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Employer Payroll Taxes and Insurance Contributions

If employer payroll taxes or contributions o government-sponsored insurance funds are assessed on
an annual basis, the employer's related expense is recognised in interim periods using an estimated
average annual effective payroll tax or contribution rate, even though a large portion of the
payments may be made early in the financial year. A common example is an employer payroll tax or
insurance contribution that is imposed up to a certain maximum level of earnings per employee. For
higher income employees, the maximum income is reached before the end of the financial year, and
the employer makes no further payments through the end of the year.

Measuring Interim Income Tax Expense

Interim period income tax expense is accrued using the tax rate that would be applicable to expected
total annual earnings, that is, the estimated average annual effective income tax rate applied to the
pre-tax income of the interim period.

This is consistent with the basic concept set out in the Standard that the same accounting
recognition and measurement principles shall be applied in an interim financial report as are applied in
annual financial statements. Income taxes are assessed on an annual basis. Interim period income tax
expense is calculated by applying to an interim period's pre-tax income the tax rate that would be
applicable to expected fotal annual earnings, that is, the estimated average annual effective income
tax rate. That estimated average annual rate would reflect a blend of the progressive tax rate
structure expected to be applicable to the full year's earnings including enacted or substantively
enacted changes in the income tax rates scheduled to take effect later in the financial year. Ind AS
12, Income Taxes provides guidance on substantively enacted changes in tax rates. The estimated
average annual income tax rate would be re- estimated on a year-to- date basis, consistent with
paragraph 28 of this Standard. The Standard requires disclosure of a significant change in estimate.

To the extent practicable, a separate estimated average annual effective income tax rate is
determined for each taxing jurisdiction and applied individually to the interim period pre -tax income

of each jurisdiction. Similarly, if different income tax rates apply to different categories
y |

of income (such as capital gains or income earned in particular industries), to the extent
practicable a separate rate is applied to each individual category of interim period pre-tax income.
While that degree of precision is desirable, it may not be achievable in all cases, and a weighted
average of rates across jurisdictions or across categories of income is used if it is a reasonable
approximation of the effect of using more specific rates.
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Question 5(RTP Nov'20) @

An entity's accounting year ends is 31st December, but its tax year end is 31st March. The entity
publishes an interim financial report for each quarter of the year ended 31st December, 2019. The
entity's profit before tax is steady at 10,000 each quarter, and the estimated effective tax rate
is 25% for the year ended 31st March, 2019 and 30% for the year ended 31st March, 2020.

How the related tax charge would be calculated for the year 2019 and its quarters.
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Table showing computation of tax charge:
Quarter Quarter Quarter Quarter Year ending

ending 31st  |ending 30th lending 30th  |ending 31st  |[31st Dec,2019
March, 2019  |June, 2019  |Sept, 2019  Dec,2019

z % z z %

Profit before tax 10,000 10,000 10,000 10,000 40,000

Tax charge (2,500) (3,000) (3,000) (3,000) (11,500)
7,500 7,000 7,000 7,000 28,500

Since an entity’'s accounting year is not same as the tax year, more than one tax rate might apply during
the accounting year. Accordingly, the entity should apply the effective tax rate for each interim period
to the pre-tax result for that period.



Major Planned Periodic Maintenance or Overhaul (E“d%

The cost of a planned major periodic maintenance or overhaul or other seasonal expenditure that is
expected to occur late in the year is not anticipated for interim reporting purposes unless an event
has caused the entity to have a legal or constructive obligation. The mere intention or necessity to
incur expenditure related to the future is not sufficient to give rise to an obligation.

Provisions

A provision is recognised when an entity has no realistic alternative but to make a transfer of
economic benefits as a result of an event that has created a legal or constructive obligation. The
amount of the obligation is adjusted upward or downward, with a corresponding loss or gain
recognised in profit or loss, if the entity's best estimate of the amount of the obligation changes.
This Standard requires that an entity apply the same criteria for recognising and measuring a
provision at an inferim date as it would at the end of its financial year. The existence or non-
existence of an obligation to transfer benefits is not a function of the length of the reporting
period. It is a question of fact.

Year-End Bonuses

The nature of year-end bonuses varies widely. Some are earned simply by continued employment
during a time period. Some bonuses are earned based on a monthly, quarterly, or annual measure of
operating result. They may be purely discretionary, contractual, or based on years of historical
precedent.

