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= Value of Option calculated using Option Pricing Methods Like Binomial Model, Black
Scholes Model

= |t will always be given in question.

= |n Case of Equity Settled SBP to Employees [ESOP], fair Value of Options / Shares At Grant
Date will be considered

= |n Case of Cash Settled SBP to Employees [SAR), Fair Value of SAR, / Shares At Each
Balance Sheet Date will be considered.
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Note 1: The factors for computatio/naﬁ)ption expense like No. of Employees, no of options for

employees, fair value of ‘option; total vesting period are to be considered wsing the latest

estimates at the end of each year and therefore can be changed in each period when they are
relating to service conditions / Non-market performance condition.

Note 2: Calculation of No. Employees to be considered.
= While calculating option expense in the last year of vesting period, we have to consider only
the actual no. of employees to whom options are vested. There will be no need to estimates.
= However, while calculating the option expense for the remaining years we have to estimate
the No. of employees who are expected to be present at the end of service period./ WH Pumd -

(a) If Rate of Exit (%) is given as average % over the full vesting period, then consider such % for

all the years in vesting period. The actual rate of exit in prgceeding period should be ignored.
¥ (b) If just a rate of exit (%) is given and it is not mentioned that it is an average for the full vesting 'k
period then consider such rate of exit for the remaining vesting period.
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Journal Entries:
1. ON Grant —Day No Entry
2. During vesting period

a) For Recognizing option expense

Employee compensation Exp A/c Dr.
To SBP Reserve.
b) Transfer to PL
P&LA/c Dr

To Employee compensation exp.
Note: If option expense is negative, reverse entries will be passed.

3. After vesting period
i.  If options are exercised:

a) For exercise price received
Bank A/c Dr
To SBP Reserve
b) For Issue of shares
SBP Reserve Dr [Value of option + exercise price] x No of option
To Equity share capital

To Securities Premium

Alternatively,
Bank A/c Dr Exercise Price
SBP Reserve A/c Dr Value of options
To Equity share capital Face value
To Securities premium (Bal. Fig)
ii.  If options are lapsed.
SBP Reserve A/c Dr

To Retained Earnings / General Reserve.
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% Examp.C
No. of Employees covered in ESOPS = 100
No. of options per employee = 60
Fair value of the option =17
Market price should become Rs 150 is the vesting condition and employee should stay till such
period. Expected vesting period on Grant date = 4 years.
At the end year 1:
Employees left 5, expected to leave 12 and MP not estimated to cross Rs 150 within 4 yea rs(’l’vﬁ(’)
At the end of year 2:
Employees left 3, expected to leave in future is 4, MP will reach the target after 4 years from year(-f[yop)
2
At the End of the year 3: -
Employees left 7, market price has attained the target level of Rs 150 in this year. Hence the

options vested.

Calculated option expense each year.
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Possibility 1: Market condition without any time limit. [E.g.: options will vest whenever market
price of share exceeds Rs.500]
a) On grant date, the company will estimate a vesting period by which the market condition

is expected to be satisfied.
b) Option expense has to be recognized over this estimated vesting period. Any further
estimates regarding the vesting period shall be ignored.

c) Atthe end of estimated vesting period, option expense has to be recognized even if market
condition is not satisfied.

d) However, if market condition is actually satisfied before the estimated vesting period then
there will be a preponement of option expense. This is called as acceleration of option

expense.
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Possibility 2: Market condition with time limit [ E.g.: options will vest only if market price
exceeds Rs.65 by the end of year 3]

a) Here the vesting period is defined in the ESOP contract. Therefore, option expense is to be
recognized over this vesting period.

b) If the market condition is not satisfied by the end of vesting period, then options do not vest at
all. However, the option expense needs to be recognized as usual. This is because the possibility
of market condition not getting satisfied is already considered in determining the fair value of
option on grant date. As the options do not vest, the accumulated balance in SBP Reserve is

transferred to Retained earnings.
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SUMM&H

