the plan assets done on 31 March 2020 - Rs. 3,000
Amount paid on 31 March 2020 - Rs. 300

At 31 March 2020, the fair value of plan assets - Rs. 14,700
Actual return on plan assets - Rs. 2,000

Defined Benefit Obligation

At 1 April 2019, present value of the defined benefit obligation — Rs. 12,000.
At 31 March 2020, present value of the defined benefit obligation — Rs. 15,500.
Actuarial losses on the obligation for 2014 - Rs. 100.

Current Service Cost - 2,500

Benefit paid - Rs 300

Discount rate used to calculate defined benefit liability 10%

Advise the disclosuresto be madein financial statement and amount to be charged
to P& L and OCI.

Other Long Term Benefits

Benefits (other than post-employment benefits and termination benefits) that are not
dueto be settled wholly within 12 months after end of the period and include:

= Examples
() Long term compensated absences
(b) long term disability benefits
(c) Profit sharing and bonus payable 12 months or more

(d) deferred compensation paid 12 months or more after the end of the period in
which it is earned

» Recognition and M easurement
Same like post employment defined benefits except,

To recognisein Profit or Loss
- Service cost

- Net Interest Cost

- Remeasurements




Termination Benefits

What is meant by Ter mination Benefit?

: Termination benefits are employee benefits payable as a result of
- _» @ther:

*an enterprise’s decision to terminate an employee’s
employment before the normal retirement date; or

» an employee’s decision to accept voluntary redundancy in
exchange for those benefits (voluntary retirement)

Termination Benefits - Recognition

= An entity shall recognise aliability and expense for termination benefits at the
earlier of the following dates:

(a) when the entity can no longer withdraw the offer of those benefits; and

(b) when the entity recognises costs for a restructuring that is within the scope of
Ind AS 37 and involves the payment of termination benefits.

= An entity is demonstrably committed to a termination when, and only when, the
entity has adetailed formal plan for the termination and is without realistic
possibility of withdrawal




Disclosure Requirements

32

M easurement and Disclosureswith respect to Actuarial
valuation - Summary

Benefits Actuarial Valuation Disclosures
Short Term No No
Post Employment Yes Yes
Other Long Term Yes No
Termination No No
* Termination benefits payable after 12 months needs to be discounted




Comparison

34

INnd AS19VsAS 15

Actuarial valuation is based on certain assumptions. Changes in these

assumptions give rise to actuarial gains and losses, for example changes in
estimates of salary or medical costs.

Existing AS 15 requires recognition of actuarial gains and losses immediately
In the profit and loss but Ind AS 19 requires that the same shall be recognised
in other comprehensive income and should not be recognised in profit or |oss.
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According to Ind AS 19 Employee benefits, which ONE of the
following terms best describes benefits which are payable as a result

of an entity's decision to end an employee's employment before the
normal retirement date?

(a) Defined benefit plans
(b) Termination benefits
(c) Defined contribution plans
(d) Post-employment benefits

D .
3

5
Use your brain...2 ® ¢
According to Ind AS 19 Employee benefits, which ONE of the

following statements best describes 'other long-term employee
benefits?

(a) Benefits which are payable after completion of employment

(b) Benefits not falling due wholly within twelve months of the end of
the period in which the serviceis rendered

(c) Benefits payable as a result of an entity's decision to end an
employee's employment before the normal retirement date

(d) Benefits not expected to be settled wholly within twelve months
of the end of the period in which the serviceisrendered
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Objective

The objective of this Standard is to ensure that an entity’s financial statements
contain the disclosures with respect to :

Related party f§ Related party Outstanding | Commitments

balance with with related

relationship transactions related parties party

The disclosures are necessary so that users’ attention could be drawn to the
possibility that financial statements may be affected by such related party
relationships and other items as mentioned above.

Scope

This standard shall be appliedin:

* identifying related party relationships and transactions

* identifying outstanding balances, including commitments, between entity and its
related parties

+ identifying the circumstances in which disclosureis required
» determining the disclosures to be made




Key Definitions - Related Party

A related party isaperson or entity that isrelated to the reporting entity (RE).

