
Over the last few years, India has witnessed several regulatory and 

reporting reforms as part of the governments endeavor to adopt 

global best practices and sustain the buoyant economic growth. 

One of the key reforms was the introduction of a new set 

of accounting standards called the Indian Accounting 

Standards (Ind AS) which converge closely with the 

International Financial Reporting Standards (IFRS). 

With increasing globalization and cross border investments, the 

standard was a welcome move and expected to provide the much 

required comparability in financial statements in line with global 

standards and better disclosure norms. 

The Ind AS, like IFRS involves significant use of fair value accounting 

which is a drastic change compared to the erstwhile Indian GAAP. 

Effective compliance with this enhanced requirement of fair 

valuation, will require management, board of directors, regulators, 

investors etc. to be well conversant with the valuation principles and 

will also require assistance from valuation specialists.

Some of the key standards under Ind AS which require fair valuation 

are summarized below-

Ind AS 113 - Fair Value Measurement- Fair Value 

Concept

Ind AS establishes a single framework for measuring fair value for 

financial reporting. Ind AS 113 provides guidance on valuation 

techniques, inputs to valuation techniques (i.e. fair value hierarchy), 

concepts such as highest and best use, most advantageous market 

and principal market and fair value disclosures. 

As per Ind-AS 113 'Fair Value Measurement', fair value 

is the price that would be received to sell an asset or 

paid to transfer a liability in an orderly transaction 

between market participants at the measurement date.

Fair value is a market based measurement under Ind-AS i.e. it is 

measured using the assumptions that market participants would use 

when pricing the asset or liability, including assumptions about risk. 

As a result, an entity's intention to hold an asset or to settle or 

otherwise fulfill a liability is not relevant when measuring the fair 

value. This is different from the earlier accounting framework where 

fair value could be entity-specific and not market-based.

Ind AS 109, Ind AS 39 - Financial Instruments

Under the I-GAAP, financial instruments such as Convertible 

Preference Shares/Debentures etc. were used to be recorded at book 

values. 

Under Ind AS, all financial instruments are initially measured at fair 

value plus or minus transaction costs that are directly attributable to 

the acquisition or issue of the financial asset or financial liability 

(except in case the instrument is measured at fair value through profit 

or loss i.e. FVTPL). In case the instrument is a hybrid instrument, the 

instrument is bifurcated into various components which could be 

classified as equity, liability or derivative.

For instance, instead of recording the book value of a convertible 

preference share as share capital, the instrument shall have to be fair 

valued and then the fair value would be allocated between 

equity/liability/derivative components based on the terms of the 

preference shares. 

At subsequent measurement dates, all financial instruments are 

measured at amortized cost or measured at fair value depending on 

how the financial instrument or its components are classified (i.e. 

liability or derivative)

The above requirements will have significant impact on a company's 

capital structure and may lead to more volatility in P&L. Further, with 

deal structures becoming increasingly more sophisticated, and 

complex financial instruments becoming popular for companies to 

raise capital, to comply with Ind AS 39, companies will require help of 

technical experts possessing a deep understanding of fair value 

standards governing valuations and highly specialized technical skills 

for carrying out fair valuation of these instruments.

Ind AS 103 – Business Combinations

I-GAAP used to classify amalgamations into two categories: merger 

and purchase; and required recognition of goodwill only in case of the 

latter when the consideration paid was higher than the value of net 

assets acquired. Hence only assets and liabilities reflected in the 

books of the acquiree and acquired by acquirer were considered while 

arriving at the Goodwill.

Under Ind-AS 103, if an acquirer obtains 'control' 

of a 'business', then the acquisition is accounted 

for as a business combination irrespective of 

whether an acquisition is of a legal entity or a 

group of assets.
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 In such cases, goodwill is considered as the excess of the fair value of 

consideration involved over the fair value of all identifiable assets 

(tangible and intangible) and liabilities as on the acquisition date. 

