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Amendments to the SEBILODR Regulations

On 17 January 2023, the Securities Exchange
Board of India (SEBI) issued certain amendments
to the SEBI (Listing Obligations and Disclosure
Requirements) Regulations, 2015 (LODR
Regulations). The key amendments are as follows:

Expansion in the definition of ‘senior
management’

Regulation 16 of the LODR Regulations defines
‘senior management’ as officers/personnel of

a listed entity who are members of its core
management team excluding board of directors
and normally this should comprise all members of
management one level below the chief executive
officer/managing director/whole time director/
manager (including chief executive officer/
manager, in case they are not part of the board)
and shall specifically include company secretary
and chief financial officer.

As per the amendment, now the definition would
also include functional heads of an entity as senior
management. This revised definition is effective
from 17 January 2023.

Approval for re-appointment of a person
on the board of directors

Regulation 17 of the SEBI LODR Regulations
requires an approval of shareholders for the
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purpose of appointment of a person on the board
of directors or as a manager.

As per the amendment, with effect from 17
January 2023, the provision of this regulation
would also be applicable for re-appointment of a
person on the board of directors or as a manager.

Accordingly, an approval of shareholders would be
required for appointment or re-appointment of a
person on the board of directors or as a manager
in the next general meeting or within a time period
of three months from the date of appointment,
whichever is earlier.

The amendment further provides that in case

of a public sector company, the approval of the
shareholders for appointment or re-appointment of
a person on the board of directors or as a manager
should be taken in the next general meeting.

Corporate governance disclosures in the
annual report

As per LODR, a listed entity is required to provide
corporate governance disclosures in the annual
report to be submitted to the stock exchange in
accordance with the requirements of Schedule V
of the LODR Regulations.

A new requirement inserted to provide that, for
annual reports to be filed for financial year 2022-23
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and onwards, a listed entity should also provide
details of material subsidiaries of the listed entity,
including the date and place of incorporation and
the name and date of appointment of the statutory
auditors of such subsidiaries.

Compliance with corporate governance
norms by REIT and InvIT

The amendments provide that Real Estate
Investment Trust (REIT) or an Infrastructure
Investment Trust (InvIT) should now comply with
the governance norms stipulated under SEBI REIT
Regulations, 2014 and SEBI InvIT Regulations,
2014, respectively, with effect from 1 April 2023
and would not comply with corporate governance
provisions under the LODR Regulations.

(Source: SEBI notification no. SEBI/LAD-NRO/
GN/2023/117 dated 17 January 2023).
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SEBI extends relaxation from sending physical copiesof  SEBIapproves certain proposals throughits board meeting

annual reports On 20 December 2022, SEBI issued a press iii. A separate window would be created
release summarising the decisions approved in its on the stock exchanges for undertaking

In accordance with the provisions of should ensure the following conditions are board meeting with respect to certain significant buyback till the time buyback through a

Regulation 36(1)(b) of the LODR Regulations, satisfied: matters pertaining to the SEBI Regulations. stock exchange is permitted.

listed entities that have issued specified securities Following are the key decisions from the board

The listed entities are required to send e Buyback through tender offer route: \With

are required to d.|s.patch a hard copy of the hard copy of full annual reports to those TACENINES respect to the buyback of securities through a

statement containing the salient features of all shareholders who request for the same. a) Amendment to SEBI (Buy-back of tender offer, the following changes have been

the documents prescribed in Section 136 of the ) _ _ _ Securities) Regulations, 2018 approved:

Companies Act, 2013 (2013 Act) or rules made ii. The listed entity should disclose the web- g Z

thereunder (i.e. financial statements, board'’s link to the annual report in the notice of In order to streamline the buyback process, create i. The timeline for completion of buyback

report, auditor's report etc.) to the shareholder(s) Annual General Meeting (AGM) published in a level playing field for investors and promote ease has been reduced by 18 days by removing

who have not registered their email address. the newspaper advertisement to enable the of doing business, the following amendments have the requirement of filing draft letter of offer

On 5 January 2023, SEBI has exempted listed shareholders to have access to the full annual been approved in the SEBI (Buy-back of Securities) with SEBI and its obsgrvations thereoff and

entities from sendi%g the hard copies of the report. FegiUlzitele, ALE: redy?ondof th.e(;jurat'llogloffthe tendermgf

statement till 30 September 2023 (earlier 31 The provisions of the above circular are effective e Buyback through stock exchange route: Esrrwlgid:;tigr?rtlg tha(;/eghaareeh;)l;gfg/ment & "