STOCK APPRECIATION RIGHTS (SAR) OR CASH SETTLED SHARE-BASED PAYMENT.
1) In SAR the company agrees to pay cash to the employee after the vesting period to the extent
of MP over and above the exercise price.
Cash paid to employee = MP of share on exercise date (-) Exercise price
This is called as INTRINSIC VALUE of option on EXERCISE DATE
2) Unlike ESOP’s, SAR is a liability since the company has an obligation to pay cash.
3) Since SAR is a liability, it has to be remeasured each year considering the Fair value of option
at the end of each year.
Journal Entries:
1. For Recognizing option expense
Employee compensation A/c Dr | EIU— Qw-b"’“{)
To SBP liability A/c / Provision for SAR
2. Transfer to P&L
P&LA/cDr
To Employee compensation Expense.
3. On payment of cash to employee
SBP Liability A/c Dr
ToBank A/c
Note 1: While calculating option expense each year, we have to consider the fair value of option
at the end of each year.
Note 2: If any Excess liability is created or SAR is not Exercised such excess liability shall be
reversed by transferring to P&L A/c.

ESops WTH CASH  ALTERNATIVE
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¥ The employees will be given a choice to select either cash (SAR) or shares (ESOP’s) after the
vesting period. This plan will be accounted as under.
Step 1: FV of SAR on grant date = No. of options x Fair value of option without restrictions
Step 2: FV of Equity obligation = No. of options x Fair value of option after considering
Restrictions.
Step 3: Equity component = [Step 2 ® Step 1] only if positive.
Step 4: The No of options in step 1 should be accounted asAthroughout the vesting period and
The Equity component in step 3 if any will be accounted as ESOP’s
Step 5: After Vesting date.
Situation 1: Employee Opts for cash
a) Pay cash to employee from SBP Liability A/c and
b) The Balance in SBP Reserve is transferred to Equity (Retained Earnings/ General Reserve)

Situation 2: Employees opts for share e I .«
1y wo
a) The Balance in SBP liability will be transferred to SBP Reserve. [-)’c'”— You W " “J
b) From SBP Reserve shares are issued. 8P (L) & leae 820 e)
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Qeanano 1

Services are received by Subsidiary Co.
+
Shares are to be issued by parent Co.

|0 co 00d

Ro0000

(300000

(c,mp < Povat  Subadiog)

| In the books of Parent Co.
| Investment in subsidiary co. Dr
To SBP Reserve/ Equity share capital

In the Books of subsidiary Co.
Employee compensation A/c Dr

To capital contribution by parent (p °lf Eq,u.(j)
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Shares are to be issued by subsidiary co.

In the books of parent co.
Employee compensation A/c Dr
To Dividend Income
(Subsidiary issuing shares out of their reserves o o
tukor 0
is a kind of dividend distribution), This b
Dividend is an Income to parent co.

In the Books of subsidiary Co.
Retained Earnings/General Reserve Dr
To SBP re\f,erve/ equity sj‘lare capital
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‘ Meaning & Treatment of Borrowing ‘

1) Meaning of Borrowing Costs: -
It means costs incurred for borrowing the funds including
- Interest Costs
—>Exchange Difference on foreign Currency Borrowing upto some extent

2) Treatment of Borrowing Costs: -
|

v v

If Borrowing is taken for Acquisition Otherwise
or Construction of a Qualifying Asset ¢
Capitalize it to the Cost of that Asset Recognize an Expense in P&L

Note: Qualifying Asset: -

» It means any Asset [Example: Inventory, PPE, Intangible Assets, Investment Property, etc.
Which takes substantial period of time to get ready for its intended ww'é'-or sale
[ie Installation or Construction of Asset is taking substantial period of time]

» - Substantial Period of Time is not defined under the Ind AS. It will be as per the judgement
of the Entity. In silent question, we will assume that Asset is taking substantial period of
time to get ready.

Caprasannakumar(Pksir)

‘ Period of Capitalization of Borrowing Costs ‘

Commencement Date of Capitalization Cessation Date of Capitalization
of Borrowing Costs of Borrowing Costs

Capitalization of Borrowing Casts should @ Capitalization of Borrowing Costs should stop

start from Later of following dates: on the date when the Asset gets ready for its

(i) Loan Taken intended use of sale.

(ii) Development Activities on the ® |f Entity is completing construction of Asset in
Asset has been Started. Parts & each part can be used individually,

(iii) Expense is incurred on the Asset then Entity should stop capitalization of

Borrowing Costs on completed part on the
date when that part gets ready for its
intended use sale.

[Example: Building Construction Project in Phases]
Note: - If Entity pause development work on the Asset for unnecessary reason, then
Capitalization of Borrowing Costs on that Asset will be suspended for such period.