Hence, even assets and liabilities not appearing in the target's books 

and which are identifiable are considered in arriving at the value of 

goodwill. Common examples of identifiable intangible assets include 

customer and vendor relationships, trademarks and brand name.

The intangibles recognized at fair value separately from goodwill will 

get amortized over their estimated useful economic life which will 

impact the profit and loss statement going forward. Hence, 

organizations will have to consider accounting implications of Ind AS 

103 in each phase of the acquisition and involve independent experts 

to avoid any accounting hurdle subsequently.

Ind AS 36 - Impairment of Assets

Unlike IGAAP, where goodwill is tested for impairment only where 

there is an indication of impairment, Ind AS requires goodwill be 

tested annually for impairment even if there is no indication of 

impairment.

Ind AS 102 - Share Based Payments

Ind-AS 102 requires calculation of the fair value of the employee stock 

options as against the option to use intrinsic value method under 

IGAAP. While this could be easy for simple ESOPs, the fair valuation 

can become extremely complex for more advanced stock option plans 

involving market linked vesting. Compliance with Ind AS will require 

determination of fair valuation of such ESOPs using complex options 

pricing models.

Ind AS 16 - Property, Plant and Equipment

Companies adopting Ind-AS have to opt for either of the two models 

for accounting of Property, Plant and Equipment(PPE) viz. Cost model 

or Revaluation model permitted by Ind-AS 16 on the date of transition. 

Subsequently under revaluation model, PPE are to be revalued at fair 

value periodically, so that the carrying amount of an asset does not 

differ materially from its fair value at the balance sheet date. 

Revaluations do not affect the income statement, but rather are 

recognised in equity, unless the revaluation decreases an asset value 

below its net book value. Hence, opting for fair valuation PPE on first 

time adoption will benefit asset-heavy companies as an upward 

valuation will increase their equity. 

Under Ind AS 16, component approach is to be followed for 

accounting for PPE.

 Under componentization, if a fixed asset has two or more 

major components with substantially different useful 

lives, then the components should be treated as separate 

assets and be depreciated over their respective useful 

lives which will ensure that the income and expenditure 

statement correctly reflects the consumption of 

economic benefits inherent in those assets.

In the erstwhile, I GAAP, revaluations of fixed assets and component 

accounting was permitted but there was no specific requirement on 

the frequency and rarely followed.

Ind AS 40 - Investment Property

Ind-AS 40 requires all entities to disclose the fair value of their 

investment properties even if they are measured using the cost 

model. As per the standard, investment property is the property (land 

or building – or part of building – or both) held to earn rentals or for 

capital appreciation or both, rather than for use in the production or 

supply of goods or services or for administrative purposes or sales in 

the ordinary course of business.  

Closing Thoughts

In addition to the fair value measurement principles outlined in IND 

AS, the Institute of Chartered Accountants of India (ICAI) has recently 

issued the ICAI Valuation Standards which set out concepts, 

principles and procedures for valuation that are generally accepted 

internationally to provide a benchmark to the professionals to ensure 

uniformity in approach and quality of valuation output. These 

valuation standards shall be effective until standards are notified by 

the Government under Rule 18. 

Further, the government is currently in the process of creating a 

robust ecosystem of valuation professionals in the country to ensure 

quality, objectivity and integrity in valuations. The Companies 

(Registered Valuers and Valuation) Rules, 2017 issued by government 

would require any valuer to be registered with the government after 

going though mandatory exam and training.  Though such 

requirement of being a “Registered Valuer” is only limited to 

Companies Act related valuations, in future this may become a norm 

for all types of valuations. Valuations even for financial reporting 

under IND AS would be undertaken by “Registered Valuer”

With the enhanced need for robust valuations under the new financial 

reporting framework in India combined with the literature to promote 

standard best practices, the effort is clearly to enhance the value of 

financial reports for its users. This will go a long way in improving the 

ease of doing business in India and would instill more confidence in 

investors.
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