Related

Party

/ \

Reporting Entity

Key Definitions — Related Party Transaction

Related party transaction

Examples:

transfer of resources, servicesor

obligations between areporting entity | purchases or sales of goods (finished or
and arelated party, regardless of whether | ynfinjshed);

apriceis charged purchases or sales of property and other assets;
rendering or receiving of services,

leases

transfers of research and devel opment;
transfers under licence agreements;

settlement of liabilities on behalf of the entity or
by the entity on behalf of that related party




Key Definition - RE relationship with Person

A person or aclose
member of that person’s
family isrelated to RE, if
that person:

isamember of the key
**has control or joint has significant influence management personnel
control over the RE; over the RE; or (KMP) of the RE or of a
parent of the RE

Example: AG Limited (Reporting entity) and Mr. A arerelated parties, I f

* A hasacontrol/ Joint control/ significant influence over AG Limited, or

* Mr. Aisamember of KMP of AG Ltd or parent of AG Ltd, then aso it will be
considered as arelated party of AG Ltd.

Close Membersand KMP

Close members of the K ey management

family per sonnel

that person's spouse or - 4 _ N
domestic partner, person having
brother , sister , father authority and
and mother responsibility for

planning, directing
and controlling the
activities of the entity,

~

children of that person directly or indirectly,
or that person’s spouse including any director

or domestic partner (whether executive or

otherwise) of that
entity

dependents of that - J
per son or that person's

spouse or domestic

partner.




Key Definition - RE relationship with Entity

/An entity isrelated to a RE, if any of the following conditions applies:

* both are members of same group

* oneisan associate or joint venture of the other (or an associate or joint venture of a
member of a group of which the other entity is a member).

* both are joint ventures of the same third party.

* oneis joint venture of athird entity and the other entity is an associate of the third entity
* the entity is a post-employment benefit plan (PEBP) of the RE.

« if RE isitself a PEBP, the sponsoring employers are related to the RE

* the entity is controlled or jointly controlled by a Per son identified above

+ aperson identified earlier** has significant influence over the entity or is a member of
the KMP of the entity/ or of its parent

<

Key Definition - RE relationship with Entity

Both are members of same group parent, subsidiary and fellow subsidiary isrelated to the
others

Oneisan associate or joint venture X Ltd (Reporting entity) and Y Ltd are related parties, If Y is
of the other (or an associate or JV an associate or JV of X or Y is an associate or joint venture of
of amember of agroup of which parent or fellow subsidiary of X

the other entity is a member)

Both are joint ventures of thesame X Ltd (Reporting entity) and Y Ltd are related parties, If X
third party and Y are joint venture of same entity say Z Ltd.

Oneentity is JV of athird entity X Ltd (Reporting entity) and Y Ltd are related parties, If X is
and the other entity isan associate ~ JV and Y is associate of same entity say Z Ltd.
of the third entity

the entity is controlled or jointly X Ltd (Reporting entity) and Y Ltd are related parties,
controlled by aPerson identified  jf Mr, A who isrelated to X Ltd also controls or Jointly
earlier control Y Ltd.




Key Definition - RE relationship with Entity

aperson who is having control or X Ltd (Reporting entity) and Y Ltd are related parties, if Mr.
joint control of the entity has A controls X Ltd and also have significant influence over Y
significant influence over the entity  Ltd.

or isamember of the KMP of the

entity/ or of its parent

The entity, or any member of a X Ltd isthe parent of Y Ltd (Reporting entity). Y Ltd. and Z
group of which it isapart, provides Ltd arerelated parties, if either Z Ltd or any other entity in
key management personnel services the group to which Z belongs provides KMP services to either
to the reporting entity or to the X LtdorY Ltd.

parent of the reporting entity.

Special consideration

Associate includes subsidiaries of associate and joint venture includes subsidiaries of
joint venture

Substance of the relationship and not merely the legal form to be considered for
evaluating related party relationship.

The following are not considered asrelated parties:

* two entitiesif they have a director/other member of KMPin common

« amember of KMP of one entity has significant influence over the other entity

+ two venturers having joint control over ajoint venture.

» providers of finance/ trade unions public utilities/ departments and agencies of a
government that does not control, jointly control or significantly influence the reporting
entity

* acustomer, supplier, franchisor, distributor or general agent with whom an entity
transacts a significant volume of business, smply by virtue of the resulting economic
dependence




Disclosure Requirements

Disclosures!! Last but not the least

Parent—Subsidiary Relationships
Shall be disclosed whether or not there are transactions between them
Disclosures
— name of the parent
— name of the ultimate controlling party
— if neither of the above produce financial statements available for public use, the
name of the next most senior parent

KMP Compensation
Disclosures (in total and for each of the following categories)
— short-term employee benefits (wages, salaries, bonuses, etc.)
— post-employment benefits (pensions, life insurance, etc.)
— other long-term benefits (sabbatical, disability, etc.)
Termination benefits
— share-based payments




Disclosures!! Last but not the least

Related-Party Transactions
* Disclosures
- Amount of the transaction
- the amount of outstanding balances, including commitments, and:
(i) their terms and conditions, including whether they are secured, and the nature of the
consideration to be provided in settlement; and
(ii) details of any guarantees given or received;
- provisions for doubtful debts related to the amount of outstanding balances; and
- the expense recognised during the period in respect of bad or doubtful debts due from
related parties.