December 2022). However, the listed entities from 5 January 2023. With respect to the buyback of shares or g E
(SEBI circular no. SEBI/HO/CFD/PoD-2/P/CIR/2023/4 other specified securities through the stock ii.  Permitted upward revision of buyback .
dated 5 January 2023) exchange, the following has been approved: D”Cesrgf” one working day prior to the j

record date

i. As per the existing provisions, a company

may buy-back its shares or other specified iii. A mandatory requirement has been

securities through the stock exchange. It introduced to place the relevant

has now been decided to phase out this advertisements/documents with respect
- route of buyback in a gradual manner. to buyback such as, copy of the public

announcement, letter of offer, etc. on
the respective website of the stock
exchange(s), merchant banker and the
company for better dissemination of
information to shareholders.

ii.  The minimum utilisation amount earmarked
for buyback through the stock exchange
route to be increased from 50 per cent to
75 per cent.
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b) Appointment of a nominee director
and public issue timelines

The following proposals were approved with
respect to the timelines for the corporate bond
market in the SEBI (Issue and Listing of Non-
Convertible Securities) Regulations, 2021

(NCS Regulations):

i. In order to protect the interests of debenture
holders, it has been decided that issuers of
listed debt securities shall incorporate suitable
provisions in their articles of association, to
cast an obligation on the board of directors
of the issuer to appoint the person nominated
by its Debenture Trustee (DT) as a director in
the event of a default. Further, corresponding
amendments should be made in the
debenture trust deed. The listed debt issuers
are required to comply with this requirement
by 30 September 2023.

ii. At present, there are no guidelines that
stipulate the duration for which a public
issue of debt securities or Non-Convertible
Redeemable Preference Shares (NCRPS)
should be kept open. Therefore, it has been
decided that public issue of debt securities and
NCRPS should be kept open for subscription
for a minimum period of three working days
and maximum period of 10 working days.

The abovementioned timelines are aligned
with timelines provided for specified securities

under SEBI (Issue of Capital and Disclosure
Requirements) Regulations, 2013 (ICDR
Regulations).

¢) Amendment to NCS Regulations
to facilitate sustainable finance while
safeguarding against ‘greenwashing’

On account of the increasing interest in sustainable
finance and with a view to align the extant
framework for green debt securities with the
updated Green Bond Principles (GBP) recognised
by IOSCQ’, SEBI reviewed the regulatory
framework for green debt securities. The following
points have been approved:

i. It has been decided to enhance the scope
of the definition of green debt security by
including new modes of sustainable finance
in relation to pollution prevention and control,
eco-efficient products, etc.

ii. Introduction of the concept of blue bonds
(related to water management and marine
sector), yellow bonds (related to solar energy)
and transition bonds as sub-categories of
green debt securities

iii. The basic dos and don’ts with respect to green
debt securities will be specified in order to
address the concerns of the issuers against
‘greenwashing’ related risks.

(Source: SEBI Press Release No. PR No. 37 /2022 dated
20 December 2022)

1. International Organization of Securities Commissions.
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NFRA tointroduce Annual
TransparencyReport (ATR) *
by the Audit Firms

In order to enhance transparency about the
management and governance of audit firms

and their internal policy framework to ensure
high quality audits and preventing conflict of
interest by maintaining independence, on 16
January 2023, the National Financial Reporting
Authority (NFRA) published a consultation paper
on draft requirements for preparation and
publication of the ATR by auditors/audit firm.

The proposal requires information about an

auditor’s operational activities, management, -
governance and ownership structures, policies i,l -
and procedures necessary to deliver high- =
quality audits, etc. It is proposed that ATR will F

be implemented in a gradual manner for Public "j

Interest Entities (PIEs) falling within the purview
of NFRA, starting with the auditors/audit firms
performing audit of top 1,000 listed companies
(by market capitalisation) from the financial year
ending 31 March 2023.

It also proposes that the ATR should be
published within three months from the end

of each financial year.

Public comments/suggestions on the contents
of the ATR can be provided till 16 February 2023.

