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Gurugram Branch of NIRC 

 

Managing Committee 

CA. Arun Aggarwal  
(((Chairman)Chairman)Chairman)   

My Dear Professional Colleagues, 

Greetings from Gurugram Banch of NIRC of ICAI. Hope you are gearing up for the 
audit season. Please make sure that UDIN is being used in all applicable cases. Also 
ensure that you are registered on the SSP (Self Service Portal) of ICAI to ensure your 
connect with the Institute.  

Self Service Portal (SSP) - Frequently Asked Questions (FAQs) : As you are aware that 
ICAI has moved to a new platform which works on Self Service Mode on the Self    
Service Portal (SSP). The Digital Transformation Process Reengineering Group of ICAI 
has come out with Frequently Asked Questions and Videos. For further details please 
visit the link https://www.icai.org/new_post.html?post_id=15755  

Extension of “due date” for filing of Income Tax Returns : The Central Board of     
Direct Taxes (CBDT) had extended the “due date” for filing of Income Tax Returns 
from 31st July 2019 to 31st August 2019 in respect of certain categories of tax payers 
who were liable to file their Returns by 31st July 2019. Notwithstanding the extension, 
I am sure that most of our members would have completed the assignment by this 
time for concentrating on their ongoing and forthcoming professional assignments.  As 
members of this elite profession we have always been conscious of the compliance 
procedures set and framed by the regulatory authorities and let us continue to serve 
our clients and other stakeholders with aplomb and keep our profession in high      
esteem. 

CA Students Talent Search 2019: A laudable initiative taken by the Board of Studies of 
ICAI in the last two decades to showcase the talents of our students’ fraternity, 
Gurugram Branch held a programme on 21st July 2019 at 2A(second floor), Pavilion 
Building, 339/2 (Behind Hotel VITS Mango) Sector-14, Gurugram where enthusiastic 
students participated in the Elocution, Quiz, Nukkad Drama and Instrumental Music.  

Gurugram Branch congratulates the winners of the competitions and best wishes for 
other participants. Gurugram branch also request students of the branches to             
participate in large numbers in their concerned branches at the Branch Level Elocution 
and Quiz contests, enabling the winners of the same to attend the Regional Level  
Contests. 

Independence Day Celebrations: On the morning of 15th August 2019, the Indian    
National Flag will be hoisted at the Branch Premises. It is an occasion to pay respects 
to our Nation; it is an occasion to recall the contributions made by the freedom             
fighters for achieving Independence; it is an occasion to rededicate ourselves for the 
welfare of our country; and it is also an occasion to show our solidarity and salutation 
to our great country. Please join on this memorable, momentous and joyous occasion 
to be held at the Branch Premises in large numbers  

With the launch of the Chandrayan 2 - India's first moon lander and rover mission, 
Indian Space Research Organization (ISRO) has provided a sense of pride to all 130 
crore Indians. The importance attached to this mission is that ISRO along with other 
Indians has developed the rover independently when the foreign supplier failed to   
deliver it. The second Lunar mission has been launched successfully when India is            
going to celebrate its 73rd Independence Day.  

https://www.icai.org/new_post.html?post_id=15755
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Opinion 

Computation of Effective Interest Rate on Borrowings  

A. Facts of the Case  

1. A company is a leading public sector undertaking 

in India operating in the power sector. To finance 

the capital expenditure, the company borrows 

term loan from multilateral/bilateral agencies such 

as World Bank, Asian Development Bank and 

KfW etc.  

2. The company entered into a loan agreement (a 

copy of which has been supplied by the querist 

for the perusal of the Committee) for Euro 500 

million with a foreign lender for financing its            

projects. The loan agreement with the lenders sets 

out the rate of interest and fees payable by the 

company to the lenders. This loan is guaranteed 

by the Government of India (GOI) for due and 

punctual payment of the principal, interest and 

other charges through separate guarantee                 

agreement.  

3. The company is required to pay an initial                

guarantee fee to the GOI on the sanctioned 

amount and thereafter subsequent guarantee fee is 

payable on first April of every year on the 

amount outstanding at the beginning of the year 

as per the office memorandum of Ministry of  

Finance, Government of India (a copy of which 

has been supplied by the querist for the perusal of 

the Committee).  