Who should make separ ate disclosures?
— parent
— entitieswith joint control/significant influence over the entity
— subsidiaries
— associates
— joint ventures
— key management personnel
— other related parties

Disclosures!! Last but not the least

Arm’s-length transactions/terms
— May only discloseif this claim can be substantiated
— Substantiation might be made by benchmarking against other similar transactions

Items of a similar nature may be disclosed in aggregate except when separate disclosureis
necessary for an understanding of the effects of related party transactions




Comparison - Ind AS Vs AS

16

Key Differences
Particulars Ind AS
Relevant Standard Ind AS 24 “ Relaed party
disclosures”

Definition of Relative Ind AS 24 uses the term “a close
member of the family of aperson”.

Key management Ind AS 24 covers KMP of the parent
personnel aswell.

Post-employment Ind AS 24 specifically includes post-
Benefits employment benefit plans for the

benefit of employees of an entity or
itsrelated entity as related parties.

Next Most Senior Parent  Ind AS 24 requires an additional
disclosure as to the name of the next
most senior parent which produces
CFSfor public use

AS

AS 18 “ Related party disclosures”

AS 18 uses the term “relatives of an
individual”

AS 18 covers KMP of the entity only.

AS 18 does not specifically cover
entities that are postempl oyment
benefit plans, as related parties.

AS 18 has no such requirement
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Core Principle

The objective of this Ind AS is that an entity shall disclose
information to enable users of its financial statements to evaluate
the nature and financial effects of the types of business activities
in which it engages and the economic environments in which it
operates




Scope

= This Standard shall apply to companies to which Ind AS notified
under the Companies Act apply.

= If an entity that is not required to apply this Ind AS chooses to
disclose information about segments that does not comply with
this Ind AS, it shall not describe the information as segment
information.

= If a financial report contains both the CFS of a parent that is
within the scope of this Ind AS as well as the parent’s SFS,
segment information is required only in the CFS.

Operating segments

A component of an entity:
= that engages in business activities from which it may earn revenues and

incur expenses;

» whose operating results are reviewed regularly by the organisation’s
CODM to make decisions about resources to be allocated to the segment

and assess its performance; and

= for which discrete financial information is available.

An operating segment may engage in business activities for which it has
yet to earn revenues, for example, start-up operations may be operating
segments before earning revenues.




Questions??
Question:

Is a segment Balance Sheet necessary to conclude that discrete financial
information is available?

Response:
No, in many cases the requirement for discrete financial information can be

met with operating performance information only, such as revenue and gross
profit by product line.

CODM

Chief Operating Decision Maker:
= [t’s a function

» That function is to allocate resources to and assess the performance of

the operating segments of an entity.

» Often CEO, COO are the CODM, but it may be a group of executive

directors.




Question for you!

O Executive Committee of Company A comprises of CEO, COO and
President

O Committee assesses performance and makes resource allocation
decisions

O Each committee member has single vote

Who is the CODM of Company A?
a) Executive committee

b) CEO

c) COO

d) President

Response:

CODM is the Executive committee because it is the highest level of
management that assesses performance and makes resource
allocation decisions.

More Questions!

Question:
Is the CODM always viewed as the highest level of management at which
decisions are made?

Response:

Yes, in almost every organization, decisions about the entity’s resource allocation
and the assessment of the performance of the entity’s businesses are made at the
highest level of management.

Question:
Does a component meet the definition of a segment if the CODM reviews
revenue-only information?

Response:

No, for most entities, the review of revenue-only data is not sufficient for
decision-making related to resource allocation or performance evaluation of a
segment.




Aggregation criteria

Two or more operating segments may be aggregated into a single
operating segment if they have similar economic characteristics and
they are similar in each of the following respects:

(a) the nature of the products and services;
(b) the nature of the production processes;
(c) the type or class of customer for their products and services;

(d) the methods used to distribute their products or provide their
services; and

(e) if applicable, the nature of the regulatory environment
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Hindustan Unilever Limited
Aggregation of business Segments
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* The Group has determined following reporting segments based on the
information reviewed by the Group’s Chief Operating Decision Maker (‘\CODM):

» a) Home Care include detergent bars, detergent powders, detergent liquids,
scourers, water business, purifiers business, etc.