(Source: NFRA press release ID: 1891606 dated 16
January 2023)

AN



Accounting and Auditing Update - January 2023

Discussion paper on Expected Loss (EL)-based approach for loan [0ss provisioning by banks

In India, commercial banks determine the provision
for loan losses on the basis of an ‘incurred loss’
approach which is prescribed in the Prudential
norms on Income Recognition, Asset Classification,
and Provisioning pertaining to Advances issued by
the Reserve Bank of India (RBI).

However, it has been observed that the incurred
loss approach results in a delay in recognition of
the expected loss on financial assets resulted in
banks having to make higher levels of provisions
thereby affecting the resilience of banks and poses
systemic risks. Recently, RBI issued a Discussion
Paper on Expected Loss based approach. This
approach for loan loss provisioning by banks
(discussion paper), which incorporates a forward-
looking Expected Credit Losses (ECL) approach as
against the extant ‘incurred loss’ approach.

The key proposals in the discussion paper are as
follows:

e Applicability: The ECL approach would be
applicable to all scheduled commercial banks
other than small co-operative banks? and
regional rural banks.

e Applicable financial assets: The requirement
for estimating loan loss provision (impairment
losses) would apply to financial assets that

meet both criteria as given below:

a. They are ‘applicable financial assets’,
which includes all loans and advances
including irrevocable loan commitments
(including sanctioned limits under revolving
credit facilities), lease receivables,
irrevocable financial guarantee contracts,
and investments classified as held-to-
maturity or available-for-sale, and

b. The financial assets are measured at
amortised cost (i.e. they are held with
the business to collect contractual cash
flows thereon and their contractual cash
flows give rise to cash flows on specified
dates that are solely payments of principal
and interest on the principal amount
outstanding.

Determining a Significant Increase in
Credit Risk (SICR): In order to determine
whether there has been a significant increase
in credit risk on a financial asset, banks need
to compare the risk of default pertaining to a
financial asset as on the reporting date with
the risk of default as on initial recognition. The

discussion paper has defined the term ‘default’

to be considered while performing the SICR
assessment.

2. The threshold for determining a ‘small’ co-operative bank would be prescribed by RBI based on comments received by it.
3. The RBI has provided a non-exhaustive list of indicators of unlikeliness to pay such as where bank puts the credit obligation on a non-accrued status, or sells the

credit obligation at a material credit-related economic loss, etc.

- [SAPN
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Some of the key considerations that the
discussion paper prescribes for assessing
whether there has been a SICR are as follows:

- SICR assessment should be done at
a counterparty level (IFRS 9, Financial
Instruments requires such an assessment to
be done at an instrument level).

- As a backstop, the credit risk of a
counterparty would be considered to have
increased significantly since initial recognition
when it is overdue for more than 60 days.

- Stressed exposures which are classified
under a ‘watch-list” or an equivalent
classification for stressed exposures should
also be assessed as exposures where there
has been a SICR.

Chapter1 | Chapter2 | Chapter3

Determining ‘default’: IFRS 9 does not

define ‘default’, it instead requires entities to
consider the criteria which are considered for
internal credit risk management purposes for

determining a default. The discussion paper has

proposed a definition of default, which is
as below:

- The counterparty is classified as a Non-
Performing Asset (NPA) under the extant
guidelines of RBI

- Restructured assets which are in the
‘monitoring period’; or

- The bank considers that the borrower is
unlikely to pay? its existing debt.

(Source: ICAl announcement dated 14 January 2023)
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Credit impairment: The banks should measure
the loss allowance for financial instruments as
follows:

a. Lifetime ECL: If the credit risk on a financial
asset has increased significantly since initial
recognition, the allowance should be an
amount equal to the lifetime ECL. Further
provisions on exposures which are in the
nature of lease receivables or contractual
guarantees, should always be measured at
an amount equal to lifetime ECL.

b. 12-month ECL: If the credit risk on
a financial asset has not increased
significantly since initial recognition, banks
should measure the loss allowance for that
financial instrument at an amount equal to
12-month ECL.

The practical expedient to compute a 12-month
ECL on financial instruments that have a low
credit risk at the reporting date would be
restricted to certain instruments*.