4. As per the company’s accounting policy, financial 

liabilities are recognised at fair value minus              

transaction costs that are directly attributable to 

the issue of financial liabilities. After initial               

recognition, financial liabilities are subsequently 

measured at amortised cost using the effective 

interest rate method. Amortised cost is calculated 

by taking into account any discount or premium 

on acquisition and fees or costs that are an                 

integral part of the effective interest rate (EIR).  

5. During the audit of accounts for the financial year 

(F.Y.) 2017-18, Government auditor made an             

observation that the company did not consider 

subsequent guarantee fee for the purpose of             

calculation of effective rate of interest on                  

borrowing while the same should be considered 

for calculation of effective rate of interest on               

borrowing in line with Indian Accounting                 

Standard (Ind AS) 109, ‘Financial Instruments’. 

Auditor referred, inter alia, to paragraphs 5.4.1, 

B5.4.1, and B5.4.2 of Ind AS 109 in his audit query.  

6. The querist has stated that Appendix A to Ind AS 

109, inter alia, states that when calculating the  

effective interest rate, an entity shall estimate the 

expected cash flows by considering all the                 

contractual terms of the financial instrument (for 

example, prepayment, extension, call and similar 

options) but shall not consider the expected credit 

losses. The calculation includes all fees and points 

paid or received between parties to the contract 

that are an integral part of the effective interest 

rate (see paragraphs B5.4.1– B5.4.3), transaction 

costs, and all other premiums or discounts. 

(Emphasis supplied by the querist.)  

7. According to the querist, a perusal of the above 

clearly shows that for calculating the effective  

interest rate, only cash flows arising under the 

loan agreement towards interest and fees payable 

to the lenders are to be considered. Since                   

guarantee fee is not payable to the lenders, but it 

is payable to the Government of India, the same 

should not be considered for the purpose of  

computing the effective interest rate. (Emphasis 

supplied by the querist.)  

8. Paragraph B5.4.2 of Appendix B to Ind AS 109 

states as follows:  

“B5.4.2 Fees that are an integral part of the effective 

interest rate of a financial instrument include:  
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(a) origination fees received by the entity relating to 

the creation or acquisition of a financial asset. 

Such fees may include compensation for activities 

such as evaluating the borrower’s financial                 

condition, evaluating and recording guarantees, 

collateral and other security arrangements,                

negotiating the terms of the instrument, preparing 

and processing documents and closing the                  

transaction. These fees are an integral part of   

generating an involvement with the resulting            

financial instrument.  

(b) …  

(c) origination fees paid on issuing financial liabilities 

measured at amortised cost. These fees are an  

integral part of generating an involvement with a 

financial liability. An entity distinguishes fees and 

costs that are an integral part of the effective              

interest rate for the financial liability from                   

origination fees and transaction costs relating to 

the right to provide services, such as investment 

management services.” As per the querist, the 

definition of origination fee as per the                    

above-reproduced paragraph B5.4.2 of Ind AS 109 

is the upfront/front-end/ arrangement fee levied 

by lenders for providing the loan facility and is 

also a means to improve their overall returns on 

the loan. The reference to guarantee in paragraph 

B5.4.2 is in the context of the nature of activities 

performed by lender such as “evaluating and             

recording guarantees, collateral and other security 

arrangements” and does not refer to guarantees 

provided by third parties. As such, guarantee fees 

payable to the GOI is not the origination fee as 

per paragraph B5.4.2 and should not be consid-

ered for computation of the effective interest rate. 

(Emphasis supplied by the querist.)  

9. The querist has further stated that as per paragraph 

B5.4.8 of Appendix B of Ind AS 109, “Transaction 

costs include fees and commission paid to agents 

(including employees acting as selling agents), advisers, 

brokers and dealers, levies by regulatory agencies and 

security exchanges, and transfer taxes and duties. 

Transaction costs do not include debt premiums or 

discounts, financing costs or internal administrative or 

holding costs.” The initial guarantee fee is considered 

as a transaction cost in terms of paragraph B5.4.8 

above and has been considered for computation of 

effective interest rate. The company pays subsequent 

guarantee fee on first April of every year on the loan 

amount outstanding at the beginning of the year. The 

company considers the subsequent guarantee fee, as 

in the nature of holding cost of the loans in line with 

above paragraph. Subsequent guarantee fee is a peri-

odical cost and is expensed / capitalised in the period 

in which it accrues. Accordingly, it is not included in 

the calculations of effective interest rate. (Emphasis 

supplied by the querist.)  