* b) Beauty & Personal Care include products in the categories of oral care, skin
care, soaps, hair care, deodorants, talcum powder, colour cosmetics, salon
services etc.

* ¢) Foods & Refreshment include branded staples (atta, salt, bread, etc.), culinary
products (tomato based products, fruit based products, soups, etc.), tea, coffee,
ice-cream and frozen desserts.

* d) Others include exports, infant care products etc.

Aggregation has been done following the aggregation criteria as per Ind AS 108.




Quantitative Thresholds

Reportable segments are operating segments or aggregations of operating
segments that meet any of the following criteria and is required to disclose
separately:

Reported Revenue 10% or more | Combined Revenue of all operating
(External + segments (Internal + External)
Intersegment)

Reported Profit or Loss | 10% or more | Greater of:

(In absolute amount) i) Combined profit of all operating
segments that did not report a loss

ii) Combined loss of all operating
segments that reported a loss

Assets 10% or more | Combined assets of all operating segments

Quantitative Thresholds

If the total external revenue reported by operating segments constitutes less than 75% of the
total revenue, additional operating segments must be identified as reportable segments (even
if they do not meet the quantitative thresholds set out above) until at least 75% of the
organisation’s revenue is included in reportable segments.

Management may report additional operating segments that do not meet any of the
guantitative thresholds if the said information would be useful to the users of the financial
information.

Information about other business activities and operating segments that are not reportable
shall be combined and disclosed in an ‘all other segments’.

If an operating segment was identified as a reportable segment in the immediately preceding
period is of continuing significance, it shall be reported separately in the current period even if
it no longer meets the criteria for reportability.




Questions??

Question:

When applying 75% test, should the next largest segment be always

selected?

Response:

No, entity should select the next most meaningful operating segment.

Question:

Is aggregation must if two or more segments meet the aggregation criteria?

Response:

No, aggregation into a single reportable is permitted. But its not

compulsory.

Case Study

!
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An organisation has identified the following business components:

Revenue

Component Profit Assets
External Internal
$o00 $oo00 $000 $o00
1 80,000 Nil 10,000 50,000
2 Nil 8,000 5,000 30,000
3 10,000 Nil 1,000 4,000
4 8,000 Nil 500 3,000
Total 98,000 8,000 16,500 87,000
Requirement

Identify which of the segments should be classified as reportable in accordance with

Ind AS 108.




M
Analysis to case study Q

« Components 1 and 2 would be separately reportable since they meet all
three size criteria.

» Components 3 and 4 do not meet any of the size criteria and on the face
of it are not separately reportable. However if they had similar economic
characteristics then when aggregated they would be over the 10%
threshold for revenue and so could be reported as a combined segment.

» The external revenue of component 1 is 75% of the total revenue so the
“75% threshold’ is achieved.

Disclosure Requirements




Disclosures

The entity should present the following categories of information:
*»  General information

» Information about the reported segment’s profit or loss, assets and
liabilities, and bases of measurement

» Reconciliations of segment revenues to reported revenues

Disclosures -
General Information

The following general disclosures are required:
» Factors used to identify the reportable segments

» Judgements made by management in applying the aggregation criteria,
and

» Types of products/services




Disclosures -
Information about profit or loss, and
assets/liabilities

Shall report the amount of profit/loss for each reportable segment.

Shall report total assets and liabilities for each reportable segment, if these are
provided to the CODM.

Information is disclosed where it is regularly presented to the CODM as follows:

revenues (external and intersegment)

Interest revenue and expense

depreciation and amortization

material items of income and expense

income tax expense/ income

material non-cash items other than depreciation and amortization
investment in associates/JV accounted for by the equity method

This adheres to the general principle that if the CODM thinks the information is
important for decision-making, it should be presented to the external users.

19

Comparative Presentation

v

Operating Segment reportable in previous year but not in current year: If an
operating segment was identified as a reportable segment in the immediately preceding
period is of continuing significance, it shall be reported separately in the current period
even if it no longer meets the criteria for reportability.

Operating Segment reportable in current year but not in previous year: If an
operating segment is identified as a reportable segment in the current period, segment data
for a prior period presented for comparative purposes shall be restated to reflect the newly
reportable segment as a separate segment, even if that segment did not satisfy the criteria
for reportability in the prior period, unless the necessary information is not available and
the cost to develop it would be excessive.

