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@ This standard s applicable ONLY to contracts with CUSTOMER.

L. COP‘

p

¥ This Standavd applies to all contracts with customsrs, EXCEPT the following:
. Lease contracts within the scope of Ind AS 336;

Insurance contracts (ind AS 104)

¢ Financial instruments and other contractual rights or obligations within the scope of

Ind A3 109, Ind AS 110, Ind AS 141, ind AS 27 & Ind AS 28; and

d. Non-monetary exchanges between entities in the same line of business to facilitate sales

10 custormers or pof:enf:r’m‘ customers.

(For example, this Standard would not apply to a contract between two oil companies

that agmé to an exchange of oil to fulfil demand from their customers in different

specified locations on a timely basis.)

% CUSTOMER

2 COREERINCIPLE OF IND AS 415

A custower 5 a pariy that has contracted to obtain goods or services that ave an output of
‘entity's ovdinary activities in exchange for consideration. - o _
A counterparty would not be a custowmer if it has contracted with the entity for Developing

an asset n a collaboration arrangeraent:

F %

In a manner that depict the transfer of goods or
services to customer

RECOGNISE
REVENUE

e - .

.
] AL an amount that reflects the considevation the |

™ entity expects to be entitled in zxchange for those
’ goods or services

5. EIVE STEP MODEL FOR REVENUE RECOGNITION




]
)

W To achiove the core principle, an entity should apply the following & stey model:

Step 1: ldentify the contract with the customer

N7

Step 2: ldentify the performance obligations in the coniract

S

Step 3: Determine the transaction price

L4

Step 4: Aflocate the transaction price to the performance obligations in the contract

N,

Step 5: Recognize vevenue as and when the entity satisfies its performance obligations

4. .STEP 1: IDENTIEYING THE CONTRACT

4.1 CRITERIA FOR RECOGNIZING A CONTRACT |

T An accounting contract exists only when an arvangemend with a customer meets ALL of the

ifoffo witng five eriteria:

N2 Pavties have approved the contract and are compmitted to perform their
contractual obligations;

’ Y The em’:ftg can identify each party’s rights regarding the goods or sevvices to |
be tvansferved; '

| ¢y Tha entrty con identify the payment terms for the goods or services to be
transferred;

_ } d) The contract has commercial substance;

2) It is probable that the entity will collect substantinlly all of the consideration to
which it expects to be entitied.

CFA contract waay NOT pass all the 5 conditions of Step 1, but entity may still transfer goods

v Seyvices to the cusiomer and receive non-vefundable consideration. In that circumstance,

| the eniily cannot recognise vevenue for the non-vefundable consideration veceived ie. the

eniity will vecognise consideration received as o labilfy until either:

.o Step 1 criteria are subsequently wet, OR




o The contvact has been terwinated / or there are wno remaining obligations, and

consideration received frow the customer is non-refundable.

CONTRACT TERM

o An entity shall apply this Standard to the duration of the contract (ie. the contractual

gpawod)__m which the parties have enforceable vights and obligations.
% TERMINATION PROVISIONS

7 Some contracts can be_terminated by either party or it wmay only be terminated by one

_ ?,ﬂ?ﬂl.’fiy- An accounting contract DOES NOT exist if each party to a contract has the

‘unilateral enfovceable vight to terminate a wholly unperformed contract without paging a

§._Sf4!?_star~ﬁxre termination penalty,

__44c0MBfoNa(’0NTRACTs .

e Two or more contracts may wneed to be accounted for as a smgl’e contract if they are I
) _‘;ewte__red, at or near same time, with the same customer and if ANY ONE of the following

conditions exists:

b) The amoum& oF
consideration paid in one

¢) The goods or services
promised in the contract

a) The contracts are

negotiated as a single contract depends on price . 5
are a single pevformance i
package; OR or performance of other | N
: obligation. :
______________________ contract; OR _§ .

| 4.5 CONTRACT MODIFICATIONS e

A IDENTIFYING A MODIEICATION . . . .. ..
L éA_contmciﬁ. modification exists if three conditions are met:

. 0y . There is a change in the scope, price, or both in a contract,

r'i)_. That change_fs approved. bg both the entity and the customer. e

_ B. ACCOUNTING FOR THE MODIFICATION.




SEP, TE CONTRALTS

It is treated as a separate contract
if BOTH the conditions are satisfied:

a) Increases the scope by adding
| new goods or services that are
' distinet;

AND

'{ b) nerease in the contract price
| reflects the stand-alone selling price
of the additional goods or services.

| MODIFICATIONS THAT CONSTITUTE |.

S~

AN Ao

MODIFICATIONS THAT DO NOT CONSTITUTE

SEPARATE CONTRACTS

s

are distinet from foods
or sevvice in Original
Contract BUT Price Is
NOT Standalone S.P

X A

e A

Account for the
Modification Prospectively

(i.e. Termination of the
old contract and the
creation of a new

Y .
If New aoods or Sevvice b

ov seryices are
NOT distinct and
part of a single
PO that is

contract)

1 a) The goods or sevvices promised in a contract AND

the same pattern of transfer.

5. STEP 2: IDENTIEYING PERFORMANCE OBLIGATIONS

T AL contract inception, an entity shall assess

_ by Shall identify performance obligation under each prowmise.

A, DISTINCT PERFQRMANCE OBLIGATIONS

Account for
modification on a
cumulative cateh-

up basis (i.e.

Retrospectively)

SN o

_paviially satisfied j

@ pPerformance obligation is a_promise to transfer to the customer either:

' a)_ A good or sevvice (ov a bundle of goods or services) that is distinct; OR

{ Remaining goods Y. ... .

e N

| _b) A sevies of distinct goods or sevvices that ave substaniiglly the same and that have




| Ave there Multiple Promise of Goods & YES Mutepéeb:’?evi?rmamce
Sevvices which are Distinet (which are ' lgacion
. - d . . f. - J N .
not substantiaflly same and that do not | Single Performance
have same patiern of transfer) NO .
Obligation

LB ?F’_romfse to transfer a sevies of distinet good:

“have the same pattegn of transfer:

P An entity is required to treat that series as a_ single performance obligation (ie. it is not

optional). Examples: Cleaning sewvices, tvansaction processing services and delivering

 electvicity to customer.

+ LONG TERM ARRANGEMENTS

o showld it be broken into smaller periods (daily, wmonthly or yearly)?

e

 performance obligations, if the contract can be yenewed ov cancelled by either party at

é_dr‘_’scmi‘e points in time (that (s, at the end of each sevvice year).

i long-teran seyvice agreements when the considevation is fixed, the accounting generally

i

will_not change vegardiess of whether a single performance obligation or multiple

performance obligations ave identified.

F Should a three-gear maintenance agreement be considered a single performance obligation

At may be appropriate to tveat a three-year sevvices contract as three separate one-year

D981 T8 AMOA S OGN HEVHYY O B8y B Mg anseARas s,

. oteepunas
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6. STEP 3: DETERMINING THE TRANSACTION FPRICE

_.f:a’_':“;‘"mm;acm'am Price is the ameount of consideration which an entity expects to be entitled in
exchangs for transferving promised goods or services to a customer, excluding apaounis

~eoflected on behall of thivd parties (for example, GST).

' % The consideration promised may be FIXED or VARIABLE or both,

B. Constraining | ... | C. Significant | - | E. Consideratio
: g ?:gm an D. Non-Cash ' "
Estimates of | 1 Financing - | . . Payable to a
. _ Consideration
Variable Component: Customer
Consideration |~ - S

A. Variable
Consideration

A. VARIABLE CONSIDERATION .
T An amount of consideration would be variable if either a product was sold with a vight of

/ . _return or a fixed amount is promised as a performance bonus on achievement of a specified

~milestone.
2" Vaviable consideration way be fixed in amount, but the enlity’s right to receive that
?_co_nsfd_graﬁpn is contingent on a future outcome.

% Penalties

wvariable consideration.

% ESTIMATING THE AMOUNT OF VARIABLE CONSIDERATION .. . . |
: An entity shall estimate an amount of vaviable consideration by using either of the following
_ _ methods: |

. ‘Where the penalty is inhevent in determination of transaction price, it shall form pavt of



@ Factors that increase the likelihood or the magnitude of a revenue veversal include any of

1. THE EXPECTED VALUE 2, THE MQST LIKELY AMOUNT

“The expected value & the sum of It is the single most likely amount in a

probability-weighted amounts in a range vange of possibla consideration amounts

of possible consideration amounts. This o f (e the single wmost likely outcome). This

mathod may be appropriate if the - method may be appropriate if the

contract has multiple outcomes possible. contract has only two possible outcomes.
'CONSTRAINING ESTIMATES OF VARIABLE CONSIDERATION

the following:

@) Amount of consideration is highly suscéptr‘{vfe to factors outside entity’s influence.

. b)) Uncertainty about the amount of considervation is not expected to be resolved for a

long peviod of time,

0). Entity’s expevience or other evidence with similar types of contvacts is limited, or has

- limited predictive value.

. payment terms & conditions of similar contracts in sivailar circumstances.

@) Conivact has a large number and broad vange of possible consideration amounts.

v

REASSESSMENT OF VARIABLE CONSIDERATION

(including updating its assessment of whether an estimate of variable considesation is

constrained).

timing of payments agreed (sither explicitly ov implicitly) provides the customer or the

SIGNIFICANT, FINANCING COMPONENT

-entity with a significant benefit of financing.

Either party may benefit from financing i.e.,

Variable Consideration shall be included in the transaction price only when it is highly

d) Entity has a practice of either offering o broad vange of price concessions or changing

AL the end of each reporting period, an eniity shall update t‘he__est;'#ma‘f:e;i transaction price

‘_?xkn entity shall adjust the Transaction Price for the effects of the time value of mongy if the




_:@?‘_QTM Financing component s vecognised as interest expense (when __the, customer pays fn
g g pay

. ?avml'abfe then the entity can compute IRR. (:e EIR) which equates the promised

n . Customer may pay before the entity performs its obligation (a customer focm to the

entity) OR
= Customer may pay after the entity peﬁorms its obligation (a loan by the enf:fi:g to

the customar).

_:;expen_s_e_ isre_cogmfsed over th@.np"imncimg.;oerr’qd_ using the .effe.c.:tfye f_‘m:aresf:: methoqi,.,descrfbed_
in Ind AS 104.

' Discount vate is the vate at which entity could have taken finance. If that vate js NOT

. consideration and the cash selling price.

A CONTRACT WQULD NOT HA.VE. A SIGNIFICANT FINANCING COMPONENT IF_ANY OF
. THE FOLLOWING FACTORS EXIST:

Customer paid for the goods or sevvices in advance and the timing of the transfer of those

_ ;goads or sevvices is at the discretion of the customaer.

{Exaraple, consider o propald card for wobile phong sevvires, whevein the sustomer hos the

diseretion G0 avail wobile services within o sertain bund of timey

b

A substantial amount of considevation is variable based on future event that is not within

the control of the customer or the entity.

{Example, i the consideration is a sales-based royaliy)

du "y

'.{'“}fx:tm;ﬁia) the pagrent forwms might provide the enifty ov the customgr with peoteciion

L from the other paviy falling to adequately eomplets s obligations undor the contract)

. NON=CASH CONSIDERATION

" Sometimes a customer promises to pay for a good ov service in a form other than cash such

a3 sharves, advertising, or equipyaent.

' To determine the transaction price fn such cases:

_E_D:'Ff.erence _bet_wee.n ;arowu'se_d__cqnsr’d_erm‘:f.on and cash_selling price arises for reasons other



1% Prefevence g 20d Broference

sFair Value of Non-Cash Consideration Standalone Selling Price of goods or
Recelved ' seyvices given

* ‘CUSTOMER:-PROVIPED GOODS OR SERVICES

Tl a customer contributes goods or services (for example, materials, equipment or labour) to

facilitate_an entitys Fulfilment of the contract, the entity shall assess whether it obtains

control of those contribuied goods or sevvices.

If entity obtains Control o If entity DOES NOT obtain Control
Faiv Value of Goods or Sevvices supplied | | <Fair Value of Goods or Services supplied
by customer will be added to by customer will NOT be added to
Transaction Price. | Transaction Price.

N ..E-:_ECON,SIDERATfON PAYABLE TQ A CUSTOMER _
T ‘Consideration payable to a customer includes cash amounts, coupons, vouchers that an

_entity expects to pay or that can be applied against amounts owed to the entity.

CONSIDERATION PAYABLE TO A CUSTOMER

l
ft relates to distinet good ov service veceived from | | DOES NOT rvelate to
the customer (Also vefer note below) | distinet Goods or Services

Consideration DOES NOT )
Exceed the faiv value of |
distinet Goods or Service
Received

Account for the
consideration as a
veduction of the
transaction price

Consideration Exceeds
the fair value of
distinet Goods or
Services Received

_ Account for the EXCESS as a veduction of |

transaction price from sales. i

However, remainder is accounted asa | )
purchase from Suppliers

Accounted Separately i.e. Sales

| to Customer and Purchase

frova that Customer will be
recorded separately




o,
0

1)

- 2)

Considevation paid or payable to o customer can take many different forms, Some common

exayaples of consideration paid to a customer are given below:

Slotiing fees

éMaﬂHFﬁé’,ﬁ&W’es“S of consumer products comwmonly pay rvetailers fees to have theirv goods
éa‘ispiaged prominently on stove shelves. Those shelves can be physical (ie. in o building where
;the stove (s located) ov virtual (ie. they vepresent space in an internet reseilers online

geaml‘ogue). Gienerally, such fees do not provide a distinet good or service to the

%C_om_pemtfve advertising arrangements

i some avvangements, a vendor agrees to reimburse a reseller for a portion of costs

ithe pagment from the vendor is in exchange for a distinct good or service at fair value will

?._depend_ on a caveful analysis of the facts and circumstances of the contract.

_ Example -

Mobile-Co sells 2,000 phones to Retafler for ¥ 10,00,000. The contract includes  an

advertising arvangement that requives Mobile-Co to pay T 1.,00,000 toward a specific

.._?a.dve_rftfsr‘ng promotion that Retailer will provide.

~The payment from Mobile~Co to Retailer is consideration for a distinct service provided by

e

e

Retailer and veflects faiy value. The advertising is distinet because Mobile~Co could haye
engaged a thivd party who is wot its customer to perform similar services. The transaction
épw‘ce is T_10,00,000 and is not affected by the payment made by Retailer for the sale of
%fhe.phone_so e | - |

Price_protection

A vendor may agree to veimburse a retailer up to a specified awount for shovifalls in the
sales price received by the vetailer for the vendor's products over a specified period of time,
Normally such fees do not provide a distinet good or service to  the manufacturer and ave

‘treated as a veduction of the transaction price.

STER 4 ALLOCATING THE TRANSACTION PRICE TQO PERFORMANCE OBLIGATIONS

Allocate the transaction price to each pevformance obligation (or distingt good or service) on




-

a velative stand-alone selling price basis EXCEPT for allocating discounts and for Vaviable
consideration.
Thers are two exceptions to the above principle of allocation transaction price based on

standalone seliing price:

- Afloeating discounts (Refer Point B below), and

= Allocating variable consideration (Refer Point C below)

A. DETERMINING STANDALONE SELLING PRICE

® Standolone selling price is the price at which an entity would sell a provaised good or service

5sepamtefy to a similay customer under similar eircumstances.

“if a stand-alone selling price is not divectly observable, an entity shall estimate the stand-
afone selling price by apply estimation methods (discussed below). A combination of below

.._;mefhods_. may also be used:

ADJUSTED MARKET
ASSESSMENT APPROACH

EXPECTED COST PLUS
MARGIN APPROACH

RESIDUAL APPROACH

*Price of competitors similar
| goods or services and
adjusting those prices to
veflect the entity's costs and
margins.

*Forecast its expected costs

for each performance
obligation and then add an
appropriate mavgin for that
good ov service

“Total Transaction Price

LESS sum of vbservable
standalone selling prices of
other goods or services in
the contract (after

allocating discount)
{-Also vefer Note Below

. .?_zs_mad afone.salé’:_ﬂg price _of & good or service W&aere:.,.the_ d:sc;oumt s a..!!ocaf:ed _e_utrr@!y.i‘a._ ong

NOTE: RELATES TO RESIDUAL APPROACH

" An entity may use a vesidual approach to estimate the standafome 5effmg price only if:

o Entity sells the same good or service to diffevent customers .For.@.,broad.._mnge of

_amounts; OR

- Suth good or service has not previously been sold on a stand-alone basis and its prices

is nol yet decided.

. or move performance obligations in the contract,




“}f“ he eniity shall allocate discount proportionately to all performance obligations vw the basis
) é_of" standalone selling prices of distinet goods ov services EXCEPT when entity has evidencs
ét‘hat entive discount velates to only one or more, but not all, performance obligations.
T When to allocate discount to less than all performance obligations? _
" The entity also regularly sells a smaller bundle of some of those distinct goods or

services at: a discount; AND

= Discount attributable to the smaller burdle of goods or services is substantially the

same as the discount in the contract.

C. ALLOCATION OF VARIABLE CONSIDERATION.

| T Vaviable consideration may be attributable to (i) the entie contract or (i) a specific pavt of

. the contract.

+ CHANGES IN TRANSACTION PRICE

@ After contract inception, the transaction price can change for various reasons.

. @Fflf the change in. transaction price is the result of a contract modification, the entity should

follow the contract modification guidance.

8. STEP_s5: RECOGNIZE REVENUE AS AND WHEN ENTITY SATISFIES ITS PERFORMANCE

 OBLIGATIONS

' An entity shall recognise revenue as & when the entity satisfies a performance obligation by

“transferring a promised good or sevvice (ie. an asset) to a customer. An asset is transferved

When the customer obtains control of that asset.

& Control of an asset vefers Lo ability to direct the use & obtain substantially all the benefits

from the asset OR ability to prevent others from divecting the use of the asset.

- Flin addition, an entity shall consider indicators of the transfer of control, which include the

ffo!!owimg-’. ) L
" The entity has a present vight to payment for the asset;

| % The customer has legal title to the asset;

5 The entity has transferved physical possession of the assel;




o The custoner has The significant visks and vewards of ownershiy of the asset;

o The customer hag accepted the asset.

B _'CONTR@L MAY BE TRANSFERRED CONTROL QVER A PERIOD OF TIME OR AT A POINT

AN TIME.
i i
OVER A PERIOD OF TIME 1 AT APOINT IN TIME
. ° e
An entity transfers control of a good or service : ,tmjm ;_,)F ¢
. . . . o
over time and satisfies a performance obligation et ?:f F_;VW _f
& vecognises revenue over time, if ANY of the f:r:; ° w:e =
o, nue is
following cviteria s met " . en vev ue.r
_ recognised at a point |
B E ] ﬂ \ in tivne J
\ N . ' ~
Customer [ ) A fAsset being created does
. Entity's performance .
simultaneously not have an alternative

. . ' creates or enhances '
receives & consumes use to the sefler and on

an asset that th
the benefits provided " asse ¢
. customer controls as
by the entity's

the asset s created
performance as the

cancellation, entity has
vight to payment for
pevformance completed to

. 1 orenhanced; OR '
entity pevforms; OR date
Also Refer Example 3. | | Also Refer Example 2 | Also Refer Note Below |

‘Example 1: Routine or vecurving services — eg. cleaning services, Routine transaction
processing sevvices, Hotel management services.
Example 2: Construction contracts, where contractor engages to construct a specific asset

for the customer on customer’s land

NOTE:




;
;

= Compensation should include costs incurved for work completed PLUS a veasonable profit

margin.

s A small compensation / flat penalty on termination dees not tantamount to legally

- enforeenble vight: fov work covpleted

COF TIME

. METHODS OF MEASURING PROGRESS IE_CONTROL 1S TRANSFERRED OVER A PERIOD

transfer of goods and sevvices over time: input wethods and output methods

METHODS OF MEASURING

PROGRESS

OUTPUT BASED METHOD

o {—RQCOQHESQ revenue on the basis of
Fair Value of goods or sevvices
transferved to date relative to
remaining gouods ov services,

Example: Surveys of performance
completed to date, appraisals of
- results achieved etc.

NOTE:

INPUT BASED METHOD

" The standard . provides two methods for vecognising vevenue on contracts involving the

“f Reeognise Revenue based on entity's effort or
inputs or cost incurved to satisfy the
performance obligation

Example: Resources consumed labour hourvs
expended, costs incurred, time elapsed or
machine hours used

Yy -

A ALSQ REFER NOTE BELOW

v Exclude abnovmal losses and wastages frova the cost incurved calculation as they do

not contribute to satisfying performance obligation.

completion based on used material only. The unused material should be vecognised

only to the extent of cost incurred.

= 1F the inputs/cosis ave incurred evenly, we can use the straight-line method

b, ;TRANSFER OF CONTROL AT A POINT IN TIME

CTUE nong of the critevia of over a period of time is met, then performance obligation is




considered to be discharged at a point in time. tn such case, revenue is vecognised at a point
in time.

9. SPECIAL CASES
[ PRINCIPAL VS AGENT

Entity is acting as a:
e ] |

Recognise Revenue on Net Basis (i.e.
Only Comumission or Feas to which it is
entitied)

Recognise revenue on
Gross Basis

Ea erDrCATore.s THAT AN ENTITY IS A PRINCIPAL: o
a). ?T'he_entf‘ty_fs privarily vesponsible for fulfilling the contract; _ y
b }IT.ihe._e'ntr‘.’ty has inventory risk before goods or service has been transferved to a customar.
. r?)._?"f"he entity has discretion in establishing prices for goods or services.

n some contracts in which the entity is the agent, control of the geods or services promised

. __..-5by the agent might transfer before the eustomer yeceives the goods or services fromwa the

- principal.

I NON-REFUNDABLE UPFRONT FEES

NON-REFUNDABLE UPFRONT FEES

; i B .
Relates to Goods or Services which | - DOES NOT Relate to Goods or Sewvices to
entity has to provide and it is a : be provided ov is NOT a separate
sepavate Pevformance Obligation o Performance Obligation

ALLOUnt for as an advanced Pagwent for

Recognise Revenue on transfer of ol future goods & Recognise Revenue over the
promised good ov service e peviod when Perfomrance Obligation fs
satisfied




_ E(:?Ixampfes include: Joining fees in health elub wmegnbership, activation fees fov tefecom

sevvices, setup fees in sevvice contracs ete).

i, ECUSTOM‘E:'R OPTIONS FOR ARDITIONAL GOODS OR SERVICES

o case an entily gives customers option to purchase additional goods ov services by way of
_ 4.4 14 ¥ 4 Yy way)

-coupons, gift cards and customer award credits like loyalty ov reward programs etc, then

_ such option is treated as a separate performance obligation ONLY IE:

e

it provides a waterial right to the customer that the customer would not veceive

- without entering into the contract (e.g., a discount that exceeds the range of discounts

typically given for those goods or services to that class of customer in that geographical

area or market).

~Ff option provides a waterial right to the customer, entity vecognises revenue when those

Putuve goods or services are transferved or when option expives.

T Entity has to alfocate the transaction price to performance obligations on a velative stand-

_?ai’on_e’, selling price basis.

@ That estimate shall reflect the discount that customer would obtain when exercising option,

adjusted for both of the following:

. any discount that the customer could veceive without exercising the option; and

the likelihood (Probability) that the option will be exevcised.

V. SALE WITH A RIGHT OF RETURN

e An entity shall:

- Recognise Revenue for the transferved products only to the extent entity expects to. be
entitled (therefore, vevenue would not be recognised for the products expected to be
| returned); o _ o - o .
Recognise a Refund Liability (For considevation received on goods expected to be
veturned by customer); and

- Recognise an Asset (and corvesponding adjustment to cost of sales i.e. P&L) for its right

the pro.duqf_:_ LESS any ex;oected costs Lo _wcover_féihose __Proa‘_u:;ts LF&S p.@ﬁ'enff'@f_

decreases in the value of veturned producis)

T Am entity shall present the asset sepavately from the vefund frabff:f;g




V.

i

. WARRANTIES

U

T Exchanges of one product for another of same type, quality, condition and price (for

. eiample, one colour oy sizg for another) ave not considered returns as ey This Stendard.

&=

may be levied by entities to compensate thera for the costs of repackagmg, shipping and/or

ACCOUNTING FOR _RESTOCKING FEES FOR GOODS _THAT ARE EXPECTED TO BE
RETURNED

Entities sometives charas customers a rvestocking fee’ when a product is returned. This fee
g ! g

) .f@*eseﬁmq the iter at a lower price to another cusiomer.

‘Restocking fees for goods that ave expected te be veturned wou!d be mchm!ed fn v’:he________

estimate of the transaction price at contract inception and recorded as revenue when.

_fcomrol of good transfers.

EXAMPLE

AR entity enters into a contract with a customer to sell 10 units of a product for T 100

- ey unit. Customer has the right Lo veturn the product, but if it does so, it will be chavged a

3% vestocking fee (or T 3 per veturned unit). The entity estimates that 10% of the sold units

__%wu’i’ be veturned, Upon transfer of contiol of the 30 units, the entity will recognise revenue

‘of T 903 (% units not expected to be veturned x ¥ 100 selling price) + (1 unit expected

Eto be veturned x ¥ = vestocking fee per unit)], A vefund liability of 3 47 will also be vecovded

. ?[:3 unit expected to be veturned x (T 100 selling price - T vestocking fee)].




WARR

[ | | | :

Customer has an option Lo purchase | Custower DHOES NOT have option to
warvanty separately o puvchase warranty separately

§ (Eq: Service Type Warrandties) (Eg: Assurance Type Warranties)

o . _ Y [ tn this case, warranty should NOT be )
o in this case, warranty will be a ; .

L S dicti - vould be Coe considered as a separate P.O. and
istinet sevvice & should ve endtive vevenue should be attributable to
Sl accounted as a separate P.O.and a | .

k. : . ] . the product.

w0 L portion of transaction price should be

allocated +o it However, provision for warranty should
A\ J T be created as per IND AS 37 y
W Hn assessing whether o warranty §s a sepavate P.O. or not, an entity shall consider factors

 such as: . o )
&) ‘Whether the warvanty is_requived by law. - If vequired by law, it indicates that the

- provaised wavvanty is not a perfovmance obligation.

! _iLemnEh of wavranty coverage period - Longer the coverage period, the more likely it is that

A A S R T

the promised wavranty is a separate performance obligation.
i ECONSIGNMENT ARRANGEMENTS.
A consignment _agreement i an agreement between a consignee and consignor for the
éSt‘o_mg_eJ transfer, sale or vesale and use of the goods. Entities {Consignor) frequently deliver
_ inventory on a consignment basis to other parties like distributor, dealer (Consignee).
@ Indicators to evaluate whether it is a4 consignmment arvangement:
) Product s controlled by the entity (consignor) until a s;vec_fﬁ'.ed event goours, such as
_ . sale of product to a customer of the dealey ov until a specified period expives;

L. By Consignor i able to require the veturn of the product ov transfer the product fo a

third party (such as another dealey); and

£) Consignee does not have an unconditional obligation to pay for the product until the

deposity.

© . goods ave sold to the ultimate ov end customer (although it might be required to pag a_ .



i case of consignment: arvangements, revenue would NOT be vecognised when the goods

are

delivered to the consignee bocause controf has not ger transferved. Revenue s recognized

Wwhen the entity has transferved controf of the goods to the CONSIGNOY 0r the end CONSUbARY,

A consignment sale differs frow « sale with q vight of veturn, The customer hae contre

[ of

the goods (n a sale with vight of return and can decide whether o put the goods back to

the selles. In case of consignment sales, the consignes does not have the control over the

. goods,

Vil SALE & REPURC SE AGREEMENTS -

@A repurchase agreement is & contract in which an entity sells goods and also_promises or

o fhasthe_ option to repurchase the goods.

_fnot obtain controf even though the eustomer may have physical possession of the asset,

& ?'_C.o_n.se_ uently, the entity shall account for the contract as either of the following:
4 Yy Y g

REPURCHASE AGREEMENTS
Repurchase Price is more tham or equal to | R Repuchase Price is less than Oviginal
Oviginal Selling Price Selling Price '
(Eg: Oviginal Selling Price is 10 lakbs and | (Eg: Original Selling Price is 10 lakhs and
Repurchase Price is 11 lakhs) S Repurchase Price {c g lakhs)

Also recognise difference between Original sp
(1.0 lakhs) & Repurchase Price (12 fakhs) as

_ S lease.
\_ Finance Cost over the term. ,,J 1

| "..frﬁt'nancr'ng Arrangement (as per IND AS 104) ie. ) rr . .
| recognise the considevation veceived (10 fakhs) | - kease Contract (as pev IND AS 11.6) in which
as financiaf linbility .1 difference between oviginal selling price (1.0

lakhs) & Repuirchase Price (9 lakhs) shall be
recognized as lease income over the peviod of

L% NOTE:




T the customer does not have a significant economic incentive to exeveise its vight, the

entity shall account; for the agreement as sale of a product with a vight of return,

X %BILL AND HOLD
= A bill and hold arvangement is a contract .under which an _ewjtr‘_’i:y: bills a custovaer for a
__éproduct but the entity rvetains physical possession of the product (at customers vequest
. ibeca.use._of customer's lack of available space ov because of delays in customer's production

ischeduie_s). .

3 s tra_msfermd to the customer.
T ?.For. a customer to have obtained control of a product even though the product vemains in_
Jan_entity’s physical possession (ie. Bill and_Hold Arvangement) ALL the following criteria -

émusf: be met: o o L
| 4) The veason for the bill-and-hold arvangement must be substantive (for example, the
. customer has requested the arvangement); o
. 0). The product must be identified separately as belonging to the customer;
i ©) The product currently must be ready for physical transfer to the customers and .
. ;5.,..0;{)..,_‘1' he entity cannot have the ability to use the product ov to direct it to another.
~ customer., o | L P
= Where an entity recognises vevenue on bill & hold basis, the entity checks for additional ~
. ipevformance obligations (for eg: custodial services for goods held) and allocate a portion of
I _____gtransactr'an price to each performance obligation. |

X LJ‘CENCES QF INTELLECTUAL PROPERTY

& __%R.e.ccgnftion of vevenue for licences of intellectual property (Eg: software and technology,

: . media and entertainment (e.g. motion pictures and music), franchises, patents, trademarks

L such arrangements, the entity shall vecognise revenue at the point of time when control

f o 501&165 copyrighis) diffevs from the recognition model fov other promised goods and sevvices.

= A ficence will either provide:
v A right to access the entity’s intellectual property throughout the ficence pewod which
_vesults in vevenue that is recognised over time; ov

PYA _r{ght to use t_f}_-.e_gn‘tff;g’s ;’nteﬂecf:_ua! w;qpertg as it exists at the po:’m& in time in




_ tima,
A RIGHT T0 ACCESS 1P (OvER 11
_ {"_-"-“\.'_;&"J‘_aiff eriterin must be med
. 4} The entity s vequived (by the coniract) o reasonably ekpected (by ithe tustonagir) fo
undertake activitios that significantly affect the licensed 1P
By The licence eXposes the customer to any effects of the entity’s activities
: ¢} The entity’s activities ave not a performance obligation under the contvact
¥ Recognize vevenue over time
ffﬁ.&mﬁ.@ - _ . o
_: Pogo has created a popular television show called ~Chhota Bheea. Pogo granis a
__éf:hsreefwgear license +o Toy Manufacturer for use of the character ~Chhota Bheem on

_gfi's toys.  As per the contract, Pogo will continue to produce the show, popularize the
fchamctﬁgn carvy out marketing activities,  Toy Manufacturer produces  and sefls =

_ _S:WC_W«_GW Bheem  toys. In  this case, the license provides access to Pogo's intellectual

- Property (IP).  Pogo  will undertake  activities that significantly affect the P by

- production and mavketing of the show, development of the characters. Toy manufacturer (5
divectly exposed to any positive oy wnegative effocts by Pogo‘s activities fe. how the show
_ f:'_s received by kids and theiy parents. These activities ave not separate perforvnance

obligations as they do nov transter & good or service to Toy Manufacturer sepavate from

‘the license. Hemee, Fogo will racognize vevenue over time.