Caprasannakumar(Pksir)
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a. Borrowing costs that are directly attributable to the acquisition, construction or prodxction of
¥ a/qualifying asset are included in the cost of that asset i.e. must be capitalised. \r.ug\""‘ x

b. Other borrowing costs are recognized as an expense in the period in which they are incurred.
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Explan to wie'three conditions for commencement date

= Expenditures on a qualifying asset include: Caprasannakumar(Pksin

- Those expenditures that have resulted in payments of cash
% - transfers ofotherassetsCBy;.\ﬂ-..,.i Ay Osub of Sk bﬁ MNL)

% ¥ assumption of interest-bearing liabilities (zut' on loasr lﬁ"d’ﬁx ﬂwgﬁwg)

xr Expenditures are reduced by any progress payments received and grants received in
connection with the asset.

= Activities necessary to prepare asset for its intended use or sale:

- Includes technical and administrative work prior to the commencement of physical
construction, such as the activities associated with obtaining permits prior to the
d\!& commencement of the physical construction.

do
'\n‘s"'w - (excludes the holding of an asset when no production or development that changes the
asset’s condition is taking place.

For example, borrowing costs incurred while land is under development are capitalised during
* the period in which activities related to the development are being undertaken. However,
borrowing costs incurred while land acquired for building purposes is held without any

associated development activity do not qualify for capitalisation.
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3.6.4 Suspension fof capitalisation A O de B HNM‘ i ’Ain g /
Z poded

= Capitalisation of borrowing costs shall be suspended during the extended periods in which E'M
the(active development of a qualifying asset is suspended. Such costs are costs of holding /S
partially completed assets and do not qualify for capitalisation. However, the standard Cw"a’m
distinguishes between extended periods of interruption (when capitalisation would be
suspended) and periods of temporary delay that are a necessary part of preparing the asset

g it Mk A s odn i6 o
for its intended purpose (when capitalisation is not normally suspended)——> Covnd o :

= Capitalisation of borrowing cost is not suspended when temporary delay is a necessary part ()
of the process of getting an asset ready for its intended use or sale. For example, Bh-aa,_
capitalisation continues during the extended period when high water levels delay construction gpn yiver
of a bridge, if such high-water levels are common during the construction period in the g,
geographical region involved. Similarly, capitalisation continues during periods when Yai
inventory is undergoing slow transformation — the example is given of inventories taking an N‘
extended time to mature (presumably such products as Scotch whisky or'Cognac, although -
the relevance of this may be limited as these products are likely to meet the'z)optional w )

on .

exemption for ‘routinely manufactured’ products.
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Enaplio'i For a qualifying asset that needs to be complete in its entirety before any part can be used
5 chove . @sintended, it would be appropriate to capitalise related borrowing costs until all the activities
Yolo necessary to prepare the entire asset for its intended use or sale are substantially complete.
An example of this is an industrial plant, such as a steel mill, involving several processes
which are carried out in sequence at different parts of the plant within the same site.
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Capitalization of Borrowing Costs

¥  The borrowing costs that are eligible for capitalisation are those borrowing costs that would have
been avoided if the expenditure on the qualifying asset had not been made.

Since it may not always be easy to identify a direct relationship between particular borrowings and
a qualifying asset and to determine the borrowings that could otherwise have been avoided, the
standard includes separate requirements for specific borrowings and general borrowings.
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® Entity can have 2 types of Borrowings as follows:
I

Specific Borrowings General Borrowings
Amount Borrowed specifically for Acquisition All Other Barrowings of Entity which
or Construction of a Qualifying Asset can be used for any purpose

It is assumed that:
v" Specific Borrowings are firstly used to incur expense on qualifying asset, and then
v General Borrowings are used to incur remaining expense on qualifying asset

e Calculation of Borrowing Cost to be Capitalised on Qualifying Asset during the year as

follows: -
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Step 1: Specific borrowing Cost:

Actual Interest Cost incurred on Specific Borrowings irrespective

of expense incurred on qualifying asset on different dates. XXX

Specific Borrowing x Interest Rate on X Months

Amount Specific Borrowing 12

Here, Months will be taken

FROM Later of< Commencement Date of Capitalization
Year Beginning

TO Earlier of Cessation Date of Capitalization
Year End

(-) Investment Income on Temporary Investment of these Specific Borrowings [if any] (xxx)
Specific Borrowing Coat to be Capitalized
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Calculate Capitalization Rate [Weighted Average Borrowing Rate]
=