Measurement of ECL: Similar to IFRS 9,

the discussion paper does not prescribe any
methodologies for estimating ECL. Accordingly,
banks will be permitted to design and
implement their own models for measuring

4. These instruments include:
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e SLR eligible investments;

loan loss provisions. However, RBI will issue
detailed guidance for designing credit risk
models which should be considered by banks
while developing their ECL models.

Since significant variability could arise on
account of disparate models for assessment of
credit losses, the following mitigants have been
proposed:

a. The ECL models proposed to be adopted
by banks should undergo a process and
validation either internally or by an external
third party. The validation reports should be
placed before the audit committees of the
boards of banks.

b. The credit loss estimates determined will be
subject to a prudential floor prescribed by
RBI as a regulatory backstop.

Classification of financial assets and income
recognition: Banks should classify the financial
instruments into the following categories of
financial assets based on whether there has
been a significant increase in credit risk or
whether they are credit impaired:

- Stage 1: Financial assets for which there is
no SICR, or financial assets that have low
credit risk at the reporting date. For these

e Direct claims on central government (i.e., excluding claims that arise from exposures that are guaranteed by the central government);
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assets, 12-month ECL are recognised.
Interest income is recognised on an accrual
basis by applying the effective interest rate to
the gross carrying amount of the asset

- Stage 2: Financial assets that have had a
significant increase in credit risk since initial
recognition (unless they have low credit risk
at the reporting date) but that do not have
objective evidence of impairment. For these
assets, lifetime ECL are recognised. Interest
income is recognised on an accrual basis
by applying the effective interest rate to the
gross carrying amount of the asset

- Stage 3: All financial assets that are in
‘default” as defined in the discussion paper
should be classified as Stage 3 assets. For
these assets, lifetime ECL is recognised.
Interest income is recognised on an actual
receipt basis.

Disclosures: RBl would prescribe a non-
exhaustive list of disclosures for banks
adopting ECL approach for estimating loan loss
provision.

The comments on the discussion paper can
be provided till 28 February 2023. Based on
the comments received, the draft guidelines

e Exposures that are guaranteed by the central government, provided that the guarantee contains suitable clauses mandating invocation within a specified period (say, 30 days) from the event of default and payment of the guarantee amount will

be received within a reasonable period (say, 60 days) after the invocation.

Chapter1 | Chapter2 | Chapter3

and subsequently, the final guidelines will

be formulated. Further, on account of the
complexities involved in designing the models
and the time required to test them, sufficient
time would be provided for implementation

of the framework after issue of the final
guidelines. In order to enable a seamless
transition, banks would be provided an option to
phase out the effect of increased provisions on
Common Equity Tier | capital over a maximum
period of five years.

(Source: RBI press release no. 2022-2023/1558 dated 16
January 2023)
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ICAlissued standard on
sustainability assurance
engagement

On 10 January 2023, the Sustainability Reporting
Standards Board (SRSB) of the Institute of
Chartered Accountants of India (ICAl), issued
Standard on Sustainability Assurance Engagements
(SSAE) 3000, Assurance Engagements on
Sustainability Information. The standard draws
reference from International Standard on
Assurance Engagements (ISAE) 3000 (Revised),
Assurance Engagements Other than Audits or
Reviews of Historical Financial Information issued
by the International Auditing and Assurance
Standards Board (IAASB).

SSAE 3000 deals with assurance engagements
on an entity’s sustainability information. SSAE
3000 is an umbrella standard which is applicable
for attestation of all assurance engagements on
sustainability information. The standard should
be read in conjunction with the ‘Framework for
Assurance Engagements’ issued by ICAI. It deals
with providing reasonable or limited assurance on
sustainability information. Further, the standard
is applicable to a practitioner being a professional
accountant in public practice® conducting

the assurance engagement on sustainability
information.

The standard covers the following aspects:

Conducting an assurance engagement in
accordance with SSAEs

e Quality control

¢ Planning and performing the engagement
e Execution

e Completion and reporting.

The effective date for application of the standard is
as follows:

i.  Voluntary basis for assurance reports covering
periods ending on 31 March 2023.

ii. Mandatory basis for assurance reports covering
periods ending on or after 31 March 2024.

