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Objective of Ind AS 16 Tno As 1o PPE

One fundamental problem in financial reporting is how to account periodically
for performance when many of the expenditures an entity incurs in the
current period also contribute to future accounting periods. Expenditure on
property, plant and equipment ('PP&E') is the best example of this difficulty.

i 9l Meaning of PPE
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(a)  property, plant and equipment classified as held for sale in accordance
with Ind AS 105, Non-current Assets Held for Sale and Discontinued
Operations.
(b)  biological assets related to agricultural activity other than bearer plants
(covered by Ind AS 41, Agriculture). This Standard applies to bearer
plants but it does not apply to the produce on bearer plants.
(c)  the recognition and measurement of exploration and evaluation assets Nof in oor
(covered by Ind AS 106 Exploration for and Evaluation of Mineral 2 &a:l\obu

Resources).

(d)  mineral rights and mineral reserves such as oil, natural gas, and
similar non-regenerative resources.

& However, this Standard applies to property, plant and equipment used to

Caprasannakumar(Pksir) develop or maintain the assets described in (b)~(d).

X Abearer plant is aliving plant that:
(a) is'used in the production or supply of agricultural produce;
(b) is expected to bear produce for'more than one period; and

(c) has arremote likelihood of being sold as agricultural produce,éxcept for incidental scrap
sales.
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Items such as spare parts, stand-by equipment and servicing equipment are
recognised in accordance with this Ind AS when they meet the definition of
property, plant and equipment. Otherwise, such items are classified as
inventory.
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Note: -
(1) Treatment of Land & Building [i.e. Property]: -

Property Held for Property ||-|eld for
' |
use in Production Administrative Rental Capltal Undetermined
or Supply of Goods Purposes to Others  Appreciation Use
or Services
[operating}
| I | LLease |
Treat it as Owner Occupied Property (PPE) Treat it as Investment Property
N N2
Apply Ind AS 16 Apply Ind AS 40
Examples: -

i.  Business is of giving Building on Rent - Building is PPE
ii.  Business is of selling Mobile Phone & We are giving L&B on Rent + L&B is IP
iii.  Any Asset Other than L&B given on Rent - PPE

iv. Factory Building, Office Building, Company Quarters (Building for Staff Accommodation)
->PEE

v.  L&B held for Sale in Ordinary Course of Business - Inventory

Caprasannakumar(Pksir)

(2) Treatment of Spare Parts (E.g. Bearings, Screws etc.) and Stand-by Equipment’s (Eg - Fire

Extinguishers): -
l |
v

If it meets definition of PPE Otherwise
N2 N2
Apply Ind A3 16 Treat it As Inventory [Apply Ind AS 2]
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(1) IF PPE is Purchased or Self Constructed: CCM“\ |Cuab+)

= PPEis recognised at Cost

= Costincludes Any directly attributable cost necessary to bring PPE to location &
condition intended by Management

= Calculation of Cast of PPE

Purchase Price XXX
(-) Trade Discount / Rebate. (xxx)
(+) Import Duty & Purchase Taxes like Entry Tax, GST etc. Only if XXX
[Non—Refundable}
(+) Property Transfer Tax (Only if Non-Refundable) XXX
(+) Stamp Duty Cost XXX
"oﬂ ,“,_% (+) Legal fee | Cost XXX
{.,U"" (+) One Time Joining fee of Building Association [In Que of Property only] XXX
(+) Initial Delivery/Transport Cast XXX
(+) Other Handling Cast XXX
(+) Installation & Assembling Cast XXX
+) Professional fee Consultant fee / Advisor fee/Architect fee XXX
(+) Site Preparation Cast [E.g. Cost of Preparation & Levelling of Land] XXX
(+) Building Plan Approval / Permission Cast XXX
le(+) Direct Material, Labour or Overhead Cast on Construction (ﬁp«-&\«- oH Ohlu) XXX
(+) Employment Cost of Construction Workers XXX
(+) Testing Coot XXX
(+) P.V. of Estimated dismantling, decommissioning, restoration or demolition Coot xxx
(+) Any Other direct attributable Cast XXX

Note:
i. In Silent Situation, Assume All taxes are Non-Refundable
ii.  following Items are not included in Cost of PPE: -

® f -> Cost of Staff Training (_&h*‘- lﬂ.oun-) ‘A) w’
- Coot of Relocation of Staff Employees C elee  velotid Lpuy + et il boppen -
Cost of opening or inauguration Ceremony oaa & o

=2 . i Yo
- Advertisement Cast (Vu_u-v; anﬂt") Jut Alov 'b' _
> Purchase of Maintenance Contract of PPE E VLUJMV-i w roluis-

-> Day to Day Repair & Maintenance Cost

- Administrative, General, Selling & Allocated Overheads 'k

-> Cast of Abnormal Amount of Wasted Material, Labour or other Resources J Thonk &”““ ow!"’b'
[E.g. Due to faulty design, Spoiled Material, Industrial Strike, etc.] o
Operating Losses

Cash Discount / Early Settlement Discount (ILLQ

¥ - Interest Cast on Loan taken to buy or Construct the PPE (unless allowed by Ind AS 23)

9
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iii.  Income from Incidental Activities done by Entity during construction of PPE but are not
necessary for its construction

N2

Such Income will be recognised in P&L and not included in PPE Cost
E.g.: - Income from Car Parking on factory Promises during Construction

Accounting of PPE (Journal Entry): -

(i) At beginning.

For PPE Purchase / Construction
PPE XXX

To Bank/Payables
To Provision for Decommissioning Liability (if any)

XXX
At Present value

CA Prasanna Kumar (PK sir)
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(ii) At Each Year End
For Unwinding of Discount on Provision for Decommissioning Liability
Interest Expense / Finance Cost 'Op. Bal. of Prov. for D.L.| xxx
Discounting Rate
To Provision for Decommissioning Liability XXX
For Transferring Interest Expense to P&L
P&L XXX
To Interest Expense / Finance Cost XXX
For Depreciation on PPE
Depreciation XXX
To PPE XXX
OR XXX
Depreciation
To Provision for Depreciation / Accumulated Depreciation XXX
For Transferring Depreciation to P&L
P&L XXX
To Depreciation XXX
Example: -

A Ltd. purchased a Machine of X 50,000, Useful Life = 3 yrs., Dep. = SLM Baris, Decommissioning
Cost will be 10,000 after 3 yrs., Discounting Rate = 10% Pass necessary J.E. of 15 Year.

Solution:
1% Year Beginning PPE (50,000 + 7,510) 57,510
To Bank 50,000
To Prov for D.L. (10,000 x 0.751) 7,510
1% Year End Int. Exp. (7,510 x 10%) 751
To Prov for D.L. 751
Dep. (57,510 +3) 19,170
To PPE 19,170
P&L 19,921
To Int Exp 751
To Dep. 19,170

Caprasannakumar(Pksir)
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Working Note: - Table showing Interest Exp. on Provision for D.L.

Year opening Interest @ Actual Closing
Balance Discounting Rate Payment Balance
(A) (B) () (D) (E)=(B) +(C)- (D)
il 7,510 751 = 8,261
2 8,261 826 - 9,087
3 9,087 913 - 10,000
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(2) If PPE is Acquired on Deferred Settlement Terms [i.e. Payment Beyond Normal Credit
Teams]
N
Extra Amount paid over the Normal Purchase Price (Cash Price) is recognised as Interest
Expense (Finance Cost) over the credit period in P&L and not included in PPE Cost

Note: - If Normal Purchase price is not given in question, then It is calculated by discounting
the future payments [i.e. PV of Cash Outflow]
Example: -
A Ltd. purchased a Machine for which Payment will be made in 3 Equal Annual Instalments of X
5000 starting form 1 Year End. Disc. Rate is 10% Pass J.E. for the 1% Year

Solution: -

Calculate Normal Purchase Price (Cash Price): -

Year Payment PVf @Disc. Rate P.V.

1 5,000 0.909 4,545

2 5,000 0.826 4,130

3 5,000 0.751 3,755
12,430

Calculation of Interest Expense: -

Year Op. Bal. Interest @Disc. Rate  Actual Payment  Cl. Bal -

1 12,430 1,243 5,000 8,673

2 8,673 867 5,000 4,540

3 4,540 460 5,000 =

Caprasannakumar(Pksir)
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Journal Entry: -

1%t Year Beginning PPE 12,430
To Payables 12,430
15 Year End Interest Expense [P&L] 1,243
To Payables 1,243
Payables 5,000
To Bank 5,000
OR
Int. Exp. 1243
Payables 3757
To Bank 5,000

SELF CONSTRUCTED ASSETS & BEARER PLANTS

a) All the actual costs incurred towards material, labor and other related overheads for the
construction activity shall be capitalized.

b) DO NOT Include any internal / Notional profits

c) Borrowing costs can be capitalized subject to IND AS 23.

d) Do not capitalize abnormal losses during construction
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(3) If PPE is Acqulred in Exchange of Assets: -

!