B, RIGHT TO USE

A all 3 cvitevia for access (over time) arve not mer, the natuve of the entity's promise is to
. provide a vight to use the IP as it eXists at a specific point in time, the customer gaing

control over that inteflectual property at the beginning of the peviod for which it has the
_ vight to use. the intelloctual property,

- Recognize revenue at o point in time.
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CON

g

TRACT COSTS

Contract Acquisition Cost

e

Cost incurred
whether or not
eontract is
obtained or not

P

Recognised as
Expense (Trf to

P&L)

g
flncmmem:af costsw\
to obtain a
contract that
would not be

Recognise as Asset

(Capitalise) if the

eniity expects to
vecovey it

amoriization
peviod of the
asset is IS one
year or less, then
entity wmay
expense out stuch

incurved it
contract not
L obtained y
L .

Q’mmmenmf costs

I NOTE: If the N

1

Contract Fulfilment Costs

(" Costs incuvred in )
fulfilling a
contract ave
covered under
another Standard
(such as ind AS 2
\, ov ind AS 16)

Anentity )

accounts for those
£0SES In
accovdance with

those Standards )

\margin.

if cost incurred
are not covered
under any IND AS

U7 An entity vecognises an

asset For such costs,
provided ALL conditions
are m:net‘::

1. Cost dfrectl:g refa%g_z to
a contract (such direct
material, divect labour,
other indivect cost of
production, etc)

2. Costs genevate or
enhance resources of
entity that will be used to
satisfy performance
obligations in the {uture;
AND

B, Entity expects 1o
recover the costs, for a.g.

thyough the 6xp€-m?ed_'

a General & adwinistrative costs that arve not explicitly chavgeable to the customer;

= Costs of wasted materials, labour, ov other vespurces that werve wnot yeflected in the

contract price;

= Costs that velate to satislied performance obligations; etc.




¥ EXAMPLE OF CONTRACT ACQUISITION cosTS ( Refer Question 14 of Question Bank)y

% AMORTISATION & IMPAIRMENT OF CONTRACT COST RECOGNISED A% ASSET

, !‘?':‘éi‘;ﬁ;efo;ﬁe._mca@mkfng an impairment lpss under the revenue recognition guidance, an entity
recognises impairwment losses associated with assets velated to Ind AS 2, ind AS 16 and fhd
AS 58,

@ Reversal of impairment foss is permitied (Same as IND As 56).

ey’ §;SERVfCE£QNLE$!0%NA&MMMMS -

ABOUT SERVICE CONCESSION ARRANGEMENTS |~ PARTIES

Such types of arvangements involve the
construction of infrastructure used to provide
public services. t¢ ajso involves opevating and
maintaining that infrastructure for a specified
period of time.

it is also cafled the “Build-opevate~transfer (B-
O-T) or "Public~to-Privater service concession
arrangement,

171 s of the public service nature becaucy it has
some involvement of infrasiruciure which is ysed
by the general public. it can be bridges, roads,
national highways, ete.

. A CCOUNTING PRI IPLES

A T Grantor — 1t ic a Pubiic

Authority (Eg: Govt Body) that
granis the operator contract to
construct/upgrade 8 operate that
infrastructure for 4 specified
peviod of time,

| “Operator - An entity

constructing & operating the
infrastructure. The operator is
paid fov its sevvices over the
peviod of the arvangement.

1) Treatment of the Operator's rights over the infrastructure

T Infrastructuve under this arvangement shall not be vecognized as PPE by the operator It is.

- because opevator does mor have right to control the use of public service infrastructure, Bup

. yes, Cperalor has access to opevate infrastructure to provide public service on bohalf of

- grantor in accordance with terms spesified in contvact.




iy -Recognition and measyrement: .

T Operator (acting as a service provider) shall recognize vevenue in accovdance with ind A5
.:115'-.

U the epevator is performing morve than one service (i.e. construction services and operating
sevvices) under a single contract, the considevation received or receivable shall be allocated

based on the fair value of the services provided.

m’) Consideration given by the grantor to the operator

@ The, grantor can provide the opevator with the consideration which shall be recognized at

. ‘faiv value.
CONSIDERATION BY GRANTOR TO
OPERATOR
| |
- N\

Unconditional right to receive CASH ov
ancther financial asset from grantor for
: constructing a public sector asset and

5 ] then opevating it for a specified period.

f Right to charge users of public service. Awﬁ
right to charge users is not an '

unconditional vight to receive cash
because amounts are contingent on the

extent to which public uses the service.
L P A W A

Recognise a Right to Financial Asset ... I Recognise a Right to an Intangible Asset

| T B~ N )
: Account the FA under IND AS 109 (as

per ACM, FVTOCL, FVTPL) Apply IND AS 38 for measuring

intangible assets acquived in exchange

AND . . .
Also Recognise Finance Income (in case of and amortizing such Intang :E?fe Assel
: ACM & FVTOC!) based on E.LR N s
AN e

consideration.




ARTIC ULARS

Framework of Revenue
Recognition

& Measurement of
Multiple Elements within
a Contract

Coverage

Measurement of Revenue

Recogmf:ran oF Revenue

it specr'ﬁ"cas the core principle for

vecognize femmeasure wanltiple elemeants

within a contract with customer

rovenue vecognition within a standard. s

guidance on this aspect.

nd AS 115 comprehensively deals
with all types of performance
obligation contracts with customers.
However, it does not deal with
vevenue from “interest’ and ‘dividend’
which are covered in financial
instruments standard.

—
AS per Ind AS 115, vevenue is

wieasured al transaction price

vecognized when the conirol is
transferred to the customer

i introduces a S-step model for
reévenue recognition. -

Multiple elements of
performance obligations

AS 7 covers only revenue from

There is no emiphasis on pevformance
obligation under the contract with
customey.

construction contracts which s
measured at consideration veceived /
recefvable,

AS 9 deals only with vecognition of
revenue from sale of goods/services,
intevest, royalties & dividends.

As per AS 9, Revenue s gross inflowe
of considerations arising in course of
ordinary activities. Revenue fs
measuved by charges made +o-
custoraers for goods / services
supplied.

AS per AS 7, vevenue from
consivuction contracts is measuved at
consideration received/veceivable and
vecognized as ravenue as construction
progiesses.

when significant risks and rewards of
ownership is transferred to buysy.
AS per AS 7, contraet vrevenue should
be vecognized by veferemnce to the
stage of completion

AS 7 and A% 2 provide no specrﬁc

quidance,




coniract.

7. Capitalisation of Costs ind AS 115 provides guidance on LS 7 and A5 9 do not deal with such
vecognition of costs to obtain and falfilicapitalisntion of costs,

o contract, o5 assed.

g, Guidance on combining  |Ind AS 115 provides guidance on AS 7 and AS 9 do not deal with such
contracts and variable & |combining contvacts entered near aspacts.

contingent consideration |same tie with same customer,
guidance on treatment of vaviable &

contingent consideration.

q. Guidance on Subsequent |nd AS 115 provides guidance on AS 7 and AS 9 do not deal with such
changes in transaction  |Subsequent changes in transaction caspecté.
price price. _

10.  |Guidance on Service " lnd AS 225 gives guidanee on service AS does not }omw’de such guidance.

Concession Arrangements jconcession arvangements and
diselosures thereof.

{11, |Disclosure Requivements |tnd AS 118 contains detailed Less disclosure vequivements arve

disclosure requivemends. prescribed fn AS.

% Comparison Between IND AS 115 with AS 7 & AS 4 (Certain Points which has impact on
écer‘tafn questions)
I Wareanties

tnd AS. 115 deals with warvantees in two specific ways. However, as per AS 9 only a

general provision for wayvantees is sufficient without revenue veversal or recognition of a

i
i
&
i

‘contractual liability.

_ Eli‘lustmtc’on 35

T N B T,

| Accounting point | Treatment under tnd AS 115 Treatment as per AS 9

| How  warvanty | Expense and lability effect Crealed at | Provision i made own past experience
| is accounted the inception of contract  with | based on a ceviain perveentage of total '

custommer vevenue o give effect to subsequent

warranty costs, say 5% of Revenue




| Accounting

Total Cash nflow - Be,000 Total cash inflow ~ 36,000
Treatment Warranty Expense -~ 2,000 Provision for warvanty (ot 5% of

Acerued Warvanty Cost — 2,000 transaction price) - LHOO

Contract liability (for future seyvice | Contract liability — None

cost) - 4000 Actual revenue - 34,200

Actual revenue - 32,000

_gmﬁcam: financing component _
As per Ind AS 215, tmmsacf:ton price is ao{;ust‘ed {’or the eFFect of t:me vafue of money

iwhen_ a significant financing component exists. As per AS 4, revenue is not adjusted for

time value of money.

éAFter iflustration 53

[Point of accounting

Treatiment under Ind AS 115

Treatment under AS 9

Cash selling price 1..00,000
IPromised selling price of
1.21,000

[Transaction. price  will be
bifurcated as 1,00,000 and
21,000

1,000,000 will be recognised as
revenue and 21,000 shalf be
treated as interest imcome
being a price difference due to
financing arvangement

fnvolved in the transaction

Transaction price of 1,221,000
shail be treated as vevenue once
the visk and rewards are
transferved to the customer,
Here, there Is no vequirement to
dissect the transaction price to
fook for multiple element '
avrangement like financing

component,

: Revenue r‘ecogmzed

L,21,000

L.00,000
21,000 over 2 years as par

No intarest income IS recognized.

' é()ther incowme (interest)
: el AS 109

_ 3.__5:60mtmct acqms:han cost _
It is not specifically dealt: thh in eathew h A5 7 oy AS 4.
Example

A software cowpany has agreed to pay a special commission of 1% of the contract value o

a sales consultant who has agreed to work based on the successful bidding of the proposal

to & customer. In case the contyact is not signed by the company and the customer, for

whatever reason, then there is ne commission to be paid to the sales consuftant.




The contract value is 1. crore over 3 years and the company has signed the contract with
; 4 . Y 4 . .

the customer after successful bidding with the help of the sales consuftant.

I this context, the accounting differences will be as follows:

Particulars

Treatment under lnd AS 115

Treatrment under AS 9

|18t year of operations -
Wontract acquisition cost of
13 erove

@

Araoritization as expense of the

year 55.5% [akhs
Contract asset ¢6.67 lakhs

Expense of 1 cvove as sales
COMIAISSTON

i2nd year of operations -
“IContract acquisition cost of

4. erore

Amortization as expense of the

year 33.33 lakhs
Contract asset 33,34 lakhs

No accounting treatment

rd yeav of operations -
ontract acquisition cost of

crore

Amoriization as expense of the

year 33.34 lakhs

Contract asset of nil

No accouniing treatwent




1. SCOPE

nd AS 206 shall be applied to ALL LEASES, including leases of Right-of-Use (ROU) assets
;im_a sub-fease, EXCEPT for: )
s Leases to explove for or use minevals, off, natuval gas within the scope of IND AS 106
s Leases of biological assets held by a lessee which are within the scope of IND AS 43
_® . Bevvice Concession Arvangements which are within the scope of IND AS 115
= Licences of intellectual property granted by a lessor as per IND AS 118
= Rights held by a lessee under licensing agreements for such items as motion pictuve

filws, video vecordings, plays, manuscripts, patents and copyrights as per IND AS 38.

. NOTE: A lessee may, but is not vequived to, apply Ind AS 116 to leases of intangible assets

other than those described hevein,

.2 EXEMPTIONS FROM APPLYING IND AS 116

@ A lessee can elect not to apply Ind AS 136's recognition requiverents to:
. Short-term leases; and

= lLenses for which the underiying asset is of low-value

A, és;;ng'n TERM LEASES
g 1 is a feaze that at the commencement date has a lease term of 1.2 months or less and doss
= ;_im case theve is an option of rerewal (beyond 12 months) at the commensement datu:
. = Such Option is Reasonably Certain to be gxercised - Not a Shovi-Termn Lease
= Qplion {5 NOT Reasonably Certain to be sxercised — Shovt Tevmn Laase
a ? he short~term lease exemption can be wmade by class of underlying asset io which the vight

of use velates.

B. ‘LEASES OF LOW-VALUE ASSETS

Fnd AS 116 does not explieitly defing low-value assets, it provides the conditions based on




which an, asset ean be treated as of low-value:

o~
i can be low value
ONLY IF BOTH the
following conditions
are satisfied:
N

:__Fw afl the _Iaptops is not. The condrtmns of ind AS 116 are sqtasﬁed ie., the entity can

5beneﬁ't from use of an individual laptop together with other resources that are already

VeThe lessee can benefit from use of the underlying asset on

fts own or together with other resources that ave veadily
available to the lessea; AND

“The underlying asset is not highly dependent on, ov highly
intervelated with, other assets

avan‘abfe Consequently, each laptop qualifies as a low value asset)

& A lease of an underlying asset does not qualify as a fease of low value asset if the nature of
__g.i.he_.asset is such that, when new, the asset is typically not of low value. (For Example: leases ..

 of second hand / ofd cars would not qualify as leases of low-value assets because a new car

_would typically not be of low value.)
> Head leases do not qualify as low value. assets:

UF a lessee subleases ov expects to sublease an asset, the head fease does not qualify as a leass

of a low-value asset, ie., an intevmediate lessor who subleases ov expects to sublease an

asset, cannot account for the head lease as a fease of a low-value asset.

5,:\1 E: If a lessee elects to app!g the above recognition exempf::'m, the [essee shaif_rgcogm‘_s_e__ _

z_ov_e_,sr‘_,v.'«!rta f_ease terin o an_oth_er systematic basr&

3. WHAT IS A LEASE?

= EEND AS 116 vequires customers &_suppﬁeks to determine whether a contract is a lease at




a contract, or pavt of a contract
-

that cémveys the vight to control the use

of an identified asset

for a peviod of time

in exchange for consideration

4. [KEY CONCEPTS REL \TING TQ THE DEFINITION OF LEASE

A INCEPTION DATE

% The inception date is defined as the EARLIER of the following dates:

| s Date of commitment by the parties to the principal teyms & conditions of lease

B. COMMENCEMENT DATE

_ “"‘ it is the date on which a lessor makes an underlying asset available for use to the lessee.

commencement date of the lease.

INCEPTION DATE

COMMENCEMENT DATE

| *Date when an entity shall assess if the
contract contains a lease or not.

sDate when a lessee initially recognises a
fease liability and ROU Asset AND a
lessor (for finance leases) initially
recognises its net investment in the fease
(i.e. Date when Accounting staris)

. C. RIGHT.TO CONTROL

" To assess whether a contract conveys the right to contvol the use of an identified asset an

. éenf:h?a_sh@f{ assess whether, the customer has both of the following:




a) The right to obtain substantially all of |
the economic benefits from use of the
identified asset; and

b) The right to divect the use of the
fdentified asset

a) IRIGHT TO OBTAIN SUBSTANTIALLY ALL OF THE ECONOMIC BENEFITS: |
@A customer can obtain economic benefits either divectly or indivectly. Economic benefiis
from use of an asset include: |

4 the assel’s primary outputs,

= any by-products (for e.g.. renewable encrgy credils that ave gemamﬁ@d through the use
of the asset), |

w benefits from subleasing the aasset,

b) RIGHT TO DIRECT THE USE OF THE IPENTIFIED ASSET

it e

@ The customer (lessee) has the right to direct the use if substantial decisions about how and

~ for what purpose an asset will be used is taken by the customer.

@ fl_n__s_ome_ arvangements, decisions related to how and for what purpoese an asset is used, ave
} éa!reag{y__sp_eg:‘ﬁ'ed (pre-determined) in the contract before the lease term commences.
o A supplier's protective vights, DO NOT prevent the customer frova having the right to divect

the use of an identified asset. Protective vights are intended to protect a supplier's interests

o (for e.g., compliance with laws and vegulations) and might take the form of a specified
% L maximum amount of asset use, a vestriction on where an asset way be wsed or 4
CL “requivement to follow specific opevating instructions.

D. QIDENTIFIED ASSET

B An arvangement only conteins a lease i theve is an identified assot. An ideniified asset can
be L |

E e Pxphc;tfq speuﬁed in a conlract; DR

o tmplicitly specified at the time that the asset is made av.«m‘abfe far use by the customer.




AN ASSET IS IDENTIFIED ONLY

o e R,

1]

L

. Supplier DOES NOT have Substantive
Substitution Rights,

A supplier's right to substitute an asset is
SUBSTANTIVE when BOTH of the following
conditions ave met:

PRACTICAL ABN.ITY
to substitute
alternative assets
throughout the period

4 a) Supplier has tke—\_

of use

[ b) Supplier would
BENEFIT
ECONOMICALLY
frow exercising its
vight to substitute

|

2. Asset is Physically Distinct

= It may be an entive asset or a portion of asset. \
(For example, one floor within a building may
also be considered physically distinet if it can be
used independent of other foors.)

= Similarly, in certain assets where we get the
vight £o use the capacity (Eg: Broadband), there
is no identified asset unless substantially all of the
capacity is used. (“Substantiafly aft” is not

the asget

: '\feﬁ'med in tnd AS 116),

)

L - o Mo

_“"".“.g:.ff supplier is vequived to substitute altgrnative assets only when the underlying asset is not
[operating properly (for eg., a novwal warranty provision) do not create a substantive
...;s:_mbsf:t_‘wfr_'on right. o o e

. C_’”_‘:‘__;fnd. AS 1126 further clarifies that a customer should presume that a supplier's substitution
_frfght_ is not_substantive when the customer cannot readily determine whether the supplier
s a substantive substitution vight,. |

E. ILEASE TERM

P n simple tevms, lease term is the summation of the following:

“Peviod covered by an
option to terminate (if
reasonably certain
that option to
terminate will NOT be
execised)

period
(if reasonably
 certain that

renewal option will

bt exercised)

Mown -~
Cancellable
Period




3
3

® Any non~cancellable periods in contracts that weet the definition of a lease are considered

¥ The lease term beging at the lease commencement date and ihe assessment of wheiher a

lessee will exercise  an  extension or teymination option shouwld be done on lease

&

% _éCAN'CELLABLE LEASES:

_part of the lease termm.

# tn case the contract of lease is cancellable at any time or after the end of the non-

tf both lessee & lessor can
terminate without any
significant penalty

If only the lessee has the
right to terminate a lease

If ondy the lessor has the
right to terminate a fease

*Then there are no

enforceable vights and
obligations (i.e. no
contract) beyond the
non-cancellable term
(i.e., the lease term is

“The period covered by
the option to terminate
the lease is included in
the non-cancellable
period of the lease (as
lessee has an obligation to

*The period covered by |
the option to terminate
the lease is included if
lessee has economic
incentive to continue (i.e.
not terminate) & exclude

linaited to the non-
cancellable termn)

make the payments); in case lessee has no
t economice incentive o

continue.

EXAMPLE

. E'S.upp.ose the term of a contract is 10 years and the non-cancellable / lock-in peviod is 6

. years. The lease tevm shall be as follows:

if the termination option is

If the termination option is with If the terwination option is|

with ‘Lessor’ ‘Lessee’ with ‘Both’ (ie. any party

can terminate)




The feaségrgz;;h_m'!?e j_ﬁ_Fh; lease term  shalf Qi& years,| The lease tevm shafl be cé—|__ _

hears, assuming reasonable cariainiy, Hears.
Reason: Because even after 6 | Reason: Because after the expivy of Reason: Because affer ot
geay, the lessee would be 6™ year, though the lessee is not year either party can

contractually bound to wake | contractually bound till 10% year, bur terminate the contract
the pagwent wntil 1o% Year | i i assumed that lessee is veasonably | without consent of othay

and also, has right to use the | certain that it will not exereise this party and hence contract is
asset undil 10th year, unless option to terminate. Lease term will | not enforceable after ot
lessor terminates the contract. | be o gears in case lessee has no year provided there (s

[ econovnic incentive to continue insignificant/no penalty for

This is soen in when sports teams lease a sports stadivm for particular non~consecutive days

of the year. In these arvangements, the lease term is the aggregate of the non-consecutive

periods.

F
LEE

e

REASSESSMENT OF LEASE TERM AND P URCHASE OPTIONS

| An entity is requived to veassess the lease term upon the occurvence of either a significant

event OR a significant change in the circummstances,

LEASE PAYMENTS

Lease payments are defined 45 pagrments made by a lessee to a lessor.

-:_They compvising the following:

ltermr’natr‘om. _ )

LEASE TERM FOR NON-CONSECUTIVE PERIODS



{) 'Fixed lease payments

" N 1. Fixed payrments (including in-suostance rixed pagments), LESS any lease
incentives

; }2. Variable lease paymenis that depend on an index or a rate
) 3. Exevcise price of a purchase option If the lessee ts reasonably certain to
exevcise that option '

j#, Payments of penalties for terminating the lease, IF the lease term rellects
the lessee exercising an option to terminate the lease

)'s".' For the lessee, lease pagments also nclude amounts expected to be payable by|
the lessee under vesidual value guarantees '

= Payments allocated to non-lease components (unless lessee opts for using Practical

. Expedient to viot to sepavate non-lease component)

" They vefer to a determinable amount to be paid which can be either be a equal each aea‘r

J(Example: 5 year equipment lease with annual payments of T 20,000) or they can be
pagments that change over time (Example: lease payments of T 20,000 per month at lease

. icommencement that increase annually by X 2,500 per wonth). .

_ Ef)_.?m—substance fixed lease payments
L These ave payments that may in form contain variability but, in substance, are unavoidable.

:'E_xa_mpfes__may__:'ncfu_de:_ o L
| n if theve is morve than one set of payments, but only one of those sets of payments. is
vealistic. In such a case, consider the vealistic set to be fease payments.
.8 If there is more than one realistic set of payments, but it must make at feast one of

those sets of payments. In such a case, consider lowest set of payment to be lease

payments.




r't‘_’:)___!@& incentives

‘;’?”__:"“?"hesa Ae payments made by lessor to a lessee

(Exemple: signing  bonus, refmbursement of costs

Transportation expenses etc.)

incurved by lesses such as woving,

P These payments veduce the cash outflow for ithe lessee, they ave deductible from lease

payments.

) Vaviable fease payments

g

A

" These payments that varies because of changes in facts or civew

. _S_co\mmert_c_ement date, other than the passoge of time.

[r Linked to index or Rate (Eg: Consumer Pyice
Index, Benchmark Interest Rate fike LIBOR)

| On initial Measurment, these pagments are

included in the lease payments and ave
weasured using the index or vate on

L commencement date

On Subsequent Measurement, these
poygwments will be vemeasured only when

o vale on the date of change in cash flows

P

V). ;ﬁ&ﬁ¢M@u@@M§i@pﬁ_&m o

P the lessee is veasonally cevtain to exercise a purchase option,

a3 & fease paymens.

" Vg,

™1 .

_ r' NOT linked to index or Rate (Eg: Percentage

of safes, based on number of units produced)

{ ‘These pagmients that g not depend on an

index or rate ape not included as lease
pagments. Instead, they are recognised in

£ : r’ In some cases, the variability way be vesolved Y ..

there is change in cash flows using the indeyx |

Ao P&L as and when they are incurved.

during the lease term, so that pagments become

fixed for the remainder of the lease term, “the

new fixed pagments are then used €0 vemeasure
the lease liability (with an offset to the ROU

\_ Asset).

the exercise price is ine fuded




vi) Penalties fov _terminating a lease

@ 4€ [ is reasonably certain that lessee will not terminate a laase, any termination penaly i

‘oxcluded from the leass pogments, Otherwise, the lease termination penafity is included as a -

lease pagment.

Vi) é_@thnteed Residual Value (GRV)

FOR LESSEE o FOR LESSOR

{ A lessee may provide a guarantee to the | = |Ind AS 116 requives lessovs to include in
lessor that the value of the underlying the lease payments any GRV provided to
asset it veturns to the lessor at the end | | the lessor by:

of the lease will be at least of a specified |~ | #the fessee,

| amount. ' oo | sa party rvelated to the lessee; OR

| <For a lessee, lease payments include | =a thivd party unrelated to the lessor.,
amounts expected to be payable by the
lessee under GRV. '

© G. INITIAL DIRECT COSTS

_have been incurved if the lease had not been obtained.

H. DISCOUNT RATES

lused to determine Right of Use asset and Lease liability in case of a lessee and to weasure a_
. %.f.ass_o_sﬂs net investment in the lease
“?For”aimssee U
= 25 Priovity — Interest Rate lmplicit in the Lease (i.e. Lessor’s IRR)
= 20 Priovity - Lessee’s Incremental Bovrowing Rate.

.= Interest rate implicit in the lease (ie. Lessor’s IRR)

5. SEPARATION OF LEASE AND NON-LEASE COMPONENTS =




A. tdentifying and sepavating multiple lease components

A contract might contain rvights top use multiple assets (for eg.. a building and an

:equ:}omemt, multiple pieces of equipment, ete.). The vight to use each sush asset is comsideyed

a8 a ‘separate’ fease component. ONLY IF BOTH the f’bf!’owfmg conditions ara satisfied:
a) The lessee can benefic from the use of
the asset either on its pwn OR togethey
With other resources that are readily
available to the fessee; AND

b) “The underlying asset is neith
dependent on, nor highly intervelated
with, the other underlying assets in the
contract

‘«"h"’ one or both of these crileria are not met then, the right o use multiple assets is _

consideredd A “single’ lease component, Le., not a ‘sepavate’ lease component.

¥ There may be many contracts containing a lease coupled with an agveement Lo purchase or
sefl other goods or services. Stuch other goods o seyvices may be non-lease components. _
‘ngs’f\@ non-lease components ave identified and accounted for separately from the lease
fwwmemt_ in_ascovelance with other standaves,

EXAMPLE
eonsideved a lease component,

‘NOTE: Costs velated to property taxes and nsurance DO NOT involve the transfer of a good

or service. Consequently, if these tosts ave fived in the eonivact, they should be included in

the overall contract consideration to be allocated to the lease and non-lease components.

7 Optional exemption of using Practical Expedient: to ot to separate non-lease component is

avatlable to the lessee. This axpedient s nov available for fessors.

¥ Lessees that make his poliey election,-will allocate ALL consideration to lease component.

N __JNOT‘E:_ Practical expedient does not aflow lessees to account for multiple lease components of

<@ gontract as a single lease component.




¢. Allocating the consideration in the contract
@ Allocate the consideration to the lease and non-leass components on a relative stand-alfone

price basis (provided in case of lassee if he does not opt For practical sxpedient)

6. CONTRACT COMBINATIONS

 dnd AS 116 requives that two or more contracts entered into at ov neav the same time

with the same counterparty (or related pariies of the countevpariy) be considered a ‘single’

‘sontyact [F ANY ONE of the _Poffowr’ng criteria (s met: |

' The contracts ave negotiated as a package; OR .

.= The amount of the consideration to be paid in one contract depends on the price or.
- pevforemance of the other contract; OR

. All or some of the Rights to use the assets in each of the contract are a single lease

P _component,
7. LESSEE ACCOUNTING

AL the commencement date, a lessee shall vecognise a ROU Asset and a Lease Liability

exemptions).

Journal Entry:
ROU Asset A/¢ Dy
To Lease Liability A/e

A INITIAL RECOGNITION AND MEASUREMENT
LEASE LIABILITY ROU ASSET

present value the remaining | which consists of ALL of the following:
lease payments _
|Note: Lease pagrasnis usad in | Inftial Measurement of lease liability
wmeasuring the lease fability are | (+) Payments made before commencement Date
Narnounis  due to the lsssor | (-) Lease Incentives veceived before commencement Date
greluding any pagments that a | (+) Initial Divect Cost (IDC)Y incuvved by lessee
Hessee  wmakes  before  lease | (+) PV of Decommissioning / site vestoration
somPmgncsment, = INITIAL COST OF ROU ASSET

| B. SUBSEQUENT MEASUREMENT

._ifexcept for shovt-term leases and leases of fow-value assels, if they choose to apply such

« Lenss Liability is wweasuved at |» A lessae infifally measuves the ROU Asset at COST,
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LEASE LingiiTy
A Lease Liabiliy should b
accounted
to

fiabilities (ie. on an arnortised

o a  manner

stmilar other  financial
cost basis).
aftes the

commencement date, a lessee

Thus,

unless it applies the |

vevaluation wgde| az specified under nd ag i,

nitial Measurement of ROU Asset (at pogt)
(=) Accumulated depreciation
() Accumulated impairment losses and

shall  weasure  the  legse (+/-) Adjusted for ve-measurements of the lease liability
ffabifity by: due to reassessment / loase modification ( Discussed
a) increasing  the carvying l.aier)

amount to reflect interest on
the lease liability;
the
amount: to veflect the fease

Pepreciation for ROU assets

b) reducing

carvying | ROU Assets should be depreciated over the lease term, fn |

case puvchase option (s expected to be exevcised by lessee,
then it should be depreciated over entire useful life.

pagments made; and

) remeasuring  the carrying | Revafuation model for ROU assets: -
avaount  to  peflest any | A fessee may elect to apply revaluation model to afl Roy
reassessment or lease | assets that relate to that elass of PPE. T
modifications {(Piscussed | However, if ROV gssets meet the definition of investment | =
Later) property, then, vevaluaiion model cannot be applied.

e Lessees apply ind AS 21, to leases denominated in a foreign curvency.
; pply 4 Y

¥ Lease, Liabilities - Lesgees remeasure the foreign. curvency-denominated fease liability using

Closing Rate, like wonetary liabilities, Any changes due to exchange vate changes are
. _fre_c_bgn_fs_e_d in P/ N S e e . _
T ROU Assets — it is a non-monetary asset which fs to be reasured. at histovical cost, it is pot L

. _éiaff’ecte_d,.by changes in the exchange rate.

i ffmi_ AS 126 requires lessees 20 REMEASURE LEASE LIABILITIES upon a change in lease

payments on account of ANY of the following (other than lease modification);




REMEASUREMENT

1. Reassessment of lease term ow account of }

reasonable certainty to exercise /not exercise
extension / tevmination option | 2 Future lease pagments resulting frov a
change in an index or rate

1. n-substance fixed lease payments

2. Reassessment of whather lassee is
| reasonably certain to exercise an option to
kpmf’chase the asset

3. The amounts expecied to be payable
under GRYV
.

Use Revised Discount Rate (i.e.Rate on

Continue with Oviginal Discount Rate
remeasurement date)

7 .e'Ac.cOunt:’ng Entry to give the effect of Remeasurement
) Af Remeasurement vesults in tncrease in Lease Liability

ROU Asset A/c Dr. -,

To Lease Liability . . .

in if Remeasurement results in Decrease in Lease Liability
.é.Lease. Liability AZe Dv.. . . . .
| To ROU Asset A/c o |
NOTE: However, if the carrying avount of the ROU Asset is veduced to zero and there is.a. .
e ?Fwther reduction in the measurement.of the flease liability, a lessee recognises any rewaining ..

amount of the. vemeasureraent in profic ov loss. .