If an entity has changed the structure of its internal organisation that causes the
composition of its reportable segments to change and if segment information for earlier
periods, is not restated to reflect the change, the entity shall disclose in the year in which
the change occurs segment information for the current period on both the old basis and the
new basis of segmentation, unless the necessary information is not available and the cost to
develop it would be excessive.




Measurement

» Numbers should be measured the way they are measured for presentation to
CODM.

* To understand how these numbers are put together, the following is relevant and
should therefore be disclosed:

» Basis of accounting for intersegment transactions

» Nature of any differences between the segment profit or loss and the entity
profit or loss

= Nature of any differences between the segment assets/liabilities and the entity
assets/liabilities

» Nature of any changes from prior periods in the measurement methods used
to determine segment profit or loss

» Nature and effect of asymmetrical allocations to reportable segments

Reconciliations

* Required reconciliations between reportable segments and
financial statement numbers:

= Revenues

» Profit and loss before tax (if entity allocates tax- Profit and loss
after tax)

= Assets (if assets are presented for the segments)
= Liabilities (if liabilities are presented for the segments)
» Any other material segments amounts presented

* The entity should identify and describe material reconciling items
including adjustments arising from different accounting policies.
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Entity-wide Disclosures

* The basics
= Information is developed unless the costs to produce it are excessive or the information is not available
= Would be based on information used to produce the entity’s financial statements
+ The following are required to be disclosed by all entities including those that have only a single segment:
» Information about products and services
= Information about geographical areas
» Information about major customers

* Ind AS 115: Revenue from contracts with customers

» Requires entities to disaggregate revenue recognised into categories that depict how the nature, amount,
timing and uncertainty of revenue and cash flows are affected by economic factors.

« Also, to disclose sufficient information to enable users of financial statements to understand the
relationship between the disclosure of disaggregated revenue and revenue information that is disclosed for
each reportable segment as per Ind AS 108

25

Entity-wide Disclosures

Information about products and services

» Shall report the revenues from external customers for each product and service, or each
group of similar products and services.

Information about geographical areas

Entity shall disclose external revenues attributed to and Non-current assets (other
than financial instruments, deferred tax assets, post- employment benefit assets, and rights
under insurance contracts) located in

* Domestic operations (entity’s country of domicile)
= Foreign operations in other countries

If revenues from external customers attributed to a specific country are material, this should
be disclosed also.

Information about major customers

= If revenues to a customer amount to 10% or more, this fact should be disclosed along with
the amount

26
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Disclosures - Summary

» How the organisation identified its operating segments and the types of products
and services from which each operating segment derives its revenues

» Reported segment profit or loss, including certain specified revenues and
expenses included in segment profit or loss, segment assets and segment liabilities
and the basis of measurement

» Reconciliations of the totals of segment revenues, reported segment profit or loss,
segment assets, segment liabilities and other material items to corresponding
items in the organisation’s financial statements

» Entity-wide disclosures even when an organisation has only one reportable
segment

» Analysis of revenues and certain non-current assets by geographical area

» Information about transactions with major customers




Comparison - Ind AS Vs AS
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Ind AS Vs AS

O Determination of segment : Identification of segments under Ind AS 108 is
based on ‘management approach’ i.e. operating segments are identified based
on the internal reports regularly reviewed by the entity’s CODM.

Existing AS 17 requires identification of two sets of segments; one based on
related products and services, and the other on geographical areas based on the
risks and returns approach. One is regarded as primary segments and the other as
secondary segments.

0 Measurement : Ind AS 108 requires that the amounts reported for each
operating segment shall be measured on the same basis as that used by the CODM
for the purposes of allocating resources to the segments and assessing its
performance.

Existing AS 17 requires segment information to be prepared in conformity with
the accounting policies adopted for preparing and presenting the FS. Accordingly,
existing AS 17 also defines segment revenue, segment expense, segment result,
segment assets and segment liabilities.




Ind AS Vs AS

= Apgregation : Ind AS 108 specifies aggregntion cetteria for aggregation of two or
mxare segients and alsoe requires the related disclosures in thies regad

Existing AS 17 does not deal speeifically with this aspect.

= Mselosure reguirensent even n case of single segments An explanation
has been given in the existing AS 17 that in case there is neither more than one
business sezment oor more than one geogmphical segowenl, segment

information as per this stapdard is not reguived to be disclosed.
Heowvever, this faet shall be diseloced by way of footnote.

Ind AS 108 requires certain disclosures sven in case of entities hiving single
reportable sezment.