If Exchange Transaction has If Exchange Transaction Lacks
Commercial Substance v/ Commercial Substance
N2 N2
Recognise PPE Acquired at following Recognise PPE Acquired At
in Priority: - Carrying Amount of Asset Given up

- Fair Value of Asset Given Up
—> Fair Value of Asset Received.
- Carrying Amount of Asset Given Up

Note: -
(i) If Some Cash is also paid along with the Asset to Acquire the PPE, then Add Amount of
Cash Paid in the above amount
(ii) If Some Cash is also received along with the PPE in Exchange, then Deduct Amount of

Cash Received from the above amount
(iii) Commercial Substance means which Affects Cash flows of the Entity. Csu.d-a.lmlli diur'-'“"' CF)
Eg. of Commercial Substance: - If We Acquire PPE producing 10,000 units by
giving PPE producing 8,000 units
Eg. of Lack of Commercial Substance: - If We exchange our warehouse with other
Entity’s Warehouse in Same Area
(iv) Accounting of PPE Acquired in Exchange of Assets (Journal Entry)

PPE [Acquired] At Above Amount
Cash [Received if Any] XXX
Loss on Exchange of Asset [B/f] XXX
To Cash [Paid if Any XXX
To Asset [Given] Carrying Amt.
To Profit on Exchange of Asset [B/F] XXX
(v) Calculation of Profit / Lass on Exchange of Asset: -
Value at which PPE Acquired is Recognised XXX
Add (Less): Cash Received /(Paid) XXX / (XXX)
Less: Carrying Amount of Asset Given Up XXX
XXX
Cue @
Caprasannakumar(Pksir)
N 4
Motlve X XChonge Mockine Y
J
A = lloeo Ffv = lloco
FV : [2000
i * Y
be = by e £ llkc. = Gy
Ot = looooo Lty (ornuertal Subitant Oupq— = &oooo wily

(Sgoleat 8 in Com ot ) (b 0=14)

CA Prasanna Kumar (PK sir)




O W\ Fevociones [ {PK SIRFA

% Bz ot Gy hove Jf“— Coshn b’fouo , (Y o ao:-»a ot 4
ook cwuﬂ in- S0 regguee  He  nw Gk Cm-,j in ©
FON\ volie ob— Gsell- f]muj out -

Caprasannakumar(Pksir)
v) Hoo & \-md out tﬂi'\ vabe )
a) Go & Vasowy  Skops & ekl L g Cha»t- Wil do "nel-)

T

lare ® lor ®
J \
fooo  Ibeoo  loocoo  |uoeo 12000 I1ooe lisoo  losoo lloss looeo
M_Y—/ — Y -
ovg = |200 a,ﬁ : logoo
7
Move veliakl Fv
Caprasannakumar(Pksir)
(e ®
A
Py- bSooe

To Asst B Sooeo
To  Cam (p,._) |ooee

CA Prasanna Kumar (PK sir)




O W\ Fevociones [ {PK SIRFA

Cose 2
Comuva.
B Jd:gh:\u A
wosls
. bSooo
L (o Fu-
Ped = Yooo
PPE’ volee = 7 booeo
J
bh\v'—j
Caprasannakumar(Pksir)
At ~hl Or 6!(00. ( bOooo + ‘!ooo)
To Asat B Goooe
To Cont Yooo
To  Gun(P)  looes
* Suppree iy Corh  reewed i 3oee
M- A &£ Jooo ( boooo - looo)
Corn ’Blf- 2000
To YT S Sooce
To P'L loeeo
Cose &
Caprasannakumar(Pksir)
B A
- = [.X-] No No
GA = Soo (o o) Frto
Sebstance Qualabs
©)
Fu Connet
be  obfoid

CA Prasanna Kumar (PK sir)



_\‘mm@

Asx A Ale Dbr Loooo Thes
To Agst ~g’ Alc So00o be wo 3&20)

\I/ ©) loss

guﬁ)os«. in Ghve C(oue i'— Coab pwd 73 booo ) Fhan

Akst A" A O L6o0e ([Z-F)

e

\AI y\u!*’bd‘ To Aund [} S-BOG\)-
("% To (onh 000
Qo 4 e
L T
et e 40P

Caprasannakumar(Pksir)

gl}'?posc. in Ghve (oie i'— (b A 1R (IOOO ) 'n\m

At A A Or lbooo CQ-F)
Can A br Yoeo

‘-’_O Atst ‘Bl Loooe

Caprasannakumar(Pksir)

Cor S
losd w‘bvﬁ 73 ﬁswun up & o)m\dm:. &:hcvou—

Yo e @ (owsarto] Subavone Gy CF G Siaw’l;co.-l-la -

Cose 6

T Pee iz Otqmund by ooy of Gt Gt (Im[bww»ﬂ)
v

&\-A”t Wil diceus Awg  in Tud AS 20
©)
Atat  ocarisd by Shast O poguant  — Ted As oy
Blare bord  posprans

CA Prasanna Kumar (PK sir)



O W\ Fevocionoes [ {PK SIRFA

SUBSEQUENT EXPENDITURE INCURRED ON PPE

a) If the cost incurred is capable of yielding incremental future Economic benefits, such cost
can be capitalized.

b) Regular maintenance / Servicing costs shall be treated as an expense in P&L A/c.

t_:;j Small_ Theelr mgL\ru_A b— H,.dhp‘!-ll : - @ ‘
J,Ll_ @ ' @ , @ ’ , &@ Jdee Caprasannakumar(Pksir)
/

COMPONENT ACCOUNTING
Some items of assets like Aircrafts, ships, power generation facilities, Gas turbines Etc are an
assembly of various parts which have different useful lives.

The standard requires that accounting is to be done for each component that has a different
useful life. If any existing component is replaced with a new component the cost of new
component will be capitalized and any Existing carrying amount of replaced component shall
be derecognized.

MAJOR OVERHAUL / INSPECTION COSTS (QU’Z Buubf' it desived O pyulbsple Yot )

a) Performing major Inspections for any faults in the assets,/;t regular Intervals may be a
pre-condition for usage of assets (Eg: Ships and aircrafts)

b) These major Inspection / overhaul costs has to be capitalized to the cost of PPE. Any
unamortized balance of past overhaul costs shall be de-recognized.

I (| i G et b )

Part of a PPE which has significant Cost should be depreciated separately
[E.g: - Engine in a Car or Aircraft, Turbine in a Machine, Interior Walls of a Building, Roof of a
Building, Major Inspection & Overhauling, etc.]

Note: - If Part having Significant Cost has Same Useful Life as of PPE, then No need to
depreciate it separately

Example: - Car Costing X 20 lakh (incl. Engine of X 5 lakh), useful life of Car is 30 yrs. but of
Engineis 5 yrs.

Solution: -

Depreciation on Car Engine Part > w =%1,00,000 p.a.

Depreciation on Other Parts of Car 2> 1502% =% 50,000 p.a.

Carrying Amount of Car at 1t Year End

- Engine + Other Parts
- [5,00,000 - 1,00,000] + [15,00,000-50,000] = X 18,50,000

If Part having Significant Cost is Replaced, then

- Cost of New Part is Added to Carrying Amount of PPE, and
-> Carrying Amount of Old Part is derecognized from Carrying Amount of PPE

i.e. New Carrying Amount Carrying Amount of PPE Cost of Carrying Amount of Old
of PPE = on Part + New Part — Parton Part
Replacement Date Replacement Date

CA Prasanna Kumar (PK sir)
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Note: - If Carrying Amount of Old Part on Replacement Date is not given in Question, then
Calculate it in following Steps: -

Step 1: Take Cost of New Part

Step 2: PVt to the date of
installation of Old Part - It is treated as the Cost of Old Part

Step 3:  Deduct Depreciation on
above amount up to Part - Itis treated as the Carrying Amount of
Replacement Date Old Part on Part Replacement Date
Assuming Useful Life
of such part same as
of PPE

Caprasannakumar(Pksir)

Example: -
Car Purchased of X 10 Lakh, Useful Life is 10 Yrs.

Engine is Replaced in Car after 3 yrs, Cost of New Engine is X 2 lakh
Discounting Rate is 10 %

Solution: -
, 10 lakh
Carrying Amount of Car on Replacement Date - 10 Lakh — {Tx 3}

- 7lakh X
Carrying Amt. of Old Engine on Replacement Date -

Cost of Old Engine = 2 lakh X X 0.751 - X 1,50,200

Carrying Amt. of Old Engine = 1,50,200 -[Mx% > %1,05,140

10
~ New Carrying Amt. of Car after 3 yrs. - 7 Lakh + 2 Lakh — 1,05,140

[After Engine Replacement]
- X7,94,860
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SUBSEQUENT MEASUREMENT AFTER INITIAL RECOGNITION
a) The Entity has to choose between the following two options
1. Cost model
2. Revaluation Model
b) The choice made by the Entity will become its accounting policy.

c) COST MODEL:
The carrying amount of the asset will be presented as under

Original Cost XXX
(-) Accumulated Depreciation (xxx)
(-) Accumulated Impairment loss (xxx)
Carrying amount XXX

CA Prasanna Kumar (PK sir)
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d) REVALUATION MODEL

i. The carrying amount of asset =

Fair value of asset
on Previous
revaluation

Subsequent
accumulated
depreciation

Frequency of Revaluation

Subsequent

e} accumulated

Impairment loss

|

If fair value changes
are Significant

&

Revalue the asset
each year

\ 4

If fair Value changes
are not significant

!

Revalue the asset for
every 3-5 years

The objective is to ensure that there is no significant difference between the carrying amount &

the Fair value.
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SUMMM" & CEnTRIES

Subsequent Recognition of PPE (At Each Balance Sheet Date)
L]

PPE will be shown at either Cost Model or Revaluation Model
[ ]

Chosen Accounting Policy (i.e. Cost Model or Revaluation Model) will apply to Entire Class of
PPE

Note: - Class of PPE means Group of Assets having Similar Nature & Use.

E.g.: - Land & Building, Machinery, Furniture, etc.
(1) Cost Model: -

Carrying Amount = Cost — Accumulated Depreciation — Accumulated Impairment Loss

CA Prasanna Kumar (PK sir)
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(2) Revaluation Model: -

(i) Carrying Amount = Fair Value At Date of Revaluation.
(ii) Depreciation will be charged on this Revalued Amount in future
(iii) Accounting in case of Revaluation of PPE: -

(A) IF Depreciation on PPE is changed directly [i.e. Depreciation To PPE]
N2

then It means PPE is shown in Books at Net Carrying Amount Only

Journal Entry if there is

Revaluation Gain [FV > NCA]
N2

PPE

To Revaluation Gain [FV - NCA]

[ or | b
Journal Entry if there is

Revaluation Loss [FV < NCA]
NS
Revaluation Loss [NCA - FV]
To PPE

(B) If Provision for Depreciation (i.e. Accumulated Depreciation) is made instead of Charging

Depreciation to PPE

then It means PPE shown in Bonks at Gross Amount

Provision for Depreciation (i.e. Acc. Dep.) is shown as Liability

So, Gross Carrying Amount - Accumulated Depreciation = Net Carrying Amount

&
N
N
Methods for Accounting for Revaluation of PPE
|
v
Method I:

Accumulated Depreciation
Elimination Approach

N2
Accumulated Depreciation is
Eliminated, & then Net

Carrying Amount shall be
increased / decreased

2

- Journal Entry for Eliminating
Accumulated Depreciation
Accumulated Depreciation

To PPE
- Journal Entry if there is
Reval. Gain [FV > NCA]

PPE
To Reval. Gain [FV-NCA]

-> Journal Entry if there is
Reval. Loss (NCA > FV]
Reval. Loss (NCA - FV]

To PPE

.