E. 'LEASE MOEDIFICATIONS ACCOUNTING FOR LESSEE.

LA dease modification’ ds a change in scope or considevation for a lease, that was wot pavi of . .

oviginal tevms. & conditions of lease (for e.q., adding or terminaling the right to use one or

- imove assets, leasing additional space in. the same building, extending ov shortening lease . . .

....gf:@rm, etc).

T Modification can. involve: Change in Consideration, Change in Tenuve, Change. in Scope . . . ..




E | ]

Modification ~ Separate | - - L Modification - Not a Separate
lease e Lease

—_— T —

' ré’ﬁ) ModiTication ncreases %,

ri. Change (increase or Decrease) B 1. Decrease in Lease Term
the scope of lease by o devati S o
adding the vight to use " consideration % Decredse in scope

one or more assets; AND 2. Inerease in Lease Term

3. Increase in scope (i.e. grenting | Y
additional vight to use asset) but Y
NOT at standalone price

e S

b) Consideration for lease

ineveases by standalone
price for inerease in - Decrese lease liability for

wope. e N T e Pagments not to be made
using ofd discount vate

1 both eriteria are miet,

then account for vhe - Remeasure fease liability using | .. | . Decrease ROU asset
additional vight of use as revised discount rate; AND (Proportionately)
SR o ¢ bt <o S . o
J Rewmeasure ROU asset by same - Difference recognised in pgL

\g hew separate {ease.
e e e ety | amount

NOTE: Exercise of an puvchase ov venewal option or @ change in assessment of whether

option js reasonably cevtain to be exercised ave not lease modifications but can vesult in the

. remeasurement of Lease Liabilities and ROU Assets (Remeasurement: - as discussed above),

8. LESSOR ACCOUNTING
o _EA__ffe_sspr’. i defined as an entity that provides the right to use an. underlying asset for a

- peviod of time in exchange for comsideration.

- A CLASSIFICATION

. ‘?"?,?Aﬁ,.fm:epf:fom\fes_som classify all feases as FINANCE LEASE or OPERAT, ING LEASE.




FINANCE LEASE S OPERATING LEASE
it 15 defined as a lease where Yol is defined as a lease that DOES NOT
substantially all the risks and vewards - transfer substantially all the risks and
incidental Yo ownership of an underlying ¢ | rewards incidental to ownership of an
asset ave transferved to the lessee. underiying asset. (i.e. Lease other than a
| Finance Lease)

cdnd AS 116 lists a number of indicators that individually, or in combination, would

‘normally lead to a lease being classified as a FINANCE LEASE: e

0) ‘Ownership: Lease transfers ownership of asset to lessee by the end of lease term

if) ‘Purchase option: Lessee has the option to purchase the asset at a p.r:'ce_tha?_is..expec_.tad
o be sufficiently lower than fair value at the date option becomes exercisable
| {ii). Lease term: The lease terw is for major part of the economic life of the asset even if title,

_is not transfeveed

iv) PV of Minimum Lease Payments: The present value of lease payments substantially covers .

. ... ifair value of the asset. (The teym ‘.’.su.bstantfaﬂg alt” is not defined in Ind AS 116) L
... V) ‘Specialised Nature: The asset is of such a specialised nature that only the lessee can use it

_ iwftho_ut._majar modifications

NOTE: lessors ave vequived to veassess the lease. classification ONLY IF there is a lease

‘modification. If a lease modification resulis in a sepavate new lease, that new lease would be

elassified in the same manner as any new lease.

| B. ACCOUNTING IN THE BOOKS OF LESSOR

| PARTICULAR OPERATING LEASE FINANCE LEASE

1. Inftial No Entry Lease Receivable A/c Dr. (Net Investment)
| Measurement To Asset A/e (At Carvying Amount)

(Diffevence if any will be transferved to P&L) |



2. Subsequent

Measurameint

Recognise Depresiation
Depreciation Asc Dy
To Asset A/

‘No Depregiation

Recognise Fingnee fncope

Lease Receivable Aszc Dy
To Finance tneome (P&L.y Asc
(using the interest rate ivplicit in the fease).

Receive Lease Paymeng:

Bank A/ec Dy
To Lease Receivable Ale

Recognise Lease e, L lngome
Bank A/¢ Dy
Deferved Rent Ase Dy,

To Rent tncome Ale

(Lease Rent ave to b recognised on
SLM Basis unless another basis js
More vepresentative)

3. Initial Divect
Cost

Initial diveet COSES are included in nitial diveet coscic are included in the initiaf

the carrying amount of underlying
asset fn an operating leage, Which  veduces the amount  of  neome

recognised over the lease torm,
—_— — =TT TTET W Je

4. Variable
Lease

Recognise  income Prom varaz‘;{e m variable
fease payments thar do not depend
Paywments that

do not depend

on an index or

on an  index  or yare (¢.g..] the fease (eg.. performance- op usage--based
pevformance- op usage-  based
payments) in the period in which| are earned. :

rate that income s earned

. ) GROSS INVESTMENT

.= Lease payments.rece:‘vabfe_+_uhguammteed..msfduaf value (UGRV)

i) UNGUARANTEED RESIDUAL VALUE (UGrv)

o= Expecied Regidual Value ( ). Guaraniteed Residual Value

measuvement of the finance lease veceivable |~

Recognise income firom variable lease pagments|
that are not included in the net investment g

variable Pagments) in the period i which they o

) :ETU.GI-%E_\/_’_ 18 that.portion of the residual vafue pf .ﬁ‘hc{.underfyfng asset, the vealisation of which

o .fby. a lessor is not assuped O IS guavanteed solely by d-pavey velated to the lpsspr, L
iy NET INVESTMENT

- 1= Present Value of Gross Investment (ie, FV.of Lease Pagments + py of VGRY)

V) UNEARNED FINANCE INCOME

i=.Gross Investment: () Net Anvestment




NOTE: |
@ éDr’scoum’: vate used should be the interest yate implicit in the lzase (IRR of Lessor) .. Rate ad
‘which PV of (LP + UGRV) should be equal to Faiv Value ab incaption
A fessor shall veview veqularly estimated UGRV. If there is veduction in UGRY, & shail be

consideved. tncrease in UGRY from original estimate shall be ignored,

G EMQQLEASES WHERE LESSOR 1S A MANUFACTURER OR DEALER
o §_A_t lease commencement (ie. initial _measurement), a manufacturer ov_dealer lessor

recognises the following:

1. Revenue should be recorded based on the lower of fair value of the asset or the
Present Value of Lease Pagments (excluding UGRY)

2. The €OGS will be caleulated as (Cost () PV of UGRV)

{ 3. The difference will be shown as selling profit (Gross Profit). The presentation of

profit on sale of inventory is generally presented by showing the revenue & COGS
sepavately & hence the above-mentioned numbers need to be calculated

4. Ang Initial divect cost incurved by a manufacturer / dealer is to be expensed to P&L
fmmediately as it attributable to sales

A lease modification’ is a change in scope or consideration for a lease, that was not part of

“oviginal terms & conditions of lease (for e.q., adding or terminating the vight te use one or

move assets, or extending ov shovtening lease term).




LEASE
MODIEICATION ™

Operating l.ease
Finance Lease Modification p . .g .
Modification
_| o L —_—
Modification - Modification - Not a (A lessor shall )
Sepﬂ.“pat-e Lease L e Sepﬂrﬂte Lease e . actount ]’t as a
: . S E o . Lo new lease from
e, | ) date of
increases the | vesulis in change | modifications considering any
scope of lease by in classification to prepaid or \
adding the vight | - | Operating Lease accrued {ease
fo use one o . R o r APPIQ the a’ Meﬂfs Ve!ﬁfﬁ"l
more assets: AND vequirements of 5 J ginad | 9
_ ) - fAccount for lease N\ Ind AS 109 0 Original lease as
b) Consideration o N , part of fease
forr 1 ! < wiodification as a new Finaneial £
or lease increase . . , ments for ne
by stand ; 0 lease from effective S MENTS, ra‘i vnew
andalone roct e e e e case. .
y. for in date of modification; - v,
vice for inerease
P : AND
in scope.
Recognise Asset at ner
If both eriteria . 9 .
¢ met, a less thvestment in fease on
are met, a or e .
. date of modification
would account i se lease | 0 o ...
sas ‘ and devecognise Lease
as a separate new )
p J - AfReceivable a/c, AJ

. 'g&f_ease

(E. LEASE C‘LASSFFICA‘HON TEST' FOR LAND AND BUILDINGS

SF For A lease that includes both fand & buildings, lessor Sepavately assesses classification of
each element as a finance fease or an -opevating lease, as _fmd..normaﬂy_has an_ indefinite.

economxc life,

F The lessor allocates lease payments between land & buildings in proportion to theiy velative
Farr Values at inception date, If lease payments cannot be allocated reliably batween these
-fwo elements, the entive lease s classified as a finance lease, UNLESS it is clear that both

efements ave operating leases, in which case, the entive lease is classified as an operating.

fem‘;e




?_!F amount for land element is immaterialto lessee, the lessor yay treat land & buildings as a

_ ?sr’mgte_ unit for purpose of lease classification and clossify it as a finance fease or an operating

SUB-LEASES
MEANING

& A ‘Sub-lease’ is defined as a transaction for which an underlying asset is re-leased by a

-of the entive underlying asset.

lessee t0 a third party.

T

ease. In such a case, the {essor regavds the economic life of the buildings as the economie life.

" The original lease is ofien veferved to as a ‘head lease’, the original lessee is often veferved to

-as an ‘intermediate lessor’ or ‘sub-lessor’ and the ultimate lessee is often referved to as the

. B

‘sub-fessee’.

Lessor : 1 | Head
- P T Lease
Sub Original Lessee / Intermediate Leesor ot
Lease N AV 4
Sub-lessee

INTERMEDIATE LESSOR ACCQUNTING

= The intermediate lessor accounts for the sublease as Follows:

if sublease is classified as a ‘Finance Lease’

If sublease is classified as an ‘Operating
Lease’

*The original lessee (intermediate lessor)
derecognises the ROU Asset on the head
lease and recognises

sJournal Entry

Lease Receivable A/e Dy
To ROU Asset A/¢c
To Gain (P&L)

] *Original lease fiabiflity is NOT derecognised.

*The original lessee continues to account for

fease fiability and ROU asset on the head
lease (i.e. No entry at the time of sub~
[ease)

*Recognise Sub Lease Rent on SLM Basis




NoTE: - o
# While, assessing the sub-lease as an opevating of finance lease, we will compare the lease N
. _ffeér’m with the life of the ROU Asser {(Original {.ease Term), and not with the fife of the

;Mnde&”fjjfﬂ:ﬁ_ﬂ%ﬁﬂ- S . ' | : :
‘_-'{"»“"_jéwhem_f:hg head fease is a shovt-term lease, the sublease s classified as anm operating lease,

_ S_Thf‘s is because the Intermadiate lessor has not vecognised any ROU Asset and Lease Liability

in its books undey Head L.ease, Th refove, intermediate Lessor can never show the sub-fense

a3 Finance I.ease.

10. SALE AND LEASEBACK TRANSACTIONS

T A sale and leaseback transaction involves the transfer of an asset and leaseback of the same
_fasset- dn this situation, a seller becomes a lesses and a buger becomes a fessor.

. “’.”f‘.j‘_“i"ham.am two transactions involved in this: .
« Sale of Asset by Seller Lessee to Buger Lessor
| * Lease Transaction

" “Thus, there are following two possibilities in this scenayio:

). Control is transferved
i) Control is NOT transferved -~

N __?_TRE.ATM'ENT QF SALE & LEASEBACK TRANSACTION WHEN CONTROL. IS TRANSFERRED




CONTROL 1S
TRANSFERRED

Trapsfer is treated as a Sale 7 Purchase & if the same
asset which was transferved is leased back, then follow
the below treatimment of sale and (zaseback transaction

Seller - Lessee

(WpV)

- De~ recogmse the Asset transferred at Carrymg Amoun?\

- Recognise the ROU Asset at Proportionate Value
(l.e. ROU Asset = CA x PV of Lease Payments

- Recognise the Lease Liability at PV of Lease Pagments

- Recognise Gain or loss ONLY to the extent it relates to
the rights transferved to the buyer - lessor (Bal. figure)
Alternatively, Gain can be calculated as follows:

= Total Gain (-) Total Gain x PV of LP

Fair Value of Asset

Fair Value of Asset

N\oTotal Gain = FV (<) CA J

SALE & LEASEBACK AT OFF MARKET TERMS

R Fhem racy be cases whave the transaction is nat at mm‘km‘ tarvas (r 2. 59]‘!;?1@ Price may béz B

casz an adjustment has o be made for:

Buyer - Lessor

- Recognise the purchase of asset
and account for it in accordance
with other ind ASs based on the
nature of the asset (for e.g. IND AS
16 ~ PPE)

~ For the Lease, applying the fessor
accounting requiverents under Ind
AS 116"

move than or less than Fair Value OR the Lease Pagments ave not at mavkel rates. in such

[eThe difference between sefling price and fair value; OR

HoThe difference between present value of contractual lease
 pagment and the present value of fair lease payments

 Whichever is more '
*veadily determinable - - -

 When Sale price ov Present Value is LESS When Sale price ov Present Value is




TRANSFERRED. .

» A seller-lescoe recognises the diffavence ag
a veduction in the safps price and

= A sefler—fessoe vecognises the difference

a8 an increase to the safes price and

nevease the inftial Measurepient of the recognise an ‘additional financing received:

ROU asset as a ‘fease prepoyment’, (@ Financiaf liability) From the buyer-lessor.

“ Buger-lessors ave requived o veduce the

" Buyer-lessors are vequived to increase
the purchase price of assot angd vecognise | purchase price of asset and ¢ ecognise a

a liability (in the nature of advance financial asset in the nature of

‘additional financing provided’ to the

seller—lessee.

veceived) as ‘fease prepagments’ received

from the sefler-lesseq.

Note: The totaf annal fease payment to be
made by lessee shall be bifurcated into two




B
i

T CONTROL 15 NOT
TRANSFERRED

Transfer is not Treated as a sale

Do Not apply IND AS 116 (i.e if no sale, then do not treat it as
a Sale and {easeback Transaction)

Treat the entive transaction as Finance Arvangement as per
IND AS 109

Sefler - Lessee

(~Rssot transforved will NOT be de-recognised Y

- Proceeds veceived shall be recognised as a
Financial Liability '

~ At each year end vecognise interest expense @
EIR and reduce the Financial Lfab:hty for any

11. TRANSITION APPROACH

. wepayments made )

Buyer —- Lessor

(- Transferred Asset shall NOT be recognised

~ Proceeds given shall be vecognised as a
Financial Asset

~ At each year end recognise intevest income @
EIR and reduce the Financial Asset for any

\repayments received

s An entity shall apply Ind AS 116 for annual veporting periods beginning on or after 01

CApril 201.4.

@ Thus, Ind, AS 116's transition provisions ave applied at the beginning of the annual

reporting peviod in which the entity Ffirst applies Ind AS 116 (le., the date of initial

application). For eg., an entity with a veporting date of 31 March 2020, applies the

transition provisions on 1. April 2019,

?m:.fifhere is a practical expedient provided which permits lessees and lessors to make an
election of not reassessing whether existing contracts contain a lease as defined under tnd

A8 116, Further, if an entity chooses to apply the practical expedient, it must be applied to

ALL contracts (ie., an entity is NOT permitied to apply the option on a lease-by-lease




:é?&l‘sf )

A TRANSITION OPTIONS FOR LESSEES

e ::;*3‘\ fessea s veguived do apply Ind AS 116 o s foazses in sithar of the f’q:_za"{@wehgwf::yg:
hHe Full Retrospective Approach ) '
.;":)..?.M_o_diﬁ‘ed_R;etrospecﬁfve Approach

) Eull Retrospective Approach e ' e o
 Apply RGWO&PQG&V@IH to mc&\ priov ve pommg fﬂewod pmsented ap;?fymg nd AS 3, je., an
Lentity applics nd AS 116 25 if it had been applied since. the inception.

©
.

_‘_:f_A_, restated opening balance sheet at 01 April 2018 will afso need to be dfscfosed as mqmmd__ o
by Ind A3 1. Hence, the batance sheets for 5 Feriod wiil be presenied: As at 31 Maveh
2020, 31 March 20149 & 1 April 2018,

. :':)..._f&drw'ﬁ’ed Retvospective Approach

easeg Prezmus g iag;ﬁed ag pemtmg Leageg ga.seg Prevrous[g Qi’gssn"red ag
under IND AS + AS 47 Finance Leases under IND AS 17
B —_— P N N

A lessee r Veco_gms;iS 2 lease liabitity measw@d at PV C‘awgmg amount of L:ab:hty L

Pavticulars

Va!ue oF_Eea;

Liability of remaining lease payments, discounted using the | (under (ND AS 17) shall be

vate at the date of application of tyansition taken as the carvying amount: of

provision. fease linbility.

A lessez measures the ROU asset on a fease !:ae; f“?Te_-;&%Eg amount _"o_{-’._i;e__,

lease basis, at githap: ' feased asses {under IND Ag 17)
Alternative 1. The carvying amount as if nd A shall be taken as the carvying
116 had  always  been applied  since the | amouns of the ROU Asset

commencemem’: date, f’:aui usmg a d:scoumt rale




s

]

at the date of app!fcaér’an of transition provision
OR.

Alterpative 2: An amount equal to the lease

liability

B. TRANS!TION PROVISION FOR LESSORS

s A. lessor is not reqwred to make any adJustments on transition for feases and shm‘t account




i Lease
definition
5, S_epamtfon of lease &

non-lease components

Scope of Land

3

Definition

C’a‘assrﬁcat:on

Sale &

Leasebagk transactions| ¢

—_—

Under Ind As

1i1e, defmrf,mm of lease is
sivaflar to that in As 1.9, But, in ind A5
118, theve is substantinl change. The
thanges privaerily velate to concept of
‘contrel used in identifying whether g
contract contains g lease op not,

nd AS 116 provides guidance on whethep
an arvangement contains a lease, identified
asset, cubcmnﬁve substitution vights ete.

Ind AS 7 116 provides detailed guidance on
whether there ape non~lease / service

components,

Na such scope exclusion

Makes a distinction between ¢ ‘inception of

lease® & ‘commencement of fease’

oF !eases

operating leases or finance feases for a

E hmr'nates c!'assf'ﬁ'cat."on into

ntvoduces a lessee
which
vecognise ROU & Legse Liability for aff
applies
exermption (for leases of low vafue assets or

lessee  and single

accounting  model to

vequires

leases  unless ¢ recognition
short—-Eerm leases)
—_—
o ind AS 116, the approach for
computation of gain/loss for a completed
sale is different.

The amount of gainsloss should vefieet the

amount that velates to the right

transferved to the buger-lessor.

—_—

AS 19

Guidanee part

in As 14 grvrm
therein is different.

AS 149, in general, considers
right to use an identifiod asset.
Also under AS 1.9 eyen it a lessor
has substantiaf substitution right,
contract maay stifl be accounted
for as a lease.

_
AS 19 does not contain any

guidance. A5 14 requives
accounting for entive contract
without separating  non-~lease
components,

Excludes leases of fand from jts

seope

Na such distinetion

vequires a lessee o
classify feases as efther finanee
Y

leases or operating feases

leaseback transaction resuflts in a
finance fease, excess, Iif any, of
sale proceeds over carvyging
amount shall be deferved ang
amortised by seller- fegsen over

lease teym in proportion to




depreciation of leased asset,

Also determine whether it is a sale as per
IND AS 11.5. If not, then seller- lessee
recognise 4 finance liability and bugyer-
lessor vecognise a financial asset accounted

as per Ind AS 109

A% 19 does not contain sueh

specific requivement

Treatment of inftial

divect costs

Finance lease

- Lessor accounting

Non- manufacturer/

non-dealer

Interest rate jwplicit in lease is defined in
such a way- that initial divect costs gets
included automatically in finance lease

receivable.

Either vecognised as expense
tmmediately or allocated against
the finance income over lease

terima.

Manufactuver / dealer

Same as per AS 19

Recognised as expense

fmmediately

1 divect costs

fees, incurred in negotiating & arvanging a

fease) that would not have been incurved if

lease had not been obtained, except for
such costs incurrved by a manufactuver or
dealer lessor in connection with a finance

fease.’

Operating Added to carrying amount of leased asset Either deferved & allocated to
Lease - Lessor| & vecognised as expense over lease term on | income over lease term in
accounting same basis as lease income. proportion to recognition of vent
income, or recognized as expense
in the period in which incurved
Definition  of initial| tnd AS 116 define initial divect costs as Different guidance given
‘Incremental costs’ (eg: commissions, legal

Combining Contracts

IND AS 1.1.6 provides special guidance on

combining contyacts

AS 19 does not provide any

guidance on combining contracts

Reassessment of lease

Ter:

IND AS 116 provides special guidance on

Reassessiment of Lease erm

AS 1.9 does not contain any

guidance on re--assessment or

changes to lease terim




[ A Lease

1.9 does not pmvmlc, guidance
from point of view of| Lease Modification from point of view of on lease modifications
lessor fessor
:i_;;_wﬁg“s;i:&;n_ﬂ_- ...... Tasa Q:n;e_q;énce_caf _;{5«1‘9 !eaai&eﬂ_@f@“_-waf-'\f.‘@géurdance gu;; ......... N
lossees, there are many ehanges in
presenmtmn in financial statements,
35 [Disclosws | There are s va number of ch changes inthe | Different guidance givan
diselosuve relating to qualitative aspacts of
leasing transactions. For 2g. Enitities arve
vequived to disclose nature & visks arising
e Pembestgrwsatons |




2. SCOPE

2. DEFINITION

&) Shaves Q?RQPGWE'*@ Entity ~ Equity Settled; OR

DOES NOT APPLY TO:

|

C@SBP is an agreement between the vepoviing entity and another party {including an

enplogee) in which the entity is Lo receive goods or service against payment of:

b) Cash that is based on the price of equity shares of the reporting entity - Cash Settled

{ssue of shares to
shaveholders in thefr
capacity as

1 shareholders.

| Eg: Bownus Shares,
Right Shaves
N

™

e

E

quity Shares issued fn
- Business Combination to
acquive control

EXCEPTION: I equity shares
arve issued to aguivee's
employee in their capacity as
employee then covered under

IND A5 202
.

_\_._

)

Einaneial tnstrument
fssued to buy/sell non-
financial item which can
be settled on NET Basis

|
r B G |
1 IF intention is | If intention is
to settle on | to take
| NET basis ) \ delivery )
Apply IND AS Apply IND AS
. o I o0

3. SHARE BASED PAYMENT WITH OTHER THAN EMPLOYEE / NON-EMPLOYEE.




JOURNAL ENTRY

EQUITY SETTLED | .. [pasn SETTLED |- -

- L. Expense/Asset Ale Dy
_ To 5BP Reserve
| 2. SBP Reserve Ase Dy,
To Equity Share Capital A/c

1. Expense/Asset A/c Dy, -
To SBP Liability A/c |

2. SBP Liability A/¢ Dy,
| To Cash/Bank A/c

To Security Premium Ale

ey,

1st Prefererce

Fair Value of

i MEASUREMENT

2nd Preference

Gioods/Service Acquived

e

GUIDANCE ON BOOKING OF EXPENSE IN CASE
OF SERVICE RECEIVED FROM NON-EMPLOYEE

Cont:'nu ous Service

- L Eg: Maintenance Service for 5 Months

Book Full Exp tmmediately | . . g Book Exp proportionately in every month

_HARE BASED PAYMENTS WITH EMPLOYEES__ EQUITY SETTLEL

: a) Q_RANL%E_ :

,

1 Fair Value of Shares Given o

a Date on which the em&fﬁy and amother partg (!ncfuqu emp!‘oqee) agree o a shave- basea.'

paymem? agreewent. (i.e. date of such agreement)

 NOTE: If agreement is subject to approval of ammwf@te authorities then grant date will be

o{ate of approval.




b) CONDITIONS

vestwG conprtion | NON-VESTING
. CONDITIONS
SERVICE | ... ... ..... . .1 PERFORMANCE {.. . . . ... N
o q : y _ fmpact on
£ N B ) | eligibility of SBP
To Sevve for specified | | Non mavket based | Market based | Eg: Shaves with 3
period. L T | Ao Refer Point ) | | years fock in
: (" A eviod.
Eg: Emp:fog?tees ha}re To achieve e | e b P
vo re;mam W service performance target. To achieve |
or B Uears. _ ) !
e ’ J y F4: .Safes target, o specified tavget NOT considered
’ | profit target cost. price/value of in Vesting Period
48 o N reduction target R shares
Within the control of | y.
. ) . ( (Within the control (Not within the
Considered in Vesting :
T of Employee) control of Employee)
Period
Sl Considered in | NOT considered in |
: Vesting Period | { Vesting Period

e

_c) RECOGN!TI’ON_&- ALLOCATION OF EXPENSE

s SBP granted to ewmployees are expense :"or the company whmh are to be recogmsed
dwmg the Vesting Peviod* Proportionately

VESTING PERIOR ~ Peviod during which all spec:ﬁ?a{ vesi:mq condat:om are to be satrsﬁed
R CAL,CULATION OF EXPENSE TO BE RECQUNISED EACH YEAR

No. of employees expected to fulfil the conditions at each gear end (x) Ne. of'
_options (¥) Fair Value of Qptions on GRANT DATE (x) Expived Period
| Total Vesting Peviod

- () Expense Already recognised in Previous Years.




it

. a).

NOTE:
FAIR VALUE ON GRANT DATE 5 takan in case of Eguity sebtled transactions

Fai Value changes post grant date are ot considered (Only in pase of Equity Settlad

STransa afions)

JOURNAL ENTRIES

ON GRANT pATE
EN_o Endry _ o
AT THE END OF EACH v R DURING VESTING PERIOD
BOQKING OF EXPENSE |

 Emplogee Benefit Expense (P&L) A/c Dr.

b

A

b

To SBP Resewe_(Other_Eqm’ty) Ale

( Expense will b booked proportionately azach.yeawduﬁ"f’mg.frh@_tﬁesﬁf‘ng peviod ~Caleulated as
. pw the Above Formula) . _

.EE.RQ,E{,E&QA&NQFT EXPENSE (IE ANYY PURING THE VESTING PERIOD.
[SBP Reserve Az |

- To Employee Benefit Expense Ale

5'(Afs0 Refer Note 2. Given Below)

'DURING EXERCISE PERIOD S
__{Q&»_m;?:g.g:,:g,g»gﬁ_Q@”ﬁ.@@.‘.ﬁzf_.ﬁMEgagfg@
SBP Resarve A/c Dr.

To Equity Shave Capital Asc
- To Security Premjum Ase (if any)

1B ANY OPTIONS LAPSE PURING EXERCISE PERIOD

_ES_B_P Resevve (Other Equity) A/c

To Retained Earnings (Other Equity) A/e

(Also Refer Note 2 Given Befow)
NOTE:




5. ;MAIQKE“I" BASED CONDITIONS

W Ang change in warket condition will have no effect on estimation of expense. We will
Continue to record expense wven if markei conditions have failed ie. expense_cannot be

reversed due to failure of Market conditions.

A. IF MARKET CONDITIONS ARE SATISFIED EARIIER THAN EXPECTED o

@ f‘.wospm;'ve expense of future years should be recognised in the year of vesting (Accelerated
Expense) o .

B. lF MARKET CONDITIONS DELAY VESTING PERIOD.

. @ Recognition of expense should not be delayed i.e. expense should be vecovded as planned.

| NOTE: At the end if Market conditions is never fulfilled, then the balance in SBP veserve to

. er be transferved to Retained Earnings (i.e. transfer with in equity and not through P&LY

6. MODIFICATION = -

' MODIFICATION
§ . -
INCREASE IN NO. OF OPTIONS : INCREASE IN FAIR VALUE OF OPTIONS
((stees Y (e N
1. Caleulate additional advantages | % Caleulate ad;a{ftformf advantage
(EXTRA options granted X Fair value on |- (FV after Modification (~) FV before
modification date) modification on modification date)

® Oviginal No of options

2. Amortise over the period from

modification date till date of vesting of | | 2 Amortize over the period from
wodified options. 1 1 modification date till date of vesting of

K _ S ~ \wodified options. _ j -

. HINT: In case of modification, aceount for original SBP sepavately & Modification sepavately.




7. _TQANQE;LL@@{\{_ (Other than by forfeiture due to vesting conditions not satisfied)

@ ;}:’:amc_;engtfom e done widway during the vestin eviod. Expense for future years is et to
: 4 4 g p P 4 Y

. é'bra. vecognisad .
CANCELLATION |

N

WITH COMPENSATION

rf; Ekpense for the year should be N o f’:f'.—:é All points of within compensation same ...
-1 vecorded as it s C oo 4 PAY COMPENSATION

2. Future year expense not Yet vecognised |- - | JOURNAL ENTRY :-

should afso be vecognised in the year of |- ] Retained Earnings A/C Dr. ()
cancellation. Profit & Loss A/C Dr. (B/H

B. Full balance of SBP Reserve should be - To C‘ash/Bamk AZe (Amount Paid)
transfered to Retained Earnings ' '

JOURNAL ENTRY # Maxivaum amount that can be debited to

Retained Earnings is
SBP Reserve A/C Dy

' \k To Retained Earnings

.| [Options cancelled X Faiv Value on date of
_,/J wnceﬂatfonj '

| & CASH SETTLED SBP FOR EMPLOYEES (Also known as Stock Appreciation Rights — SAR's) .
FiSimilar to equity settfed EXCEPT . Fair value should be vemeasured through P&L (EBE) at

- .__:;th_e.@nd of each vepovting Period __d.u‘m‘.ng.. the vesting period and post vesting period tifl the

- ..‘options are exerciced using the FV on each year end.

| T CALCULATION OF EXPENSE TO BE RECOGNISED EACH YEAR _ L
1 Ne. of employees expected to Fulfil the conditions at each year end (x) No. of options (x)

.. Fair Value of Options AT THE END QF REPORTING PERIOD (%) Expired Period

Total Vesting Peripd, _

- () Expense Already vecognised in Previous Yeayrs,




I
_a)

}ON GRANT DATE
No Entry

AT THE END OF EACH.Y, VESTING PERIOD
BOOKING OF EXPENSE

_ étmpfoyee Benefit Expense (P&L) A/c Dr,

b)

To SBP Liability A/c

REVERSAL QF EXPENSE DURING VESTING PERIOD.

) fSBP Liability A/c Dr.

To Employee | Beneﬁt Expense A/c

DURING EXERCISE PERIOD |

y IF FAIR VALUE INCREASES — EmPfoyee _Be_neﬁ't_ Expense _A_/c__Pr_".-._ .

To SBP Liability A/e

_ I‘F FAIR VALUE DECREASES — SBP Liability A/c Dr.

b

. lthan 1 year. In such cases FV of SAR'S need to be vemeasured at the end of each veporting. .

ON _PAYMENT OF CASH
SBP Liability A/c Dr. |

_ To Employee Benefit Expense Alc

a

To Cash / Bank Ale

__ESAR’S THAT VESTS IMMEDIATELY

conditions are there.

8

E-p_er_foqf_ till the options are exevcised.

n_such _case employees are given exercise period to exercise the option which can be wmore

...UOURNAL ENTRIES = .

__’Empl'oyee Benefit Expense Asc Dr.

I some cases, SAR’s issued vests immediately ie. on grant date itself as NO vesting



b, fmmg_&@&f o

.