 

B. Query  

10. On the basis of above, the querist has sought an 

opinion from the Expert Advisory Committee of the 

Institute of Chartered Accountants of India as to 

whether subsequent guarantee fee paid to the                  

Government of India as stated above should be                   

considered for computation of effective interest rate 

in compliance with the provisions of Ind AS 109. C. 

Points considered by the Committee 

 

11. The Committee notes that the basic issue raised in 

the query relates to accounting for guarantee fee paid 

to the Government of India in relation to the loan 

taken from the foreign lender. The Committee has, 

therefore, considered only this issue and has not            

examined any other issue that may arise from the 

Facts of the Case, such as, accounting for the loan 

obtained by the bank, measurement of amortised cost 

of the loan, EIR computation etc. At the outset, the 

04 



 

 

Gurugram Branch 

 
www.icaigurgaon.org 

Opinion 

Committee notes that the financial liability in the           

extant case is being subsequently measured at                

amortised cost using the effective interest rate                 

method.  

12. The Committee notes the following clauses of loan 

agreement between the company and KfW:  

“2.1 After all conditions precedent to disbursement 

according to Article 11 have been fulfilled, KfW will 

disburse the Loan in accordance with the progress of 

the Project and upon request of the Borrower. …”  

 

“Article 7  

Guarantee 

As security for this Loan, India, acting by its President 

(Guarantor) will enter into a separate guarantee agree-

ment (Guarantee Agreement) with KfW prior to the 

first disbursement from the Loan.”  

“Article 10  

Events of Default  

10.1KfW shall be entitled without having to resort to 

any legal procedure whatsoever to suspend disburse-

ment or to terminate this Loan and to demand imme-

diate payment of all amounts payable under this Loan 

Agreement, if any event constituting an important 

reason under German Law (“Event of default”) shall 

occur, such as:  

a) …  

c) this Loan Agreement or the Guarantee or any parts 

thereof cease to have a binding effect upon the Bor-

rower or the Guarantor or ceases to be enforceable 

against the Borrower or the Guarantor; …”  

“Article 11  

Conditions Precedent  

 

The obligation of KfW to make disbursements of any 

amount under this Loan Agreement shall be subject to 

satisfaction of the following conditions precedent:  

11.1The following documents have been submitted to 

KfW not later than 2 months after the date of signing 

of this Loan Agreement but in any case prior to the 

initial disbursement date without any cost for KfW 

and have been accepted by it as satisfactory in form 

and substance:  

a) …  

f) original of the Guarantee Agreement mentioned in 

Article 7 duly executed by the Guarantor has been 

submitted to KfW;”  

From the above, the Committee notes that guarantee 

provided by the GOI in the extant case is a precondi-

tion for obtaining and continuing with the loan facility 

as per the loan agreement. Hence, as long as the loan 

continues, guarantee will also continue and therefore, 

during the term of loan, the guarantee is not                      

cancellable.  

13. Further, with regard to the issue raised regarding 

accounting for guarantee fee, the Committee notes 

the following paragraphs of Ind AS 109:  

“5.1.1 Except for trade receivables within the scope of 

paragraph 5.1.3, at initial recognition, an entity shall 

measure a financial asset or financial liability at its fair 

value plus or minus, in the case of a financial asset or 

financial liability not at fair value through profit or 

loss, transaction costs that are directly attributable to 

the acquisition or issue of the financial asset or finan-

cial liability.”  

“5.3.1 After initial recognition, an entity shall measure 

a financial liability in accordance with paragraphs 4.2.1

– 4.2.2.”  

4.2.1 An entity shall classify all financial liabilities as 

subsequently measured at amortised cost, except 

for…”  

“amortised cost of a financial asset or financial liability 
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The amount at which the financial asset or financial 

liability is measured at initial recognition minus the 

principal repayments, plus or minus the cumulative 

amortisation using the effective interest method of 

any difference between that initial amount and the 

maturity amount and, for financial assets, adjusted for 

any loss allowance.”  