(Source: ICAl announcement dated 10 January 2023)

IGAlissued Social Audit
Standards (SAS)

On 25 July 2022, SEBI introduced the regulations
pertaining to Social Stock Exchange (SSE). As per
the regulations, a social enterprise (i.e. either a

Not for Profit Organisation (NPO) or a for profit
social enterprise that meets the eligibility criteria
specified in the regulations) shall be eligible to
raise funds from an SSE provided such a social
enterprise engages in social activity that is listed by
the regulator. There are 16 broad categories

5. As per the ICAl's Code of Ethics, the term ‘professional accountant in public practice’ refers to the member of ICAI who is in practice in terms of section 2 of The
Chartered Accountants Act, 1949. The term ‘professional accountant in public practice’ is also used to refer to a firm of professional accountants in public practice.
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have been specified for social activities. Further, an
SE either registered with or that has raised funds
through an SSE is required to submit an annual
impact report to the SSE which is to be audited by
a social audit firm employing a social auditor.

The ICAI has been entrusted with the responsibility
of being the self-regulatory organisation for
regulating the profession of social auditors. In this
regard, on 14 January 2023, ICAl issued the SAS
based on the 16 categories of social activities as
specified by SEBI. The SASs contain essential
procedures and related guidance/criteria for the
performance of each area of the 16 categories.

The SASs should be read in conjunction with

the ‘Preface to the Social Audit Standards’ and
‘Framework for the Social Audit Standards’, issued
by the ICAl and are effective from 14 January 2023.

The list of the SAS are as follows:

e SAS 100: Eradicating hunger, poverty,
malnutrition and inequality

e SAS 200: Promoting health care including
mental healthcare, sanitation and making
available safe drinking water

e SAS 300: Promoting education, employability
and livelihoods

e SAS 400: Promoting gender equality,
empowerment of Women and LGBTQIA+
communities

e SAS 500: Ensuring environmental sustainability,

addressing climate change including mitigation

Chapter1 | Chapter2 | Chapter3

and adaptation, forest and wildlife conservation

e SAS 600: Protection of national heritage, art

and culture

e SAS 700: Training to promote rural sports,

nationally recognised sports, Paralympic sports
and Olympic sports

e SAS 800: Supporting incubators of social

enterprises

e SAS 900: Supporting other platforms that

strengthen the non-profit ecosystem in
fundraising and capacity building

e SAS 1000: Promoting livelihoods for rural and

urban poor including enhancing income of small
and marginal farmers and workers in the non-
farm sector

e SAS 1100: Slum area development, affordable

housing, and other interventions to build
sustainable and resilient cities

e SAS 1200: Disaster management, including

relief, rehabilitation and reconstruction activities

e SAS 1300: Promotion of financial inclusion
e SAS 1400: Facilitating access to land and

property assets for disadvantaged communities

e SAS 1500: Bridging the digital divide in internet

and mobile phone access, addressing issues of
misinformation and data protection

e SAS 1600: Promoting welfare of migrants and

displaced persons.
(Source: ICAl announcement dated 14 January 2023)
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Implementation guide to SA

230, Audit Documentation
Issued by ICAI

Standard on Auditing (SA) 230 prescribes the
basic principles of audit documentation. These
principles are required to be complied by the
auditors with respect to the documentation

requirements. In December 2022, ICAIl published
an implementation guide on SA 230 which provides

practical implementation guidance to auditors.
The implementation guide contains summary
of the standard, introduction to the standard,
Frequently Asked Questions (FAQs) on SA 230,

checklist and an illustrative working paper format.

The guide aims to provide clarify on various
aspects of SA 230 thereby enabling the auditors
to effectively comply with the requirements of
the standard.

(Source: ICAlI announcement dated 15 December 2022)

ICAlissued technical guide
ondigital assurance

On 14 January 2023, ICAIl published a technical

guide on digital assurance. The guide would help

members to adopt enhanced use of technology
in an audit by implementing the use of digitally
available audit evidence and information. The
technical guide primarily focusses on sources of

external audit evidence available and how it can be
utilised by the members in their audit procedures.

It also highlights the importance of reliability and

relevance of the source from which the information

is being obtained and also provides various
illustrations of available sources of external audit
evidence and how they can be used.

(Source: ICAl announcement dated 14 January 2023).

ICAlissued exposure
drafts onthe amendments
toInd AS 1and Ind AS 116

The Ind AS are based on the IFRS Standards issued

by the International Accounting Standards Board

(IASB). As part of the convergence with the IFRS
standards, in case IASB issues any amendments to
IFRS Standards, the Accounting Standards Board

(ASB) of the ICAI considers those amendments
and other related aspects for amending the
corresponding Ind AS.