SBP WITH CAs “ALTERNATIVE

1o SBE Liability

(Book full Expense Based on Cair Vatue on Livant Date ae shares Vests tmedintely)

fl. . DURING THE ExERCISE PERIOD

%) _?Si_i’Qgﬁf\ﬁ%__QE_.fiﬁliE‘;\r’;éiii,ziifMQi‘L&NQ&fi__ffii_J‘Ef_\C__,._ECE&Q_J;l‘_s!Q.-..22.Qi@i&ﬁliﬁi;ﬁi&ﬁﬁﬁ&@ :

o S 1o SBP Liability Aze
.EIF FAIR VALUE DECREASES - SBP Liability A/c Dr.

To Evaployee Benefie Expense Ae

SBP Liability A/c Dr. o
- To Cash / Bank A

remeasure duving the exercise peviod.

B

- -. WWW .\ FP
f sBP WiTH CASH

- ZIEP 2 - identity value of cash settied option (debi tomponenty

 No of option in SAR (x) Faiv value of cash settipd

AR on grant date,




.

STEP 3 - Value of equity component = Equity setiled ESOP (as per step 1) (~) Cash settled
CESQP (as per step 2) '
(if Vafue of Equity settled ESOP s luss than or egual to_cash settled ESOP then the valug of

equity companant s zern.)

STEP_ 4 -~ Equity component (as pey Step 3) is vecognised in SBP Resevve proportionately

during the vesting period

STEP 5 ~ Cash seitled (debi aompanemf:j is vecognized in SBP liability during Vesting Period

‘which requives Remeasurement each year (ie. Expense is booked based on Faiy Value at the
End of Each Year). '

JOURNAL ENTRIES

:ON GRANT DATE

No Entry (Only Computations ave done f.e. Sop 1, Step 2, Step 3)

AT THE END OF EACH YEAR DURING VESTING PERIOD

a) ?BOOMN G EXPENSE OF EQUITY COMPONENT & LIABILITY COMPONENT

1IE

-

;_E_mpfqyge_ Benefit Expense A/¢ Dr.

: To SBP Reserve Ale
( As per Step 4}

‘Employee Benefit Expense A/c Dr.

:  To SBP Liability Alc

(As per Step 5)

Employee Benefit Expense A/c Dr.
; To SBP Reserve Adc

- To 5BP Liability

EUPON SETTLEMENT (i.e. Upon Exercise)

a) IF COUNTERPARTY (EMPLOYEE) CHQOSES CASH OPTION




_____ ) ON PAYMENT OF CASH
SBP Liability A/c Dr..
TQ,CQQWBQV‘;C.A/C ) L . . e
i) [ TRANSFER OF SBP RESERVE BALANCE T0 RETAINED EARNINGS (1.E. TRANSFER WITHIN
oTHEREQUITY)
'SBP Reserve Ale Dr.

To Retained Earnings Ade

____b)_§£ COUNTERPARTY (EMPLGYEE\ CHQOSES EQUITY SETTLED ormeN
- !)...._‘iTRANSFER QF SBP LIABILITY TO SBP RESERVE
_ SBP Liability A/e Dy,
- To SBP Reserve A/c
, _u") !SSUE OF SHARES
SBP Reserve A/c Dr.
. To Equity Sharve Capftaf Ale Dr,-.

. To Securities Premium (if any) A/c Dr L
- _m') TRANSFER BALANCE IN SBP RESERVE
_ ;(IF ANY) TO RETAINED EARNINGS.
5L LE. TRANSFER WITHIN OTHER EQUITY)
SBP Reseyve A/c Dy.

. To Retained Eammgs Ale

B. fCHowE IS WITH THE ENTITY

Eqwty settled accounting treatment would be reqwmd when there is no obhgat:on to setti'e______
incash. Sl
lrem& as cash settled om{g when it has present obligation to settle in cash. Present obligation
. .con be identified in following situations
| 4) Entity cannot issue shayes due to some restrictions
b). Stated policy to settle in case.

©)..Past practice / history to settle such types of transaction in cash

" !F equity settled accounting has been done but the settlement is requived to be done in Cash:




JOURNAL ENTRY

| SBP Reserve A/C
| To Bank A/C.

(I balance in SBP reserve is not sufficient, then balance will be debited to P&L).

(EXAMPLE

SBP reserve = 2 lakh as per equity settled

_ Settlement vequired in cash = Re 120000

.. SBP Reserve Dv 100000 . . . .
. PRLAC  Dr 20000

ToBank

JRzooco. L

| 10. |GROUP SHARE BASED PAYMENT PLANS

.

o

PARENT ISSUES (TS
OWN SHARES TO

SUBSIDIARY FOR SBP

IN THE BOOKS OF |~

PARENT

7

To SBP Reserve A/e

EMPLOYEES OF

2,

OF SUBSIDIARY

%,

v

™ IV THE BOOKS OF

SUBSIDIARY

12, SBP Reserve A/C Dr
;Y To ESC Alc p

To Capital Contribution

From parent A/c

1. Investment in Subsidiary A/e D Y .

NNV e



&

DEFINITION OF BUSINESS COMBINATION _
f;,e:a, BUSINESS COMBINATION is o transaction in which acquiver obtaing CONTROL. of another

businegs _f;y_qc_qw‘m’ng 128 net assets OR acquiving its significant equity interest,

B AL such, two elements ave requived for a transaction to be a businsss combination undey Ind

AS 103

- R Acquiver obtains CONTROL of an Acquiree ("control” as debined in Ind AS 1.10); and
L Acquives is a BUSINESS

'CONTROL (AS PER IND AS 110)

" [ Control exists if and only if all the to flowing conditions are satisfied, .

) Power over the investee

- i}y Exposuve or vights to variable returns from fts involvement with the investee.

i) Ability to use its power over the investee to affect the amount of the investor vetuyn

NOTE: Control assessment has been discussed in ditail in CFs (IND AS 110)

| BUSINESS

e A business cansists of inputs and processes applied to these inputs that have the ability to )

‘contribute 10 the creation of outputs. Although businesses usually have outpuls, outputs ave

- not requived for an integrated set of activities and assets to qualify as a business.

The term ‘business' is defined as an integrated set of activities and assets that is capable of

being conducted and raanaged for the puarpose of providing goods or seyvices to customers,

_ -?genem_ﬁng_ investment income (such ag dividends or intevest) or generating other income

o

" Any economic resource that creates outputs, or has the abilit

from avdinary activities,

. INPUT

420 conivibute to the creation

of outputs, when one or more processes ave applied to i,




:Eg: Tangible asset, intangible asset.
3. PROCESS _
P Any system, standard, protocol, convention ov rule that when applied to an fngwt_ft_ or fnpuis,
‘creates output or has the abiiity to contribute o the creations of oulpuls.
E“é} Strategic raanagement processes, operaiional processes and  vesource wanagement
B éP*"OCQ_SSfJ.-‘i |
‘¢ outPUT .
_@’”._?‘Th.e..resu_fﬁ of inputs and pwcesses' appfrfeci to those inputs that provide ..5996{5..9!?.SG.WI.'C?_S._?Q,_ .
Lcustomers, generate investment income (such as dividends or interest) or generate other
income from ordinary activities.

ONCENTRATION TEST

& An_optional test (the concentration test) has been introduced to permit a simplified

ssessment of whether an acquived set of activities and assets is not a business.

! Furiher assessent

MNot 2 business tex bre made

Mo further
assessment is
reecied

T The concentyation test is met if substantially all of the fair value of the gross assets acquired
is concentrated in a single identifiable asset or group of similar identifiable assets.

9”3 Step process fov concentration test:

i)y Measuve the Fair Value of Gross Assets acquired: | '_
. » _Fair value of consideration transferred (including fair valug of non-controlling interest
_______ _and Fair vafue of previously inlevest held) |

n (%) Faiv value of liabilities assumed (Excl uding DTL)

8 (=) Cash and cash equivaient and deferved tax assets

iy Adentify the single identifiable assets or group of similay identifiable asset;

i) ‘Determine if substantially all of the value determined in point () is concentvated in the

value determined in poini (b). If yes, then it is an asset acquisition otherwise needs to assess




;busg’n_e_s_s_ definition as per Ind AS 103
EXAMPLE: ON CONCENTRATION TEST

Entity A holds 20% interest in Entity B, Subsequently Entity A, further acquives 50% share

i Eniity B by paging ¥ 300 Croves.
:f!"fne fair value of assets acquived and Liabilities assumed ave as follows: Building -3 1000
‘Croves o L |
é‘é‘ash and Cash Equivalent ~¥ 200 Crores Financial Liabilities ~% 800 Croves DTL ~% 150
‘cvoves '

Fair value of Entity B is 2 400 Croves and Fair value of NCI is % 120 Croves (400 x 30%)

‘Faiv value of Entity A’s previously held interest is ¥ 20 Croves (400 x 20%)

(Entity A needs to determine whether acquisition is an asset acquisition as per concentration

. éff:est-_ .

a Fair value of consideratipn transferved (mcfuaimg fair value of non- ~controlling interest

and fair value of-’ previously interest held) = 300 + 120 + 80 = % 500 Croves

b, Fair value of liability assumed. (excluding deferved tax) — z 800 croves

.6 Cash and cash equivalent ~ T 200 cvoves.

-Faiv value of gross assets acquived - % 1,100 Croves

i the above scenavio, substantially all fair value of gross assets acquived is congentrated in a

__§$r°;ag{e_ identifiable asset i.e. building. Hence it should be asset acquisition. (1,000 / 1,100 =

919 of value of gross assets is concentrated into single identifiable asset ie. burfdmg} A

___;:Jadgememt is requived to conclude on the word substantially as the Savae is not defined in

.Ethe standard,

Un our view we have considered 1% of the value as substantial to conclude the above

. transaction as asset acquisition.

ASSET ACQUISITION.

oE

Acquisition of asset or group of assets that does not constitute a business is asset acquisition

Al the assets acquived as a povt of asset acquisition would be vecognised & measuved based =~

ion allocation of overall consideration paid in the vatio of their velative faiv values.

__EMO;_QE; o

o

s .ED.?A / .DTL_WWI# not: E?e cafr:uf@woipn :.mtmf. mw.qm’tfm._of asset acquisition,
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i ESTEP 1: tdentifying the Acquirer

ACCOUNTINCE FOR. BUSINESS COMBINATION
ACQUI‘S! TION METHOD (Also known as Purchase Method)

\. )STEP 2; Determmmg the Date of Acqwsn&ron

jSTEP 2: Caleulation of—‘ Purchase COnsederatmn tmnsf'ewed

)STEP 4: Recognise & Measure ldentifiable Assets & Liabilities

R e o I o

)STE P g Recognise & Measure Non-Controlling interest

)STEP &: Recognise & Measuve Goodwill or Gain on Bargain Purchase :

?STEP 1 - IDENTIEYING THE ACQUIRER

, ;:ssues consideration .

___EE,&QWEPTIQN REVERSE AC’QUIS!TION (PEALT LATER IN THIS CHAPTER)

STEP 2 - DETERMINING THE DATE OF ACQUISITION L
> 1t is the DATE ON WHICH ACQUIRER OBTAINS CONTROL of the. acquivee.

_ :assmmes the liabiities of the acquivee —the closing date.

" However, the acquiver might obtain control on a date that is either eavlier or later than the

closing date..

,équ_example_, the acquisition date precedes the closing date if a written agreement provides

that the acquiver vbtains control of the acquivee on a date before the closing date.

___i;&_QIE; If any Govt. approval (s required for acquisition, then date of acquisition will be date

con wihich Giovt. approval is ebiained.

ISTEP 3 - CALCULATION OF PURCHASE CONSIDERATION TRANSEERRED

1t is the date on which acquiver legally transfers the consideration, acquives the assets and.

E_A.n..a.cqut’re_r._s!f__\a!{.\f_:_anside_r'.a.{f..Facts...and_ civeumstances in identifying the acquisition date, .




B Acquisition Date Eair Value of C‘ash/Asse*t“Tmm:Fewed .I . XK
E) Aequisition Date Fair Value of Shaves/Debentures Trancferved o |
(+) | Acquisition Date Value of Deferved Consideration (@PV)  Refer Note 1 xx |
E») Acquisition Date Faiv Value of Contingent Consideration Refer Note 2 & = xx
(+) | Pre~combination period SBP awards Refer Note 4 e |
TOTAL PURCHASE CONSIDERATION | XX
N OTE:

1. DEFERRED CONSIDERATION

LT DeFewed Consideration is consideration that is pagabfe fn Futwe WITHOUT any condition. 1t
will be valued at its Present Value in Cafcm‘at:om of Purchase Consideration,
s At every year end unwinding of discount: is requived to be done
JOURNAL ENTRY FOR UNWINDING OF RISCOUNT.

Finance Cost A/c Dr.

To Deferved consideration.

2. CONTINGENT CONSIDERATION (CC)

T s the amount paid by the acquirer only on occurvence of certain future events. In

Cai'cufm’:fon of P.C. recognise the contingent consideration at Acquisition Date Fair Value

(Faw' Value of CC on the date of Acquisition will be already giver. in the question)

s C‘omtmgent consideration may be settled in cash or shares

CHANGES IN FAIR VALUE OF CONTINGENT
CONSIDERATION AT EACH YEAR END

To be settled in Cash or Varviable No. of o
1 Equity Shares (Variable no of shares not fixed - - ...
on date of acquisition)

To be settled in Fixed Number of
Equity Shares

H meets the Definition of Financial Liability . ft Meets the Definition of Equity
Remeasuved at Fair Value at each Reporting Date o Henee I¥ is Not Remeasured at Fair
Value at Each Reproting Date

Changes in Fair Value is recognised in P&




5. CONTINGENT PAYMENT TO EMPLOYEE SHAREHOLDERS

Ao MF Contingent Consideration is paid - 1B, Other Contingent Consideration in the
for being in Emplogment . Capacity of Shaveholders

4. 'SHARE BASED.PAYMENT AWARD (SBP Award) - -
A REPLACEMENT AWARDS -

ﬁ/\m acquive .may veplace its SBP .awards (Replacement . Awards) for awards held by . ...

employees of the acquivee.

PRE-COMBINATION PERIOD. POST-COMBINATION PERIOD

will frov Part of PC Will NOT Form Part of PC.

1t will be allocated as a sevvice cost

over the remaining vesting period
Fair Value of Oviginal Award (X) Expired period v ﬂ

Oviginal Vesting Peviod OR Revised Vesting Period | Fair Value of Replaced Awards
(Whichever is Higher) o () Value Allocated to Pre-

Combination Period

B. NON REPLACEMENT AWARD

ks "Ihese are outstanding SBP Awamﬁs of acquiree that the acquiver DOES NOT axchange Fosf‘ its
. own SBP Awards. (WILL NOT FORM PART OF PC)




S

TS -
R e g R PO |

NON-REPLACEMENT AWARD

= SR g
B e

| o 1
VESTED SHARES o g NON-VESTED SHARES

Value Credited to Sp 1 Pre~Combination Period 1 Post-Combination Period

Reserve is classified as NCI

Will from part of Not | | 1€ is vecorded as Employee

Cost over vemaining Vesting

Period & Credit forms Part
) of NCI

(Computation Same as
Replacement Awards)

'

5. DIRECT COST QF ACQUISITION (e.g. Stamp Duty Fees, Due Difigence Fees, legal fees, S

. iinvestment banker fees etc)

_‘

Relates to Asset L Capitalised in the Cost of
Acquisition | R Asset Acquired

DIRECT CcOST ©
ACQUISITION

|y

Relates to Business Not Included in PC & should
" Combination S be Charged. to Pa&L. o

.

MV ,-?STEP 4 - RECQGNISE & MEASURE IDENTIFIABLE ASSET & LIABILITIES

N

SR [ All identifiable Assets &
E ISE
. RECOGNISE ] Liabilities Acquired

ACQUIRER SHALL

s SR ME ASURE’ At Acqufﬂ%fah Pate Fal.i"
Values

2 RECOQGNITION

T when the acquirer ay lies the vecognition princivle under business combination i may
q pp 9 princip _ Y

vecovd certain assets and liabilities which the acquivee_had wnot vecovded earlier in dheir
. financial statements, L

_EXAMPLE




o Research & Development cost of acquivee - If such R&D cost meets the definition of |
intangible asset then vecognise as intangible asset.
- = Assenbled wouk foree — Not an intangible asset (Control 8 FEBs are not certain as

- employee con lzave the ovganisation) . .

- @ Classification of Asset & liabilities acquived shall be on the basis of conditions existing on the
acquisition date. o R L
[EXCEPTION TO CLASSIFICATION - in case of lease the classification as opevating lease or

% EXCEPTION TO THE RECOGNITION OR MEASUREMENT PRINCIPLE .

1°An asset or liability which otherwise would NOT have been

EXCEPTION MAY recorded gets recorded;

RESULT IN TWO

SCENARIOS: 1eThe Assets &liabilities ave measured at a value other than the

acquisition date Fair Values.

A CONTINGENT LIABILITY .

# dnd AS 37 do not apply in determining which contingent liabilities to vecognise as of the =

____Ea_c;_qu.is_ition__d_ate..._fns_te_ad,_,_the acquirer shall recognise on acquisition date a contingent .

liability assumed in a business combination if it is a PRESENT OBLIGATION that avises from .
past_events and its FAIR VALUE can be MEASURED RELIABLY even if it is not probable
that an outflow of vesources will be requived to settle the obligation. .

T ISUMMARY

. Outcome _ ihd AS 37 . Business Combination

Possible ebligation Not recognised Not recognised

| Present obligation - not probable tha Not recognised Recognised If  veliable

outflow of economic benefits will occur measured

| Present  obligation - probable that) Not recognised Not recognised

outflow of economic benefits will oecur,
cannot be measured veliably

finance lease which was done at inception of the lease. Cannot be changed on acquisition =



.

[

ANCOME TAX

" The acquirer shall recognise and measire 4 deferved tax asset ov fability avising from the
assets acquived and labilities asswmed i a business combination in accordance with nd AS

A2 income Taxes,

. EMPLOYEE BENEFITS

E"i“i_/\e acquiver vecords the faiv value of the obligations for any post retivement obligation as

per the principles of ind AS 1.9

o

. NONCURRENT ASSET HELD FOR SALE

The acquirer shall measure an acquived poncurrent asset that is classified as held for sale at

the acquisition date at FVLCTS as per Ind AS 105,

INDEMNIFICATION ASSET

* The acquiree in a business_combination wmay indemnify (Compensation for harm or lossy the

acquiver against fosses above . specified amount on a liability arising from a partioular
éconffmgency- o . § .
Asa result, the acqu_fa_ﬂer obtains an indemnification asset., The acquirer shall recognise an
[indemnification asset at the same time that it recognises the indemnified liability wmeasured
on the same basis as the indemnified fiability. - N o

f__fr“ Contingent: Liability Acquived & disclosed by Acquiver, then indemunification asset on such

contingent liability will also be disclosed,

L NOTE:

. The amount of indempification asset CANNOT exceed the amount of liability.

G.

SHARE BASED PAYMENT AWARD / TRANSACTIONS

The acquiver shall measure afl the SBP transaction (veplaced /won ropiaced) as per ind AS

__§__1-Qz-__(&_!readw discussed above)

REACQOUIRED RIGHTS

As part of a business rombination, an acquives may reacquive a right that it had previously

granted to the acquiree to use one or wore of the acquirers vecognised or wnrecognised




assets. Exawples of such rights fnclude & vight to uwse the acquiver’s trade name undev o
franchise agregment ov a vight to use the acquiver's technology under a technology licensing

agresyaent.

i)  ACQUIREE IS A LESSEE

@ The acquiver shall vecognise right-of-use assets and lease liabilities for feases identified in
accordance with Ind AS 116.

@ The acquiver shall weasure the lease liability at the present value of the remaining lease

@ The acquiver shall measure the right-of-use asset at the same amount as the lease liability,

‘adjusted to_veflect favouvable or unfavourable terms of the lease when compared with

market terms.

i) ACQUIREE IS A LESSOR

@ [ measuring the acquisition-date faiv value of an asset, the acquiver shall take into account

‘the tevms of the lease. T
@ The acquiver DOES NOT vecognise a sepavate gsset or liability if the terms of an operating

_ llease are either Favourable or unfayourable when compared with market tevms.

1
@ s

acquisition date

onLinge Explicitly prohibits vecognition of Contingent Assets

V, STEP 5 - RECOGNISE & MEASURE NON-CONTROLLING INTEREST (ON ACQUISITION
. DATE

& Non-Controlling lnterest (NCI) vepresents Net Assets not owned by the Acquivey (Pavent).




s i S
MEASUREMENT
- OF NCI N

N A
ﬁ‘“%ﬂzm—.% __Qr"gz_"”“"‘"‘w

. e -
o “ |

PROPORTIONATE SHARE IN NET ASSETS
FAIR VALUE OF METHOD © A

METHOD
(FULL GOODWILL METHOD)

(PARTIAL GOODWILL MAETHOD)

Fair Value of Shares held by NCt E L 5 Calculated as a % of ldentifiable Net Assets

VI: | STEP 6 - RECOGNISE & MEASURE GOODWILL OR GAIN ON BARGAIN PURCHASE

Purchase Consideration Tmmsf-‘erred : (As per Step 3) XX

(+) | Non ~ Controlling interest ) (As per Step 5) | xx

(+) Acqws;t:on Date Fair Value of Previously held Equity interest in (Refer Note 1 xx
Acquiree Below)

XX

(-) | ldentifiable Net Assets Acquired ' (As per Step 4) XX

GOODWILL / (GAIN ON BARGAIN PURCHASE) ' XX

1. STEP_ACQUISITION

& An acquiver sometimes obiains control of an acquivee in which i held an equity interest

fmmea’mtefy before the acquisition date. This is known as Business C‘ombmatmn achieved in

smges (Step Acquisition).

fn a business combination achieved in stages, the acquirer shall vemeasure its previously held

eqwty interest in the acquivee at its acquisition- date fair vafue and recognise the resulting

gamﬂqr loss, if any, in profit or loss or OCI (as appropriate)

2. |GAIN ON BARGAIN PURCHASE




o Ind AS dtself acknowledges that i is very rare that a bargaln purchase in a business
combination will avise and accovdingly the standavd re-evaphasises the above point by

Fequiving the entities 'i'o_ veassess and identify the clear reason why it is a bavgain purchase

I At s g T T AT

GAIN ON BARGAIN PURCHASE j

PR R
e T i SRR L Bt PR

{
| H

If reasons for GBP is clear . S E if reason for GBP s NOT clear

Recognise GBP in OC! on acquisition date
and then accumulate in Equity as Capital
Reserve

Divectly accuvaulate GBP in equity as
Capital Reserve

f"“ihe gain shall be attributed to the acquiver and there will be no allocation to the

noncontrolling shaveholdevs.

‘COMMON_CONTROL TRANSACTIONS [(CARVED OUT) TQ (ERS 3 THIS IS NOT GIVEN BY
I‘FRSB IT IS GIVEN BE APPENDIX C OF IND AS 103]

Covamon control business combination means a business combination involving entities ov

businesses in which all the combining entities or businesses are ultimately controlled by the

_ zis_a_me_ party or parties both before and after the business combination.

“ MINT_TO _IDENTIEY COMMON CONTROL TRANSACTION: Before and After Business
. Combination, the entity should be controlled by same shareholder.

| EXAMPLES o

- » . Merger between fellow subsidiavies

= Acquisition of an entity from an entily within the same group efc.

&
A

‘METHOD OF ACCOUNTING OF COMMON CONTROL BUSINESS COMBINATION .
&t shall be accounted for using the POOLING OF INTEREST METHOD (& NOT Acquisition
‘Method) '

4

The pooling of interest vaethod is considered to involve the following:

i) Recovd all assets & linbilities of the acquiree at book value ie. Carvying amounts.

(No adjustmenis are made to refiect faiv values, or recognise any new assets or liabilities)
(No adfustm. . ot fair values, 9! y new as




i) f_‘f”!ae identity of the veserves shall be presevved and shall appear i the financiol statements
of the Acquiver in the same form in which they appeared in the financial statements of the

acquiree.

i) -Purchase considervation payable to the acquivee for the business covabination may consist of

securities, cash or other assets. Secuvities shall be_vecorded at nominal value. In determining

ithe value of the consideration, assets transferved other than shaves shall be consideved at

theiv faiv values.

. !'_V),;éDfFferenqe iF any shall be transferved o CAPITAL RESERVE and should be presented

.. sepavately from other veserves (Positive and negative balance both in go_in capital veserve

_ _gam;{ no goodwill shall be created under any cireurmstance)

% JOURNAL ENTRY IN THE BOOK OF ACQUIRER
All Assets of acquivee A/c ... D (At book value)

Capital veserve A/C (Balance Figure) Dr
To All Liabilities A/e (At book value)
. .?__‘_f“p All Reserves A/e (At book value)

To P.C Pagable A/e

An Shares (At nominal value)

: Cash & other Assets (At Fair Value) _
. To Capital Reserve A/c (Balance Figurey

7. DEMERGER o o
= fi?e.ﬂaerger_ & an arrangement whereby some part fundertaking of one company is
. transferved to another company which. operates completely separate from the original
; §company<_.$ha.re.hafdesfs_oF the original company ave usually given an equivalent stake of
_ __._f:ome__vshfp in the new company

| Acquiree = Demerged Co.

 Acquirer = Resultant Co.




& ACCOUNTING FOR DEMERGER o
: A
ACCOUNTING FOR DEMERGER

S

DEMERGER UNDER COMMONE
CONTROL. E"”

DEMERGER NOT UNDER
COMMON CONTROL.

 If demerged company (Acquiree) had a major shareholder who had control and after such
demevger sueh shareholder was issued shaves in _the vesultant company in the same
propovtion, then the wajor shaveboldey is controlling the company both before and after

the company (ie. it will be demerger under common control)

DEMERGER NOT UNDER |

COM
S §
IN THE BOOKS OF ACQUIREE o IN THE BOOKS OF ACQUIRER
(DEMERGED €0.) (RESULTANT CO.)
f"ﬁ}ee;scogm'se Assets & labilities transferved 4 : o )

transferved & diffevence (if ang) will be Apply Ajwsrt:oi«: Method of
transfevved to Capital Reserve ceounting
JOURNAL ENTRY :
Liabilities A/c Dr.
Capital Reserve A/c Dy. (Bal Fig.)

To Assets A/C ) o . AT

AL o Cap Reserve A/c (Bal fig.) g

NOTE: Acquiree does not vecord inflow of PC
as PC is directly issued to the
shaveholders/members of acquiree




COMMON CONTROL |

| . i <
IN THE BOOKS OF ACQUIREE : IN THE BOOKS OF ACQUIRER
(DEMERGED €CO.) o (RESULTANT CO.)
Derecognise All Assets, liabilities & Reserves N .| Apply Pooling of Interest Method

transfevved & difference (if any) will be
transferved to Capital Reserve

JOURNAL ENTRY

Liabilities A/e Dv.

Capital Reserve A/c Dy. (Bal Fig.)
To Assets Alc

To Cap Reserve A/c (Bal fig.)

NOTE:; Acquiree does not record inflow of PC

as PC is divectly fssued to the
Lshaveholders/members of acquiree

N

REVERSE ACQUISITION.( CONCEPT OF SUBSTANCE OVER LEGAL FORM) |

"iStep 1 of the acquisition method is fdentifying the acquiver. Acquirer is the entity which

obtains control over the acquivee. Generally, the entity which issue consideration is the =

acquirer. But in some cases, the acquiver may be different from legal acquiver. N

TA reverse acquisition occurs when the entity that issues securities (the legal acquirer) is

identified as the ACQUIREE for accounting purposes. The entity whose equity intevests ave
lacquired (the legal acquiree) must _be the ACQUIRER for accounting purposes for the

_ transaction to be considered a reverse acquisition.

[Reverse acquisitions sometimes occur when a private operating entity wants to become a

) __fpub!'fc entity but does not want to register its equity shares. Vo accomplish that, the private .

entity will ‘arvange for a public entity to acquive iis equity intervests in exchange for the




N

equity interssts were acquired.

it vesults in identifying:

‘equity intevests of the public entity. In this example, the public entity i the legal acquirer

‘becoause it fssued its equity inferests, and the private eniity is the legal acquivee beeause its

= the public entity as the acquives for accounting purposes (the accounting acquives); and

= the private entity os the acquiver for accounting puyposes (the accounting acquirer).

STEPS FOR ACCOUNTING OF REVERSE ACQUISITION
'STEP 1: Determining the Accounting Acquiver

STEP 2: Calculation on Deemed PC & Calculation of Goodwill / GBP
(Calewlate PC as if Accounting Acquiver would have acquived accounting acquivee. Also,

‘Goodwill / GBP will be calculated Based on Deemed PC) |

CFAIR VALUE.

STEP 51 Caleulation of Goodwill / GBP

_.Q(Good_wfﬂ_/ GBP will be caleulated Based on Deemed PC)

. OTHER IMPORTANT.POINTS
. . MEASUREMENT PERIOD

s not available on the acquisition date.

% The measurement period. is LOWER, of the following:

- s Date when acquiver veceives the information about facts and civcurastances that

1 gear from the acquisition date.

“nd AS 103 provides a measurement period window whevein it all the vequired information




VAN change in the provisional amounts of net asseis acguived due

Yo new informaiion

available during the weasurement peviod which existed on the acquisition date will bo .
adjusa’:ed against GOODWILL, or 2P,

MEASUREMENT PERIOD SUMMARY

Measurement Period & it
relates to Civeumstances on
Date of Acquisition

Information Obtained Within

5%

Provisional Value of Assat or 3

Liabitty will be adjusted &
corvesponding effect will be
against Goodwill or GBP

(Also Refer Note Below)

OTE:

information Obtained
Within Measurement
Peviod BUT DOES NOT
velate to Date of
Acquisition

r Any change in Value of |
Asset or Liability will be
made through PaL. (&
NOT thirough Goodwill

or GBP) J '

'!f’ information is obtained |
| After Measurment Period F

rAny change in Vaive of
Assetl or Liability will be
made through P& (&
NOT through Goodwill

or GiBP)

Yo

J‘F NCL.is based on PSNA & Provisional Amounts of any Asset or Lzabshty Change, then NCI

Vafue will also change

B DE'I ERMFN-'NG WHAT IS PART OF BUSINESS COMBINATION TRANSACTION

. T The acquiver &. acquiree. may have a PRE-EXISTING RELATIONSHIP (Contractual OR. Non~-

(Z'omi"mamai) before business combination that fs sepavate from the business combination,

T The acquiver shall

iamount wrhich

deducted from PC and accounted separately.

E Settlement amount of Pre--Ex

combination:

identify any awmount transferved to acquivee as consideration. and. any

is transferved to Acquivee with PC_for such Sepavate transaction shall be

tsting Relationship that is.assumed o be not part of business
SN 2 4




TN T A G e,
R o e T et T

SETTLEMENT AMOUNT OF PRE-EXISTING
RELATIONSHIP

e, ST AR . g L A sy
- R g ey B i

I

NON-CONTRACTUAL RELATIONSHIP .} CONTRACTUAL RELATIONSHIP

LOWER of:
Assume to settle at Fair Value o Fair Value (-) Carrging Value,
OR

_BUSI‘NESS COMBINATION ACHIEVED WITHOUT THE TRANSFER OF CONSIDERATION

discussed, fn IND AS 220 . L L

Settlenment Value o



Separvate FS

3
Consolidated Einancial g
Statements E'i

IND AS 28

IND AS 210 | IND AS 111

IND AS 112
fnvestment in ‘
 Associates & JV

CES with Joint

Subsidiary

| Disclosures

L

L. WHAT ARE SEPARATE FINANC IAL STATEMENTS AND HOW THEY ARE PRESENTED?

1.1 What ave separate financial statements?

T Separate financial statements are those presented by:

V.. A parent (ie. an investor with conivol of a subsidiary) or.
- Y an investor with investment in an associgte or a joint venture,
m which the investments are accounted for at cost or in _ac_c_qrc_{amce with Ind AS 109

g,.' Finangial nstruments’

‘1.2:How sepavate financial statements are presented?