Method II: Restatement Approach

N2
Proportionately Adjust (Increase/ decrease)
Gross Carrying Amount & Accumulated Dep.

— Calculate Revaluation Gain /Loss % =

F.V. - NCA
—————x 100
NCA

N

-> Journal Entry if there is Revaluation
Gain [FV > NCA]
PPE [GCA x Reval Gain%]
To Acc. Dep. [Acc. Dep. x Reval Gain%]
To Reval. Gain [FV-NCA]

OR
-> Journal Entry if there is Revaluation
Loss [FV < NCA]

Acc. Dep. [Acc. Dep. x Reval. Loss%]
Reval. Loss % [NCA — FV]
To PPE [GCA x Reval Loss %]

Caprasannakumar(Pksir)
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(iv) Treatment of Revaluation Gain or Loss: -

]
First Time Revaluation

b

Subsequent Revaluation

! v !
(+) (-) (+) ()
N N | I
Credit to Revaluation Debit to P&L Previously Previously
Surplus [OCI]
} ! !
(+) () (+) (-)
N2 N2 N2 N2
Credit to Revaluation  Credit P&L up to Debit Revaluation Debit to
Surplus [OCI] Previous Surplus up to Any P&L
Debit in it Balance Existing
& init
for Balance (+), &
Credit Revaluation for Balance (-),
Surplus [OCI] Debit to P&L
Core O Cloe ol  Gacts
Lovd | Pen, B‘M'ﬁc Veluet |
Lowd o Pru, Bdq , Vbueta o
Lowd 3 P “5 Bd3 2 Vubucl o
/@hl < A} A} //\J
2y M (g @ M (& @ Mdg— @) M
wsoded ot (oo potsl (ot wot it ot
g ) ! " ob__ OAW Lundr dnu ot_ [(YYU/8 Caprasannakumar(Pksir)
Faetig  buitding ((oukkonts) Heotopbe (Gl )
Deper?
on
o>
O3t (ot wodeg

Rovoluclén weadsl

CA Prasanna Kumar (PK sir)



O W\ Fevocionoes T {PK SIRFA

Cose @ PNMuﬂ uwlvy - PlM

Caprasannakumar(Pksir)

frista'

0-Cost |looe

(<) Acc dop (beo)
c-A Yoo

fo loTa' =  boo

£ )
dl- ®
0-Cost loco () IS0 ® 0-Cost looo —>  boo (&F)
T Moxe H
1 aee dp ) 4 @) 0 | () ae dp (o) =5 00
C-A Yoo 4 Fuiboe O® C-A Yoo Fre boo®
\Jeot?
Pr M B, oo Acc dep bos
TD Ace d“‘-P 300 rro p‘-H (‘°°
To R Suplag oo
(oct) To %:plm doo
(ocz)

Caprasannakumar(Pksir)

Caprasannakumar(Pksir)

CA Prasanna Kumar (PK sir)



W W\ R arathon Notes [ ¢

(v) Treatment of RevaluationlSurpIus [OoCl] Balance:- [ Q I in KH)
|
v v '
When PPE is derecognised Some of the Revaluation Surplus may also
or classified as Held for Sale be transferred to Retained Earnings
NA during the Asset is used by the Entity
Wide Revaluation Surplus [It is Optional]
Balance is transferred to NZ
Retained Earnings It is Amount of Excess Depreciation due
[It is Mandatory] to Revaluation Gain.
Depreciation on Revalued Amount XXX
Less: - Depreciation on Original Cost  (xxx)

XXX
*In Silent situation, it is Assumed that
Company is not opting for this Policy.

Note: - Transfer to Retained Earnings is not made through P&L [i.e. Revaluation
Surplus (OCl) is Item that will not be reclassified to P&L]

Other Points Caprasannakumar(Pksir)

e Gain or Loss on Sale of PPE is recorded in P&L
e Compensation Receivable from Insurance Company due to damage in PPE is accounted for
separately as Other Income in P&L
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1) Methods for Charging Depreciation
|

. ' '

n

,2_0" P.a

Caprasannakumar(Pksir)

Straight Line Method (SLM) Diminishing /Reducing Units of Production
Balance Method (WDY) Method
N2 N2 N2
Depreciation = Cost-Residual Value Depreciation = Opening Depreciation is charged
Useful Life Carrying in Ratio of Estimated
Amount Production Units
®
Depreciation
Rate
Note: -

(i) Depreciation on PPE begins when it is Available for Use [i.e. Ready to Use Condition)
Derecognised (i.e. Sold)

(ii) Depreciation on PPE ceases when PPE is OR Cestoldn
Classified as Held for Sale [Ind AS 105] Db’ Dep

(iii) Depreciation on PPE consisting of Land & Building Both [Eg. office Building, Factor Building]
l

On Land Cest On Building Cost
No Depreciation will be changed Depreciation will be charged
as its Useful Life is Unlimited as its Useful Life is Limited

(iv) If there is a Change in Depreciation Method, Useful Life, Residual Value
N2
Itis a Change in Accounting Estimate
N2

Prospective Effect will be given [i.e. Effect will be given in Remaining future Period]

e Also, In Case of Change in Deprecation Method, Useful Life, Residual Value; We Will use
Carrying Amount instead of Cost in SLM Depreciation formula for calculating Depreciation
for remaining future period

CA Prasanna Kumar (PK sir)
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2) Accounting for Depreciation on PPE (Journal Entry): - At each year End
Depreciation
To PPE

Deprecation

To Provision for Depreciation / Accumulated Depreciation
P&L

To Depreciation Caprasannakumar(Pksir)
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There will be no depreciation in a year in the following two situations. C &gpwur\ ob— an)
a. The entity adopts depreciation based on no. of units produced and there is no
production in the Current year (or)

The Entity is required to review the residual value of the asset at the end of each

year. If on each such assessment, Existing Book Value of asset < Expected Residual
value - NO DEPRECIATION

Depreciation ‘
|
| | | !

Fair Value > Carrying Asset not usable or held

Amount (Residual Residual Value > = for sale or included in a
Value is less than Carrying Amount disposal group that is

‘ Carrying Amount) classified as held for sale

Depreciation Charged | ‘ Depreciation Zero ’ Depreciation Ceases

10) 1Depreciation is normally recognized as an expense in P&L A/c. However it may be capitalized
if this PPE is used in Construction of another PPE.
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Change in Estimated Dismantling, Decommissioning Restoration or Demolition Cost

Step 1: - Check Whether Provision for Decommissioning Liability has been increased or
decreased due to change in Estimated Decommissioning Cost: -
Calculate P.V. of Revised Estimated Decommissioning Cost on date of change XXX
Less: - Carrying Amount of Provision for Decommissioning

Lability on date of change XXX
Increase / (Decrease) in Liability XXX

Step 2: - Accounting for Change in Decommissioning Liability
l

' 1
If Asset is Measured If Asset is Measured
At Cost Model At Revaluation Model
N2 N2
Adjust increase/decrease Same Treatment as of Revaluation Gain or Loss
in Liability from Cost of Asset |

| v i

If Increase If Decrease
If Increase If Decrease in Liability, in Liability
in Liability In Liability [i.e. Loss] [i.e. Gain]
N2 N2 N2 N

Added to Cost Deducted from Debit Revolution Credit P&L upto
of PPE Cost of PPE Surplus upto Previous Debit in it
NE NE any Balance &
PPE Prov. for D.L. existing in it for remaining

To Prov. for D. L. To PPE & decrease

for remaining increase in liability, Credit to

in liability, Debit to

Revaluation Surplus

P&L [oci

N N2
Reval. Surplus Prov. for D.L.
(if any existing) To P&L

P&L
To Prov. for D.L.

(if any prov. debit)
To Reval. Surplus

(oc)
Case ©
I i : : |
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An item of PPE should be derecognized,
a) Whenitis sold / discarded.
b) When it is estimated that PPE is not capable of Generating any future economic Benefits.

Any Gain / loss on derecognition shall be recognized in P&L A/c. Any existing Revaluation surplus
relating to the asset shall be transferred to Retained Earnings.

Derecognition date

The date of disposal of an item of property, plant and equipment is the date the recipient obtains
control of that item applying the principles in Ind AS 115 Revenue from contracts with customers,
for sales of goods.

Jﬁ_mr’mzuc—uff

= Todetermine whether an item of PPE is impaired an entity applies Ind AS 36, Impairment
of Assets.
= |mpairment losses are accounted for accordance with Ind AS 36.

Compensation for impairment

In certain circumstances a third party will compensate an entity for an impairment loss. For
example, insurance for fire damage or compensation for compulsory purchase of land for a
motorway. Such compensation must be included in profit or loss when it becomes receivable.
Recognizing the compensation as deferred income or deducting it from the impairment loss or
from the cost of a new asset is not appropriate.
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(a) controlled by an entity as a result of past events; and

(® An ASSET is a resource:

(b) from which future economic benefits are expected to flow to the entity.
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Illustration 1: Identifiability

Sun Ltd. has an expertise in the consulting business. In years gone by, the Company gained a
30% market share for its services business and intends to recognize it as an intangible asset.

Evaluate whether the action taken by the company is justified.

Solution

Market share does not meet the definition of intangible assets as is not identifiable i.e. it is neither
separable and nor has arisen from contractual or legal rights.
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¥ Existence of FEB & Entity has control over those FEB
Power to Obtain those benefits.

* Control over FEB means < ‘ and J

Ability to restrict others to Access those Benefits

Example 1

An entity may have a team of skilled staff and may be able to identify incremental staff skills leading
to future economic benefits from training. The entity may also expect that the staff will continue to
make their skills available to the entity. However, an entity usually has insufficient control over the
expected future economic benefits arising from a team of skilled staff and from training for these
items to meet the definition of an intangible asset.

For a similar reason, specific management or technical talent is unlikely to meet the definition of an
intangible asset, unless it is protected by legal rights to use it and to obtain the future economic
benefits expected from it, and it also meets the other parts of the definition.