Total Actual Interest on All General Borrowings
Total Amount of General Borrowings weighted average on time basis

J
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x 100
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Calculate Capitalization Rate [Weighted Average Borrowing Rate]

= Total Actual Interest on All General Borrowings x 100
Total Amount of General Borrowings weighted average on time basis

Calculate Eligible General Borrowing Cast
Expense incurred on Qualifying
= Asset on each date x Capitalization Rate x Months
12
(after utilizing Specific borrowing)

Here, Months will be taken.
Commencement Date of Capitalization
FROM = Later of Respective Expense Incurred Date
Year Beginning
To = Earlier of Cessation Date of Capitalization
< Year End

e Expense incurred should be considered on Actual Outflow basis [Not Accrual]

e Borrowing Costs already capitalized on Qualifying Asset till Previous Year should also
be considered as Expense incurred on Qualifying Asset for calculation of Eligible
General Borrowing Cost for the Current Year

Calculate General Borrowing Cost to be Capitalized
Eligible General Borrowing Cost as calculated above

OR Lower
Total Actual Interest on All General Borrowings

Step 3: Total Borrowing Cost to be Capitalized on Qualifying Asset during the year:

= Step 1+ Step 2

Note: -
i

If specific Borrowings are taken for More than 1 Asset, then Allocate Specific Borrowing
Cost to All Asset as follows:

=Total Specific Borrowing Cost  x Expense incurred on 1 Asset

Total Expense incurred on All Assets
If Borrowing taken is in nature of Bonds issued at Discount, then EIR as per Ind As 109 will
be considered for calculation of borrowing Casts.

Caprasannakumar(Pksir)
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a 3.5.3 Expenditure to which capitalisation rate is applied
P

= In determining the borrowing costs to be capitalised, the amount of expenditure on a o o
qualifying asset include only those expenditures that have resulted in payments of cash, | = s
transfers of other assets or the assumption of interest-bearing liabilities. olvw‘q

=  Expenditures are reduced by any progress payments received and grants received in [, se
e

connection with the asset (see Ind AS 20 Accounting for Government Grants and Disclosure Awe
of Government Assistance). o

= The average carrying amount of the asset during a period, including borrowing costs
pF previously capitalised, is normally a reasonable approximation of the expenditures to which *X"";
il
the capitalisation rate is applied in that period. po
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Sommany

Capitalization of Borrowing Costs by Group Companies

(1) In SFS of each Group Company: -
= Apply Same Principles as discussed above in this Ind AS.
= Capitalize Borrowing Coats into Qualifying Asset in SFS of Company if it has taken.
Borrowing & has incurred Expense on Qualifying Asset.

(2) In CFS of the Group: -
= Capitalize Borrowing Costs into Qualifying Asset in CFS by considering all the borrowings
taken by each company in the group & all expense incurred on qualifying assets by each
company in the group.
= |f Inter Company Profit is charged on Construction of Qualifying Asset within the Group,
then such profit will be eliminated in efs while considering Expense incurred on
Qualifying Assets.

Caprasannakumar(Pksir)

3.8.3 Cessation of capitalisation for:maturing inventories

= For maturing inventories, it is sometimes difficult to determine when the 'period of production'
ends, i.e. when inventories are being held for sale as opposed to being held to maturé. -

jod
23
Q.(. wil?vxb"’

ad .
Example 7 U’-(“'hu

Whisky is 'mature' after three years but goes on improving with age for many more years.
Provided that it is consistent with the entity's business model to hold such items so that they
mature further, it would seem acceptable to continue to add borrowing costs to the value of
such maturing inventories for as long as it can be demonstrated that the particular item of
inventory continues to increase in value solely on account of increasing age, rather than
because of market fluctuations or inflation.

= (If this cannot be demonstrated, then the inventories should be regarded as held for sale and
no further borrowing costs should be capitalised.