7 Separate financial statements ave presented:

¥ in addition to CF3; or
Y in addition to financial statements of an investor that does not have investments in
subsidiaries but has investwments in associates or Joint ventures in which investments in

_associates or foind ventures are accounted for using the equity method.

2. ACCOUNTING FOR INVESTMENTS (IN SUBSIDIARIES, JOINT VENTURES AND

ASSOCIATES) IN SEPARATE FS -




T Acounting For nvESTMENTS IN | -
SUBSID!ARY / ASSOCIATF; /v

Fafr Value

( As per IND AS 109

BoTPL | | BVTOC

23 :'APPLY THE SAME ACCOUNTING FOR EACH CATEGORY OF INVESTMENTS.

Example:

FAn entity that has investments in subsidiavies, asseciates & joint ventuves can account for

iits investments in subsidiaries & associates at cost and investments in joint ventures in

Laccordance with Ind AS 109. However, if that entity has investments in two associates, it

icannot account investment in one associate as cost & investment in other associate in

_éaccordanca with ind AS 1049. It has to choose efther of the method for both the investments

__.in associates. -

2.2 INVESTMENTS IN SUBSIDIARY, JOINT VENTURES AND ASSOCIATES CLASSIFIES AS . . .

HELD _FOR SALE (AS PER IND AS 105)

;ffm such a situation if these investments are accounted for: o o

s At cost - They will henceforth be accounted for and weasured as per Ind AS 105, N

= At Fair Value (as per Ind AS 10%) - Then they continue to be accounted as per IND
AS 109,

2.3 'ACCOUNTING WHEN A PARENT CEASES TO BE AN INVESTMENT ENTITY

) @*In such case, the entity shall account for an investment in a subsidiary in efther of the

following ways: R
v Account at cost. The fair value of the subsidiary at the date of the change of status
shall be used as the deemed cost at that date; OR

¥ _Continue to account in accordance with Ind AS 109

2.4 é_WHEN AN ENTITY BECOMES AN INVESTMENT ENTITY




Wi such case, the entity shall account for an investment in a subsidiavy at faiv value through

“profit or loss in accordance with Ind AS 109. '
- _::.“m that case, the diffevence between the previous carvying amount of the subsidiary and s
_,:Fa:ef value at the date of the thange of status of the investor shall be recognized as a gain or

%!.oss._m profit or foss.

G The, cumulative amount of any fair value adjustment previously vecognized in other

_écomprehemswe income in vespect of those subsidiaries shall be reclassified to profit or loss as_

[if the investment: eniity had disposed oF those subsidiavies at the date of change in status,

-2 _EEE__C_'_QGN!TIQN. OE__D-'\_'_’!'DEN_D IN SFS

_ L?’f_g_vafdend__sh_q_{{____b_e_ vecognized in SFS When L3 right to receive is established.

‘?“EC{enemH s the right to receive the dividend is established when the d:v;dend is approved by
Y g pp Y

the shaveholders in their gengral wmeeting

4. ;IMPAI‘RMENT OF INVESTMENT IN- A SUBSIDIARY, JOINT VENTURE OR ASSOCIATE (AS__\___

" There (s an indication of impaivment of nvestment i,

_ c_a)_éC‘arrgmg amount of investment (in sepavate financial statements) > Share in Net Assets a{-’\ n

___?Subs;drarg / Joint Venture / Associate (including goodwill).

b) ‘Dividend Received > 1 ‘otal Comprehensive income of Su bsid_fary; Joint Venture OR Associate




. PROCEDURE FOR CONSOLIDATION:

Step 1: CALCULATION OF PURCHASE CONSIDERATION (As per ind AS 103)

Step 2: CALCULATION OF IDENTIEI = NET

CALCULATION OF IDENTIFIABLE NET ASSETS

] L |
[ Shave Capital + Pre Acquisition Other Equity of
| Subsidiary (Prepare Statewent of Analysis of
Profit to calculate net assets on date af
acquisition)

Fair Value of Asset on Acquition Date
(~) FV of Liablity on Acquition Date

| Step 3: CALCULATION OF NCt )
' 4) ON DATE OF ACQUISITION (As per IND AS 103)
= Method 1. - Fair Value Method

v Method 2 - Pmpom‘::onaie Share in v Net: Asset Method

' b) NCI POST ACQUISITION ON EACH YEAR END (As per IND AS 110)

Opening Balance on Date of Acquisition e
(#) Post Acquisition Share of NCI in bubssdmms Pmm - o xx
. () Dividend Received from Subsidiaries (NCI's Shave) T 0
() Goodwill tmpairment (NCP's Shaye) of Goodwill - ()

(if goodwill was as per Full Goodwill Method)



LSTEP 4: CALCULATION QF GQODWILL / GBP (As per IND AS 1038)

_STEP 5: CALCULATION OF CONSOLIDATED QTHER EQUITY ON_EACH YEAR END
-Fi"“"e*“fs Other Equity o L xx
._.§:(+~) Post Acquisition Shave of Pavent in Subsidiaries Profit B S
(=) Dividend From Subsidiary (Only Pavent’s Shave) (e
.E(#).Unr;eafr'sed Profit on Downstream Transaction oy
(+) DTA on Above URP R o me
() Goodwill tmpaicwment (Pavent’s Shayey gy
. (Goodwill As per Full Goodwill Method or Partial Goodwill Method)

L

 'CONSOLIDATION ENTRY




o Adjusteent list to caleulate net asset through analysis of profit and treatwent of post-

aequisition profits eavned by subsidiary.

Pre -

PARTICULARS Post -
Acquisition | Acquisition
Profit Profit
| Other Equity_of Subsidiary
| Opening Balance of Other Equity of Subsidiavy XK
| Profit During the Year XXK
| (+) Dividend Paid by Subsidiary (100%) _ KX
Evenly Accrued Profit XXX XXX
XXX {00y
| NCP's Share - Step 3 &
Pavent’s Share — Step S i.e. Consolidated O.E.)
| (+) Revaluation Gain on Non-Depreciable Asset XXX
(-) DTL on Above (xxx)
(-} Revaluation Loss on Non-Depreciable Asset {xxx)
{(+) DTA on Above xRX
| (+) Revaluation Gain on Depreciable Asset XXX
(-) DTL. on Above (kxx)
(-) Additional Depreciation due to Revaluation Gain on (¢
Depreciable Asset
(+) DTL Reversal due to Additional depreciation KX
| (=) Revaluation Loss on Depreciable Assei (xxx})
| {(+) DTA on Above KKK
| (+) Savings in Depreciation due to Revaluation Loss on Depreciable XKX
| Asset
| (=) DTA Reversal due to Savings in depreciation {xxx)




=

s !m case of Retained Earnings assume opegning to be

T

(+) Revaluation Gain on Cuvvent bssets / Liabilizies

(Eg: Inventovy, Trade Payable, Trade Receivable, Investmenis)

(~) 7L on Above

(-} Reversal of Revaluation Gain on Curvent Assets / Liabilities
(Only if they were sold ovr settled during the year)
(+} DTL Reversal on Above

(-} Revaluation Loss on Curvent Assets / Liabilities

(+) DTA on Above

(+) Reversal of Revaluation Loss on Curvent Assets / Liabilities
(Only if they were sold or settled during the year)
(-) DTA Reversal on Above

(=) Unvrealised Profit on Upstream Transaction
(+) DTA on above

(xn)

(st}
XKK

(3xex)

Hix

XXx
(x3)

(seex)
XK

XXX

INA

Will be

allocated to| -

Parent &
NCH

EADJUSTMENT LIST OF ANALYSIS OF PROFIT

W When acquisition,

AL _:ASSUMPTJ‘ON THAT PROFITS HAVE EVENLY ACCRUED THROUGHOUT THE YEAR

thmu ghout the year, and disclose this a%um,@t@cm i your solution.

WHEN OPENING BALANCE OF OTHER EQUITY OF SUBSIDIARY IS MISSING

. .;dumg_ the year

is made during the year assume that profits have accrued Evenly

zero and hence full balance was carned




@ in case of Other Reserves Assume opening to be same as closing.

(. DIVIDEND RECEIVED FROM SUBSIDIARY
1) IN CFS OF PARENT (As pev IND AS 1.1.0)

@ \Dividend has been declaved by subsidiary and hence has been deducted from Curvent Year

Ef?’.wﬁ't of Subsidiary. Hence, the following adjustment is requived:
a) Add back dividend to post acquisition profit before time adjustwent.
b) Deduct dtwdend Propovtionately: | _ _
& Parent’s Share - Deduct from Consolidated O.E &
= NCIs Shave ~ Deduct from NCI
D.. .EFFECT OF REVALUATION OF IDENTIFIABLE NET ASSETS
I IN‘ CASE OF REVALUATION OF NON=CURRENT ASSET (PPE)

L When the fair value of identifiable net asset fs d:ﬁ“event frova book value of asset then

IF PPE IS DEPRECIABLE ASSET _ _ I PPE IS NON-DEPRECIABLE ASSET
o N : ) N -
i) Caleulate Revaluation Gain / Loss on Date of 0 Calculate Revaluation Gain / Loss on
1 Acquisition along with its tax effect (i.e. DTL / -+ - | Date of Acquisition along with iis tax
.4 DTA). This shall be adJusted in Pre-Acquisition - | effect (ie. DTL/ DTA). This shall be
| profit of subsidiary adjusted in Pre-Acquisition profit of
: : . . ) . N L e ees b Udl
ity Caleulate additional / savings in depreciation Gu siuary : y
due to vevaluation of assets. 1t shall be adjusted in | T s
Posi-Acquisition profit along with its tax effect.

_ u') fN CASE REVALUATION OF ASSET & LIABIITIES OTHER THAN PPE (EG: DEBTORS,
C‘REDIT’ORS INVENTORIES, INVESTMENTS)

L C’afcu!ai:e Revaluation Gain / Loss on the Date of Acquisition along with iis tax eFFecf: (ie




DA/ DTL). This shall be adjusted in Pre-Acquisition Profit of Subsidiary.

. 4 Y
1 A3 ' Reverse the tiajn & '
Realised or Setifed duving | vespective DTL (or loss &
Post-Acquisition Peripd S Respective DTA)Y from
IF SUCH ASSETS } 9 J Post - Aquisition Profit
| & LABILITIES =
ARE: r NOT Realised ov Settled :
duving Post-Acquisition | No need to Reverse the
Period i.e. Outstanding on o effect. o
the Balance Sheet date ) : J

NOTE:, o o e
in absence of any inforvaation, we will assume that such assets and liabilities ave outstanding

ion Balonce Sheet Date, .

m

0 -

) U the date o transaction between the Companies is before the date 0 Acqm&tro_n_

L No need to eliminate the unrealized pmﬁt (Ignove such transaction)

outstandmg on the Balance Sheet Date)

g UNREALISED PROFIT (URP) 5

| A
. UPSTREAM SRR DOWNSTREAM
: (Sale by Subsidiary to Parent) (Sale by Parent to Subsidiary)
) | 2 E_{-‘or }L‘_;mmatmn v of URP (in CFS) 0 fLE for E!_ mination of URP (in . CES)
[ P&l (Post Acq. of Subsidiary) A/e Dy | P&L (Pavent Consolidated 0.E) A/e Dy,
To Inventory/Asset (of Parent) A/c L To Inventory/Asset (of Subsidiary) Asc J




oF

Carvying Amount (As the above URE elimination is done anfy as per A/c’s).

Therefore, Create DTA/DTL

DTA / DTL ON URP

DTA A/e Dv. (In CFS)
To P&L (Post Acq. of Subs) Alc

| -
UPSTREAM DOWNSTREAM
LE. for DTA (ln CES) [ J.E. for DTA (In CES) ]

DTA A/c Dr. (In CFS)
To P&L (Parent Consolidated O.E.)

___?NOTE-

___need to reverse any Unrealised Profit.

W Rue o Reduction in Corrying Amount of trventory/Asset, Tax Base way be diffevent from

_" “The above provisions of URP are apphcab!e only when tnventory/Asset is om’:standmg on the

* SUMMARY ON INTRA-GROUP SALE & PURCHASE ELIMINATION AND URP ELIMINATION

of |
&

Date of Pate of Date of | Date
Transaction fs Transaction fs Transaction is | Transaction is
before date of | after Date of after Date of | after Date
Acquisition Acquisition & Acquisition & | Acquisition
Inventory is tnventory  Seold | Inventory I
outstanding at | (Full) Partly
the year end Outstanding
Whether to | NO YES (Full) YES (Fulf) YES (Full) |
eliminate  Intra
Group Saole &
Purchase?
Whether to | NO YES NO YES {Only  for

| Eltrainate URP?

Pavt (3/5)

g

of |



PREPARATTON QF CONSOLIDATED BALANCE SHEET

T Assets and outside liabilities of the subsidiavy company ave combined with those of the
‘pavent covpany. Effesis of approprinte intra group elivainetion adfusivaenis ave given.

" The equity shave capital of the subsidiary and investrent of parent covmpany in subsidiary
_ave eliminated and goodwill / capital reserve and wnon-controlling interest are vecognised.

Y The parent's shave in  post-acquisition profits of the subsidiary company (added to
}a;apropsrmte wwcwmzd account: of the parent company) arve accounied in consolidated .

balance sheet.




LT
ASBETS )
_.;\”!'.fmna:urmmf? Asﬁ'{ets )
PPE AL O 22,
Financial Azset _
- Investments in Subsidiary (Invst made on B1.5.17 ~ 75%) bR ga p s
Ourrant Assels B0 ,000 T EHIEH
TOTAL | 95,000 200D
| EQUITY & LIABILITIES o
EQUITY o
B B0 ,000 18,000
Other Equity 24,000 & 00
LIABILITIES B _
Nown ~ Curvent Linbilities 23,000
TOrTAL | 45,000 24000

Prepare Consolidated Balance Sheet as on 31.03.17




EXAMPLE 2:

 BALANCE ZHEET AS ON 51.05.18

BT S LT
ASTETS
' Non-vcwmﬁt Assets
PpPE 20,000 30,000
Financial Asset
~ Investments in Subsidiary (80%) 30,000
Cuvrent Assets 10,000 12,000
TOTAL | 60,000 22,000 o
EQUITY & LIABILITIES
EQUIITY " |
ESC . 30,000 10,000
Other Equity | 10,000 6,000
LIABILITIES | |
Non — Curvent Liabilities | 20,000 6,000
TOTAL | 60,000 22,000

Investment was made on 1.04.17

Opening Other Equity of $ ltd. was ¢ 4,000

 Prepare Consolidated Balance Sheet as on 51.05.1.5

CEXAMPLE 3:

All amounts are same as Example 2 except investment is made on 2/10/17.




iE_XAMPLE 4 BALANCE SHEET A% ON 3103518

P LT
P
Non-—current Assef:s “
PPE 20,000 10,000
Financial Asset
— Investments in Subsidiavy (80%) BOLOO0
Current Assets 10,000 12,000
TOTAL | 60,000 22,000
EQUITY & LIABILITIES
EQUITY
| ESC 30,000 10,000
Other Equity
— Retained Earnings 5,000 2,500
- Other Reserves 5,000 3,500
LIABILITIES o
| Mon ~ Cuwémi“ iabilities 20,000 6,000
TOTAL T 60,000 22,000

;Invesf:ment was made on 1/10/2017.

SOpenfmg Retained Earnings is ¥ 500,

?F’repare Staternent of INA,




EXAMPLE 5

TOTAL

BALANDE SMEET AS ON 51.05.1.8
o B L'?Wiﬁ?m S
Assgvs T T
Nown-current Assats
P 200,00 10,000
Financial Assed
- bnvestmends in Subsidinry (30%) BOLDOG
Cuvvent Assets L 00 12,000
“ ."'TG‘T'AL .Goe’f) A0 B LI
EQUITY & LIABILITIES "
EQUITY
Esl B0 30 10000
Other Equity 10,000 & 00
LIABILITIES B |
Nown - Curvent Liabilitios 20,000 B 00
6&..'9. S0 2;62,-1196.3.’;53

Inwvestment Date is L0/ 201.7. Opening Balance of Retained earnings was 4000,

O 03/13/2047 S led paid a dividend @ 10%. Dividend has been vecorded by Parent Co. o

its owin Other Equity.

Propave Consolidated Balance Sheet as on Year and.




EXAMPLE &: Revaluation Gain on Assets

BALANCE SHEET AS OMN BL.08.48

P LD e rp
ASSETS "
_\Nommcwms«u& Assca'ts\ ]
PRE
v Land GE,00,000 | BOO0O00
— P&M 2030000 0 8000 0000
Financial Asset
ws Investments in Subsidiary (1.00%) 1,00 ,00 ,000 -
Cuprrent Assets
Inventory 10,000,000 5,000,000
_ TOTAL :L,?O,()éﬁ@cp O L00,000
T EQUITY & LIABILITIES | .
EQUITY )
ESC TOO0000 | 20,00,000
| Other Equity B0,00,000 | 10,00,000
LIABILITIES . N
Cuvvent Liabilities
Trade Payables TOLIOO00 | 200,000
B TOTAL | L,70.00,000 | 50,000,000 |

Investment was made on 1/10/201.7.

Other Equity of S ltd on 03/04/2017 = 6.00,000

On Date of Acquisition the following are the increases in Fair Value.

“Land increased by 5.00,000

dnventory incvensed by 2,00,000

“Trade Payable lnereased by 3.00,000

Agnove Depreciation if any.




EXAMPLE 7:

All information is same as Exapple 6.

Addiional information:

?{i'ai’af‘ Vafue of P8 on 1/ L/ 20OLT s ¥ 25,000,000, Rate of Depreciation on P&M is 25%.

EXAMPLE 8;

LContinuing with Example & & 7, Assume Tax Rate = BO%

EXAMPLE a; |
____:Conti’mfng with Example &, Assume lnventories weve sold At gear end. Also, assume TP

weve settled at year end.

Alsp Assume that Tax Rate is 30%.




5. GQODWILL IMPAIRMENT:

# toodwill avising on business combination js not araoviized but it is tested for impairment

é_Amwzf!g.-_ _

IF GOODWILL IS IMPAIRED

{ 1f Goodwill was vecognised under Full

Goodwill Method If Goodwill was vecoginised under

Partial Goodwill Method
(i.e. Goodwill relates to Both Parent

and NCI) (i.e. Goodwill relates to Parent Only)

(JE for Impairiment (in CFS as there is no Goodwill in N
1 srs) .

Consolidated O.E. A/c (Parent' Share) Dr.
NCI A/c (NCI's Share) Dr.

To Goodwill Ale To Goodwill Alc
_ - )

no Goodwill In SFS)

Consolidated O.E. A/c Dr.

NOTE: Impairment of Goodwill is to_be borne.in the vatio
Q)F stake under Full Goodwill Method J o

EXAMPLE T L
P Itd Acquived 75% Equity Shaves of S Hd for 3 120 lakhs. Total INA od. Subsidiary on DOA |

_é:'mpar’red_bg g 1.0 lakhs, o L o S
CLASE B: NCUis based on PSNA wmethod & Goodwill is impaived by X 20 lakhs.

Caleulate Goodwill on Acquisition and, discuss the Treatment of Goodwill,

-y ~
JE. for Impairment (in CFS as theve is |



6. STEP ACQUISITION / MULTIPLE ACQUISITION / ACQUISITION ACHIEVED IN STAGES /
ACQUISITION OF INTEREST [N SUBSIDIARIES AT DIFFERENT DATES

LM ang subsidiavy is acouived in lots through maultiole acquisition, then consolidation beging

frovn the date of obtaining control (i.e. Goodwill will be. covaputzd only on date of condyol)

S : e
A Control was obtained after second acquisition .

and hence all 6 Steps of Acquisition will be

: Goodwill will NOT be recomputed or adjusted, as
A followed from the date when conivol is obtained, ‘

§ goodwill is computed only on Date of Acquisition
} of control, :

Goodwill will also be caleulated only when
1 control is obtained

(investment held before obtaining control will be _
1 veaviued to its Faiv Value in CFS on Date of S When Parent Acquires Fuvther nvestment, NCI's
A ac quisition of Control : shave will be veduced (i.e. NCI will be de-

; . o vecognised) & Reduction will be done on Pro-

1 vata Basis based on the value of Nt on'date of
De-recognition of NCI

JE. to be Passed in OFS
1 Investment Alc Dr.
To P&l /7 OCt A/

?’;—

GIE In OFS

HNCLA/Ze Dy,
NOTE: In SFS the Previously held investment: of
, " . . i Cons. O.E. (loss on Acgq.) A/c Dr, (B/F)
may be at Cost ov Fair Value. On Obtaining .
To Bank A/c

Condrol we d not chinage that value in SFS
wive need not chnag at value in To Cons O.E. (Profit) (B/F)




DISPOSAL OF SHARES IN SUBSIDIARY

#

f NCi's shave will increase by 15% (Le. we will
recognise NCI

There are two methods to recognise NCI

1. EAIR VALUE METHOD

~ Fair Value of NCI on date of disposal is divectly
given

OR

~ INA of subsidiary twcluding Goodwill (can be
taken as Faiv Value of Total Subsidiary) (x) % of
NCI by which it is increased

2. PSNA Method

- INA of Subsidiary () % of NCI by which it is
increased '

Opening NC before Disposal

\ + NCI Recognised On disposal (as per above)

As Control is Lost, Pavent Entity will
~Derecognise NCI, INA of Subsidiary,
Gioodwill/ GBP

-~ Recognise Proceeds Received,
nvestment Retained (if any) at Fair
Value on Date when conivol is lost

- Reclassify to profit or loss, or
transfer divectly to retained earnings
if requived by other ind ASs, the
amounts recognised in OCIH in velation
to the subsidiary

(Refer Example 1 Below)

~ Balance (If any) will be iransferved
to P&l




in SES
Bank A/¢ Dr.

In SFS Pé&L. (Loss on Disposal) A/c Dr.
Bank A/c Dv. To tnvestiment (Pro Rata) Alc

P&l (Loss on Disposaly A/¢c Dr. B/F
To Investiment (Pro Rata) A/c
To P&L (Profit) A/c ~ B/F

To P&L (Profit on Disposaly A/c
in_CFS

Bank A/c¢ Dr.
inCES - i Investment A/c Dr. (Retained Portion)
Bank A/c Dr. | NCtA/e Dy
Other Equity (Loss) A/c Dr. - B/E . | GBP A/c Dr.

To NCI A/c ] P&L (Loss) A/c Dr. - B/F
To Other Equity (Profit) A/c - B/F 4 ToINA A/c

To Goodwill A/¢

To P&l (Profit) - B/F

7.3 LOSS OF CONTROL OF A SUBSIDIARY IN TwO OR _MORE ARRANGEMENTS
(TRANSACTIONS)

LA pavent might lose control of a subsidiary in two or wore arvangements (transactions).
However, sometimes circumstances indicate that the waultiple arvangements should be
_accounted for as a single transaction.

JThe above requivement is yelevant because Ind AS 110 requives an entity to vecord gain /

“n determining whather to account for the arvangements as a single transaction, a pavent

‘shall consider all the terms and conditions of the arvangements and their economic effects.

:One or.more of the following indicate that the pavest should account for the multiple




_arrangements as a single transaction:”
f)y They are enteved into at the same time or in contewplation of each olther

iy They form a single transaction designed to achiove an overall commercial effect

L {ify The occurvente of one arvangewent is dependent on the occurvence of at least one

other arvangement
" iv) One avvangement considered on its own is not economically justified, unless it is
_considered together with other arvangewents. (e.g. when & disposal of shaves is priced

below market and is compensated for by a subsequent disposal priced above warket)

8-.:.SUBSIP‘.ARYS.CUM.UL%T'VE PREFERENCE SHARES CLASSIFIED AS EQUITY AND HELD
ks f-h‘" a subsidiary has outstandr'ng'cumufatr've prei"erence shares that arve classified as eqm’tg and

..:.aF_ter ..adJu.stmg. _F.or the__ dmd&n.d.s_ qn._.suc».'f.\ __sfz_\.tcsr:esa _w_h@ther_ or not .s.uc.h ..dm.d.ends _.ha.ve bee_m_ N
declaved,
Mx____.;z&_

R Lid. Hold 80% stake on Y Lid. Y Lid. Has also i{ssued 10% cumulative prei"emnce shares

g} fFoHows:.

T -
Total profit of ¥ Lid. 5.00,000
Dividend on preference shares (10,000,000 x 10%) ALL0.000)
Net profit : 4,000,000
Profit attributable to R Lid. (4,000,000 % 30%) - 3,20 ,000

4. ELIMINATION OF INTRA — GROUP TRANSACTIONS

“ﬁ‘“:fnd AS 210 states that intra -~ group balances and intra - group transactions should be
e!rmmated in full (In CFSy

CEXAMPLE: Liabilities due to one group entity bg another will be set of'F against the

_corvesponding asset in the other group entity’s financial statements;




10,

Fma

Bafes wade by one group entity to ancther should be excluded Feovn turnover and from

purchaze (or velated head) op the appropriale  exponsa heading  in the f‘zms{aisdmtwri

_Séfzi‘ewwmf; of ;:amﬁ'fé: anel logs.,

UNIFORM ACCOUNTING POLICIES

A pavent shall prepare CFS using uniform aceounting policies for like transactions and other

events in similar civcumstances. (e Accounting policies of subsidiary <houfc{ bz made

uniform with pavent for consofidation purposs)
* EXAMPLE

A Ltd. (a company incorpovated and vegistered in India) has a subsidiary B ne. (a compant).

incorporated and vegisteved in United Staies). A Lid. Follows ind AS for the prepavation of

of its financial statevnenis. However, B Inc. folfows generally accepied accounting principles
in United States (US GAAP). Hence, while using B Ine’s financial statements for the purpose

of preparing consolidated Financial statements of A Lid., appropriate adjustments should be

_ _:maa’e to B Ine’s financial stataments to convert its US GAAP {inancial statements to ind A5

.

financial statemaents,
NOTE: o y | S o
f{' nature of inventory of pavent and subsidiary is different then in CFS diffevent Cost
;Formufas may be used for botih the inventories.

Depreciation wmethod, useful life, residual value are not Accounting Policies. These are

Accounding Estimates. Mence pavent and subsidiaries way have ditferent Depreciation

3L

L

A2

Method oy Useful Life of assets.

CAN NCI BE NEGATIVE

The entity shall attvibute Total Comprehensive ncome of Subsidaivy (P&l + DN T the
Parent and to NOU gven i this results in the N having a deficit bolance. (NI Can be

negative when Post: Acquisition Share of Subsidiary losses ave allocated to NCT.

REPORTING DATE

Cthe FS of the pavent and #s subsidiaries used in the prepavation of the OFS shall have the

samg reporiing date.




b

statements and the date of the consolidated financial statements, ‘The difference betweaen

“wWhan the end of the veporting pevied of pavent is differend from subsidiary, the subsidiary
_ For conselidation purposes, propares additional financial information as of the same date as
the FS of pavent to enable the parent to pongolidate the finaneial nfornation of the
jsubs:z’r.iiwg_, unless (€ s fmpracticable to do so.

{f it i tmpracticable to de so, the pavewt shall consolidats the Hnancial inforvation of the
subsidiary using the most vecent financlal statements of the subsidiary adjusted for the

offects of significant transactions or events that oceur between the date of those financial

 the date of subsidiavy’s FS and that of CFS shall be no move than % months.

;ACQUISFTI’ON OF INTEREST (CONTROL) IN SUBSIDIARIES WITHOUT CONSIDERATION

An entity (say entity A) sometimes obtains contvol of another entity (say entity B) without

transferving considevation. Such eivcumstances include:

Net Assets of the investee in accordance with IND AS 103 and Prepare CFS, investor wifl

n That another entity (entity B) vepurchases a sufficient number of its own shares from
. an existing investoy;

= Minority veto rights lapse that prew’ousfg_ kept the fnvestor (entity A) froe controlling

ithat another entity (entfty B) in which the investor (entity a) held the majority voting

rights.

1 The investor (entity A) and investee (entity 1B) agree to combine thelr businesses by

contract alone. The investor (entity A) transfers no consideration in exchange for

control of the investee (entity B) and holds no equity interests in the fnvestee, either

- on the acquisition date or previously.

) ;I'&'_I a business combination achieved by conivact alfone, the investor (Pavent) will Recognise

Congolidate the FS with the Investee even if it resulis in allocating all of the valug to NCI (as

‘the investor does not hold any Equity Interest).

.CHAIN HOLDPING UNDER CONSOLIDATION
MEANING OF CHAIN HOLDING |

A parent company can establish contvol over subsidiary divectly ov indivectly. Chain-holding
vefers to situations whevein a pavent is contvolling a subsidiary indivectly, ie., having a

controlling interest over a company indirgetly.




FUThis may happen in number of ways, for example, parent company (P Lid) holding
;cc}nf:y'o'ufng interest in a subsidiary (51 Ltd), & Such S fed-in turn is holding a controlling
interest in another company (52 Ltd). In this case, P Lid. s having an indirect control over

82 Litd. through its divect subsidiary 81 Lid.

EXAMPLE 1.
?Pamnfg P Holds 80 % in 51
51 Holds 80% in S2.

In the above case, P holds a controlling intevest in 51 which in turn holds a controlling

dnterest in S2. S2 i therefore an indivect subsidiary of P, in other words, a sub-subsidiary
of P.

Effective Stake of P Ltd in $2. = 80% X 80% = 64%

EXAMPLE 22 o o
P ltd holds 75% in ST Ltd & P ltd also holds 10 % in S2 Ltd.

;.S:L_ Ltd Holds 60% fn S2. ltd.

Effective Stake of P Ltd in $2. = 10% (+¥) 75% x 60% = 5%

"EXAMPLE 3:
P ltd holds 80% in Sz Ltd

52 Ltd Holds 60% in 52 fid. N

?Effe_ctive._Sﬁ@k@ of P ftd in 52 = 80% X 60% = 48%
Hust because the stake is less than 50%, it does not mean that P ltd does not control 52 fid.
P ¢an Control 51 Itd 200% & S1. can control S2. ltd. 100%. Hence, P can indirectly control
s2.0td.

:Subsidiary velationship.

iy DATE OF EFEECTIVE CONTROL

- ;'The date the sub-subsidiary (52) comes under the control of the holding company is either:

a) The date P acquived S1 if S1 already holds shares in 52, OR




(Eg: P Pltd acquived 100% (s ST Hd on 31 05B/17 & § lid had acquived 75 % Stake in
82 {td on 01042006,

i this ease, Consolidation of P ftd with 52 fed will begin from 31/05/27)

by I S1. 1td acquires shave in 52 lid after the acquition of P ltd, then the date of control
of P ftd in S2 Itd will be when S [td acquiver 52 Ml

(Eg- P ltd acquived 100% in S1. ftd pn 31. 3, 17 & 51 ltd Acquired 75% Stake 52 lid

Lo 1.10.1.8. o L o . N .
An this case, Consolidation of P {td with 52 {td will bagin from 1.20.18)

M Date of acquisition / date of effective control is important because PC, ldentifiable
Net assets, NCI, Goodwill/GBP ave calculated on such date.

