
Accounting

www.icai.orgTHE CHARTERED ACCOUNTANT    APRIL 201834

Accounting for Staff Advances under Ind AS

In the present article, the author has dealt in detail with the accounting treatment of loans 
advanced by companies to their employees at nil or below market interest rates since the normal 
accounting principles are not applicable in such cases. Ind AS provides specific guidance with 
regard to accounting of such loans by companies to its employees. Read on to know more….

Staff Advances–Overview
Companies in their normal course of business 
extend loan to its employees under some favourable 
terms in the form of nil or below market interest 
rate. It may be noted that where the loans are 
extended under normal commercial terms, there is 
no special consideration involved and accordingly 
no specific accounting issues arise. Therefore, the 
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to be initially recognised at fair value. Staff advance 
is a financial asset to the entity being a contractual 
right to receive cash or another financial asset. 

However, there is one more side of such 
transactions in the form of special consideration  
i.e. it also includes some employee benefit, whether 
falling under the scope of Ind AS 19 Employee  
Benefits or Ind AS 102 Share-Based payments.  
In this article, we will primarily focus on  
employee benefits falling under the scope of Ind AS 
19.

Initial Measurement
Ind AS 109:5.1.1 Financial Instruments prescribes 
that “at initial recognition, an entity shall measure 
a financial asset or financial liability at its fair  
value”. Staff advance is a financial asset and 
accordingly it shall be measured at fair value on 
initial recognition.

Fair Value
Ind AS 109:B5.1.1 Financial Instruments states that 
‘the fair value of a financial instrument at initial 
recognition is normally the transaction price (i.e. 
the fair value of the consideration given or received. 
However, if part of the consideration given or  
received is for something other than the financial 
instrument, an entity shall measure the fair value 
of the financial instrument. For example, the fair 
value of a long term loan or receivable that carries no 
interest can be measured as the present value of all 
future cash receipts discounted using the prevailing 
market’.

The fair value of the loan which is made on 
normal commercial terms at inception will usually 
equal the loan amount. However, a loan given on 
favourable terms i.e. less than market rate, the fair 
value of such loan will be less than the loan amount. 
Fair value of such can be estimated as the present 
value of the future cash flows, discounted at a market 
rate for a similar loan.

Subsequent Measurement
The subsequent measurement of staff advance  
being a financial asset is also governed by Ind AS 
109. After initial recognition and measurement, staff 
advances are normally accounted under amortised 
cost category as prescribed by Ind AS 109.5.2.1. 
(a). It may also be noted that the staff advances  
are also subject to the Ind AS 109's impairment 
requirements.

normal accounting principles prevail to record such 
transactions.

However, where the loan is extended under some 
favourable terms, then such transaction includes a 
special consideration which shall also be required  
to be recorded in the financial statement 
appropriately.

Existing IGAAP doesn’t provide any guidance 
relating to the accounting treatment of such 
special consideration whereas under Ind AS there 
is an adequate guidance relating to the accounting 
treatment of loan extended at nil or below market 
interest rate.

Accounting Treatment under existing 
IGAAP
AS 15 Employees benefits doesn’t provide any specific 
guidance relating to the accounting treatment for nil 
or below market interest rate loans to employees. 
Therefore, under the existing IGAAP, whenever 
any employee is advanced with any amount which 
is at nil or below market interest rate, it should be 
recorded in the financial statement equivalent to the 
amount disbursed. Interest income for the period 
is also calculated by reference to the contracted 
rate (nil or concessional rate) and recognised in the 
statement of profit and loss account.

Case Study
Let us understand the required accounting treatment 
of staff advances as per the existing IGAAP with the 
help of a practical example:-

Jupiter Ltd. has advanced a loan of R10,00,000/- 
to its employee at 4% (market rate 10%) which is 
repayable in 5 equal annual installments along with 
interest at each year end.

Amortisation table:
Year Opening 

balance of Staff 
Advance

Interest (4%) Repayment Closing 
balance of 
Staff Advance

1 10,00,000 40,000 2,40,000 8,00,000
2 8,00,000 32,000 2,32,000 6,00,000
3 6,00,000 24,000 2,24,000 4,00,000
4 4,00,000 16,000 2,16,000 2,00,000
5 2,00,000 8,000 2,08,000 Nil

Accounting Treatment under Ind AS
A loan given to staff generally meets the definition 
of a financial instrument under Ind AS 32:11. As 
such they are governed by Ind AS 109 Financial 
Instruments which requires all financial instruments 
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Interest Revenue (Income)
Ind AS 109:5.4.1 prescribes that “interest revenue 
shall be calculated by using the effective interest 
method.” Therefore, an entity is required to  
calculate interest income by applying the effective 
interest method to the amortised cost rather 
than using the contracted rate on the principal 
outstanding. 

Difference between Loan Amount and Fair Value
Ind AS 19:8 Employee Benefits defines “Employee 
benefits are all forms of consideration given  
by an entity in exchange for service rendered by 
employees”. Granting of advance at nil or below 
market rate interest to employees on the basis of 
services rendered by them is an implied benefit 
toward the employees. Accordingly, this implied 
benefit should be recognised as an employee benefit 
expense. 

However, Ind AS 19 Employee Benefits does 
not provide any direct guidance relating to the  
accounting treatment for this kind of benefit.  
In the absence of any direct guidance, the  
general principles of Ind AS 19 shall be applied to 
determine:
(i) whether this benefit should be immediately 

written off or amortised over some longer period; 
and 

(ii) what should be the basis of allocation, if an entity 
decides to amortise it. 
 

Immediate expense recognition or amortisation of 
employee benefit
Where the staff advance is extended under favourable 
terms without any service obligation on part of 
employee, then such benefit relates to past services, 
and accordingly it should be recognised in profit or 
loss immediately.

On other hand, the amount of benefit should be 
amortised over the period in which the services are 
rendered by the employee, where the staff advance 
extended under favourable term is linked with any 
service obligation.

The basis of amortisation of such benefit over a 
period of service may be:
(i) straight-line amortisation of the initial difference 

over the applicable service period; or
(ii) difference between interest income computed 

with reference to effective interest method  

and interest payable in each period by the 
employee.

Case Study
Continuing with the facts of above case study, let 
us understand the accounting treatment of staff 
advance under Ind AS:-

Fair Value of the Loan
Year Cash Inflow Discounting

Factor (10%)
Present
Value

1 2,40,000 0.909 2,18,160
2 2,32,000 0.826 1,91,632
3 2,24,000 0.751 1,68,224
4 2,16,000 0.683 1,47,528
5 2,08,000 0.621 1,29,168
Total 8,54,712

Employee Benefit Expense
Loan Amount – Fair Value of the loan
= 10,00,000 – 8,54,712
= R1,45,288

Amortisation table:
Year Opening 

balance of Staff 
Advance

Interest 
(10%)

Repayment Closing 
balance of 
Staff Advance

1 8,54,712 85,471 2,40,000 7,00,183
2 7,00,183 70,018 2,32,000 5,38,201
3 5,38,201 53,820 2,24,000 3,68,021
4 3,68,021 36,802 2,16,000 1,88,823
5 1,88,823 19,177 (b.f.) 2,08,000 Nil

Conclusion
A loan which has been extended not on normal 
commercial terms i.e. at nil or below market rate 
interest, such element of the transaction also needs 
to be separately recorded in the financial statement 
considering the concept of substance over form. 
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