“effective interest method  

The rate that exactly discounts estimated future cash 

payments or receipts through the expected life of the 

financial asset or financial liability to the gross carrying 

amount of a financial asset or to the amortised cost of 

a financial liability. When calculating the effective  

interest rate, an entity shall estimate the expected 

cash flows by considering all the contractual terms of 

the financial instrument (for example, prepayment, 

extension, call and similar options) but shall not             

consider the expected credit losses. The calculation 

includes all fees and points paid or received between 

parties to the contract that are an integral part of the 

effective interest rate (see paragraphs B5.4.1–B5.4.3), 

transaction costs, and all other premiums or discounts. 

There is a presumption that the cash flows and the 

expected life of a group of similar financial                     

instruments can be estimated reliably. However, in 

those rare cases when it is not possible to reliably  

estimate the cash flows or the expected life of a            

financial instrument (or group of financial                          

instruments), the entity shall use the contractual cash 

flows over the full contractual term of the financial 

instrument (or group of financial instruments).”  

“transaction costs Incremental costs that are directly 

attributable to the acquisition, issue or disposal of a 

financial asset or financial liability (see paragraph 

B5.4.8). An incremental cost is one that would not 

have been incurred if the entity had not acquired, is-

sued or disposed of the financial instrument.”  

“Effective interest method B5.4.1  

In applying the effective interest method, an entity 

identifies fees that are an integral part of the effective 

interest rate of a financial instrument. The description 

of fees for financial services may not be indicative of 

the nature and substance of the services provided. 

Fees that are an integral part of the effective interest 

rate of a financial instrument are treated as an                  

adjustment to the effective interest rate, unless the 

financial instrument is measured at fair value, with the 

change in fair value being recognised in profit or loss. 

In those cases, the fees are recognised as revenue or 

expense when the instrument is initially recognised.  

B5.4.2 Fees that are an integral part of the effective 

interest rate of a financial instrument include:  

(a) origination fees received by the entity relating to 

the creation or acquisition of a financial asset. 

Such fees may include compensation for activities 

such as evaluating the borrower’s financial                  

condition, evaluating and recording guarantees, 

collateral and other security arrangements,              

negotiating the terms of the instrument, preparing 

and processing documents and closing the                  

transaction. These fees are an integral part of  

generating an involvement with the resulting            

financial instrument.  

(b) commitment fees received by the entity to               

originate a loan when the loan commitment is not 

measured in accordance with paragraph 4.2.1(a) 

and it is probable that the entity will enter into a 

specific lending arrangement. These fees are             

regarded as compensation for an ongoing                     

involvement with the acquisition of a financial  

instrument. If the commitment expires without 

the entity making the loan, the fee is recognised as 

revenue on expiry.  

(c) origination fees paid on issuing financial liabilities 

measured at amortised cost. These fees are an  

integral part of generating an involvement with a 
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financial liability. An entity distinguishes fees and 

costs that are an integral part of the effective in-

terest rate for the financial liability from origina-

tion fees and transaction costs relating to the right 

to provide services, such as investment manage-

ment services.”  

‘‘B5.4.8 Transaction costs include fees and commission 

paid to agents (including employees acting as selling 

agents), advisers, brokers and dealers, levies by regula-

tory agencies and security exchanges, and transfer tax-

es and duties. Transaction costs do not include debt 

premiums or discounts, financing costs or internal ad-

ministrative or holding costs.’’ 

The Committee notes from the above that fees paid 

or received between parties to the contract that are 

an integral part of the effective interest rate and trans-

action costs are to be considered while applying effec-

tive interest method. Further, the fees that are an in-

tegral part of the effective interest rate of a financial 

liability include the origination fee paid on issuing 

such liability. Accordingly, the Committee is of the 

view that the origination fee referred above is applica-

ble in the extant case if the fees is paid/ received be-

tween the parties to the contract (viz., lender and the 

borrower in case of a loan). Since the guarantee fee 

(initially as well as subsequently) in the extant case is 

not paid between the lenders and the borrowers, the 

Committee is of the view that the same cannot be 

considered as ‘fees paid or received between parties 

to the contract that are an integral part of the               

effective interest rate’. The Committee further notes 

that transaction costs are incremental costs that are 

directly attributable to the acquisition or issue of a 

financial liability and an incremental cost is one that 

would not have been incurred if the entity had not 

acquired or issued the financial instrument. In this 

context, the Committee is of the view that the guar-

antee fee paid (initially as well as subsequently) in the 

extant case is an incremental cost which is directly 

attributable to the acquisition of the loan facility as 

this cost would not have been incurred if the compa-

ny had not incurred the loan liability. Accordingly, 

the Committee is of the view that the financial guar-

antee fee paid (initially as well as subsequently) by the 

company should be considered in the extant case for 

computation of effective interest rate while measuring 

the loan liability at amortised cost in compliance with 

the provisions of Ind AS 109.  