ED PROFIT & LOSS
Parent should consolidate line by line items of Profit & Loss of Subsidiary. Consolidated P&L.
ishould be preparved from the Date of Acquisition of Control. Hence, if Control is Acquived

consolidated financial statements frow, the date it gains control until the date when the,
entity ceases to control the subsidiary, '
ncome and expenses of the subsidiary are based on the amounts of the assets and liabilities

_recognised in the consolidated financial statements at the acquisition date

?On_ the date of acquisition of control by A Ltd over B lid., the faiv value of B iid’s

property, plant and equipmeni were ¥ 100 lakh and such assets are vecovded in the

_ ::comsqf_r'd_a-{;ed financial statements of A Lid. AL that value. However, the carrging value

‘purpose consolidated financial

statgments, the depreciation expense should be computed based ¥ 100 lakh and not ¥ 80

lakh

i) ‘tnter Company Income & Expense / Sales & Purchase should also be eliminated.

duving the year then An entity includes the income and expenses of a subsidiory in the



SAeuwrnal Entrys

CGales S ineome A D

To Purchase / Experse A7

NOTE: The above Ellmingtion is to b dong only when Date of Transaction i aftey Date of

Acqusition.

_ :’if”)?DEV.Fdend Income of Pavent received from Subsidiary will be setiled off (Only Parent’s
_=Share)=

Consos’:dm;@d P&L (Dividand income of Pavent) Ase Dy
_To Gther Equity Ale Ale (Reducing, E)awdamd Paid by ‘aubs:dmrg)

_ fv);Unreat‘r'sed Profit wft_!f_\r‘n the C}r_oup_ will also be eliminated.

Comsm’:dawd P&l Ale Dr. (Redwmg Profit Earned bg Subscdawy)

To Inventory Alc (of Pavent, - Consolidated B/%)

b) Jouma{ Entiry fn case of’ ownstvaam Transaction

Consolidated PE&L Asc Dr. (Reducing Profit Earned, by f’»‘amm)
| To Inventory A/e (of Subsidiary - Consolidated 8/5)

NOTE: The effect in Consolidated P&l can be given sither by Creating o Separate Head OR
by adjusting closing stock (by eliminating the profit elewent),

v) @Addit.foma! Depreciation / Savings in Depreciation due to vevaluation on Depreciable Assets
of Subsidiary and its related Tax Effects.
. g}imsﬁmi,fimfrg_ _

Consolidated P81 Ale Di (on Revaluation of Subsidiaries Asset)
| .o PPE Afe (Subsidiavies Asset ~ Consolidated B/8)

i) En‘mpairmemt of Gooduwilf.

Jouma! endry_in Case of Full Goodwill




;‘{Z’fmsafr};{_atﬁpﬁ P&L AS0 Dr. (Parent’s Share)
SN AZE D (NCPs Shave)
To Goodwill 47

.?.Cﬁi’iﬁﬁffd.@fﬁ.d. Pl AJe De
' T doedwili Ade

NOTE: The above list of Adjustment is illusteative.

_16. CONTROL EVALUATION

> An investor controls an investee if and only if the lnvestor has all the FO”OWMQ three

elements;

16.1.. POWER . S T

" An investor gets power over an investes if 1t has three elements;
|V Existing vights that give it
v The curvent ability

Y To diveet the velevant activities of the investee.

i16.1.1. HOW TO IRENTIFY THE RELEVANT ACTIVITIES

P Relevant activities ave the activities of mwsw@ that significantly aF{‘ect the investee’s returns.

“*?“.Ziixamp!es_ of activities velated to operating and financing activities that can be velevent

activities inelude, bul not limited to:




16.1.2. CURRENT ABILITY TO DIRECT THE RELEVANT ACTIVITIES

= %An investor would have current: ability to divect velevant activities if that investor were able

_ to make decisions at the time those decisions need to be taken.

{voting vights, potential voting rights, rights within other avrangements or a combination of

these).

T Curvent ability to divect the activities of an fnvestee would, in all cases, arise from rights
" Cupre Y _ | ee v . om right;

16.1.3. RIGHTS THAT GIVE POWER TQ AN INVESTOR

T Power avises frov vights. The vights that give an investor power over an investes can differ

fnvestee by invesiee. Following are some of the exomples (not an exhaustive list) of various

forms of rights that, either individuaily or in combination with othev rights, can give power

£ an investor:

Form of right

tiustration

|Voting  vights  or  potential  voting

jrights of an investee.

An investor holding majority of the equity share
copital of an investee.

Rights to appoint, veassign or vemove
of

management personnel who have the

members an  invested’s  key

Hability to divect the relevant activities..

An investor having vight to appoint majority of

the members of the Board of Divector who have

power to  take  deeisions velated to  velevant

aotivities,

Rights to appoint or remove another
that the
aetivities.

lentity dirgets relevant

Right with an investor o appoint or remove an
asiel  manager who takes decisions velated +to
investments / divestments by a venture capital
fund,




Rights to divect the fwwestee o enler, Right with an fnvestor $o diveet the investee o el

b vete any changes to, tramsactions il s outpuis to o group company of the investor

For the banelit of the investon gt the price delermined by fnvestor

Wither rights (such as decision-waking Right velated to relovond activities given &o a single
Wights  speeified v 2 wmanagement favestor by all  other  investors theough  a

pontract) that give the helder the ghareholders agreement

lnbility to divect the velevant activitiss.

- % SUBSTANTIVE RIGHTS VS PROTECTIVE RIGHTS
For the purpese of determination of power over an investee, an investor shall consider enly. .
those rights. which . are. substantive. Protective. vights are not  considered for the

- determination of power.

[Substantive vights Protective rfglz;é; |

| substantive rights can give the Protective rights do net give investor power over the
ifnvestor power over the investee.  [nvestee,

[Substantive rights relate to the Protective rights relate to protect the interest of the
m?vel'evant activities of the investee. party holding those rights without giving the holder the

right over the relevant activities of the investee.

% Note: Undey FRANCHISE Agreemant - Rights of Franchisor ave Protective Rights

16.2.4: VOTING RIGHTS _
1) POWER THROUGH VOTING RIGHTS




can fewvesten. Howevar, thare ean ba cortain cases where an investor can have power evan if it

bnlds less than a majority of the voting rights of an investee.

" ;IPower with a majority of the voting yights

“hAn nvestor that holds wmove than half of the voting vights of an fnwestee has power in the

Following situations:

The raievam aclivities are‘_dlrected by a
vete of the holder of the: majority of the
: votsng ghts ' S

For example, in case of a company. where the decisions velated to velevant activities are .

taken. by Boavd of Directors of the company and the Board members ave appointed by

éshwehm‘dar.hofd;’mg wajority of the voting vights. Then the shareholder holding majority of

: ét&\e voting righis has power over the company.

. Powey without a majority of voting rights .
F There can be cartain cases where an investor can have power . even if it holds less. than a
_majority .of the voting. vights. of an investee. Following ave the examples of power. without. . . .

'gma fortty voling. rights:

) Contractual arvangement with other vote holders to give the investor rights to exevcise

o voting vights which are sufficient o have power over the investee.

i) Rights from other contractual arvangements velating to decision making of velevant

- activities. Such contractual rights in combination with voting vights may give investor . . -

- power. to diveet the relevant activitios
5..:':'1") Size of the investor's holding of voting rights. velative to the size and dispersion of
holdings of the other vote holders. The investor should also consider voting. pattevns. at.
. previous shaveholders’ maetings to. determine wihethey investor. has. paﬁuer over the
Linwestee. . L L
iv). Potential voting rights. —~ These are rights to obtain voting rights of an. investes, such as

. those avising. from. converiible fnstruments or_aptions ov. forward . contracis.. Those

e potential voling rights ave considered only. if the rights are substantive. Poteniial voting . .




vights ave to be considered in combination with voling or other decisions-makin
4 s : 4

rights that the favestor might haye to assess whether invastor has power or not.

2) POWER OTHER THAN THROUGH YOTING RIGHTS

‘When voting rights cannot have a significant effect on an investee’s returns, such as when

. {Evidence

Following are soma of the examples of such evidences:

iffustration

if:he investee’s  key

nominations

{The  invested's  key

_éﬂw investor can appoint or approve

management

{personnel who can divect the relevant
Clactivities

An investor holds 40% of the voting rights of an
investor. However, the investor has vight to
appoint wmajority of the boavd wembers of
investee and the decisions of relevant activities of
investee are taken by its board.

- ;he investor can divect the investee to
lenter, or can veto any changes to,
_ Esfgmr’ﬁ‘cam: transactions for the benefit
) of the investor

A Ltd. and B Ltd. both holds 50% each of voting
vights of an invesiee and have right to appoint 2
wmerabers each in boavd of investee. The decision
of relevant activities of investee ave taken in
board weetings by majority mewbers. A Ltd. also
has right to appoint a chairman of the board
who will have a casting vote in case of a
deadlock situation.

IThe investor can dominate either the

process  for

members of the investee’s governing
Jbody or the obtaining of proxies from
éothev‘ holders of voting vights.

electing -

X Ltd. has invested in the share capital of P Litd.
Apart from A Ltd. there are 4 other investors in
P Litd. Each investor has right to appoint one
member on the board of P Lid. who will have
right to direct the velevant activities of P Lid.
Out of the 4 other investors, 2 investors ave
velated pariies of X Ltd. and hence X Lid. can
divect them ¢o appoint theiv representative on
the board as per X Lid's choice. Accovdingly, X
Lid, can appoint majovity of the members of the
board of P Litd.

managgement

lpersonnel are velated parties of the

The chief executive officer of the investee and the

chief executive officar of the investor are the same




_westor

person.

“qThe mgjority of the members of the
investee’s governing body are reiated

lparties of the investor.

investor.

The majority of the board members of the

Investee ave also the board members of ihe

EXPOSURE, OR.RIGHTS, TO VARIABLE RETURNS FROM AN INVESTEE .

* Variable veturns are veturns that are not fived and have the. potential to vary as a vesult.of. .

ff:he performance of an investee. Variable returns can be only positive, only negative or.both.

positive and negative. An investor assesses whether returns. from an investee ave variable

éexpose the. investor to the performance visk of the investee. The amount of variability. . .

Fixed pevformance fees for managing an investee's assets ave variable returns because they ..

.;depends on the investee’s ability to generate sufficient income to pay.the fee.

T Following are some. of the examples of variable returns:.

Variable returns From an investee

Dividends,
- distvibutions

other
{eg

?f'mferest from debt
| securitias)

Changes in the value

Jof  the  inwvestor’s
finvestment in that
| investee.

Remuneration for servicing an

investee’s assets or llabilities

Fees and exposure to foss

from  providing credit  or

liguidity support

Residual  interests {n  the
investee’s assets and liabilities

on liguidation

Tasx benefits
Aceess to future liquidity

Returns that are not avaifable to
other Intervest holders

For example, an investor might use
its assels in combination with the
of the .
combining operating functions to

assets invesiee, such as
achieve economies of scale, cost
savings, sourcing scavce products,
to

livarting

gaining  access proprietary

knowledge,  or some

operations or assets, to enhance the

16.5. LINK BETWEEN POWER AND RETURNS.

A investor controls an investee if the investor not only has power over the. investee and

exposuve. ov vights to variable. retuwrns. from. s involvement with the investee, but also has .

value of the investor's other assets.

- ihe. ability to use its power to affect the investor's veturns from its involvernent with the

investee.

[For example, it is common for a lender to have an sxposure to vaviable veturns from a .




e

- te.4

e

CONTRQL._QF SPECIFIED ASSETS

bovrower through f'm'te_;re:;z‘;. pagments that it veceives frow the borroweyr, that are subjeet to
evedit risk. Mowever, the lender would not contyal the bovrrower if it does not have the
abifity to affect those intevest paywents (which is fraquently the case).

Thus, an fnvestor with decision-making rights shall determine whether it is a principal or

an agent.

An investor may .defega.te r'ts\decfsfon-making authm'i;fy to an _age_nt on sore speciﬁ“ﬁ_f&‘sues A

" An investor shall consider whether it treats a portion of an investee as a deemed separate

: _ientity. and, if s0, whether it controls the deemed separate entity. A deemed sepavate entity

. is often called a ‘silo’.

For example, an investee is a mutual fund and under the investee theve are multiple sub-

funds established with different investment objectives like debt-oriented funds, equity~

oviented funds, etc. In such case, an assessment should be made as to whether the sub-funds

ave deemed sepavate entities as per the conditions mentioned above.

é_A_n_._iv_x.vestar shall assess whether it controls the silo by applying the guidance of control

evaluation. If the investor controls the silo, the investor shall consolidate that silo, In that

case, other parties exclude that silo when assessing control of, and in consolidating, the

_ 5tfhve..si‘e¢- .

. éch_-;d- Other parties who control other sub-funds will exclude the sub~fund controlled by the

iinvestor in their control evaluation and consolidation -

. EEXEMP‘T'ION FROM PRESENTING CONSOLIDATION FINANCIAL STATEMENTS

A parent is not requived to present CFS If it meets all of the following four conditions:

Condition L: The parent is either a wholly owned subsidiary o a pavtially owned subsidiary

__io_{*' another entity. Fuvther its other owners (including those not entitied Lo vote) have been

in

informed and do not object, to the pavent not presenting CFS, N 3 _ o
‘Condition 2: The equity instruments or the debt instruments of the parent ave not traded

.QFmds is t_reat@d as a srf.o then .tfﬂe_mvestorfhaﬁ contro__fs. tha_t.sﬂa _w:_'f! .consoh’daf:e that ._sub-f N




m a public market. The public market could be a downestic or foreign stock exchange or an
;aver' the countar market including local and regivnal markets. o
iy ‘@1_4&;”@& LB The parent has neither filed nov is in the process of filing, fts financial

-ai;atgmmm with a securitios comnission or other _%_”85&5&1;’:9?;:_; avganization for the purpose nf
;fs:f;m"ng any elass of instruments in a_public market.
i) %C_ov;ditiqnﬁ The ultimale ov any intermediate pavent, produces financial statements that

-ave available for public use and comply with Ind AS, in which subsidiaries ave consolidated. _

Furfher A parent who fulfils the Foh’owmg two condn‘:rons is afsowgt regwred to present
consolidated financial statements:

y f”) COnd:f.fon : The parent is an investment entity (Discussed Below)

i) _EQQMM&_ The parvent is required to measure all its subsr‘aifarfes_.at FVTPL.

M. INVESTMENT ENTITY =

A ELEMENTS OF DEFINITION

Entity obtains funds from investors for investment
managerment sevvices to those investors

Entity's business purpose is to invest funds solely for veturns

INVESTMENT
from capital appreciation, investment income, or both

ENTITY

N Entity measures and evaluates the performance of substantially
all of its investments on a faiv value basis.

. ‘Note: It should meet all the above elements to be qualified as an investment entity.

.. % FOR ASSESSING {INVESTMENT ENTITY, ALSO_CONSIDER THE FOLLOWING 4 TYPICAL
| CHARACTERISTICS . .

&), Whether it has more than ong investrent

At some cases, holding one investment does not provent it from weeting definition if the

entity. Egi if it is in stavt-up pevied .

b) ‘Whether it has more than one investor

fn SoMe cases ho_:.w‘.’mg..ome__.f"w@si‘:or does not prewent the. gnt‘ft‘g frova, mee'tfmg definition if the .




E_whether its investors ave not related partios of the entity

iMaving unralated Tnvestors would make & less likely that the entity would obtain benaliis

other than sapital sppreciation ov investment ingome.

However, an eniily may sHll gualify as an investment antity even though its favestors are
. related o the entity.
oy,

\whether it has ownership interests in the form of equity or similar intevest

;Am entity that has significant ownership interests in the form of debt that, Mag still gualify

s an investment entity, provided that the debt holders are exposed to varviable returns

NOTE: If it does not meet all the four typical chavacteristics, it may still be an investment

entity based on the presumption of substance over form,

_;CONSOLIDATIO_N NOT REQUIRED

An investment entity shall not consolidate its subsidiaries, Instead it shall measure its

investment in subsidiaries at FVTPL in accordance with Ind AS 109,

A pavent of an investment entity shall consolidat

THERE ARE TWQ EXCEPTIONS TO THE ABOVE RULE:

An_investment entity shall consolidate that subsidiary which provides services velated to

nvestiment entity’s investment activities.

il entities that it controls, including

hose controlled through an investment entity subsidiary, unless the pavent itself is an




C. ACCQUNTING FOR A CHANGE IN INVESTMENT ENTITY STATUS

0} Accounting when an entity ceases to be an investment entity _
Ea ;m this case, it shail apply tnd AS 103 1o any subsidiary that was previously measured al
_%F-\/TT"LN The date of the change of status shall be deemed acquisition date. Fair value of
_ ésubs;'dr’arg at deemed acquisition date shall vepresent deemed consideration when weasuring
“any goodwill or GBP. All subsidiavies shall be consolidated in accovdance with consolidation

. i%’*”."ﬁﬂ.f}?.f@é?e

{0 "Accounting when an entity becomes an investment entity
v Whan an entity becomes an investment entity, it shall cease to consolidate its subsr'd:_'qr:'e#_ at
eontrol explained earlier to those subsidiavies that it geases to consolidate as if ithe

“investment entity had lost control of those subsidiaries at that date.




4. 'DEFINITION

A Joint arvangement is an arvangement where two or more parties have JOINT CONTROL

over an entity under the CONTRACTUAL AGREEMENT.

2 JOINTCONTROL
Joint Controf vequires that all the decisions about the velevant activities are being taken
{UNANIMOUSLY by the parties SHARING CONTROL.

0 é_CO_L_l-_ECTNE__CONTROL_ L _

_.EHem,_no single party enjoys full control. All the parties or a group of parties are having

\ éC.O_”@.GfifVQ control over relevant activities which significantly affect the veturns or the
?.outicome of the arvangemenis.

i) UNANIMOUS DECISION

F There has to be unanimous consent of all the parties having joint control on the decisions

__i'ot_her parties, ov _a_group of the parties, from waling unilateral decisions (about the

velevant activities) without its consent,

&

specifies which parties (o combination of pavties) are vequived to agree unanimously to take

decisions about the relevant activities of the avrangement.

3. TYPES OF JOINT ARRANGEMENTS

A _JOINT OPERATIONS

for the arrangement. It means that any party with joint control can prevent any of the

There may be cases where the contract necessitates. @ minimum percentage of the voting
: rights to make decisions about the relevant activities. If that minivawm requived proportion
-of the voting rights can be achieved by wmore than gne combination of the parties agresing

.iv;roﬂ_efé‘heﬂ that arvangewent is not a joint arvangement unless the contractual arvangement



o J{aam Arvangemends which ave NOT si:mctweoi through a sepavate legal entity .
| (Jf«, _
) .J{‘:m.if Arvangemends which are styuctured through sepavate legal entity BUT the parties
%.hava_ vight to individual assets and obligation for liabilities held in the separate Legal Entity
COR -
£y ;:Jai'm': Arvangements is structured through a sepavate legal entity but its substantially whole

zoutpuf: from the Asseis of the Arvangement from is allocated to the Investors AND afso

parties ave substantially the only source of cash flows corivibuting o the continuity of the

@Jomé Arrangement. (The pavties will make suve that the oubput i3 nol sold to the third

?paaf*i.aes but used by thew only)

B. JOINT VENTURES

R éJm"&«u":ﬁ Avvangement which are structured through a sepavate legal entity AND Parties are

shaving Net Assets in ihe Joint Avrangement (& Not individual assets and liabilities).

4. éACCOUNTING FOR A JOINT ARRANGEMENT

ACCOUNTING FOR A JOINT ARRANGEMENT

B P

JOINT OPERATION . _ JOINT VENTURE
,, - | - )
in SFS - In SFS in CFS
IND AS 111 - IND AS 27 : IND AS 2.8
{Proporitionate Consolidation) (Show tnvestment fn o (Equity Method)
: g Joint Venture at: Cost or
Fair Value)

: \. y
Each investor (Joint Operator) R e
will vecord its own share of
Assets, Liabilities, Expense,

Revenus




_ comsol‘rdg__gd financial statement of joint operator

_:_whm a joint opayator splis ov conﬂ":but% any asset to the joint operation, ft i in a%m
Lransacting with the other pariles to the joint opevation and hente the Joint operator shafl
irecognise gains and losses vesulting from such transactions only to the extent of the other

parties intevest in the joind oparation.

ify Accounting for purchases of assets from a_joint operation in separate and consolidated

financial statement of joint operator

% iwhen a joint opevator purchases any asses from the joint: operation, it shall not recognise its

shave of the gains and losses until it vesells thoss assets to a thivd party.

_Whem aboye transactions. pmw‘de evidence of a reduction in the net realisable value of the




. :DEFINITION
ASSOCIATE _ _
" An entity over which the investor has Significant Influence;

JOINT VENTURE

A Joint Arrangement where Parties that have joint control over the arvangement have

_irights to the net assets of the Arrangement (Alveady Defined in IND AS 12.14)

EE

} ;SIGNIFIC‘ANT INELUENCE

:.a_tew__smns. QF_. fh_e. mwe.ste;e_.but_:s _no.t__contraf or joint _@qntr.o_f _of..those po{fcre_& o

 Significant influence may arise from Voting Rights as discussed Below:.
‘HOLDING 20% OR MQRE OF THE VOTING RIGHTS:

IF an entity holds, divectly or indivectly (eg through subsidiaries), 20% oy wore of voting -

__.§,vower of investee, it is presumed that the entity has significant influence, unless it can be

clearly demonstrated that this is not the case.

b)

CHOLPING LESS THAN 20% OF VOTING RIGHTS:

. ;Al'soJ in cases wheve the entity holds, diveetly ov indivectly (eg through Subt;rdmms) !'ess_ )

than 20 % of voting power of investee, it (s presumed that the entity does NOT have

‘significant influence, unless such influence can be clearly demonstrated.

1 is worth noting that a substantial ov majority ownership by another investor does not

E.me_c_exssarﬂg_ preclude an entity from having significant influence.




V) Recording

A AT

ACCOUNTING FOR INVESTMENT IN ASSOCIATE & JOINT |
VENTURE IN THE BOOKS OF INVESTOR ‘

f : R
Spe T ors

IND AS 27 IND AS 28 ~ (Equity Method)

4. EQUITY METHOD

Ed The equrty method is a method of accounting whereby the investment is initially recognised

___éaf:_ cost and adjusted thereafter for the post-acquisition change in the investor’s shave of the
_investee’s net assets. The investor's profit or loss includes its shave of the investee’s profit or

. loss and the investor’s other comprehensive income includes its share of the investee's other

_comprehensive income.

A, APPLICATION OF EQUITY METHOD

®Under the equity method of accounting, an investor shall pass following entries at various

. istages of investment:

0 Initial entry to record investwent done in associate

ff_nve_st_me_mt in B Ltd. A/e Dr.
' To Bank A/c

i _;Record:'ng of share in the profit of the associate

.. ...To Share in profit of investee (P&L)

i) ‘Recording of shave in the other comprehensive income (OCI) of the associate

nvestment in B Ltd. A/c  Dr.
... To Shave in OCI of investee (OCI). |

_;_Df'vr'dend. income A/e (P&L)




To lnvestment in B Lid. AJe  Dr.

B Eaurtu wethod procedure

i} Ca!'cul'af::on of goodwill / capital veserve and calculation of shave in rgmf@ / loss of associote
o:r joint venture

s ?.Om acquisition of the investment, an entity shall identify the goodwill or capital veserve,

[Difference between cost of investment and entity’s shave of net faiv value of investee’s

identifiable assets and liabilities is accounted for os:

i) Goodwill - If the cost of investment is greater tham investor’s share of investee net

f'fdentfﬁ‘abfe assets. The goodwill is not separately presented, it is included in the carvying

amoum’: of the investment.

iy Captta! Reserve — If investor's shave o%‘ investee’ net: identifiable assets is greater than the

mvestment is made,

iy Q}MKME downstream transactions between the entity and its associate or joint

venf:u e

8. Upstream! transactions ave, for example, sales of assets from an associate ov a joint

venture to the investor.

e ‘Do wn_stmam.’__.t.rqnsacfr'on.«s are, f’or _examp,!e_,_.sq!as. o contributions of assets from the

__Q'?_;‘The Fnt:’rty should  eliminate Unrealised Profit or Loss resufting from Upstream &

Dowusf:sfeam Transactions to the extent of its own Share)

% ‘When downstream transactions provide evidence of o reduction in the net realisable value of

e Whem upstream transactions provide evw{ence of a_reduction in the net realisable value of

i)

Et'he assets to be sold or contributed, ov of an impairment loss of these ossets, those losses

shaﬂ be recognised in full by the investor..

recogmse its share in those fosses

_.;s_q_mmam of EQUITY METHOD




| PARTICULARS | " [T |remarks

| Cost of the Investment (Af;'. Cost) XX
tincluding Goodwil, If ary} B
ADD: lovestor's share of investee's profit oy loss | XX ~- Recognised in tnvestor’s
POST ACQUISITION N __?pns_ofr’dated P&L
ADD: Investor's shave of investee's oCl POST | XX .\féé;;gm'sed i Investor’s
ACQUISITION Consoﬁda‘i_:ed ol
LESS: Distributions (Dividends) Received Ffrom | XX Recogm'ség i investor’s |
Investee (Only to the Extent of tnvestor’s Share) Consolidated P&L

| LESS: Efimination of Unrealised Profit or Loss | XX Recogm’sed in Investor's |
vesufting  from  Upstream &  Downsiream Consolidated P&L.

Transactions (Owly to the extent of Investor's
Shave)

LESS: Additional Depreciation due to Fair Value | XX Recognised  in  Investor's |

of investee’s depreciable asset at acquisition date Consolidated Pé&L

(Only to the extent of Investor’s Share)

LESS: tmpairment Losses or Reduction fin NRV on | XX Recognised in  tnvestor’s
Downstream (Fulf) : Consolidated P&L

LESS: tmpairment Losses or Reduction in NRV on
Upstream (Only its own sharve of losses)

| REPORTING DATE

CARRYING AMOUNT  OF INVESTMENT AT | XX -

(An investment in an associate or a Joint Venture accounted under Equity Method shall be

Long=term intevests in associate or joint venture apart from equity investment

 presented as a single ling item in the balance sheet under the head Non-Curvent Assels

" An entity might hold financial instruments in associated or joint ventuves which include:

- o preference sharves and

o long-term yeceivables or loans,

_but do vot include trade veceivables, trade payables or secured loans,

T An entity shall account such long-term interest in accordance with tnd AS 104. Ceviain |

vequivements of ind AS 28 afso apply to such long—terv interests (like allocating shave in

Moss of associate ov joint venture to such intevests - these are explained below)




v) ELoss making associate or ['b;'_nt venture

LOSSES EXCEEDS (TS CARRYING AMOUNT OF INVESTMENT

i
a - |
In addition to equity interest, In addition to equity instruments, the investor
investor Does Not have any other | | also have long term interests in the investee such
Interest in lnvestes T as Preference shaves, Long term Debts ate..
Refer Note 1 e Refor Note 2

NOTE 1:

| Investor discontinues vecognising its shave of further losses.

___@___Subsequenf Share of Profits of the investee rs recognised by the investor, only after -those R

NOTE 2:

Find AS 28 states that the losses that exceed the entity’s investment in ordinary shaves arve
applied to other components of the entity’s interest such as Frefevence shares, Long term
Debts in the associate or joint venture in the veverse ovder of their superiogity.,

L ?It_._expfa.r'nad in a3 step process:

prp!g tnd AS 109 (such. as impaivment, fair value adjustments ete) ignoving any k
adJus{'ments to cavrying amount of long-term intevests under ind AS 28 (such as affocatwn_

oF losses, ivapaivment ete)

. b). 5:@@;0 2: True~up past allocations
__é..lﬁ_mecess_am__ prior years’ Ind AS 28 loss allocation is trued up in the curvent year, because
_?_ind_...&ﬁi..w?. carvying value way have changed. This may involve recognizing more priov.

_year's losses, reversing these losses or ve-allocating them between diffevent long-term -




CAng eurvent gear Ind AS 28 losses are allocated to the extent that the remaining long-

interests,

Step 3: Bogk cuvvent year equity shave

terw interest balance allows. Any curvent year nd AS 228 profits veverse any unvecognized

. priov gears losses and then allocations are made against long-term interests.

v

I3

Same as discussed in IND AS 110.

Different veporting peviods of the entity and its associate or joint venture

vif): Uniforva accounting policies

‘accounting policies of associate or joint ventuve to those of the entity.

" Exceptiont e o
In_case of an associate, the adjustament for uniformity of accounting policies with those of

the entity will not be done if i is impyracticable to do so..

& Exgeption 2

AR entity may have interest in an associate or a joint venture that is an investment entity.

M s to be woted that this exemption is available in case of an associate only and wnot

Cavailable for joint venture.

:Such an associate or a joint venture (l.e. investment entity) may afso have interest in one or

5.

Linclude

" After application of the equity wethod, it is wecessary to vecognise any additional
py Y 9 4




&,

% ‘Reversal of mpairment Loss

699

_élmga:‘rmgnt of goodwill included in carvging value of associate or joint venture .

T 1 The goodwill on acquisition of associate or Joint venture is vecognized as part of carrying

Carount of net investment in associate or Joint venture. Such goodwill is woi tested

sepavately for impaivment, rather entire carvying amount of investwent is tested for.

impaivment as g single asset.

inereases.

. DISCONTINUING OF EQUITY METHOD

S An entity shall discontinue the use of the equity method frow the date when its investiment

e _f!mvestmgnt becomes a_subsidiary
F the investment becomes o subsidiary, the entity shall account for its investment in

accordance with ind AS 103 and Ind AS 110, Ind AS 10% requires vevaluation of the

fﬁ?rev.fausfg_he!d Intevest in the equity accounted investrment: at its acquisition date foiv valug,

wiith recognition of ang gain oy loss in. profit ov loss,

- Retained intevest in the forwmer associate or joini venture is o financial asset

‘Ang veversal of impairment loss is recognized in accovdance with Ind AS 56 ‘Imapairmment of

ssets’ fo the extent that the vecoverable amount of the net investment subsequently




_ measured at fair value. The entity shall vecognise in profit or loss any difference between:
e the fair value of any rvetained intervest and any proceeds from disposing of a part

interest fn the asseeiate or joint venture; and,

o the carrying amount of the investment at the date the equity wmethod was =

discontinuged.

% Reclassification of items vecorded in other comprghensive income (OCH

On discontinuation of equity method, any share in OCI of associate or joint venture that

_was previously recognized by entity shall be veclassified to P/L.

 The above principle also applies in case there is a veduction i the ownership interest in an

associate or joint venture but the investee still continues to be an associate or joint ventuve. =

ln that case, the reclassification should be done in proportion to the reduction in the

lownership inberest.

7. EEXEMPT"ONS FROM APPLYING THE EQUITY METHOD . . . .. . .. . . .. ..
A GENERAL CRITERIA

 An entity need not apply the equity method to fs investiment in an associate or a joint

..;.venf:we_ if all the following apply:

applying the equity wmethod.

markels),

class of instruments in a public market.