In this regard, on 30 December 2022 the ASB

issued Exposure Drafts (EDs) on the amendments
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to Ind AS 1, Presentation of Financial Statements
and Ind AS 116, Leases, as follows:

Ind AS 1: The ED has proposed amendments
with respect to the classification of current and
non-current liabilities. The key amendments
proposed are as follows:

i.  The only covenants with which an
entity is required to comply on or before
the reporting date would affect the
classification of a liability as current or non-
current. Therefore, covenants which are to
be complied with after the reporting date,
do not affect the classification of debt as
current or non-current at the reporting date,
however, disclosures should be provided to
enable the users of financial statements to
understand the risk that such non-current
liabilities with covenants could become
repayable within 12 months.

li. At present, a carve out exists under Ind
AS 1 from IAS 1, Presentation of Financial
Statements. The carve out provides
that in case of a long-term arrangement
where there has been a breach of a
material provision on or before the end
of the reporting period but the lender
has agreed to not demand payment after
the reporting period, such a long-term
arrangement would be classified as non-
current as on the reporting date. It has

Chapter1 | Chapter2 | Chapter3

been proposed to remove this carve out
as it is not conceptually aligned with the
abovementioned proposed amendment.
Post the mentioned amendment, Ind AS 1
would be aligned with IAS 1.

¢ Ind AS 116: The proposed amendment

prescribes the subsequent measurement
requirements for sale and leaseback
transactions particularly in a leaseback that
includes variable lease payments that do not
depend on an index or rate. The amendments
require a seller lessee to subsequently
measure lease liabilities arising from a
leaseback in a way that it does not recognise
any amount of the gain or loss that relates to
the right of use it retains.

The time period to provide comments ended on
30 January 2023.

(Source: ICAl announcement on ‘Exposure Drafts of
Amendments to Ind AS 1 and Ind AS 116 for comments’
dated 30 December 2022)
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IASBissued exposure
draft oninternational Tax
Reform—Pillar Two Model
Rules

In December 2021, the Organisation for Economic
Co-operation and Development (OECD) published
its Pillar Two model rules to address the tax
challenges arising from the digitalisation of the
economy. Accordingly, the Pillar Two model rules
aim to ensure that large multinational groups pay
a minimum amount of tax on income arising in
each jurisdiction in which they operate by applying
a system of top-up taxes that result in the total
amount of taxes payable on excess profit in each
jurisdiction representing at least the minimum rate
of 15 per cent.

However, there was uncertainty over the
accounting for deferred taxes arising from the
rules and clarity was required with respect to the
implementation of the rules in some jurisdictions.
Considering this, on 9 January 2023, International
Accounting Standards Board (IASB) issued an
Exposure Draft (ED) to amend IAS 12, Income
Taxes.

The key points considered in the ED are as follows:

e |ntroduction of a temporary and mandatory
exception from accounting for deferred tax that
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arise from a legislation implementing the global
anti-base erosion model rules. Companies
would effectively be exempt from providing for
deferred tax related to top-up tax. However, the
company would be required to disclose that it
has applied the exception.

¢ New disclosures requirements have been
provided for annual financial statements for
periods beginning on 1 January 2023.

The comments on the above ED can be provided
till 10 March 2023.

Further, ASB of ICAI has also requested to the
various stakeholders in India to provide their
comments on the ED.

(Source: IASB news dated 9 January 2023, KPMG
IFRG article on ‘Global minimum top-up tax — potential

exception to deferred tax accounting’ dated 9 January
2023 and ICAl announcement dated 16 January 2023)

IASB Issued project report
and feedback statement on
the postimplementation
reviewonIFRS 9

During 2020 and 2022, the IASB undertook a Post-
implementation Review (PIR) on the classification
and measurement requirements of IFRS 9,
Financial Instruments. On analysing the evidence
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gathered in the PIR, the IASB noted that the
classification and measurement requirements are
working as intended.