Caprasannakumar(Pksir)
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Example 1

The financial year of an entity ends on 31st March, 20X2. If the board of directors approves the
financial statements on 15" May, 20X2, ‘after the reporting period’ will be the period between
31st March, 20X2 and 15" May, 20X2 and the events occurring during this period should be
considered as ‘events after the reporting period’. |

Example 2

The Board of Directors of ABC Ltd., in its meeting on 5% May, 20X1, reviews and
approves the financial statements for the year ended 31st March, 20X1 and issues them
to the shareholders. The financial statements are adopted by the shareholders in the
annual general meeting on 231 June, 20X1. The date of approval of financial statements
for the is 5t May, 20X1 in accordance with the standard.

Example 3

On 18t May, 20X2, the management of an entity approves financial statements for issue
to its supervisory board. The supervisory board is made up solely of non-executives and
may include representatives of employees and other outside interests. The supervisory
board approves the financial statements on 26t May, 20X2. The financial statements are
made available to shareholders and others on 1st June, 20X2. The shareholders approve
the financial statements at their annual meeting on 15" July, 20X2 and the financial
statements are then filed with a regulatory body on 17t July, 20X2.

The financial statements are approved for issue on 18t May, 20X2 (date of management
approval for issue to the supervisory board).

Example 4 (Sou. s (ore G)

Loss allowance for expected credit loss in respect of the amount due from a
customer was recognised at the end of the reporting period in accordance with
Ind AS 109, ‘Financial Instruments’. Subsequent liquidation order on the customer

issued before the date of approval of financial statements for the reporting period
indicates that nothing could be received from the customer. This confirms that the
expected credit loss at the end of the reporting period on this particular trade
receivable is equal to its gross carrying amount and, consequently, the entity
needs to adjust the loss allowance for the expected credit loss at the end of the
reporting period so that net carrying amount of this particular trade receivable at

the end of the reporting period is zero.
CA Prasanna Kumar (PK sir)
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% Events occurring after Reporting date: are those events, favourable and unfavorable, that

V.

CA Prasanna Kumar (PK sir)

occur after the Balance Sheet date and up to the date of approval of financial statements are
approved by the Board of Directors (in case of a company) and by the corresponding
approving authority (in case of any other entity) for issue.

Date of approval means the date on which the Board of Directors has finalized the FS of
concluded accounting period.

Note: - Sometimes after approval of FS by the board a further approval may be required from
a supervisory body (Eg: Audit committee) Even in this case date of approval by the board of
directors is considered as “date of approval for purpose of this standard.

Tp foe o twe dota o opperad by Rop  Aore A fnod one

Adjusting Events: These are events that provide additional information relating to conditions
or Situations that are already Existing on Balance Sheet. These Events will be considered in
preparing the FS of the Concluded period and it may lead to change in the carrying amount
of Assets / liabilities or it may impact the classification. CA E)

Non-Adjusting Events: Non-adjusting events are those that are indicative of conditions that
arose after the reporting period (non-adjusting events after the reporting period). These are
events other than adjusting events. Material Non-adjusting events shall be disclosed in the
Notes to accounts & an estimate of its financial effect if practicable. CNAE)

AE EK‘&_WE(M NAFE

Debtor suffering heavy losses before i. Loss by fire after Balance Sheet Date
Balance Sheet Date has become bankrupt ii. Change in Fair Value of Investments
after Balance Sheet Date after Balance Sheet Date

Discount provided after Balance. Sheet iii. Negotiation to acquire land started
Date on goods sold before Balance before Balance Sheet Date but

Sheet Date transaction completed after
Determination of Cest after Balance Sheet Balance Sheet Date

Date for Assets Purchased. N7

before Balance Sheet Date Do not adjust the amount in financial
Settlement after Balance Sheet Date Statements.

of a Court Case stasted before But if Non-Adjusting Event is Material,
Balance Sheet Date then Disclose in financial Statements:
Excise Demand Notice received after -> Nature of the Event &

Balance Sheet Date for goods. - Estimate of its financial Effect
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mai tul fore Balance OR

Sheet Date Statement that such Estimate
N2 Cannot be made.

Adjust the respective amount
in financial Statements
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Dividends: - CILL lo

= |f Entity declares dividend after Balance Sheet Date But before approval of Financial
Statements, then such dividend is not recognized as a Liability at Balance Sheet Date
because no obligation exists at that time. [Non-Adjusting Event]

= Such Dividends are disclosed in the Notes in financial Statements.