8)_The entity Iis a wholly-owned subsidiary, or is a partially-owned subsidiary of another

_entity and its other owners have been informed and do not obfect to, the entity not

_or foreign stock exchange or an over-the-counter market, including local and regional

b)Y The entity’s debt or equity instruments are not traded in a public warket (a domestic

£) The entity did not file, nov is it in the process of filing, its financial statements with a

- d) The ultimate_ov any intermediate parent of the entity produces consolidated financial

 statements available for public use that comply with ind AS,

_ B. EXEMPTION AVAILABLE WHEN INVESTMENT 1S HELD THROUGH INVESTMENT ENTITY

Nl éw!«em ENTIRE Investiment in associate or joint Venture is held indirectly through a venture

_icapital organisation or a mutual fund, unit trust and similar entities o




LT Entity may elect o measure investmenis in those associates and joint ventures at at EVTeL,

(A per Ind AS 109)

i) When_a portion of Investment in_an associate is held indirectly through a_venture capital

‘ovganisation, or a mutual fund, unit trust and similar entities

ntity may elect to measure that portion of investment in associate at FVTPL (As per ind

A8 104) vegardless of whether the venture capital organisation has significant influence

over that portion of the investment,

povtion of its investment in an associate that is not _held through a venture capital

organisation

7 f the entity makes that election, the entity shall apply the equity method to any remaining




FINANCIAL INSTRUMENT —g

flrrorseveamiinnng,, I,
g i S ot sk

:-.-:mE*

IND AS 32 IND AS 109 IND AS 207 \3
FINANCIAL FINANCIAL INSTRUMENTS - - FINANCIAL -
INSTRUMENTS - CLASSIFICATION & INSTRUMENTS - .

MEASUREMENT DISCLOSURES |

PRESENTATION

1. .SCOPE

@ Transaction outside the scope Financial tnstrusments: S
Sl. Pavticulars Covered Covered Applicable
No. ' under under tnd AS
Ind AS 1049 nd AS 32
" TS ) P e R TTr e
JV (AL Costs)
12 Rights and obligations under feases No No Ind AS 116
R Evaployers' vights and obligations No No nd AS 14

under employee beneflit plavs

4 Rights and obligations under an No No Ind AS 1o

----- - insurance contract

| s Forward contract arising in case of No Ne nd AL 103

business combination

& Loan  compallment offf;er Than Mo Mo Ind AL 387
covered under Ind AS 109 and ind
A8 B2
7 Shared based pagments No “No | Ind A5 102
Reimbursement: vight in respect of Mo Ind A5 37




provision

4 Rights  and
FRVORIAL for

Sustoniers

obligations

contradcts

undey
with

- Mo

No nd AS 115

QEFINTIONS
A, E&ANQ AL INSTRUMENT -

FINANCIAL
INSTRUMENT ™

rise to

NOTE

Financial asset for one entity

N\JFinancial liability ov equity instrument o

for another entity

IF any assets or hab:htres that are NOT contmctual' are not Fmancmf !‘:abtf:tres or f"'mancmf

assets.

For eg:

_constructive obligations as defined in Ind AS 37 do not arise from contracts and hence, are

‘not financial fiabitities

B. FINANCIAL, ASSET (FA)

It is any Asset

Income taxes are a statutory obligation and wnot avising from contract. Also,

a) Cash

16) An equity instrument of another
lentity

that s

fe) Contractual Right to Receive Cash OR |

Another Financial Asset OR Equity

linstruments of another Entity

EXAMPLE: EVALUATE THE FA (MTP Nov23)

[dy Contract to exchange financial assets |

or financial liabilities with another entity

. lunder conditions that are potentially
fAVOURABLE to the entity

.

Wheither

Rewmarks

‘Pam'cufars




T e
|4 |tvst i bonds/debentures | EA s Contractual '%@ﬁ%i to receive cash.

2 foans and receivables FA o Contractual vight o receive sash,

5 |[Deposiis given A o Conivactunl right to receive cash.

4 Trade & otheyr receivables 1 AFA o Cortractual right to eﬂeceﬁ.};_.«;ég}.&ﬁ: - )

| 5 lCash and cash equivalents FA o Specifically covered in  the definition.

6 Bank balance O FA o contmr'fum';lght to veceive cash.

7 lnvst in equity shares FA » Equity instrument of another entity. )

g Perpetmf debt instruments|  FA | o Such instruments provide contractual right to |.
Eg. Parpetual bonds, receive intevest for indefinite future or a right to
debentures & capital notes. return of principal under terwms that make it

very unlikely or very far in the futuve.

q Physr;éf assets | No o Control of such assets does not create a presep;;

Eg. Inventories, PPE efc. vight to receive cash or another Fmancral asset.

| 20 Rrght to use ;gé_é;fg 1 No "o Control of such assets does not create a present
tease vehicle etc. right to veceive cash or another financial asset.

5 !r;f:amgtbfps No | o Control of such assets does not create a prese;g-
Eg. Patents, ivademark right to receive cash or another financial asset.

12 |Prepaid expenses " No o These instruments provide future  economic _
Eg. Prepaid insurance, benefit in the form of goods or sevvices, vather
prepaid rent etc. than the right to receive cash. o

13 |Advance given for goods No o These instruments prow‘ofgw future economic
and services benefit in the form of goods or services, vather| =

than the right to receive cash.

FINANCIAL
LIABILITY

- C. FINANCIAL LIABILITY - - o

“la) Contraciual obligation to deliver cash OR
other financial asset to another entity

is ang Liability
that fs:

L F

b)Y Contractual obligation to exchange
Lfinancial assets or financial liabilities with
another entity under conditions that are

EXAMPLE: EVALUATE THE FL

I\ lpotentially UNFAVOURABLE to the entity
R

\je) Contract to deliver own equity
instrusments in VARIABLE number




8. | Particulars Whether Revaarks
No FL.
s or net
3| Loans pagable or bank N FL o Contractual 01’43@@%:’{?;»; to pay cash / bank,
foan.
2| Trade and other payables . o Contractual obligation to pay cash / bank
5 | Bills payable / acceptance £1. o Condractual obligation to pay cash / bank
4 | Deposits recaived L. o Contractual obiigation to pay cash / bank )
5 Mand\é‘%osﬂy redeemable FL Contractual abh‘gaf;:’éﬂ to pay cash / bank
prefevences shaves | .
& | Financial guavantee given L. o Condvactual obligation to pay cash, due to the
occurvence of certain events.

D EQUITY
o %,An equity instrument is. any contract that evidences a residual intevest in the assets of an
. .?.ent:'tg after deducting all of its liabilities. .
e ;An. instrument is an equity instrument if, and only if, both conditions (n). and () below are
et

A The instrument includes no contractual obligation:

~e  to.deliver cash or another financial asset to another entity; or |
e to exchange financial assets or. financial liabilities with another enth‘:y.__.uhd.ar S :{
: conditions that are potentiolly unfavourable to the issuer.
. !9) if the instrument will ov way be settled in the issuer's own equity instruments. (Provided

| the fixed to fixed test is met - discussed in subsequent point)

3. . iFINANC!AL LIABILITIES THAT WILL BE CLASSIFIED AS EQUITY

o FINANCIAL LIABILITIES THAT WILL BE e
CLASSIFIED AS EQUITY

|

A, Puttable Financial | | B. Instruments That Create An Obligation
Instruments (PFl) S Only On Liguidation OF The Entity




._éPU‘rTABLE FINANCIAL INSTRUMENTS (PF).
MEANING: _ . .
PP s a financial instrumend that gives the holder the vight (but not obligatin) to put the

dnstrument back to the issuer for cash or another financial asset.

EXAMPLE:

Mutual funds and unit trusts, wherein the redemption amount is equal to & proportionate
share in the net assets of the entity.

AS PER IND AS 32, PFl_ARE CLASSIFIED AS “EQUITY’IE ALL THE FOLLOWING
‘CONDITION ARE FULFILLED (despite the fact that they otherwise meet all the conditions

for “financial liability).

_ PFI’ entitles the holder to a_pro rata sharve of the entity's net assets,

n other words, the instrument should not entitle its holder to_a higher o lower shave of

. Ee.ntr'tg’s_ net assels upon figuidation.

_ ,-;)

il

-fotheer claims to the entity's assets

V)

"'The logic _behfmi thr’s_._re.qufremeﬂt is that e_ntfi?fementto_ a Pm rata shave of f_-’he _entfty’s_ net

‘No fixed or minivwum c_omm:tted cash flows

PFl_is most subordinate to all _other classes of instruments, that :s it has no priority over

PFI in the most subordinate class have identical Eeatwes
M&&

T Motors Lid. has issued put‘mb!e om’mary shares and put‘éable ‘A ordinary shaves wheveby

“holders of Q_sr?;if.w.ry_ shares are emtr.f:!ed to one vole pe.r.sham whereas holders of ‘A’ ordinary

. 5-_ar.xﬁrtie.d o receive Share in net assets upon fj_qu'datt'on- Examfme

whether the financial instyument will be classified as gguity.

In this case, neither of the two classes of puttable shaves can be classified as equity, as they

_do not have identical featuves due to the difference in voting vights. 1t is not possible for T

; }M_otor_s_ Ltd. to achieve equity classification of the ovdinary shaves by designating thewn as

ibeing more subordinate thaw the ‘A ovdinary shares, as this does not reflect the fact that

..f:ﬂ"‘@ two classes of share ave equally eniitled to shave in entity's vesidual assets on tiquidation.




V).

The issuer vaust have no other financial instrumwent or contract that has the effect of

. substantially vestricting ov. fixing the vesidual return to the PFt holders.

- AINSTRUMENTS THAT CREATE AN OBLIGATION ONLY ON LIQUIDATION OF THE ENTITY
MEANING:

. 'Heve, Liguidation may be certain o occur and outside issuer's control OR uncertain to occur

and at the option of holder.

CEXAMPLE:

Limited life entities like spocial purpose vehicles (SPV) for. execution of an_infrastvucture

: project

L2
e

AS PER IND AS 32, SUCH INTRUMENTS ARE CLASSIFIED AS “EQUITY” IF ALL OF THE

 EOLLOWING CONDITIONS ARE FULFILLED.

Conditions ave same as discussed above in PFI_

EC’QNWCTS_ TO DELIVER ENTITY'S OWN EQUITY INSTRUMENT

EQUITY INSTRUMENT
|

= E CONTRACTS TO DELIVER ENTITY'S OWN

A Instruments Meeting | | B. Compound Financial
Fixed to Fixed Test s Instrument

INSTRUMENTS MEETING THE FIXED. TO FIXED TEST. .

" A contract is not an equity instrument solely because it may vesult in the veceipt or delivery . . ..

, of the entity's own equity. instruments.

el

" A contract. that will be settled by delivering .a FIXED number of its own equity instrurnents

against settlment of a FIXED consideration will be classified as an Equity Instrument

| $v. N{ No. of own equity instruments| Consideration received Classification
be issued in settlement (value of debenture redeemed)
1 Fixed Variable Financial Liability
2 Fixed Fixed Equity




3 Variable Fixed .I - | Financial Liability

4 Vaviable " | Vaviable “ Financial Liability "

- NOTE:
s’f nurnber-of shaves to be issued are varying based on time, then they will be considersd as

B écompouwp- FINANCIAL INSTRUMENTS (CEI)

SRRERR & ;{nsz‘:m-memts which have-features of both-a FL & equity instrument. are called <CEPL

- NOTE: Instrument: is-a CFt-only from issuers point of view. From holders point of view it is -

o ﬂl'WﬂyS a F:'nanc:'al'-Asset“On!y; e e e
INTEREST |Foniiincai FL.
DEBENTURES Redeemable FL
ISSUED (in Cash)
. | Convertible Equity
PRINCIPLE "1 (in Shares) :
p =, Option with .
Convertible | ~ 1 the holder F
) or < g
. Redecvmable OPthf’l with Equity
the issuer
Mandatory FL
DIVIDEND
PREFERENCE [, Discretionary Equity
SHARES ISSUED
’ PRINCIPLE Same as disscussed above for debentures

B ;?CONTRACTS‘ TO ACQUIRE ENTITY'S OQWN EQUITY INSTRUMENT. . .. ... ... . .. . .. ..

-@’--;:The initial carvying amount of CF-is allocated to-its equity & liability components (Discussed -



EQUITY INSTRUMENT
i

CONTRACTS TO ACQUIRE ENTITY'S OWN]

: ¢ WRITTEN PUT OPTION OVER
A, BUY BACK B TREASURY SHARES _ NON-CONTROLLING
INTERESTS

T When company announces a scheme to. buy back on its own equity shares, company . has
created an obligation which is to be settled Cash and thevefore equity will now be.
veclassified to financial liability. on the. date when. offer s given. for buy-back ... . . .. ..

B. éTREASURY. SHARES

L z.‘l‘“sfeasury shaves ave the shave which are bought back by the issuing company.
@ Shaves which have been bought back by a company can cither be cancelled. or held for

veissue. (in India, they have to be cancelled within 7 days From the date of buyback)

B When the company holds its own shares as treasury shaves for reissue. at a later date then: . .}

= They cannot be classified as an asset on the balance sheet.

w. They ave usually presented under the equity capital in balance sheet as a negative

. naumber, . .

L. :WRHTEN PUT OPTION OVER NON-CONTROLLING INTERESTS (NCI
LA parent entity may write a put option granting holders of NCI vight to sell theiv shaves (of ...
- zsubsr'di'aries) to the parent at a futuve date. .

: .“"’"’.ESuch Put Option gives rvise to a FL for Company witing such Put Option (i.e. Parent Entity) .

&. . SACCOUNTING_\_FOR INTEREST, DIVIDENDS, TRANSACTION COSTS, ETC. .




- ACCOUNTING FOR INTEREST, DIVIDENDS, TRANSACTION COSTS

i
f T .
Interest, Distributions Transaction Costs
Dividends to Holder of ] ’
Relating to FA Equity T SR S .
& EL Inctrument: Relating to Relating | Relating to
Equity to FL & Corpound Financial
E' nstrument | FA ' Instrument
Recognised s . :
Income o Recogrised
Expense in p frecf:'fg in Adjusted INDAS - | Alfocated to liability &
P&L. Equity Pirectly 109 L] equity components in
From (Discussed proportion to allocation
Later) j of proceeds.

Equity

7. OFESETTING A FINANCIAL ASSET & FINANCIAL LIABILITY

& }As_per__ fnd AS 32, a FA & FL shall be offset and net amount presented in B/S when, and

onfy when, an

| = Entity has a legally enforceable right to set off the recognised amounis; AND

| m It intends to settle on a net basis.

Hearnoe

________________________ sl Equ:tyln&trllment

Not a financial instrument, account for
under relevant standarg



8.

CONTRACTS TQ BUY OR SELL NON-FINANCIAL ITEMS (‘OWN USE éXEMP'ﬂ‘ON") S

'e;’_:«rzy?-imﬁtﬁ_ffw busy oy sell nove-Hnancial Hews ave outside scope of “financial instruments’,

.zé;esffm'i:é’w eontract.

{a) Contracts to buy ov sell g non-finencinl Bem that can bz seltled NET in cash or

| another financial instyuraend or:

B when ability to_settle sat, i not explicit in terms of contract, but entfty has a

Example: ABC Ltd. enters into a contract to buy 100 tonnes of cocoa beans at 1,000 S

per tonne for delivery in 12 months. On settlement date market price for cocoa beans

_practice of settling similar contracts NET or

{e) Entity has a practice of taking delivery and selling it within a short pewod aﬁmr

delivery for gereyating a profic from short-term fluctuations in price;

s 1,500 per tonne.

CIf contract cannot be settled net in cash and this_contrvact is enteved for delivery of

_cocoa beans in line with ABC Lid.’s expected purchase/ usage requirements, then own-

_ use exemption applies.

n_such case, contract is considered to be an executory contract outside the scope of ind

AS 109 and, hence shall not be accounted as a derivative.




A

%BUSINESS MODEL (BM) TEST,

cEe

CLASSIFICATION

CLASSIFICATION
. e
{ . { l
FINANCIAL ASSET } FINANCIAL LIABILITY _ EQUITY
I .
Amaortised Cost EVTOC! e | _ Amortised Cost | . Initial
(ACM) i \ (Except in Some Amount
: N it T S Cases FVTPL) .o
pvroct (Ry | - | FvToct (NR)

_;CLASS!FICATION QOF FINANCIAL gss,g;r

*Llassification of financial assets (FA) is determined bawd oR

u Business Model Test

= Contvactual Cash flow Chavacteristies Tes¢ 7

5“1 o aceount: for a FA, the entity should nssess whether fis BM is to

v HOLD
o HOLD OR TRADE
= TRADE ONLY

’ iAm entity's BM is detormined é;'agc,d on haw groups m” Fmamcm! assels are mam@ggd togethey
and not based on individual instrumend. _ _

However, a single entity may have wore than_ons BM for managing its financial
Linstrumaends. ) o _. )

EFSV ekavple, an entily way bhold a posﬂt’f@ha of investinents that & manages in order to

seollact contvactual cash flows and anciher portfolio of investmenis that it manages in oveer

Jo wade to vealise fair value ehanges.




T Also, this assessment i3 not parformed on the basis of scenavios that the entity does not

.. wreasonably expest to oceur, such as so-called ‘worst cose’ or 'stress case! seonavios.

B. _;('ONTRA()TUAL CASH FLOWS CHARACTERISTICS TEST. (CCEC Test)
C. Eniity has fo assess whether the Financial Asset’s Cowntvaciual Cash Flows arve solely
payments of principal and interest on the principal amount outstanding, If Yes, then the FA
_meets this Test. It is a INSTRUMENT SPECIFIC TEST
- H nothing is mentioned in the question:

o Redesmable Debeniures - Usually meet the COFC Test

= Redegmable Debemtwes with Interest Rate Linked to Stock Market tndex — U.suaﬂy o
. will NOT meet CCFC Test

v Redeemable Debentures with inflation Adjusted interest Rate - Usual'iy wn'f meet

L CCFC Test.
BUSINESS MODEL
HoLD o - HOLD OR TRADE TRADE
1 cHaracteristics | [enaracterisTics Test) 0 el
TEST PASS? A PASS? o |
q _ 3 (No need to-
! i ! i Perform
YES - NO YES S NO ' Characteristics
Test)
e #
ACM b oevree | | evroaw | ] evreL
Also, an irrevoeable Afso, an irrevocable
option to use | option to use
FVTOCL (NR) T b FVTOCT (NR)

NOTE Compamy afways has an optmm to use FVTPL For any Fmancmf Asset
EXAMPLE:S

’T’\r‘amm of FA ” Busmess Model C‘hamctew’str’c Ca‘assn“:bat:on Choice of Alternate




I Test Fh, Method

1.2% Redeemable Dobemiure Hold Yes ALM FTPL

2% Redeomable Debenture Hold or trads | Yes PV ”f’)(‘.’ (R) RTRL
e o v S
1.2% Convertible debenture Hold No FVTPL FVYTOCT (Nig)

12% Convertible debenture | Hold or trade | No FVTPL FVTOCH (NR)

| 1.2% Convertible debentuve Trade | No FVTPL

*Equity shave of other company | Hold Ne EVTPL FVTOC! (’NR)
*Equity shave of other company | Hold on dee No FVTPL FVTOC! (NR)
”*Equ;&y shave of other compar:g 1rvade No FVTPL

*Note: !ma{ AS 109 requives all equity investuents to be measured. at FVTPL as Equity Instrument will
 never meet the CCFC test. Entities can wake an. irvevocable election at initial vecognition fo cfcxssn’g
the msiwments as at FVOC! (NR).

5. éCLASSIFlCATION OF FINANCIAL LIABILITY .

e CLASSIEICATION OF FL

i 1 -
Awmortised Cost ' SALCTE ’
Method (ACM) C{ (Only applicable in the below
: . mentioned cases)

: @?FINANCIAL LIABILITIES WILL BE CLASSIFIED AS FVTPL IN THE FOLLOWING CASES:

1) Financial Guarantee
)] éConta‘mge_n_t Consideration Payable under Business Cowbination (If Pagoble in Cash or
§Var:'a_bfe Number of Shares, it meets the definition of Financial Liobility and it is remeasured
it Every Year End through FVTPL)
m) DERIVATIVE FINANCIAL LIABILITY




4. INITIAL MEASUREMENT OF FINANCIAL ASSET & FINANCIAL LIABILITY

A AMORTISED COST METHOD.

| INITIAL FINANCIAL ASSET  bmwsd  Faiiv Valug + Tvansaction Cost
MEASUREMENT AS S
PER ACM FINANCIAL LIABILITY Faiv Value - Transaction Cost

T Transaction Costs nslude feas and comenission paid to agents, advisers, brofuers and dealers,

Jevies by regulatery eagencies and secweity exchanges, and transfor Gaxes and  duties.

Transaction costs do not ineluds debt promiums or discounts, financing costs ate.

[VARIOUS CASES UNDER ACM METHODJ

B. Fair Value is NOT ] __{ ) N
“equal to Transaction

A. Fair Value = D. CFl
Transaction Price

C. Fair Value is (Financial Liability

I Price because of Based on level 1 with Equity

Costs

Caleulate relationship between input Component)
Effective RN pavties ;. : i I .
Interest Rate | . l *’ Without with |
- 2 . . =y . . . . o QCI‘," . .
(E»{f’) REFER POINT B REFER POINT O Transaction | Transaction |

ALCFAIR VALUE = TRANSACTION PRICE.
.%éi*‘?.?"?”%ﬁs; the sase whers transaction s at Market Terms.
S Effeative interest Rate (EIR) is caloulated such that Present Value of Future Cash Flows =

Year & Cash Flows,

EXAMPLE 1

Chmbkka Ll Buned 3% Debentwves of BV R L.00000 ab 10% dikconnt redosmabls after 5

~years. These Jdebonduves are Redemmable of Pan Cobulate the Valus of Dehonturves b the

opks of Muldn Lid suoh gean Alle caloulate the levest v be vecoanised Bach Year.

EXAMPLE 2

AR R Parchased bueesizd dn 200 Debenbures of Fass Value ¥ 50,000, Thase Debesdiurss are




issugd at prevaiwn of 10% & redsewed ofter 3 yeovs & prowimm of 15%. Calculote the
. Walue of Iwestment {n the beoks of AK [ sach gear. Alse calpulaie fhe Jedersst fo ba

reeognised Eack Yeer.

. Mufdm Lid issued 8% Debenturves of IV ¥ 2.00.000 ot discount of 10%. Mudde Ltd also
..;.5'57143?%?’.‘%’3?6,’:_..T&fﬂ%@&ﬁ@ﬂ..ﬁ@@ of T 5,000, These Dsbentures ave Redeswable affer & gears at
“Face Value. Caleulate the Valuz of Debsntuves in the books of Mukl Lid. each year. Alse

eoleulate the Intevest io be recognised Each Year.

B. FAIR VALUE # TRANSACTION PRICE ON INITIAL RECOGNITION

> “This is Generally the ease wheve transaction is at OFF Market Terms.

tsually, Fair Value = Discounting PV of Future Cash Flows using Fair Market Rate.

FAIR VALUE IS NOT EQUAL TO
TRANSACTION PRICE

Financial Asset / Liability wifl be Recorded at Fair Value
_ AR b
Diffevence Babween Falr Value & Transaction Feice
will bz Account as per Respective IND AS {Examples Discussed Selow)

L% ;EXAMPL_ES. OF TRANSACTIONS WHICH ARE CONSIRERED TO BE OFF MARKET ... .. . ... ..

ny ._igmpfogggggve loan to_evnployee at less than market intevest rate

)
W

‘,.:.3??&..ﬁ%&...ﬁ&%ﬁ_ﬁfﬁﬁmﬂﬁﬁ_ botvesen Falr Valse & Tramsactisn Price on Doy L will be treated
.._,?Pmpaid. Evaployee. Benefit Expense {(For. Esaplogery. and. such Prepaid. Expense il be

. .'iassma‘mf;ed__ as par IND AS 19

- ify When the lessor veceives secuvilty deposit (at zeve vate of interest) from. lessee which ic.
refundable at the end of lease. . .

_ E LT e this case. Differwace Belviees Fair Vabe PV using Mearked Indsrest vate) & Traesacton

Prive on. Pag % owill be fveaied a5 Propaid Lease Rewd (ROU Asset ~ For Lesses) and such




ROU Assel will be accounted as pey IND AS 116.

_ _f't’f)'};\_/,hen pavent gives loan (lends money) to the subsidiary at zero or less than wmarket intevest

rote.

S ths case, Difference belween Faiv Value & Transaction Price on Day 1 will be treated as

Investpent in Subsidiary (For Parent) and Capital Contribution From Pavent (For
Subsidiary).

to the pavent at zerg or fess than market interest

.rate.

An this case, Diffevence between Faiy Value & Transaction Price on Day 1 will be treated as

.;D.".VfD.EN.D INCOME (For Parent) and DIVIDEND DISTRIBUTION (For Subsidiary).

V). Government provides a foan at less than market intevest vate in the form of grant

T ln this case, Pifference between Fair Value & Transaction Price on Day 1 will be tveated as

Government Grant veceived from CGovernment (For Bovrower) and will be accounted as per

. IND A5 20.

C. _jLF FAIR VALUE IN BASED ON LEVEL 1 INPUT OR VALUATION TECHNIQUE THAT USES

 ‘ONLY OBSERVABLE MARKET INPUT

CAND

_Difference Between, Faiv Value & Transaction Price will be Transferred io P&l immediately

: D-.__:COMPOUND FINANCIAL INSTRUMENT (FINANCIAL LIABILITY WITH EQUITY COMPONENT) .

. ¥ initial carvying amount of a compound financial instrument is allocated to its equity and

liability components. No gain or loss avises from initially recognising the components of the

 instrument separately.

| In this case, Fair Value of FL = .I?fscou.ntrhg PV of Future Cash Flows using Fair Markel Rate

CAND

. Diffevence Between Fair Value & Tyansaction Price will be Transferred to Equity Component




D) WITHOUT TRANSACTION COSTS
In this case, Fair Value of FL. = Discounting PV of Future Cash Flows using Fair Market Rate
CAND

~ Difference Between Fair Value & Transaction Price will be Teansferred to Equity Component

EXAMPLE 4 | ._

%_AK Ltd issued 10% debentures of FV 25,000,000 Redeemable or Convertible after 5 years.
. :Market Interest Rate without conveysion option is 14%.
._.;'Ca;se A: Option to Convert is with the Holder

Case B: Option to Convert is with the Issuer

i) WITH TRANSACTION COST o
Caleulation of Fair Value of FL & Equity will be done initially assuming there is NO
| TRANSACTION COST. S | L
Then, ALLOCATE THE TRANSACTION COSTS between Equity Component & Financial
.fL,r_ai?_r_f_f_ty Component in the Ratio of Faiv Valug Calculated above.
__:;The transaction Cost allocated to: o
| ~®  Equity Component ~ will be tmnsn"ermd to Other Eqwty & o
..% Financial Liability ~ will be deducted from Financial Liability (Because Financial
. Liability is vecorded on injtial recognition at‘..F@fr.._V@iué (=) Transaction Costs)
 EXAMPLE 5 L
- AR Ltd issued 8% Convertible Debentures of Face Value ¥ 80,000 for % Yeays, Option to

?.cpnv_erif i with the holder of the instrument. Market Interest Rate without the Conversion

option is 2% p.a. AK [td incurved Transaction Costs of 2,000 on issue of such debentures.

 Show Accounting Treatment in the Books of AKX Lid.

% ‘CONVERSION OR EARLY SETTLEMENT OF COMPOUND FINANCIAL INSTRUMENTS
). 'CONVERSION_QF CFl

T 0n conversion of a convertible instrument at matuvity, the entity:
= Derecognises the liability component and recognises it as equity. i}
= Original equity component remains as equity (although it may be transferred from

_one line item within equity to another).

.. & There is no gain or loss on conversion at maturity




i) EARLY SETTLEMENT OF CF
Ca) - The fssuer staris by allocating settlement price to remaining liability & Equity Covwponent
a Value to be allocated to FL will be based on faiv value of the vemaining liability using
a NEW discount vate at the settlement date, and
» Remaining value of sebilement amount (ie. Settiement Price ~ Valae allocated to
L Financial lability) s allocated to equity component.
b} Once the allocation of consideration is made, any gain ov loss is treaied, as foffows:
& Gain av joss velating to liability component is recognised in P/L; and

_#  Relating to equity component is recognised in equity.

I INITIAL MEASUREMENT AS PER FAIR VALUE METHOD {FVTPL, FVTOC! (R), FVTOCI (NR)}
= Faiy Vaiue Method is generally applicable only for financial assets os financiaf lisbilities ave fo
. he weasuved a3 per ACM (Except in few cases wheve some financial linbilities ave to be

mensuved at EVIPL).

INITIAL MEASUREMENT AS PER FAIR VALUE

MTEHOD

FINANCIAL ASSET 1 FINANCIAL LIABILITY

EVTOCI (R | Fvroct (NR) | FVTPL | FVTPL
] ] | !

Fair Value + Fair Value +
Transaction Cost | | Transaction Cost

Fair Value* | . ] Fair Value®

| NOTE: Transaction Costs inzwved in case of FVTPL will be divectly teansforved fo P&L on

_ pAY A

% TREATMENT OF TRANSACTION COSTS. (Summary)




Financial Asset

|

Financial Liability

EQuiTy

ACM / FVTOC! FVTPL, ACM FVTPL Deduct from Equity
Add to FA P&l Deduct from FL. Pét.
. 5. SUBSEQUENT MEASUREMENT
| (A) EINANCIAL ASSET e _
n | ACM FVTOC! (R) FVTOC! (NR) FVTPL
Initial Fair Value + Fair Va!ue’:w; Fair Value + ‘I‘mmsactr’én Fair Val’ué
measurement Transaction Cost Tmnsactiqp Cost Cost

Transaction cost

Added to Fair
Value '

Added to Faiv Value

Added te Fair Value

Transfer to
&L,

previous
unrealsied gain /
foss on safe

oCt (R)

To P&l

Also transfer within
Other eguity will take

place

BUT, transfer within
Other Equity will take
place

O.E. (Unrealised 6/1) A/c

To O.E. (Gen Reg) Alc

.Subsequem& Avaortised Cost | Fair V;lf;e Fair Value Fair Va!‘ue.
measurement at

each B3/S date _ )

Interest / P&l. (As per P&L (As per EIR)”"W P&L. (As per Coupon Ratel P&L. (As per
dividend E1i2) N Coupon Rate)
Unrealised gain / | N.A. oCt (R) 0! (NR) P&L.

loss

Realised gain /| N.A. PalL Pl PaL
 foss

Treatvent of N.A, Reclassified to P&L. | Not Reclassified to P&L | N.A.

* Zenevaliy, & PYTOON IR, thers are fwastmends i Debt alruments aned hdesest fn Sueh




Cases will ba based on EIR.

7 Genevally, in PVTOCT (NI Theve ave Investments in Equity instruvaents and Dividend in

such cases will NOT be based on Bl

. (B) EINANCIAL LIABILITY

3 Financial Liabilities Equity
Classification ) Amortised Cost FWL -
| Basis of « Default criteria = If held for trading -
1 Classification = Entity elects FVTPL |
: (using fair value
] option)
nitial * Fair Value = Fair Value = Fair
recognition - Value
Subsequent recognition | Amor;ﬁ.'.s;:itm;ost = Fair Value «No
Remeasurement
6. ACCOUNTING OF EQUITY INSTRUMENT _
Accounting aspect Equity instrument
_Inftial Measurement Fair Value _
Re~measurement _ Generally, not re-measured after inftial
measuyement
“:Recogm'tion of interest, dividends, losses Retained earnings
land gains
'?Recognftt'bn of transaction costs Deduction from equity

7. ‘RECLASSIFICATION OF FINANCIAL ASSETS & FINANCIAL LIABILITIES
) FINANCIAL ASSET | .
@ An entity shall reclassify financial assets, only if the entity changes its business model for
 managing those financial assets.