An entity may have a portfolio of customers or a market share and expect that, because of its efforts
in building customer relationships and loyalty, the customers will continue to trade with the entity.
However, in the absence of legal rights to protect, or other ways to control, the relationships with
customers or the loyalty of the customers to the entity, the entity usually has insufficient control over
the expected economic benefits from customer relationships and loyalty for such items (e.g. portfolio
of customers, market shares, customer relationships and customer loyalty) to meet the definition of
intangible assets. In the absence of legal rights to protect customer relationships, exchange
transactions for the same or similar non-contractual customer relationships (other than as part of a
business combination) provide evidence that the entity is nonetheless able to control the expected
future economic benefits flowing from the customer relationships. Because such exchange
transactions also provide evidence that the customer relationships are separable, those customer
relationships meet the definition of an intangible asset.
CA Prasanna Kumar (PK sir)
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lllustration 2 : Control

Company XYZ Ltd. has provided training to its staff on various new topics like GST, Ind AS etc.
to ensure the compliance as per the required law. Discuss whether the company can recognize
such cost of staff training as intangible asset.

Solution

It is clear that the company will obtain the economic benefits from the work performed by the staff
as it increases their efficiency. But it does not have control over them because staff could choose
to resign the company at any time.

Hence the company lacks the ability to restrict the access of others to those benefits. Therefore,
the staff training cost does not meet the definition of an intangible asset.

No Physical Substance

ITA does not have any Physical substance. However the Intangible element is contained in a
storage device like software on a CD, Digital film storing the movie, patents recorded in legal
documentation etc. The cost of this physical substance is usually not material and it will be
treated as part of ITA.

Caprasannakumar(Pksir)
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= Following are Not Considered as Intangible Assets: -
- Market Share since it is Not Identifiable

- Marketing & Advertisement Campaign [i.e. Promotional Activity] since FEB are Not
Certain

-> Staff Training Programme Since Entity has No Control over the staff as they can Resign
Anytime
> Cash Paid to obtain Skilled Staff Since Entity has No Control over the staff as they can
Resign Anytime
But if there is Some Restriction like Recruited Person have to work for at least Some
(time, then It will be Intangible Asset J

% The following expenses may result into future Economic benefits should not be capitalized( v lw‘))
i. Heavy advertising expenses
ii. Training costs
iii. Preliminary Expenses
iv. Relocation costs
v. Startup costs
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‘ Recognition Criteria CSO.»A. o) PPE)

Q

Intangible Asset is recognized in Books Only if

ﬂ

|
v !

Probable FEB Cost can be measured reliably

SCoPE

gus-
SCOPE: This Standard shall be applied to all intangible assets, except: 7
a. intangible assets that are within the scope of another Standard, for example: Intangible
assets held for sale in the ordinary course of business (Ind AS 2), Deferred tax assets C,_’f'm) 3
(Ind AS 12), Leases of intangibles assets (Ind AS 116) , Goodwill arising in a business
combination (Ind AS 103), Non-current intangible assets classified as held for sale (or
included in a disposal group that is classified as held for saIe) (Ind AS 105).
b. financial assets, as defined in Ind AS 32 ( B’ﬂ Ds , vw in bondl)
the recognition and measurement of exploration and evaluation assets (see Ind AS 106,

Sons
Exploration for and Evaluation of Mineral Resources); and o €
d. expenditure on the development and extraction of minerals, oil, natural gases etc.
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@ If Intangible Asset is Purchased OR Internally Generated: -

Initial Recognition of Intangible Asset

y

= Intangible Asset is recognized At Cost CULCLpbW s Bunnans Cowbmalon ® Fv)
= Cost includes Any directly Attributable Cost necessary to bring Intangible Asset to

condition intended by Management.
= Calculation of Cost of Intangible Asset: -

Purchase Price XXX
(-) Trade Discount / Rebate (xxx)
(+) Import Duty & Purchase Taxes like Entry Tax, GST etc. [Only if Non-Refundable] XXX
(+) Legal Fee / Cost XXX
(+) Professional fee / Consultant fee / Advisor fee XXX
(+) Customization Cost [Generally for Software] XXX
(+) Testing Cost XXX
(+) Employment Costs [E.g. Salary paid for Software Coding, etc.] XXX
(+) Any Other Development Phase Expense [In Case of Internally Generated
Intangible Asset] XXX
(+) Any Other Directly Attributable Cost XXX
XXX

() vokalw esp
@ Twicwawm ep (€00)

Note: If ITA is acquired on deferred settlement terms, it should be recognized at its cash price /
present value.

@ ITA acquired by way of a Government Grant:
The ITA received shall be recognized at fair value in accordance with IND AS 20.

@ ITA acquired by Exchange of asset: [Principles same as in IND AS 16]
Record ITA acquired at its fair value if the transaction has a commercial substance. If there
is no commercial substance or fair value of asset acquired / given up cannot be
determined, then use the book value of asset given up as the cost of ITA acquired. This
may have to be adjusted for any cash paid / cash received.

@ ITA acquired in a Business Combination 4
a. ITA acquired in Business combination should be recorded at fair value, in accordance
with IND AS 103.
*b. ITA can be recognized even though such asset is not recognized by the transferor
company provided recognition criteria is met.
c. Ifthe transferor company has any development in process, it can be recognized as ITA in
the books of acquirer company at fair value provided recognition criteria is satisfied.
P d. Any research work of acquirer entity taken over by the acquirer shall be recognized as
ITA @ fair value. If the acquirer entity incurs any further research expenditure then it
shall be transferred to P or L.
e. Goodwill as per IND AS 103 = Purchase consideration @ Fair value of net assets acquired.

SELF-GENERATED INTANGIBLE ASSETS:

. . . S /
Self-Generated asset like Goodwill, Brands, customer lists, formulas, publishing titles, cannot/, 0 g (ot
be recognized as ITA. Since their cost cannot be measured reliably. b'- Im.onuu-t‘
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(i) In Silent Situation, Assume All Taxes are Non - Refundable
(ii) Following Items are Not Included in Cost of Intangible Asset: -
- Cost of Staff Training
Cost of Conducting Conference for introduction / launch of Intangible Asset
Cost of Advertisement or Promotion
Preliminary Expenses [Startup Cost]
Administrative, General, Selling & Allocated Overheads
Operating Losses

Purchase of Maintenance Contract of Intangible Asset

N 2 2N N 2N 7

Subsequent Cost on Intangible Asset [E.g. Annual fee / Royalty as a percentage of Sales
on franchisee]
Cash Discount / Early Settlement Discount

v o

Interest on Loan taken to purchase or internally generate the Intangible Asset (unless
allowed by Ind AS 23)

- Research Phase Expense [In Case of Internally Generated Intangible Asset]

RESEARCH AND DEVELOPMENT COSTS:

1) Research is original and planned Investigation with an objective of gaining new
knowledge, new processes or new production methods.

2) All costs incurred during the Research phase shall be recorded an expense in P&L A/c. This
is because it is not probable that future economic benefits will be generated.

3) Development is a phase where successful research findings are applied to create
Intangible asset. Entity can capitalize the cost incurred during Development phase if it is
able to satisfy all the following six conditions.

(D a. Technical Feasibility of creating the Intangible asset. Any costs Incurred before
establishing technical feasibility shall be recognized as Expense.

@ b. Ability of the Entity to use/ sell ITA.

@ c. Intention of the Management fficomplete the Development C Ploset Ob' m)

@ d. Availability of adequate financial and technical Resources to complete development.

@e. Itis probable that future economic benefits can be generated (Existence of active market
for the output from ITA).

@f. The cost can be measured reliably.

Note 1: The Research Expense will be charged to P&L A/c and would never be capitalized even if
Research is successful in future.
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Note 2: Similarly if any development Expense is written off to P&L A/c due to non fulfillments of
any conditions it can never be capitalized again, even if the conditions are satisfied subsequently.

Note 3: The ITA under development should never exceed its Recoverable amount it is subject to
compulsory Impairment testing each year. ( C-A @) RA )

Note 4: Do not Include the following costs for capitalization
i. General Admin and selling costs
ii. Staff Training costs
iii. Abnormal losses.
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SUBSEQUENT EXPENDITURE ON INTANGIBLE ASSET

Further Expenditure can be capitalized only if it results into Incremental future economic
benefits, otherwise it is transferred to P&L A/c.

SUBSEQUENT MEASUREMENT OF ITA ON EACH BALANCE SHEET DATE
The entity has a choice to follow either cost model or Revaluation model.
All the principles are Similar as IND AS — 16

Accounting of Intangible Asset (Journal Entry): -

(i) At Beginning
- For Intangible Asset Purchase / Internally Generated
Intangible Asset
To Bank / Payables
(ii) At Each Year End
- For Amortization on Intangible Asset
Amortization
To Intangible Asset

Caprasannakumar(Pksir)

Amortization
To Provision for Amortization/Accumulated Amortization

- For Transferring Amortization to P&L

P&L
To Amortization

CA Prasanna Kumar (PK sir)
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It Intangible Asset is Acquired on Deferred Settlement Terms
v
Same As in Ind AS 16
If Intangible Asset is Acquired in Exchange of Assets
N
Same As in Ind AS 16

If Goodwill is Acquired in a Business Combination
%
Apply Ind AS 103 Caprasannakumar(Pksir)

{ Amortization of Intangible Asset

(1) Methods for Charging Amortization

ﬂ
! ; '

Straight Line Method (SLM) Diminishing/Reducing Units of Production
N Balance Method (WDY) Method
Cost—Residual Value J WU

Amortization -
Useful Life
Amortization = Opening Amortization is charged in

Carrying Ratio of Estimated Production

Amount Units
X If Estimated Production Units
Amortization are Revised in future, then
Rate Amortization is charged in

Revised Ratio of Estimated
Production Units from the
year in which Estimate has
been Revised

Note: -
(i) Amortization on Intangible Asset begins when it is Available for Use [i.e. Ready to Use]

Derecognized (i.e. Sold)

(ii) Amortization on Intangible Asset ceases when it is
Classified as Held for Sale [Ind As 105]

(iii) If there is a Change in Amortization Method, Useful Life, Residual Value
N
It is a Change in Accounting Estimate

N2
Prospective Effect will be given [i.e. Effect will be given in Remaining future Period]

% Also, In Case of Change in Amortization Method, Useful Life, Residual Value; We Will
use Carrying Amount instead of Cast in SLM Amortization formula for calculating

Amortization for remaining future period
(iv) Estimated Useful Life is considered [Legal Life of Intangible Asset is Not Relevant]
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¥ The usetul lite of ITA has to be estimated by the management some of the ITA may have
life based on contracts. [Non-complete fees]. ITA may have finite or Indefinite life’s. ITA
having Indefinite life will not be amortized but tested for continuous Impairment.