D. Opinion 14. On the basis of the above, the               

Committee is of the opinion that the financial              

guarantee fee paid (initially as well as subsequently) by 

the company should be considered in the extant case 

for computation of effective interest rate while             

measuring the loan liability at amortised cost in             

compliance with the provisions of Ind AS 109.  

1. The Opinion is only that of the Expert Advisory 

Committee and does not necessarily represent the 

Opinion of the Council of the Institute.  

2. The Opinion is based on the facts supplied and in 

the specific circumstances of the querist. The 

Committee finalised the Opinion on January 08, 

2019. The Opinion must, therefore, be read in the 

light of any amendments and/or other                         

developments subsequent to the issuance of Opin-

ion by the Committee.  

3. The Compendium of Opinions containing the 

Opinions of Expert Advisory Committee has been 

published in thirty six volumes. A CD of                 

Compendium of Opinions containing thirty six 

volumes has also been released by the Committee. 

These are available for sale at the Institute’s office 

at New Delhi and its regional council offices at 

Mumbai, Chennai, Kolkata and Kanpur.  

4. Recent opinions of the Committee are available 

on the website of the Institute under the head 

‘Resources’. 5. Opinions can be obtained from 

EAC as per its Advisory Service Rules which are 

available on the website of the ICAI, under the 

head ‘Resources’. For further information, write 

to  eac@icai.in. 
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Glimpses 

 Topic : Two Days Hands on Training on Advanced Excel on 2nd & 3rd August, 2019 

Audience : CA Members 

Date : 2nd & 3rd August 2019 

Venue : Hotel Hilton Double Tree, Golf Course Road, Sector 56, Gurugram. 

Two Days Hands on Training on Advanced Excel  
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Glimpses 

 Topic : Certificate Course on Ind AS 

Audience : CA Members 

Date : 3rd, 4th, 10th & 11th August, 2019 

Venue : Hotel Radisson Gurugram, Sohna Road, Sector 49, Gurugram.  

Certificate Course on Ind AS 
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Glimpses 

 Topic : Residential Seminar for CA Students 

Audience : CA Students 

Date : 09th - 11th August 2019, Friday-Sunday 

Venue : Hotel Quartz Himalayan Temple road, near Dharmshala, Himachal Pradesh.  

Residential Seminar for CA Students 
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Flag Hoisting Ceremony  

 Topic : Flag Hoisting ceremony  

Audience : Members & CA Students 

Date : 15th August 2019, Saturday 

Venue : Pavilion Building, 339/2 (Behind Hotel VITS Mango) Sector-14, Gurugram. 
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 Topic : ICAI Course on Blockchain Technology for Professional Accountants   

Audience : Members 

Date : 16th, 17th, 18th& 25th August, 2019 

Venue : Fortune Select Global Hotel, Global Arcade, M. G. Road, Sector 26, Gurugram.  

ICAI Course on Blockchain Technology for Professional Accountants   
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 Topic :  Seminar on Critical Issues and their resolutions in GST Annual Return and Audit  

Audience : Members 

Date & Day : 17th August 2019, Saturday 

Venue :  Hotel Radisson Gurugram, Sohna Road, Sector 49, Gurugram.  

Seminar on Critical Issues and their resolutions in GST Annual Return and Audit  
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 Topic :  Seminar on Recent Updates in Labour Laws & POSH 

Audience : Members 

Date & Day : 24th August 2019, Saturday 

Venue :   Hotel Radisson Gurugram, Sohna Road, Sector 49, Gurugram. 

Seminar on Recent Updates in Labour Laws & POSH 
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Glimpses 

 Topic : CA Students Seminar on Statutory Audit  

Audience : CA Students 

Date & Day : 31st August 2019, Thursday 

Venue :  2A (second floor), Pavilion Building, 339/2 (Behind Hotel VITS Mango) Sector-14, Gurugram. 