Further, the IASB has also identified areas for
further research and standard-setting to enhance
the information provided to users of financial
statements as follows:

e InJune 2022, IASB had initiated a standard-
setting project focusing on a company’s
assessment of the contractual cash flow
characteristics of financial assets with ESG-
linked features and on electronic cash transfers
as settlement of a financial asset or liability. The
exposure draft with respect to the same will be
published in first quarter of 2023.

e Aresearch project has been added to explore
whether |ASB can clarify the requirements
for applying the effective interest method to
financial instruments measured at amortised
cost and requirements for modifications of
financial instruments.

(Source: IASB news dated 21 December 2022)

FASB defers sunset date
of reference rate reform
guidance

In 2020, the Financial Accounting Standards Board
(FASB) issued Accounting Standards Update No.
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2020-04, Reference Rate Reform (Topic 848):
Facilitation of the Effects of Reference Rate Reform
on Financial Reporting, providing optional guidance
to ease the potential burden in accounting for (or
recognising the effects of) reference rate reform on
financial reporting. The objective of the guidance in
Topic 848 is to provide relief during the temporary
transition period. Therefore, FASB provided a
sunset provision based on the expectations of
when the London Interbank Offered Rate (LIBOR)
would cease being published. The sunset provision
was initially set for 31 December 2022.

In 2021, the UK Financial Conduct Authority

(FCA) delayed the intended cessation date of
certain tenors of USD LIBOR to 30 June 2023.
Accordingly, on 21 December 2022, FASB issued
an ASU that extends the period of time the
preparers can utilise the reference rate reform
relief guidance. FASB has deferred the sunset date
of Topic 848 to 31 December 2024, after which
entities will no longer be permitted to apply the
relief in Topic 848. This amendment is applicable
to all entities, subject to meeting certain criteria,
that have contracts, hedging relationships, and
other transactions that reference LIBOR or another
reference rate expected to be discontinued
because of reference rate reform. The amendment
is effective from 21 December 2022.

(Source: FASB media advisory dated 21 December 2022)
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|AASBissued fact sheet to help auditors navigate quality management for group audits

ISA 220 (Revised), Quality Management for An
Audit of Financial Statements and International
Standard on Quality Management (ISQM) 1,
Quality Management for Firms That Perform Audits
or Reviews of Financial Statements, or Other
Assurance or Related Services Engagements are
also applicable for group audits under ISA 600,
Special Considerations—Audits of Group Financial
Statements (Including the Work of Component
Auditors).

In April 2022, IAASB issued ISA 600 (Revised),
Special Considerations—Audits of Group Financial
Statements (Including the Work of Component
Auditors) which is effective for group audits
beginning on or after 15 December 2023. In this
regard, IAASB issued a fact sheet on 15 December
2022 to explain the interactions between ISA 220
(Revised) and extant standard ISA 600 on group
audits until ISA 600 (Revised) becomes effective
for audits of financial statements. It also highlights
certain provisions from ISQM 1 that are relevant
to the application of ISA 220 (Revised) to group
audits.

The key considerations explained in the fact sheet
are:

¢ Definition of an engagement team: The
revised definition of an engagement team
under ISA 220 (Revised) recognises the fact

that in a group audit, engagement team
includes component auditors that perform
audit work. Such component auditors can be
from a firm, a network firm, or a firm that is
not a network firm. Accordingly, the following
requirements of ISA 220 (Revised) are also
applicable to a group audit engagement:

i. Leadership responsibilities for managing
and achieving quality on audits

ii. Relevant ethical requirements
lii. Engagement resources, and
iv. Engagement performance.

Similarly, the relevant provisions of ISQM 1
related to the above would also apply for group
audits.

Leadership and direction, supervision, and
review responsibilities: ISA 220 (Revised)
includes enhanced requirements relating to the
leadership responsibilities of an engagement
partner and the direction, supervision and
review of an engagement team. Accordingly,
in a group audit, a group auditor should obtain
an understanding of whether a component
auditor is subject to any restrictions that

limit communication with the group auditor,
including with regard to sharing audit
documentation with the group auditor.

Further, the group engagement partner may assign
direction, supervision and review responsibilities

to other members of the engagement team.
However, ISA 220 (Revised) requires an
engagement partner to continue to take overall
responsibility for managing and achieving quality on
the audit engagement through direction

Chapter1 | Chapter2 | Chapter3 <A >

those procedures are assigned. Similarly, ISQOM 1
requires a firm to establish quality objectives that
address the performance of quality engagements.

(Source: IAASB announcement dated 15 December
2022)
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