# Residual Value:

.k The Residual value of the ITA will be taken as Zero unless there is a third-party
commitment or there is an active market (as defined in Ind AS 113) for the asset and
residual value can be determined by reference to that market & its probable that such a
market will exist at the end of useful life.

¥ Amortization Method:
ITA should be amortized over its useful life in a pattern which reflects the consumption of

future economic benefits arising from the asset. If such a pattern could not be established,
adopt straight line method.

Amortization of ITA should commence when the asset is ready for usage. Whenever there
is a change in the estimate of useful, of—he or pattern of consumption, it is treated as a
change in accounting estimate. 'b"

¥ Note: According to IND AS 38, Amortization of ITA based on revenue generated by the asset is
considered not appropriate. The revenue generated by an activity that includes the usage of an
ITA reflects the factors apart from the consumption of Economic benefits arising from ITA. For
example, sales Revenue is effected by Quality of the products, the Inputs considered in
manufacturing, selling activities and also the sales price.
However, when it can be demonstrated that the consumption of Economic benefits from ITA, is
highly correlated with the revenue of the entity or the ITA itself is expressed as a measure of
revenue, the Entity can amortize the ITA on the basis of revenue.
For example, an entity could acquire a concession to explore and extract gold from a gold mine,
the expiry of the contract might be based on a fixed amount of total revenue to be generated
from the extraction (viz., a contract may allow the extraction of gold reaches Rs 2 billion) and not
be based on time or on the amount of gold extracted.

(2) Accounting for Amortization on Intangible Asset (Journal Entry): - At Each Year End
Amortization

To Intangible Asset
OR
Amortization
To Provision for Amortization / Accumulated Amortization
P&L
To Amortization

.

Subsequent Recognition of Intangible Asset (At Each Balance Sheet Date)

€ y

N7
Same As in Ind AS 16

Other Points

€ y

Gain or Loss on Sale of Intangible Asset is recorded in P&L

Caprasannakumar(Pksir)
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Example 2 - Separate Acquisition

Jupiter Ltd acquires new energy efficient technology that will significantly reduce its energy
costs for manufacturing.

Cost of new solar technology 10,00,000 10,00,000
Trade discount provided (1,00,000) (1,00,000)
Training course for staff in new technology 50,000 -
Initial testing of new technology 35,000 35,000
Losses incurred while other parts of plant shut 25,000 -
down during testing and training

Total 10,10,000 9,35,000

Caprasannakumar(Pksir)
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_________________ Y

Example 3 - An acquired customer list

A direct-mail marketing company acquires a customer list and expects that it will be able to derive
benefit from the information on the list for at least one year, but no more than three years.

The customer list would be amortised over management’s best estimate of its useful life, say 18
months. Although the direct-mail marketing company may intend to add customer names and
other information to the list in the future, the expected benefits of the acquired customer list relate
only to the customers on that list at the date it was acquired. The customer list also would be
reviewed for impairment in accordance with Ind AS 36, Impairment of Assets, by assessing at the
end of each reporting period whether there is any indication that the customer list may be impaired.

Example 4 - An acquired patent that expires in 15 years

The product protected by the patented technology is expected to be a source of net cash inflows
for at least 15 years. The entity has a commitment from a third party to purchase that patent in
five years for 60 per cent of the fair value of the patent at the date it was acquired, and the entity
intends to sell the patent in five years.

The patent would be amortised over its five-year useful life to the entity, with a residual value
equal to the present value of 60 per cent of the patent's fair value at the date it was acquired. It
may be noted that the estimated useful life has to be considered with reference to the entity only
though the total life of the patent is much higheri.e., 15 years. The patent would also be reviewed
for impairment in accordance with Ind AS 36 by assessing at the end of each reporting period
whether there is any indication that it may be impaired.

Example 5 - An acquired copyright that has a remaining legal life of 50 years

An analysis of consumer habits and market trends provides evidence that the copyrighted material
will generate net cash inflows for only 30 more years.

It needs to be noted that although the remaining legal life of the patent is 50 years, however the
useful life from the entity’s perspective is only 30 years. The copyright would be amortised over
its 30-years estimated useful life. The copyright also would be reviewed for impairment in
accordance with Ind AS 36 by assessing at the end of each reporting period whether there is any
indication that it may be impaired.
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Example 6 - An acquired broadcasting licence that expires in five years

The broadcasting licence is renewable every 10 years if the entity provides at least an average
level of service to its customers and complies with the relevant legislative requirements. The
licence may be renewed indefinitely at little cost and has been renewed twice before the most
recent acquisition. The acquiring entity intends to renew the licence indefinitely and evidence
supports its ability to do so. Historically, there has been no compelling challenge to the licence
renewal. The technology used in broadcasting is not expected to be replaced by another
technology at any time in the foreseeable future. Therefore, the licence is expected to contribute
to the entity’s net cash inflows indefinitely.

The broadcasting licence would be treated as having an indefinite useful life because it is expected
to contribute to the entity’s net cash inflows indefinitely. Therefore, the licence would not be
amortised until its useful life is determined to be finite. The licence would be tested for impairment
in accordance with Ind AS 36 annually and whenever there is an indication that it may be impaired.

Example 7 - The broadcasting licence in Example 6

The licensing authority subsequently decides that it will no longer renew broadcasting licences,
but rather will auction the licences. At the time the licensing authority’s decision is made, the
entity’s broadcasting licence has three years until it expires. The entity expects that the licence
will continue to contribute to net cash inflows until the licence expires.

Because the broadcasting licence can no longer be renewed, its useful life is no longer indefinite.
Thus, the acquired licence would be amortised over its remaining three-year useful life and
immediately tested for impairment in accordance with Ind AS 36.

Example 8 - An acquired airline route authority between two European cities that expires in
three years

The route authority may be renewed every five years, and the acquiring entity intends to comply
with the applicable rules and regulations surrounding renewal. Route authority renewals are
routinely granted at a minimal cost and historically have been renewed when the airline has
complied with the applicable rules and regulations. The acquiring entity expects to provide service
indefinitely between the two cities from its hub airports and expects that the related supporting
infrastructure (airport gates, slots, and terminal facility leases) will remain in place at those airports
for as long as it has the route authority. An analysis of demand and cash flows supports those
assumptions.

Since the facts and circumstances support the acquiring entity’s ability to continue providing air
i service indefinitely between the two cities, the intangible asset related to the route authority is
treated as having an indefinite useful life. Therefore, the route authority would not be amortised
until its useful life is determined to be finite. It would be tested for impairment in accordance with
Ind AS 36 annually and whenever there is an indication that it may be impaired.
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Example Y An acquired trademark used to identify and distinguish a leading consumer
product that has been a market-share leader for the past eight years

The trademark has a remaining legal life of five years but is renewable every 10 years at little
cost. The acquiring entity intends to renew the trademark continuously and evidence supports its
ability to do so. An analysis of (1) product life cycle studies, (2) market, competitive and
environmental trends, and (3) brand extension opportunities provide evidence that the
trademarked product will generate net cash inflows for the acquiring entity for an indefinite period.

The trademark would be treated as having an indefinite useful life because it is expected to
contribute to net cash inflows indefinitely. Though the remaining legal life is five years, the
possibility that it can be renewed every ten years and the entity’s intention to renew the same
leads to the conclusion that the trademark has an indefinite useful life. Therefore, the trademark
would not be amortised until its useful life is determined to be finite. It would be tested for
impairment in accordance with Ind AS 36 annually and whenever there is an indication that it may
be impaired.

Example 10- A trademark acquired 10 years ago that distinguishes a leading consumer
product

The trademark was regarded as having an indefinite useful life when it was acquired because the
trademarked product was expected to generate net cash inflows indefinitely. However,
unexpected competition has recently entered the market and will reduce future sales of the
product. Management estimates that net cash inflows generated by the product will be 20 per
cent less for the foreseeable future. However, management expects that the product will continue
to generate net cash inflows indefinitely at those reduced amounts.

As a result of the projected decrease in future net cash inflows, the entity determines that the
estimated recoverable amount of the trademark is less than its carrying amount, and an
impairment loss is recognized. Since it is still regarded as having an indefinite useful life, the
trademark would continue not to be amortised but would be tested for impairment in accordance
with Ind AS 36 annually and whenever there is an indication that it may be impaired.

Example 11 - Trademark for a line of products that was acquired several years ago in a .
business combination

At the time of the business combination the acquiree had been producing the line of products for
35 years with many new models developed under the trademark. At the acquisition date the
acquirer expected to continue producing the line, and an analysis of various economic factors
indicated there was no limit to the period the trademark would contribute to net cash inflows.
Consequently, the trademark was not amortised by the acquirer. However, management has
recently decided that production of the product line will be discontinued over the next four years.

Since the useful life of the acquired trademark is no longer regarded as indefinite, the carrying
amount of the trademark would be tested for impairment in accordance with Ind AS 36 and
amortised over its remaining four-year useful life.
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t Property Held for More than 1 Purpose

= |f some portion of Property is held for business (i.e. Owner Occupied) & some portion of
Property is held for Rental (i.e. Investment), then

| }

If Entity is Able to Split them Otherwise

i.e. If there is Separate legal

title of each portion & they can If Owner Occupied If Owner Occupied
be sold separately(@v) (cored © ﬂnfﬂ'*"z Property Portion is Property Portion is
Significant (2‘]0'!-) Insignificant ((_ IO'I<)
' } v 3
Owner Occupied Investment Treat Complete Treat Complete
Property Portion Property Portion Property as Owner Property as Investment
N N Occupied Property Property
Apply Ind AS 16 Apply Ind AS 40 N NZ
Apply Ind As 16 Apply Ind As 40

Note: - Significance is related to Management's
Judgement
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Examples of investment property

The following are examples of investment property:

a. land held for long-term capital appreciation rather than for short-term sale in the ordinary
course of business.