A bonus is anticipated for interim reporting purposes if, and only if, (a) the bonus is a legal obligation
or past practice would make the bonus a constructive obligation for which the entity has no realistic
alternative but to make the payments, and (b) a reliable estimate of the obligation can be made. Ind
AS 19, Employee Benefits provides guidance.

Question 6
PQR Ltd. is preparing its interim financial statements for quarter 3 of the year. How the following
transactions and events should be dealt with while preparing its interim financials:

(i) It makes employer contributions fo government-sponsored insurance funds that are
assessed on an annual basis. During Quarter 1 and Quarter 2 larger amount of payments for
this contribution were made, while during the Quarter 3 minor payments were made (since
contribution is made upto a certain maximum level of earnings per employee and hence for
higher income employees, the maximum income reaches before year end).

(ii) The en'rify,-‘ih‘rends 9 incur major repair and renovation expense for the office building. For
this purpose—it—fias started seeking quotations from vendors. It also has tentatively
identified a vendor and expected costs that will be incurred for this work.

(iii) The company has a practice of declaring bonus of 10% of its annual operating profits every
year. It has a history of doing so.




Solution

Paragraph 28 of Ind AS 34, Interim Financial Reporting states that an entity shall apply the same
accounting recognition and measurement principles in its interim financial statements as are applied in
its annual financial statements

Further, paragraphs 32 and 33 of Ind AS 34, Interim Financial Reporting state that for assets, the
same tests of future economic benefits apply at interim dates and at the end of an entity's financial
year. Costs that, by their nature, would not qualify as assets at financial year-end would not qualify at
interim dates either. Similarly, a liability at the end of an interim reporting period must represent an
existing obligation at that date, just as it must at the end of an annual reporting period.

An essential characteristic of income (revenue) and expenses is that the related inflows and outflows
of assets and liabilities have already taken place. If those inflows or outflows have taken place, the
related revenue and expense are recognised otherwise not. The Conceptual Framework does not allow
the recognition of items in the balance sheet which do not meet the definition of assets or liabilities.

Considering the above guidance, while preparing its interim financials, the fransactions and events of
the given case should be dealt with as follows:

(i) If employer contributions to government-sponsored insurance funds are assessed on an annual
basis, the employer’'s related expense is recognised using an estimated average annual effective
contribution rate in its interim financial statements, even though a large portion of the payments

marly in the financial year. Accordingly, it should work out an average effective
contribution rate and account for the same accordingly, in its interim financials.

(ii) The cost of a planned overhaul expenditure that is expected to occur in later part of the yey

is not anticipated for interim reporting purposes unless an event has caused the entity to have
a legal or constructive obligation. The mere intention or necessity to incur expenditure related
to the future is not sufficient to give rise to an obligation.
(iii)A bonus is anticipated for interim reporting purposes, if and only if,
a) the bonus is a legal obligation or past practice would make the bonus a constructive
obligation for which the entity has no realistic alternative but o make the payments, and
b) areliable estimate of the obligation can be made. Ind AS 19, Employee Benefits provides
guidance in this regard.

A liability for bonus may arise out of legal agreement or constructive obligation because of which it
has no alternative but to pay the bonus and accordingly, needs to be accrued in the annual financial
statements.

Bonus liability is accrued in interim financial statements on the same basis as they are accrued for
annual financial statements. In the instant case, bonus liability of 10% of operating profit for the year
to date may be accrued.

In the given case, since the company has past record of declaring annual bonus every year, the same
may be accrued using a reasonable estimate (applying the principles of Ind AS 19, Employee Benefits)
while preparing its interim results.
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Illustration 499

Fixed production overheads for the financial year is X 10,000. Normal expected production for the
year, after considering planned maintenance and normal breakdown, also considering the future
demand of the product is 2,000 MT. It is considered that there are no quarterly / seasonal
variations. Therefore, the normal expected production for each quarter is 500 MT and the fixed
production overheads for the quarter are X 2,500.

Actual production achieved Quantity (In MT)
First quarter 400

Second quarter 600

Third quarter 500

Fourth quarter 400

Total 1,900

Presuming that there are no quarterly / seasonal variation, calculate the allocation of fixed
production overheads for all the four quarters as per Ind AS 34 read with Ind AS 2. Will the
quarterly results affect the annual results?
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