GOING CONCERN BECOMING INVALID
W If an Event occurring after Balance sheet makes the going concern Invalid. It should be treated
as an Adjusting Event even though there is no situation / condition on the Balance sheet date
Going Concern may become Invalid due to reasons like heavy operating losses, Ban on the
products. Intention of the management etc., Deterioration in operating results and financial
position after the reporting period.
¥ If the going concern assumption is no longer appropriate, the effect is so pervasive that this
standard requires a fundamental change in the basis of accounting, rather than an
adjustment to the amounts recognized within the original basis of accounting. All the assets
shall be presented at realizable values and all the liabilities at settlement values.
% Ind AS 1 specifies required disclosures if:
a. the financial statements are not prepared on a going concern basis; or
b. management is aware of material uncertainties related to events or conditions that may
cast significant doubt upon the entity’s ability to continue as a going concern. The events
or conditions requiring disclosure may arise after the reporting period.

Disclosure Requirements:

a. Name of the approval authority of financial statements.

b. Date of approval of financial statements.

¢. Material non-adjusting Events

d. Disclosure of Events which are adjusted in financial statements.

CA Prasanna Kumar (PK sir)
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‘ Ind AS 8 Discusses

1
l l

Criteria for ‘ Accounting  Treatment &
l Presentation and disclosure of

|

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

= Selecting accounting policies; &
= 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 fAccounting 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 C‘?wv voke 'ﬂ\"ﬂ-ﬁh 04'.1)
Treatment of Foreign Exchange Gains / Losses.
Y. Measurement Basis for PPE & Intangible Assets = Cost Model or Revaluation Model

w
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{ Selection & Application of Accounting Policies. J

e If Specific Ind AS is available for a particular transaction, then Entity shall apply. Accounting

Policy as determined by that Ind AS.
N
Otherwise Entity shall refer following Sources in descending order: -
(i) Any Other Ind AS on similar transaction.CHoMaléT‘ VL‘;)
" = i Tnesne  Erponee
(i) Framework of Ind AS. CMOudalm‘) — 04 ol A, bobﬂv'j odn , Erp
(i) Pronouncement of International Accounting Standards Board [IASB] (Op‘fol_bl V‘-b’)

(iv) Pronouncement of Other Standard Setting Bodies [Example: US GAAP, etc.] ( opﬁw! VL})(TLL 'f)
(v) Accepted Industry Practices. (00\7’6»0! n&)

Entity shall Select & Apply its Accounting Policy consistently for similar transactions.
Nole @ [Consistency of Accounting Policies]
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Changes in Accounting Policies Caprasannakumar(Pksir)

e Entity shall change an Accounting Policy only if:
- Required by Ind As, or (m"‘D)
-> Results in providing more relevant & reliable information [i.e. Voluntary Change of
Accounting Policy] (No"' '4) (&Lg)
= Followings are not considered as Change in Accounting Policy: - (Nolcs; (,) f("'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).
(ii) Application of New Accounting Policy for transactions that did not occur previously. (er)

Srasolinod Pvumual:j (%!:_I)

Freeh
Tvoamedin

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:

£ NR® Pl
Adjusting the Comparative 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]

* Mofn‘-@ - 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: - ((ﬂ»wﬂ poinlc )

[ l

v v

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. CEN"W' OA‘PW o'— 2 AS)
ii.  Transitional provisions that are applied for accounting. C th‘&l M”pl;o_ﬂ U" &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.
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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.
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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.

Notlc ©

Example 5 (No-l— dmuac_ in Accouvdsy’ pobiey )

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.

okt ©

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 P | 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

p

L

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.

:L 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. f&' 1

= 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
L )

= Change in Accounting Estimate cannot be treated as a Correction of Prior Period Error.
= [fitis difficult to distinguish between a change in accounting policy@ﬂchange in accounting
estimate, then treat it as change in accounting estimate.
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_ﬁ Chc..;-%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 1
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)

i Treatment of Prior Period Errors C-Q"‘"L E rossple Q)

= Entity shall correct the Prior Period Errors Retrospectively, i.e. Correct such Errors from the
very 1t day in Past asjg[%i\
_— & ‘“\
Restating the Comparative Restating the Opening Balances of Previous Year (W
Amounts of Previous Year for correction relating to All Prior Periods [if Any) ,Tyf @lﬂ o\nv)

= [If 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.
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‘ Disclosures in financial Statements for Prior Period Errors ‘

l
| | !

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 1st 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
1t April, 20X1.
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