# b. land held for a currently undetermined future use. (If an entity has not determined that it will
use the land as owner-occupied property or for short-term sale in the ordinary course of
business, the land is regarded as held for capital appreciation.)

c. abuilding owned by Ehe entity (or a right-of- uselajec‘a_t relating to a building held by the entity)
and leased out under one or more operating leases. & Not Finonen lear tb lesd -
d. abuilding that is vacant but is held to be leased out under one or more operating leases.

property that is being constructed or developed for future use as investment property.

CA Prasanna Kumar (PK sir)
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Examples of items which are not investment property
The following are examples of items that are not investment property and are therefore outside
the scope of this Standard:

a. property intended for sale in the ordinary course of business or in the process of construction
or development for such sale (see Ind AS 2, Inventories), for example, property acquired
exclusively with a view to subsequent disposal in the near future or for development and
resale.
b. owner-occupied property (see Ind AS 16 and Ind AS 116), including, (among other things)
i.  property held for future use as owner-occupied property, CM»@’) [\wdudm)
ii.  property held for future development and subsequent use as owner-occupied property,
iii.  property occupied by employees (whether or not the employees pay rent at market /, e bave

Lean g
O evouple

c. property leased to another entity under a finance lease. C@Coz Assr 18 de- wwawsul in

lead  books )

rates) and
iv.  owner-occupied property awaiting disposal.

Property given on Lease / Rental to Subsidiary Co. by its Parent Co. or Vice - Versa ‘

It will be classified in Books as follows: -

! }

In Lessor's Separate In Consolidated
Financial Statements Financial Statements
NZ %
Investment Property Owner Occupied Property
[Ind AS 40] [Ind AS 16]

_x‘y ‘ Transfer of Property to or From Investment Property in case of Change in Use

= Transfer should be done At Carrying Amount

= Examples of Transfer: -
(i) Commencement of Owner Occupation from Investment Property

[Ind AS 40 > Ind AS 16]

(ii) End of Owner Occupation to Investment Property
[Ind AS 16 > Ind AS 40]

(iii) Commencement of development to Sale in Ordinary Course from Investment Property
[Ind AS 40 = Ind AS 2]

(iv) Inception of Operating Lease on Building Held for Sale

[Ind AS2 = Ind AS 40]
= |tis Not Change in Accounting Policy or Prior Period Error. It is only due to Change in Use of

Property
= Change in Use of Property should be Actual. [Mere Management's Intention of Change in Use
of Property are Not Considered)

CA Prasanna Kumar (PK sir)
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Tabular summarization

Property Meeting Which Ind
S. definition of AS is
No Investment | Applicable
Property

1. | Owned by a Company and leased out under an Operating Yes Ind AS 40
Lease

2. | Held as a right — to —use asset and Leased out under an Yes Ind AS 40
Operating Lease

3. | Held as a right-to-use asset and Leased out under Finance No Ind AS 116
Lease

4. | Property acquired with a view for development and No No Ind AS 2
resale ( Sole v plois C .T_nw.-!n'rT')

5. | Property partly owner occupied and partly leased out Depends Ind AS 16
under Operating lease Ind AS 40

6. | Land held for currently undetermined use Yes Ind AS 40

7. | Property occupied by Employees paying rent at less than No Ind AS 16
market rate

8. | Investment Property held for sale No Ind AS 105

9. | Existing Investment Property that is being redeveloped Yes Ind AS 40
for continued use as Investment Property

a n

Recognition Criteria J

Investment Property is recognized in Books Only if Cap""r
I UAP CD'A’ ol\
Probable FEB Cost can be measuTed reliably

INITIAL MEASUREMENT:
IP should be initially recognized at cost. Cost Includes

Purchase price XXX
(+) Non-Refundable taxes XXX
(+) Expenses for obtaining the title XXX
(+) Any Brokerage / consulting fees etc XXX

XXX

Measurement at recognition —general: An owned investment property should be measured

initially at its cost. Transaction costs are included in the initial measurement.

Cost Inclusions: The cost of a purchased investment property comprises its purchase price

and any directly attributable expenditure (e.g. professional fees for legal services, property

transfer taxes and other transaction costs).

Cost Exclusions: The cost of an investment property is not increased by:

a. start-up costs (unless they are necessary 'to bring the property) to the condition
necessary for it to be capable of operating in the manner intended by management),

b. operating losses incurred before the investment property achieves the planned level of
occupancy, or

c. abnormal losses

CA Prasanna Kumar (FK- si r)
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Day-to-day servicing costs

Under the recognition principle set out above, an entity does not recognize in the carrying
amount of an investment property the costs of the day-to-day servicing of such a property.
Rather, these costs are recognized in the profit or loss as incurred. Costs of day-to-day
servicing are primarily the cost of labour and consumables and may include the cost of minor
parts. The purpose of these expenditures is often described as for the 'repairs and

maintenance' of the property.

¥ Replacement costs ( Tut UGte (Comporant 020wl in ()
Parts of investment properties may have been acquired through replacement. Under the
recognition principle, an entity recognises costs incurred to replace parts of the original
property in the carrying amount of investment property if they meet the recognition criteria.
The carrying amount of those parts that are replaced is derecognised in accordance with the

derecognition provisions of this Standard.

Investment property acquired through exchange of another asset
[same principles as discussed in IND AS 16]]

Caprasannakumar(Pksir)

P

Subsequent Recognition of Investment Property (At Each Balance Sheet Date) J

— J
= |nvestment Property will be shown At Cost Model Only C & P dnd AS |b)
= Carrying Amount = Cost — Accumulated Depreciation — Accumulated Impairment Loss

p . -
Disclosure regarding Investment Property in Notes to financial Statements | C MLQ dwp )

(1) Fair Value Disclosure: -
= Entity is required to disclose fair Value of Investment Property in Notes
= [f Entity is not able to determine the fair Value of Investment Property, then

I
}

If Investment Property is Otherwise
Under Construction Vv
N Disclose the fact & Reasons there of

Determine the fair Value (1‘, pBLMJ‘L p“MJJ. ﬂanﬂc.)

when it is reliably measurable
or Construction is completed
(whichever is Earlier)

= Also, Disclosure of Valuation Techniques & Key Inputs Used in Valuation is given as

follows: -
Valuation Technique Key Inputs Used in Valuation Range of Inputs Used

(Name) (Name) (Unit)

CA Prasanna Kumar (PK sir)




‘ FR Marathon Notes [

(2) Measurement Disclosure of Carrying Amount: -

Gross Carrying Amount Accumulated Depreciation Net Carrying
Amount
opening | Additional Closing Opening | During Closing Closing
Balance | (Deletion) Balance Balance | theyear Balance Balance
(A) (B) (C)(A)+(B) | (D) (E) (F)+(D)=(E) | (6)+(C)=(F)
v v v v v v v
(3) Disclosure relating to Amount recognized in P&L for Investment Property: -
Particulars Amount
Rental Income from Investment Properties XXX
Less: - Direct Operating Expenses incurred to generate Rental Income XXX
Profit Before Depreciation from Investment Properties XXX
Less: - Depreciation during the year on Investment Properties XXX
Profit form Investment Properties XXX

Addshvol Powtr

v There is a rebuttable presumption that an entity can reliably measure the fair value of an

investment property on a continuing basis.
v" When a lessee measures fair value of an investment property that is held as a right-of-use

asset, it shall measure the right-of-use asset, and not the underlying property at fair value.

DERECOGNITION; An investment property shall be derecognized (eliminated from the
balance sheet) on disposal or when the investment property is permanently withdrawn from
use and no future economic benefits are expected from its disposal.

The disposal of property can be achieved by sale or entering into a finance lease. Gains or
losses arising from the retirement or disposal of investment property shall be recognized in

the statement of Profit or loss in the period of disposal.

Caprasannakumar(Pksir)
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| gND AS Yl — AG2ICULTURE

[

Caprasannakumar(Pksir)

a) Agricultural activity refers to the' management by an entity of the biological transformation
and harvest of biological assets for'sale or for conversion into'agricultural produce or into
additional biological assets.

The standard states that ‘agricultural activity’ covers a wide range of activities, e.g. ‘raising
livestock, forestry, annual or perennial cropping, cultivating orchards and plantations,
floriculture, and aquaculture (including fish farming)’.

b) A Biological asset is a living animal or plant.

c) Agricultural produce is the harvested product from entity’s Biological assets. IND AS 41 is
applicable to all agricultural produce only at the Point of harvest. Subsequent processing of
such agricultural produce is outside the scope of this standard. On the balance sheet date
agricultural produce will be valued as Inventory, In accordance with IND AS 2.

d) Harvest refers to detachment of produce from the Biological assets or the cessation of

/;iological assets life process.

| m Cottl-
¥ e R

e) Biological transformation comprises the processes of growth, degeneration, production, and
procreation that cause qualitatively of quantitative changes in biological asset.

Biological transformation

Processes (Causing Qualitative of Quantitative
changes in a Biological Asset)

Growth Degeneration Production Procreation
| | | |
An increase in A decrease in Of agricultural Creation of
quantity or the quantity or produce such as additional living
Improvement in deterioration in latex, tea leaf, animals or plants
quality of an quality of an wool, and milk
animal or plant) animal or plant

Caprasannakumar(Pksir)

CA Prasanna Kumar (PK sir)



This I\

. FR Marathon Notes (ﬁ}ﬁ]}@
pre es accounting of following items for an entity engaged in Agriculture

Activity: -

Biological Assets Agriculture Produce

[Except Bearer Plants] ¥
N It means harvested product
It means from Biological Assets

}

Government Grants on
Biological Assets

(i.e. Output of Biological Assets)

Living Plants Living Animals Example: Milk from Cows,
Example: (Livestock) Carcass from Goats, Wool
Cotton Plants, Example: from Sheeps, Cotton from
Wheat Crop,  Sheeps, Goats, Cotton Plants, etc.

etc. Cattle, etc.

>0

oF U< Gx  of
horat  nat- Gng bortves-

This Ind AS does not apply to following items even if entity is engaged in Agriculture Activity: -

! !