CA Students Seminar on Statutory Audit  
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Glimpses 

 Topic : Career Counselling Programme 
Audience : Students 
Date & Day : 31st August 2019, Thursday 
Venue :  Government Senior Secondary School, Near Columbia Asia Hospital, Opposite Radhe  
              Krishna Mandir, Sector 23A, Gurugram. 

CA Students Seminar on Statutory Audit  
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Gurugram Branch Managing Committee for the Session 2019-20 

Name  Designation  Contact No.  E-mail 

CA. ARUN AGGARWAL CHAIRMAN 9891338830  arunaggarwalca@gmail.com  

CA. DHEERAJ SHARMA VICE - CHAIRMAN 9818396559  dheerajsharma.dsc@gmail.com  

CA. MOHIT SINGHAL SECRETARY 9555379714  fcasmc@gmail.com  

CA. NITIN KATARIA TREASURER  9899354222  canitinkataria@gmail.com  

CA. SANJEEV AGGARWAL CHAIRMAN, NICASA 9818264355  sanjeevaggarwal2@gmail.com  

CA. LALIT AGGARWAL 
CHAIRMAN, TAXATION 
COMMITTEE  9999565491  lalit.agrwal@gmail.com  

CA. NISHANT KUMAR CHAIRMAN, IT COMMITTEE  9560753535  nishant@jknp.in  

 

Feedback & Suggestions 

Gurugram Branch will be happy to receive the feedback from you regarding the             
seminars/workshops and other activities organized by branch.  

You may please send feedback at- 

Gurugram Branch of NIRC of ICAI requests the members & students to come              
forward & share the articles (Professional & other) to be published in the upcoming 
newsletter. The submissions may be sent to arunaggarwalca@gmail.com with the          
subject line (Article Newsletter). 

Regarding Email Subject line 

Seminars/Workshops icaigurgaon@gmail.com Sub: Seminar_____ 

Others 
icaigurgaon@gmail.com 

or 
arunaggarwalca@gmail.com  

Feedback_____ 
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Activity Report of Gurugram Branch of 
NIRC of ICAI - August’ 2019 

From To Particulars 

02-08-2019 03-08-2019 Two Days Hands on Training on Advanced Excel on 2nd & 3rd August, 2019 

03-08-2019 03-08-2019 Certificate Course on Ind AS 

04-08-2019 04-08-2019 Certificate Course on Ind AS 

05-08-2019 23-08-2019 MCS   Batch No.- 68 

05-08-2019 23-08-2019 MCS   Batch No.- 69 

09-08-2019 11-08-2019 Residential Seminar for CA Students 

10-08-2019 10-08-2019 Certificate Course on Ind AS 

10-Aug-19 10-08-2019 Training Program on Blockchain Technology for Professional Accountants at Gurugram 

11-08-2019 11-08-2019 Certificate Course on Ind AS 

13-08-2019 31-08-2019 Advance ITT  Batch No.- 49 

13-08-2019 02-09-2019 ITT Batch No.- 200 

15-08-2019 15-08-2019 Flag Hoisting ceremony  

16-08-2019 16-08-2019 ICAI Course on Blockchain Technology for Professional Accountants 

17-08-2019 17-08-2019 Seminar on Critical Issues and their resolutions in GST Annual Return and Audit  

17-08-2019 17-08-2019 ICAI Course on Blockchain Technology for Professional Accountants 

18-08-2019 18-08-2019 Regional Level CA Students Talent Search 2019  

18-08-2019 18-08-2019 ICAI Course on Blockchain Technology for Professional Accountants 

19-08-2019 05-09-2019 New Orientation Programme Batch no.-182 

24-08-2019 24-08-2019 Seminar on Recent updates in Labour Laws & POSH 

24-08-2019 24-08-2019 ICAI Course on Blockchain Technology for Professional Accountants 

25-08-2019 25-08-2019 ICAI Course on Blockchain Technology for Professional Accountants 

26-08-2019 12-09-2019 New Orientation Programme Batch no.-183 

26-08-2019 12-09-2019 MCS   Batch No.- 70 

27-08-2019 13-09-2019 MCS   Batch No.- 72 

31-08-2019 31-08-2019 Career Counselling Programme 

31-08-2019 31-08-2019 CA Students Seminar on Statutory Audit  