Bearer Plants PPE
¥ Example: Land, Tractor, etc.
It means Living Plants which are N2

used in production of Agriculture Ind AS 16 (PPE) will apply
Produce for more than 12 Months.
Example: Fruit Trees (Mango Tree),

Rubber Trees, etc.

% L opbe & produce
Ind AS 16 (PPE) will apply O beasas  plosts-

}

Intangible Assets
Example: License for
doing Agriculture
Activity

N2
Ind As 38
(Intangible Assets)
will apply
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f) Fair Value is the price that would be received to sell an asset or paid-te-transfera-tability in
an orderly transaction between market participants at the measurement date. (the definition
of Fair value is as given in Ind AS 113, Fair Value measurement)

g) Costs to sell are the incremental costs directly attributable to the disposal of an asset,

excluding finance costs and income taxes.
[ -
k  Pever plos B W T o Dua As 16 poe
For example, tea bushes, grape vines, oil palms and rubber trees, usually meet the definition of
a bearer plant and are outside the scope of Ind AS 41 and covered under Ind AS 16. However,

produce growing on bearer plant is a biological asset.
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Biological assets Agricultural produce | Products that are the result of
© processing after harvest
Sheep Wool Yarn, carpet
Trees in a timber plantation Felled Trees Logs, lumber
Dairy Cattle Milk Cheese
Pigs Carcass Sausages, cured hams
Cotton plants Harvested cotton Thread, clothing
Sugarcane Harvested cane Sugar
Tobacco plants Picked leaves Cured tobacco
Tea bushes Picked leaves Tea
Grape vines Picked grapes Wine
Fruit trees Picked fruit Processed fruit
Rubber trees Harvested latex Rubber products

: ]
len (oX,) E (1 Con YeCoquhise 6 B|o| s e !
9 W nk b 3 i) (Q(_Lnan‘.kon (H"u:a)
09 Zb— 3 Cond:fsone Ove Saﬁiqu .
|
('/ [4 \’I
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Conlva] Probeble.  FER tosr value (@) (st
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Accounting for Biological Assets

Initial Recognition:
Biological Asset is initially recognized at its fair Value Less Costs to sell [FVLCTS] as follows:
Biological Asset A/c

Loss on Initial Recognition A/c [P&L]
To Bank A/c

To Gain on Initial Recognition A/c [P&L]

FVLCTS
Balancing figure
Total Payment to Buy Biological Asset
Balancing figure

CA Prasanna Kumar (PK sir)
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Note: -
(i) Fair Value Less Costs to Sell: -

Sales Price of Biological Asset XXX
(-) Transportation Cost to transport the Asset to Auction Place borne by Seller XXX
Fair Value of Biological Asset [As per Ind As 113] XXX
(-) Casts to Sell [Transaction Cost like Auctioneer's fee borne by Seller) XXX
Fair Value Less Costs to Sell [FVLCTS] XXX

(ii) Total Payment to Buy Biological Asset: -

Purchase Price of Biological Asset XXX
(+) Transportation Cost to transport the Asset to Entity's farm borne by Buyer XXX
(+) Transaction Cost like Auctioneer's fee borne by Buyer XXX

Xxx

(iii) If FVLCTS cannot be measured reliably, then Entity can initially recognize Biological Asset at

its Cost. CE@ Gmo  (roductk tmi- of il ouwn kiv\d)

Caprasannakumar(Pksir)

Subsequent Recognition [At Each Balance Sheet Date]: -

Biological Asset is remeasured at their new FVLCTS on each Balance Sheet date.

Change in FVLCTS of Biological Asset from previous recognition will be recognized as Gain or Loss
on Remeasurement of Biological Asset in P&L as follows:

; }

If there is increase in FVLCTS If there is decrease in FVLCTS

N N2
Biological Asset A/c Loss on Remeasurement A/c [P&L]
To Gain on Remeasurement A/c [P&L] To Biological Asset A/c

Note: - FVLCTS of a Biological Asset changes due to Price Change & Physical Change in the
Biological Asset.
Recognition of New Born Calves: -
New Born Calves are recognized as an Income in P&L at their FVLCTS on Birth Date as follows: -
Biological Asset A/c [New Born Calves]

To Gain of New Born Calves (Physical Change) A/c [P&L]
Note: - New Born Calves will also be subsequently remeasured at their new FVLCTS on each

Balance Sheet date.

Caprasannakumar(Pksir)
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Derecognition of Biological Asset: -
(a) On Sale of Animal:

Bank A/c Net Amount Received on Sale
Loss on Sale of Biological Asset A/c [P&L] Balancing Figure
To Biological Asset A/c Proportionate Carrying Amount
To Gain on Sale of Biological Asset A/c [P&L] Balancing figure
(b) On Death of Animal:
Loss on Death of Biological Asset A/c [P&L] Proportionate Carrying Amount
To Biological Asset A/c of Biological Asset died
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(c) On Conversion of Biological Asset into Agriculture Produce [Slaughtering of Animal to get

Carcass]:
Agriculture Produce A/c [Inventory] FVLCTS of Agriculture Produce
Loss on Initial Recognition of Agriculture Produce A/c [P&L] Balancing figure
To Biological Asset A/c Proportionate Carrying Amount
To Bank A/c [Conversion Cost like Slaughtering Cost] Cost Paid
To Gain on Initial Recognition of Agriculture Produce A/c [P&L] Balancing figure

Recognition of Expenses incurred on Biological Asset: -
- Expenses are incurred on Biological Assets for their growth of maintenance. Example: food

Cost, Breeding fee, Fertilizers, Seeds, etc.
- These are recognized as an Expense in P&L as follows:
Expense incurred on Biological Asset A/c [P&L] 'dExpense Amount
To Bank A/c {incurred :]

)

Accounting for Agriculture Produce J
Initial Recognition: -
Agriculture Produce is initially recognized as an Income in P&L at its fair Value Less Costs to sell
[FVLCTS] as follows:

Agriculture Produce A/c [Inventory] I/FVLCTS of Agriculturev]

To Gain on Initial Recognition A/c [P&L] KProduce

Subsequent Recognition [At Each Balance Sheet Date]: -
Agriculture Produce is measured as per Ind AS 2 [Inventories] at each Balance Sheet date.

V'

Government Grants on Biological Asset ‘

l
| }

If Government Grant If Government Grant on Biological Asset is Conditional

on Biological Asset is [i.e. Refundable on failure to meet t?e condition of Grant]

Unconditional

[i.e. Non-Refundable] If Grant is fully Refundable If Grant is Partially Refundable

N in case of failure to meet according to Time lapsed in

Recognize the Grant the condition of Grant case of failure to meet the

immediately in P&L as N2 Condition of Grant

Income Recognize the Grant as N
Deferred Income in Balance Recognize the Grant as
Sheet & transfer it to P&L Deferred Income in Balance
when all the conditions of Sheet & transfer it to P&L
Grant are met over the period of condition

Caprasannakumar(Pksir)
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‘ Ind AS 8 Discusses ‘

1
l 1

Criteria for Accounting  Treatment &
l Presentation and disclosure of
= Selecting accounting policies; & l

= Changes in Accounting estimates;
- = Changes in Accounting policies;
‘ = Correction of prior period Errors;

= Changes in accounting policies.

The Standard is meant to increase the qualitative characteristics like the relevance, reliability and
comparability of an entity's financial statements.
It does not deal with the tax effect of corrections of prior period errors.

A. ACCOUNTING POLICIES

D'k lgAccounting Policies are specific principles, bases, conventions, rules and practices that are

applied by the Entity in preparing and presenting financial statements. Examples include

1. Valuation of Inventory using methods like FIFO, weighted average cost, specific

identification method etc.

2. Valuation of Investments at FVTPL or FVTOCI (‘Fﬂu‘v voka "walih 0 C«T—)
Treatment of Foreign Exchange Gains / Losses.
Y. Measurement Basis for PPE & Intangible Assets = Cost Model or Revaluation Model
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L Selection & Application of Accounting Policies.

e If Specific Ind AS is available for a particular transaction, then Entity shall apply. Accounting
Policy as determined by that Ind AS.
N2
Otherwise Entity shall refer following Sources in descending order: -
(i) Any Other Ind AS on similar transaction.CHMdo.b"_‘ Vl-b) -
(i) Framework of Ind AS. (Mo»da!n'r_‘) — 04 ol Assd, l)ob‘-l?(j . dntsne | Erponse
(i) Pronouncement of International Accounting Standards Board [IASB] Dv‘i'o_m! V'-b)
(iv) Pronouncement of Other Standard Setting Bodies [Example: US GAAP, etc.] C opb'ow' Vu})(&t 'f)
(v) Accepted Industry Practices. (OVWN” V'-k)

e Entity shall Select & Apply its Accounting Policy consistently for similar transactions.
™ @ [Consistency of Accounting Policies]

J _
Dosed on 3 fusdamentsl  OecoudF  0suspbve
C Gow‘ Contern | Accvuel Consis‘l‘u\h‘)

Caprasannakumar(Pksir)
Pro TP Aopticng Yot it Uke o kid o Use in fa

howts o tta  Cowpesy  WitR resper & hreabat
of- oy il M is Oceoudy  poboyg .

CA Prasanna Kumar (PK sir)



W W\ R marathon Nores [ (PK SIRFA

~ Changes in Accounting Policies Caprasannakumar(Pksir)

e Entity shall change an Accounting Policy only if:
- Required by Ind As, or (m'to)
- Results in providing more relevant & reliable information [i.e. Voluntary Change of
Accounting Policy] (NDF: '4) (&Lg)
=  Followings are not considered as Change in Accounting Policy: - (Nolts; Q) ,Gf_u_ L, 3)
(i) Application of Accounting Policy for transactions that differ in substance from Previous.
Example: Reclassification of PPE (Revaluation Model) to Investment Property (Cost Model).
(i) Application of New Accounting Policy for transactions that did not occur previously. (@r)

Srnsalinod Pvunoualu (%\,’_:_‘t)

Frth

Tromedin

Example: Measuring Newly Purchased PPE at Cast Model.
= Applying Change in Accounting Policy: -

- Entity shall account for Change in Accounting Policy retrospectively, i.e. Apply such.
Accounting Policy on the transaction from the very 15t day in Past as follows:
£ Nok® R
Adjusting the Compérative Adjusting the Opening Balances of Previous Year for
Amounts of Previous Year effects of change in accounting policy relating to all prior
periods [if any]

* m,[:@ - If Retrospective Application is Impracticable, is. Entity cannot apply Accounting Policy
retrospectively after making every reasonable effort to do so; then Entity should apply.
Accounting Policy prospectively.

¥ Nolc@ = Disclosures in financial Statements regarding Change in Accounting Policy: - ((Dnmn poln‘f )

Nature of Effect (Amount of Adjustment for each affected If Retroépective

Change in item in financial Statements) on Current Year Application is
Accounting Policy & Previous Year due to Change in Accounting Policy Impracticable,

Disclose Reasons
of it

Disclosure for change in Accounting Policy — General points
i.  The IND AS which has required the change of Accounting Policy. CEﬂl‘h” ““"9‘/97 °" 2 AS)
ii.  Transitional provisions that are applied for accounting. C Emhe.l wplﬁﬁ Dl‘ &d M)
iii.  Details of any Retrospective effect given.

iv.  Effect of Policy change on each item in FS and on EPS.

v. Any Reasons if retrospective application was not possible.

Caprasannakumar(Pksir)

CA Prasanna Kumar (PK sir)




O W\ Fevociones [ {PK SIRFA

Ntz ® O e e roantin Promsoms | Jud~ oprty  the  Rose.
&

od Jud As tb @O JTud Ac 16 (kuu— point of U )

Caprasannakumar(Pksir)

NolT ® Retves fe thve = Qeetolinent
Oin ApLYY
| | e
| I | ot G | ( o ww"")
0 ‘ > 3 g M < \Tn
l (ol i) Jorttg '
\/
Bl ed ol ed oy
Neo opg Bl © s Y Yy A
bsﬂ;wuvﬂ o\; ‘fn’ Newd YUS*O"CVO\:S&
J pebed o
To vgtet 0 in fut
3 o
‘L "
A" A Ll ao n L i in Q.\-t'ﬁ-?u.u‘ m"”“‘ss Caprasannakumar(Pksir)

J

Thatir i+ Gone oOver

otz @

Examples 2 & 3

2. An entity has grouped its property, plant and equipment into four classes viz., land, factory
building, plant and machinery and furniture. The entity may propose to apply revaluation
model only to land. It need not apply this model to building or plant and machinery.

3. Ind AS 2 ‘Inventories’ requires that inventory be valued at lower of cost and net realizable
value. In identifying cost, it allows alternative cost formulas; FIFO and Weighted average.
The same cost formula must be applied to items of inventory having similar nature or use,
but a different cost formula can be applied to a different classification of inventory.

Caprasannakumar(Pksir)
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Example 4 - Voluntary change in accounting policy

As per Ind AS 27 ‘Separate Financial Statements’, investment in subsidiaries, associates
and joint ventures are accounted for in an entity’s separate financial statements at cost or
in accordance with Ind AS 109 (i.e., at fair value). The same accounting is required to be
applied for each category of investment.

Assume that an entity decides to change its policy of measuring investment in
subsidiaries (or associates or joint ventures) from cost to fair value in accordance with Ind
AS 109, as this will result in the financial statements providing reliable and more relevant
information.

This would constitute a voluntary change in accounting policy.

Nolc ©

Example 5 (No-l— Cl«ov-a:. in Auawl-’-»T poliu‘)

A company owns several hotels and provides significant ancillary services to occupants
of rooms. These hotels are, therefore, treated as owner-occupied properties and
classified as property, plant and equipment in accordance with Ind AS 16. The company
acquires a new hotel but outsources entire management of the same to an outside
agency and remains as a passive investor. The selection and application of an
accounting policy for this new hotel in line with Ind AS 40 is not a change in accounting
policy simply because the new hotel rooms are also let out for rent. This is because the
way in which the new hotel is managed differs in substance from the way other existing
hotels have been managed so far.

tot: © Example 6

An entity has classified as investment property, an owner-occupied property previously
classified as part of property, plant and equipment where it was measured after initial
recognition applying the revaluation model. Ind AS 40 on investment property permits
only cost model. The entity now measures this investment property using the cost model.
This is not a change in accounting policy.

Nolc @ | Example 8

A company has been incorporated 25 years ago and since then doing the business on
pan India basis. Now, is it supposed to incorporate the changes in accounting policy for
last 25 years? Will it be practicable? Will it be worth doing it? Will it be material? Such
questions arise when one wants to change the accounting policy, since voluntary change
in policy is required to be applied retrospectively.

CA Prasanna Kumar (PK sir)
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Nole ¢

Where an Ind AS has been issued but is not effective up to the date of the financial

statements the entity shall disclose
# The above fact;
#& Title of the new Ind AS;
# The estimated impact of the above mentioned Ind AS on the financial statements of the

entity;
® If the estimated impact of the new Ind AS cannot be reasonably measured a statement to the
effect

Caprasannakumar(Pksir)

‘ Accounting Estimates

Meaning of Accounting Estimates. J

Many Items in financial Statements cannot be measured but only can be estimated. Estimation
involves judgement on the basis of latest available information.

Examples: - Provision for Bad Debts, Warranty Obligations, Depreciation Method, Useful Life,
Residual Value, etc.

Changes in Accounting Estimates.

= Entity shall revise an Accounting Estimate if circumstances change as a result of new
information or more experience.

= Entity shall account for Change in Accounting Estimate prospectively, i.e. Apply change from
the date of Change in Estimate. 61

= Disclosures in financial Statements regarding Change in Accounting Estimate

Nature of Effect (Amount of Adjustment for each If it is not possible to estimate
Change in affected item in financial Statements) effect on future years, then this
Accounting  on Current Year & future Years due to fact must be disclosed

Estimate Change in Accounting Estimate

>

Other Points

= Change in Accounting Estimate cannot be treated as a Correction of Prior Period Error.
= [fitis difficult to distinguish between a change in accounting poIicy@ijchange in accounting
estimate, then treat it as change in accounting estimate.

Nolz © B in  Dep T - 4 in Acmwj.r.‘e uhwoly,
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_a Ch...;%in accounting estimate

During the financial year ended 31 March 2019, the management of XYZ
Limited performed an operational review of its plant in Gujarat, India, which
resulted in changes in expected usage of certain items of property, plant and
equipment. Certain machinery, which was expected to be used in production
for period of seven years from the date of acquisition, is now expected to be
used in production for a period of five years from the date of acquisition,
considering the introduction of new technology in the market. This has
resulted in decrease in useful life of the machinery. The effect of this change
on actual and expected depreciation expense, in current and future years, is

as follows:
2018-19 2019-20 2020-21
Increase in depreciation 150 60 11
expense

C. ERRORS
A. Prior period errors are omissions from, and misstatements in, the entity’s financial
statements for one or more prior periods arising from a failure to use, or misuse of, reliable
information that:

M a. was available when financial statements for those periods were approved for issue; and
b. could reasonably be expected to have been obtained and taken into account in the
preparation and presentation of those financial statements. Such errors include the
effects of mathematical mistakes, mistakes in applying accounting policies, oversights or

misinterpretations of facts, and fraud.
B. Errors can arise in respect of the recognition, measurement, presentation or disclosure of

elements of financial statements. Financial statements do not comply with Ind AS if they
contain either material errors or immaterial errors made intentionally to achieve a particular
presentation of an entity’s financial position, financial performance or cash flows.

¥ These are omissions & misstatements in financial statements of Previous Years.

Examples: -
Error of Commission, Error of Omission, Error of Principle, Fraud, Classification Error, etc.

Caprasannakumar(Pksir)
Treatment of Prior Period Errors CLQO‘W- E ronsple Q)

= Entity shall correct the Prior Period Errors Retrospectively, i.e. Correct such Errors from the
very 1t day in Past as follows:

/_’,,f"‘\___
_— & \\
Restating the Comparative Restating the Opening Balances of Previous Year Thod
Amounts of Previous Year for correction relating to All Prior Periods [if Any) Ip() . &‘g o\no)

= |f Retrospective Restatement is Impracticable, i.e. Entity cannot restate prior period errors
retrospectively after making every reasonable effort to do so; then Entity should restate
prior period errors prospectively.

CA Prasanna Kumar (PK sir)
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‘ Disclosures in financial Statements for Prior Period Errors ‘

Nature of Prior Effect (Amount of Adjustment If Retrospective Restatement is
Period Error for each affected item in Impracticable, Disclose Reasons of it

financial Statements) on
Previous Years due to Prior Period Error
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Examples 15-17

15.  An entity presents one year comparative period in its financial statements. While
preparing the financial statements for the financial year 20X4-20X5, if an error has been
discovered which occurred in the year 20X1-20X2, i.e., for the period which was earlier
than earliest prior period presented (which is 20X3-20X4 in this example), then, the error
should be corrected by restating the opening balances of relevant assets and/or liabilities
and relevant component of equity for the year 20X3-20X4. This will result in
consequential restatement of balances as at 15t April, 20X3 (i.e, the third balance sheet).

16. A material error in depreciation provision of the preceding year ended 31st March, 20X2
was discovered when preparing the financial statements for the year ended
31st March, 20X3. The amount recognised in statement of profit and loss for the year
ended 31st March, 20X2 was % 1,00,000 instead of ¥ 50,000. In this case, when
presenting the financial statements for the year ended 31st March, 20X3, depreciation for
the comparative year 20X1-20X2 will be restated at ¥ 50,000. The carrying amount i.e.,
net book value of property, plant and equipment for the comparative year ending
31st March, 20X2 will be increased by ¥ 50,000 (due to restatement of accumulated
depreciation).  This will result in consequential restatement of opening balance of
retained earnings and property, plant and equipment for the year 20X2-20X3.

17.  Continuing with the aforesaid example, assume that the error relates to year ended
31st March, 20X1 and 20X0-20X1 is not the earliest period for which comparative
information is presented. In this case, the error will be corrected by restating the opening
balances of retained earnings and carrying amount i.e., net book value, of property, plant
and equipment, for the year 20X1-20X2. This will result in restatement of balances as at
1st April, 20X1.
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