'7-"?"_"__Zi«'{ggg’a;;sf_’f’fcﬁﬁﬁﬁ__f's te bz done only at the beginning of the year.

@ Reclassification js Not Permitted for investment in equity instruments that ave designated




at FYTOCH (NR) at inception

EXISTING
METHOD

NEW
METHOD

ACCOUNTING TREATMENT

ACM

FVTPL

te is measured at fair value on reclassification date.
Any gain or loss avising from difference between the previous

awnortised cost and faiv value is vecognised in P&lL..

ACM

EVTOC! (R)

It is measured at faiv value on veclassification date.
Ang gain or loss avising from difference between the previous
arnortised cost and faiy value is vecognised in OCI

EIR is NOT adjusted as a vesult of veclassification.

FVTPL

ACM

It is measured at faiv value on veclassification date and this fair
value becomes the new gross carrying amount.

EIR is computed based on this new gress carrying amount.

FVTPL

FVTOCH (R)

The financial asset continues to be measured at faiv value.

Previous Gains or losses booked in P&L will not be veclassified to |

OC1, But Future Unrealised Gain & Losses will be vecognised in | . .

oct (r)

The EIR is computed on the basis of fair value of asset at|

reclassification daie.

| Fvroct Ry

ACM

Cumulative .gm'n or loss previously Eécognr’sed oCt is vemoved
from equity and adjusted against faiv value of financial asset at |
veclassification date,

As a vesult, the financial asset is measured at veclassification
date as if it had always been measured at amortised cost.

EiR is not adjusted as a vesult of veclassification.

EVTOC! (R)

FVTPL

The financial asset continues to be measured at fair value,

The cumulative gain or loss previously vecognised in OCI is
reclassified to P&L. as a veclassification adjustiment on

the reclassification date. '

Future Interest will be booked based on Coupon Rate.




D)) EINANCIAL LIABILITY

@ Einanclal Habiities ave NOT permitted to be reclassifizd.

. 8. \DERECOGNITION QF EINANCIAL ASSETS

F Davecognition yefers to the timing of removing a financial asset from the balance sheet.
EXAMPLE, if & company gets is trade veceivables discounted from a bank, it would need to

determing whethor it can vemove those trade veceivables from iis balence shoet.

" An entity shail derecognize a financial asset when and only when:

1) The Contractual Right to veceive cash Flows from the Financial Asset Expive; OR

b} .;lf transfers the Financial Asset as explained below.

T When an entity transfevs a financial asset; (as discussed above), it should evaluate the extent =~

to which it retains the visks & vewards of ownership of the financial asset: |

RISKS & REWARDS

j - ]
| B. Entity Substantially | | C. Entity Neither Transfers

A. Entity Substantially

Fravsfers Risks & Rewards | -Reiains All Risks & ' Nor Substantially Retains.
. Rewards - | Risks & Rewards
| i
Full De~ . Partial De- 1 - . Lt Endity has | Entity has
Recognition | | vecognition § -  Retained . NOT vetained
Control Control

VA ENTITY SUBSTANTIALLY TRANSFERS RISKS & REWARDS
oy FULL DERECOGNITION

o I“MH de-recognition applies when Full iv-manmaf‘ Asset is transferved & All Risks & Rewares
_:re_!.af:mg Lo that asset ave alse transfervad.

o Full de-recognition, the company should de-recognise full asset and difference between

the carvying amount of the FA de-recognised and considevation veceived shall be




transferyed Lo P&l (in aff wagthods — as s s Realised Profity

2,
00.0

PARTIAL DE-RECOGNITION

{CASE A Partial De-vecognition applies only when it weets ANY ONE of the following 3.
ieonditions: ) _
., é?‘he pavt transforved covapyises only specifically identified cash flows from a financial asset
(Example: Sale of Interest Stvip)

[ The pavt transferred comprises onfy a fully propovtionate (pro vata) shave of the cash flows

from a financial asset |

_;(Examp!e Sale of 50% of Cash tlows (Interest + Pringipal)

The pavt transferved comprises only a_fully _pmporfaqﬂ.@t@_.(pré._ rata) shave of specifically

_identified cash flows from a financial asset

 (Example: Sale of 50% of Intevest Strip)

?Step.s for Partial Derecognition Accounting (If any of the above 5 conditions ave satisfied):

__éStep 1: Find the fair Values of Part De-vecognised & Part Re-cognised

\_;Sf:ep 3: Remove the Part de- r'ecogmsed & Retained Poviion will continue to appear in the
‘Balance Sheet at Carrying amouwnt (Ang gain or loss on pavt de-recognised will be
dvansferved to P&L)

FV of Part Derecognised = Consideration Received from sale L
F\f of Part Recognised = Divectly Given OR Total FV of EA (=) FV of Part Desfecogmsed _
IESte.Pz: Split the Carvying Amount of FA into Part De-recognised & Part Retained on the
_ ébas:s of Fair Values (as per Step 1)

_§CASE B: If the FA in Partially de-recognised but it does not meet any of the above 3

};F.eft_!f .wamcf.af._e&sse‘i:.._Wf.f_f _ba_ @isrrae_cogmsed and .the_ retamed.parﬁon wfﬂ,. be_ _re.cogmfseft _a_t.f’ts_ .

Faw Valwe,

fn Both CASE A & CASE B ~ Sevvice Fees might be charged for Pavtial De-vecognition

When the entily charges a sevvics fee (for veceiving and transferving the cash flows):




B

b)

;eewwmg Asset shall be treated as part that continues to be racognised (ie. Servicing asset
will be present in the part retained). '
If Pavtial De-recognition does not meet any of the 3 condition (ie. CASE B):
. 2.7'5.’\3.3?‘_‘51'175 shall recognise the Servicing Asset at its Fair Value.

_i._)(AMPl E6

Sea Lid has lent a sum of T 10 lakh @ 18% p.a. for 10 years. The Loan had a faiv value of

:L:z 235,960 at the BIR of 1.3%. To mitigate prapagment ;r_:sks but at the same time retaining

. Efoan_ on fts matu_rn’:y wwh_ _m‘terest af-_t_‘er_refammg wgf«ts ovey 10% Pmcspa.l .am.d_. 4% intevest

‘that carvies fair value of ¥ 29,000 and T 1,84,620 respectively. The consideration for the .

transaction was 2 9,90,000. The interest componeni: retained :'nc__fu_des__a 2% fee towards

. ?.are___mqw_‘md to SP\QW.the_._Jou_m@f_En.trfss.to .recogmtron\_of th@...L_om-_ o

_'_ENTJT‘Y SUBSTANTIALLY RETAINS ALL RISKS &_REW_AR_D_S N

?fn_r'ts e_nt_f‘_rafy .amd__s_hraf.f recognise a Ff_na_n.cmi_!-_tabrhty. For t_!«_e ,cqn_s.:demfro_n rec_e.we,d-_ .
zFactormg with Full Recourse. (: ¢. Full Risk with the company and NOT transferred to t!ae .
factor) -

Bill Discounted with Bank

._?Em 1TY NEITHER TRANSFERS NOR SUBSTANTIALLY RETAINS RISKS & REWARDS -

In this case, the entity should determine whether it has vetained control of the financial

asset. It depends on transferee's ability to sell the asset. If transleves, has ability to sell the

§ §_a_s$e_t to an unrelated thivd party the entity has NOT retained conivol. In all othey cases, the

lentity has retained condrol.

)

NOT RETAINED CONTROL, .~ =

= | Apply Derecognition Accounting.
AppPlY g 4




_10. MODIFICATION

[EXAMPLE:
Fectoving without recourse . _
?Puﬁ_@pfr_’on / Cail Option deeply out of the money }
Put option / Call Option is deeply in/out of the woney (Le. NOT Known whether Deeply in

_or out)

ii) [RETAINED CONTROL:
@ it shall continue to vecognise the financial asset to the extent of its continuing involvement
m the Financial Asset (Example: Factoring with Partial Re-~course) =
STEPS:
© &) Asset transferred is fully derecognised, ,
b} Fresh asset in the nature of “Continuing Involvement in FA” to the extent of
_continuing involvement is recognised L o
) Associated Liability is alse to be recognised with the same amount as step (b) and it
shall not be offset with the above asset. . _
 d) _Fair Value of Guarantee (involvement) given is afso to be recognised (ie. the total of
. associated liability will be step ¢ + step d).
CEXAMPLE7

.5.,00,000 debtors transferved to the factor for ¥ 4,50,000 but viskfor T 20,000 vetained.

_ éEa.r'r..Va lue of Risk Retained/guarantee is ¥ 5,000. Pags Journal Entries
_____ Case A: At the end debtors paid T 4,900,000

Case 3: At the end debiovs paid ¢ 500,000
Case C: At the end debtors paid T 4,20,000

9., . PERECOGNITION OF FINANCIAL LIABILITY

T An entity shall de-recognise afinancial liability Ffrom its balance sheet when it is

extinguished ie. when the obligation specified in the contract is dischavged or cancelled ov

iexpived,




MODI‘FICATION

A, in case of borvower 1 . In case of Lemder

NOTE:_Modification Accounting for Borrower is also known as extinguishment accounting

A-..?’IN CASE OF BORROWER (Financial Liability for Borvower) —

ISTEP 1: Check whether the modification is substantial or not

L CASE i

‘Carvying Amount of old FL (=) PV of Future Cash Flows (ineluding Transaction Cost) at

- Original (Old) EIR

| Carrying amount of old AL

YES

Then Modification is Substantial

Is the diffevence more than| |
10% (-ve or +ve)

No

Then Modification is NOT Substantial

I‘F MODIFICATION 1S SUBSTANTIAL

Jﬂ& Devecognise the Old FL. and Recognise the New FL at its Fair Value (Using New EfR o

. -— Given in Question Mostly)

__.iﬂ?__é;_..'l'ram_ar:ﬁom Cost (if any) will be charged to P&l Alc.

__?;;S:!}';‘}?,_f%_: LAT (After Modification) . .

. LASE 2

IF MODIFICATI’ON 1S NOT SUBSTANTIAL

QTQE 2: Deduct the Transaction cost from Cavrying awmount of ofd FL. (Note: Do not

_;d_ereaogmse__the__O_I’(i_ Fi. as Modification is NOT Substantialy =

(e EIR)




.B. IN CASE OF Lender (Financial Asset for Lender)

adification i substantial _or not, we should include {add) "i"'sf‘@:fasz;g_i‘_{gﬂ oost - whife

calouwlating By _of Future Cash Outflows at OLD FiR.

2 ’__;A;fny change in cash fows will have no Fmpact on EIR,

?STLRE, CA of Old FA (On Date of Modification) o _ o o
_ESTEF’ 2 New Carrying Amount will be computed using ORIGINAL EIR (r,e PV of Futwe____
;Revrseo{ Cash Flows @ Original EIR) S o L
éSTE.P 3: Pass JE & Transfer DrFFevemce between old Cawymg Amoum& and New Carvrying
Amount to:

2 P&L — In Max Cases

= Nf any Pre-existing relationship Exists — Eg: Employer Employee Relationship, then

cadjust diff will be adjusted with Prepaid EBE
M LAT (After Modification)

11, REGULAR WAY PURCHASE OR SALE OF FINANCIAL ASSETS

established generally by regulation ov convention in the marketplace concermed.

B I SO

f Trade date au‘ount:nq l

For Exopaple, on the BSE, all transactions in Equity securities, Fived Income secuvities and

Government securities ave settled on “T+2” basis. In this case, “T” s the trade date and

T ind AS 109 defines a reqular way puvchase or sale as, a purchase or sale of a financial asset

under a contract whose terms vequive delivery of the asset within the time frame



STERY g the settlement date.

NOTE:

STRADE DATE ACCOUNTING

fs" a contract s enteved into with a byoker for puvchase ov sale of securities which is
wovmally traded on the Borbay Stock Exchange, with a selttlement perigd that diffevs from

the norms mentioned above, it weuld NOT be vegarded as a regulor way purchase ov sale.

“ournal Entry in the Books of Buyer of financial asset on Trade Date

__?_Ef’nan_crqu_ Asset A/c Dr.

2,

To Bank / Liability to Pay A/¢c

NOTE: . S | S o
The buyer subsequently measures the financial asset in_accordance with its classification

categort).

* FA measured at amortised cost - change in value is not recognised;

= FA measured at FVYTPL ~ change in value (s vecognised in P&l
. FA A/c Dr. L e e
. To FV Gain (P&L) (Difference Between Value on Trade & Settlement Date)
& _FA measured at FYTOC! ~ change in faiv value is vecognised in OCI.
. FA A/c Dr. _ . . y L
. To FV Gain (OCf) (Difference Between Value on Trade & Settlement Pate)

SETTLEMENT DATE ACCOUNTING L
Journal Entry in the books of the buyer of financial asset

_ON TRAPE PATE

. it

__ Entry will come only if any advance is paid by the Buger

_,.?'Aéivance Ale Dr.
. To Bank Ale

.?if No advance is paid then NO ENTRY on Trade Date




% ON SETTLEMENT DATE
EA ASC Dy
_To Bank / Advance Alc

- (The amount will be based on Value on Trade Date) |

0 FA meas.uwd@t FWP.L. w..ahang_a.m_ value is recogmse_ai._m. P&L;
FA A/e Dr.

_Te FV Gain (P&L) (D:Fﬁamnce Between Value on de,e & Settfement Daf:e) _

= FA wmeasured at FYTOC! ~ change in fair value is vecognised in OCL.
_______ _FA A/c Dr. |
_To FV Gain (OChH) (D:FFerence Between Value on Trade & Settlement Date)
NOTE o
T Appfy the same method consistently for all purchases and sales of' financial asseis that ave
._g.cfasﬂf_red in the same way in accordance with tnd AS 2049, .. . = . o
@ The above-mentioned accounting principles apply only to_financial assets and Ind AS 109

does not contain any such principles for financial liabilities.

12 IMPAIRMENT
a) SCOPE _ . e L L
kA An entity shall recogmse a credit foss allowance for expected credrit losses on the Foa'!owmg
s FA measured at Amortised Cost or Investment in Debt instruments measured at
......... FVTOCt

s Lease Receivable,

8 Contract Asset

T No impairment loss is vecognised for FA measuved at FVTPL (Because already Fair Value s

ﬁre.cord;ed through P&L)




_ b) CRFD!‘T LOSS ALLOWANCE / EXPECTED CREDIT LOSSES (EC‘L)
o A evedit foss is the difference between:

(’a) Present value of contractual cash flows that ave due under the c”uru,mct CAND

" .‘i hf_a____fs;. a&en_.m&md to as cash sh_qrtfaf!s, _'f”.?ne f_f_ash F!'ows are..d:fscounfed_at original EIR.

T Expected Credit Losses ave then caleulated using the weighted average of cvedit losses with

the respective visks of a default occurving as the ‘weights,

8 ECL«A_SSI‘F!CAT-'_ON OF EXPECTED CREDIT LOSSES.

EXPECTED CREDIT LOSSES

12 Month ECL. Lifetimae ECL

The povtion of fifetime expected credit loss that |
represent expected credit losses that vesult |
from the default events that are possible within
the next 12 months 5

The Expected Credit Losses that vesult
From all possible defualt events over the
expected life of a financial asset

7 How the entity determine whether it should apply 12-month ECL or lifetime ECL?

Three Stage Model for Impairment

Stage 1. . Stage 2 Stage 3
Particular | Initial Significant Credit
Recognition increase in credit risk impaived
| Credit Risk Low Moderate to High Significant

| ECL Model

12 Month ECI

Life~twme ECL

Life~time ECL.

"1 Interest recognition

Interest on gross
recognition

fnterest on gross

recognition

Interest on net

carvying amount




. fcomf._'m_cﬁua{ payrnents are worve than 30 days past due (ie. apply lifetive ECL). An entity
fcam_{f’ebm‘,j this prasumption if it has veasonable and supportable information that the credit
visk has not increased significantly even though contraciual payments ave move than 30
. _;dayswst_du.a.__ L o . e
T UF the eredit quality subsequently improves and the lifetime ECL criterion is tonger met, then

~ the ¢redit loss veverts back to a 12-Month ECL basis.

13 DERIVATIVES

| Derivative as a financial instrument or other contract with all of the following three

. characteristies:

_____ @) Value changes due to_an underlying:

) _E_und;erfym. is a variable which has a changing / dynomic value.

b) ‘No or little initial net investment:

it requires no initial net investment or an initial net investment which is significantly less

8 éFuture settlenent:

it is settled at a future date.

ey ._.é.ACC_QUNT‘_NG FOR DERIVATIVES

Al devivatives are measured at fair value with changes in faiv value On every measurement

- ?_dat_e..(X;e,,fawmd__/__Qu@rﬁ@r...@.nd) until settlement being vecognized in profit and loss for the

_period,

i -§An.-mb;e¢ded_ devivative is simply a component of a hybrid instrument that also includes a
..... host contract which is non-derivative,
- Example: |

0y M a Indian company enters into a condract to buy solar panels (Host Contract) from

dollavs, then obligation to seitle the contract in US Dollars (3% Cuvveney which is

 neither the curvency of indian company not UAE Co) way be evaluated to be an




ebedded dervivative _
T When the Host Contract and the embedded derivative ave closely related, them no need to

. separate them,

% ACCOUNTING OF HOST CONTRACT AND DERIVATIVE CONTRACT

Embedded Devivatives which
vequires Separation

| {
Host Contract e bevivative Component
The host contract is ;.mot accounted for until Accounting same as any other
dehverg. Derivative Financial instrument i.e.
On delivery it will recognised at Forward Rate | Measure at FVTPL own every
which prevails on the Inception Date o measurement Date

.15, HEDGE_ACCOUNTING
- Entities use a risk management technigue called hedging, whereby the entity tries to reduce
future potential costs or losses.

“?”'_.f(?bjecf:f've_ of hedge accounting is to vepresent, in FS, the effect of an entity's risk

‘management activities that use financial instruments to manage exposures avising from

épartiauw visks that could affect profit or loss (or other comprehensive income)

Ea EH.edge accounting is NOT mandatory.,

. ;‘LASS!FFCATI‘ON OF HERGING RELATIONSHIP

Types of Hedging Relationships

] 1 |

Hedge of net investmant

Fafr Value Hedge § . 1 Cash Flow Hedge ) ; )
- in foreign operation

A, FAIR VALUE HEDGE




B. CASH FLOW HEDGE.

@A cash flow hedge involves use of a hedging instrument (a dervivative) that essentially focks

i the amount of a future cash r‘_‘anow_'or_autﬁ_ow.that..woufd otherwise be impacted by
_movements in the market exchange rate.

& A cash flow hedge shall be accounted as follows:

L) Host Contvact will be Recovded on date of _se.ié?tlememt/d.e!‘r‘verg_ at the spot rate on date

... of settlement/delivery

- 1 2). Hedged Portion: Corpanies measure hedge effectiveness veqularly and vecognize gains ov.

Mosses in OCI(RY,

13).0n hedge termingtion/Expivy -~ Cumulative Balance of 0OCI is rec_fassfﬁ'_ed_-_to P/L -

. immediately. ..

L. fHEDGE-OF NET INVESTMENT IN FOREIGN OPERATION.




16. FINANCIAL GUARANTEE (FG)

# Agcounting of FOi is done in the bpoks of Guarantor / Surety (Ong who gives guavantse)

A ?.l‘_N_mAL_ MEASUREMENT

PV of Savings in Interest @ EIR
(BIR = tnterest without Guarantee)

Initial Measurerasnt
of F&i

Fair Value

_ __?Jownal' _Entyy on Initial Measurement (In the Books of Guarantor / Survety) =

Case A: if theve is. any Pre-existing velation (Eg: Guavantor /. Suvety is Pavent and the party for ..
wihom guarantee is given is subsidiary) '
o Investment in Subsidiary A/c  De.
. To Financial Guarantee Alc
Case B If theve is NO Pre-existing velation . .. . . .. ..
P&L Ale Dr.

i To Financial Guavantee Afc .. . . . .. . ...

... Note: IF guarantor Chavges Compnission for giving Guarantee .

e %Bamk / Relable A/e Dy
 To Commission (P&L) Alc

B. SUBSEQUENT MEASUREMENT ]

R ¢

-

1. Amount inftially
recognised less cumulative
avnortization '

Hint: Prepare LAT (Closing Balance
of Fa at the end of the year)

- L By

HIGHER OF:

bR 4

[Hint: Principal Amount: (x‘).
Probability of Default

™ 2. Amount of foss allowance

_ Jmﬂjnjmmégﬁs& nt Measurement (Entry will be same ivcespective of Relationship) . . j
- M Closing Balance of FG Ingveases .. . _If Closing Balance of FG Decreases
P&L AleDr. .. .. ... .. ... .. . Financial Guarantee A/¢ Dy L

. To Financial Guarantee ... ToOP&LAfC.. . ... ...




|| Recormended Self:
-Regulatory Measuras.

2. WHAT IS PROFESSIONAL OR OTHER MISCONDUCT FOR A CHARTERED ACCOUNTANT?
émﬂeﬂs;si.omafmu—ondm_. L o . o

B Professional misconduct has been defined in Part 1, It and Ui of First Schedule; and Part | &
"l of Second Schedule. '

2 A member who is engaged in profession of accountancy whether in practice or service
should conduct/vestrict his actions in accordance with provisions contained in vespective

parts of schedules. If he is found guilty of any. acts or omissions siated in any of the

. respective paris of Schedule, he/she shail be deemed to be guilty of professional pisconduct.

ther Misconduct

¥ Qther misconduct has been defined in part IV of First Schedule & part 1l of Second

Sehedule. These provisions empower Council e, inquive into any misconduct of s member

even if it does not avise out: of his professional wovk.




_The. clauses covered. in. Part [, 1 & 1 of Second Schedule have been discussed below.

‘However, for detail explanation, refer ‘Professional Ethics’ of CA Final Audit.




oDiscloses Information acquived in the course of his professional engagewent to any person other than
his client s0 engaging him without the consent of his client or otherwise than as vequired by any law
for the time being in force. '

olertifies ov submits in his name or in the name of his firm, a report of an examination of financial
statements unless the exmmination of such statements and the velated records has been made by him
or by a pariner or an employee in his firm or by another chavtered accountant in practice.

ePermits his name or the name of his firm to be used in connection with an estimate of eamings
contingent upon futuve transactions in manner which may lead to the belief that he vouches for the

accuracy of the forecast.

“Expresses his opinion on financial statements of any business or enterprise in which he, his fivm, or a
 pavtner in his firea has a substantial interest.

siails to disclose a watervial fact known to him which is not disclosed in a financial statement, but
disclosure of which is necessavy in making such financial statement where he is concerned with that
Financial statement in a professional capacity.

“Fails to report a waterial misstatement known to him to appear in a financial staterment with which

he is concerned in a professional capacity

sDoes not exercise due diligence or is grossly negligent in the conduct of his professional duties.

sEails to obtain sufficient information which is necessary for expression of an opinion, oy its exceptions
are sufficiently material to negate the exprassion of an opinion.




*Fails to invite attention to any material depaytuve from the generally aceepted proceduve of audit
applicable t6 the sivcurmsiances. '

!
oFails to keep moneys of his client other than fees or revauneration or money meant to be expended in
a sepavate bonking account or to use such moneys for purposes for which

they ave intended within a reasonable tivag.

*Contravenes any of the provisions of this Act or the vegulations made theve under ov any guidelines

- issued by the Council®,

*Being an evaployee of any covapany, firm or person, discloses confidential information acquired in the
~ course of his employment except as and when vegquived by any law Por the -

time being in force or excopi as permitted by the employer.

slncludes in any information, statement, return or form to be submitted to the Institute, Council or
~any of its Committees, Divector (Discipling), Boavd of Discipline. Disciplinary Commitiee, Quality
- Review Board or the Appellate Authovity any particulars knowing them to be false.

o4 member of the Institute, whether in practice or not, shall be deemed to be guilty of other
misconduct, if he is held guilty by any eivil or criminal court for an offence which is punishable with
feprisonment (o a term exceeding six months.




é‘*No{:e : Counctl Guidelines

I states that a member of Institute who is an employge shall exercise due diligence & shall

_ nm‘ be_grossly negligend in conduct of his duties.

The following part of the Code of Ethics |-
shall be dealt with in Financial
Reporting:

e Part 1 Y o f AR
' ' Part 2
Complying with Code, Fundamental

Principles & Conceptual Framework
(applicable to all CAS) .| (relevant part covered in detail in
subsequent pages).

Chartered Accoundants in Service

(refevant part covered in detail in
subsequent pages) ]

4. THE FUNDAMENTAL PRINCIPLES . . . .

_:?—_),ém,gr_ﬁtg:_," e _
- ». To be straightforward and honest in professional & business velationships

.+ ¥ Shall not knowingly be associated with infovmation wherg he believes it:
L) Contains a matevially False or misleading statement,
. {ii} Contains statements or information provided negligently or

~ {liyOwmits requived information.

- 2) Qb;’ectf}ff‘tg

_ .;_umdu.;e._ mﬂuenc_e of others.. .

) fProFessfomaf Compeience and Due Care:

L j.... e

NOR Attam & maintain professional knowledge &.— skill to ensure that a client or employing

_ organrzatwm veceives competent professional serwc&




(i) Act diligently and in accordance with applicable  standards. Diligence ENLOPRPASSES |
) f._ar”s_spomsfé?:'ffi‘;y vo act i accordance with vequivelients of an assignment, cavefully, thoroughly
and on a timely basis,
(i) Mamtammg professional competence requives a eontinuing awareness and an understanding
of' vefevant technical, professional and {msmz $s developments. _
vy “mke reasonable steps to ensure those working in a pyrofessional mpam’,g fn his authority

have appropyriate training & supervision.

_ 4)__;C'omf[dentfah'tg _ _ S
B :To vespeet confidentiality of information acquived as a result of professional & business
ml‘m‘tonsh:ps.
B A accountant shall: . o L
. f(a)_.Be- alert to possibilicy of inadvertent disclosuve, in social environment, close business
. associate or close family member;
(b) Maintain confidentiality of information
= within firm or employing organization, (including prospective client); _
(c) Not disclose confidential information acquived as a vesult of professional _&__emp{pgmqnt__
. velationships o .
.~ outside the firm or employing organization, unless there is a legal or. professional duty
_or vight to disclose; S L
-~ for pevsonal advantage or for advantage of a thivd party;
- after that velationship has ended; L o o
¥ :C_;'rcumstances where CA's are or might be required to disclose confidential information or
when such disclosure might be appropriate:
. (a) Disclosure is vequired by law, o L . L
5(efa) Diselpsuve is permitted by law and i is authorized by client or emploging ovganization; and
(c) There is a professional duty or right to disclose, when not prohibited by taw: -
\/ To comply with the requirements of peer review ov quality review of the Institute
- v To vespord to an inquivy or investigation by a professional oy reguiatory body;

¥ To protect the professional interests of o CA, in legal proceedings; or

= To comply with technical and professional standards, including ethics requirements,




- 5) PyoEessmnaf Bem_vm

> Avoid ang conduet that Charteved Accowntant knows might discredit the profession.

A Chartered Accountant shail be honest and truthful and shall net wake:
:;_ v Exaggevated claims for the sevvices offered, qualifications ov experierce; oy
/ Disparaging (derogatory) vefevences or comparisons to work of others,
> A CA might face a situation in which complying with one fundamental principle conflicts
l with others. He should consult, with - Others within firm or employing organization.,
TCWG, Institute, Legal counsel.

¥ However, such consultation does wot velieve CA_ from vesponsibility to exercise

T[-_iE CONC
. CA shall apply concaptual framework to

¥ tdentify threats to compliance with fundapnental principles;
v Evaluate threats identified; and -
v Address threats by eliminating or reducing them to an acceptable _;.e_vef-_,._ S
» ‘When applying the conceptual framework, the CA shall:
v . Exercise professional judgment; L
C v Use Reasonable & informed third party test (It is a considevation whether the same.

conclusions would likely be reached by another party) |




A, -‘CONFL ICTS OF INTEREST

)2 A Chartered Accountant shall not aliow a c‘onﬁm of interest to compromise professional or

“busingss Judgment.

4. Comﬂ:cf: identification

) thmaz', o compt‘mnce with Fundamenf:a! prmcrpa’es Suech steps shall include :dem‘:ngmg
. (a) Nature of relevant intevests & velationships between parties involved; and
_-(’ by Activity & its fmpf_:c_at:o_n for relevant parties.

___g___.gThreai:s cveated by Conflict of intevest

An action that might eliminate threats is wrthdmwang from decision-making process.
3._,@[95:4% and Consent
(a) Disclose nature of conflict and how threats weve addvessed to velevant parties; and
_ ( by Qbtain consent from velevant parties to undevtake professional activity when saFeguaMs
are applied to address threat.

_B.__E_PR;EPARATION AND PRESENTATION OF INFORMATION

(&) Prepare or present information in accovdance with a relevant veporting framework

__._:(b) Exereise professional judgment to:

_ _i{c} Not omit anqthmg with the intention of rendemng the mFormmton misleading.

1. _Usg of Discretion in Preparing or Presenting InFormat:on

b ,éNot exeveise discretion with intentipn of misleading others.

_}?>__,;E‘ xamples: Determining estimates, accounting policies, trmmg of fransactions, Structuring
_étmmsacimns ete. to wisvepresent profit or foss.

2. Re{g; ng on the Work of Others

. Exeveise professional judgment and consider the following factors in_determining whether
iweliance on others is veasonable:

e Reputation, expertise and resources available to other individual or organization.




v whethey othey individual is subject Yo applicable professional & ethics standards.

5, 5Addre_ssr°ng Information that is or Might be Misleading

> Knows ov has veason to believe thai information is misleading, take appropriate actions to

_seek v vesolve the matter.
Actions fnclude, discussing with superior, TOWG and requesting such individuals to take
appropriate action to vesolve the matter. Such action might include:

+ Having the information covvacted,

v f the information has already been disclosed to the intended users, informing them of

. the correct information.

E Consulting policies & procedures of ewmploying organization (for example, an ethics or

. ?whfstfa—f?fowmg policy) regarding how to address such matters internally

_ fF information is still misleading: |
e ___Cb_msu!t_ with Institute, internal or external auditor, Legal counsel.
._Detakmfning .Wh.ethgr any sr.@qw’remem;s. _exf‘sf:_. to communicate to:

e ._Regu f.@t.ors__ & .ovesrﬁ_.fght_quthoﬂ’it:'e_s-._.

» If, appropriate action has not been taken & information, is still misteading, he shall refuse to

remain associated with the information and it might be appropriate to vesign.

C. ACTING WITH SUFFICIENT EXPERTISE

> _Q:_S!ml!_ not intentionally mislead as to level of expertise or experience possessed.
» Ee‘.ls §@ff7.iﬂf?3".3_§.t thwt.to complianee with Prf#‘}.f?f}?f@.‘?f professional competence and due cave
. ‘?‘/. _.l_ns_uﬁfwre_nt ttm;efor Perffommg or ¢Qm§?!@‘tmg.iihe,.refeva?#t_.dwtfesf . L
v Incomplete, restricted ov otherwise inadequate information for performing the duties.
v nsufficient experience, training and/or education.
»’ inadequate resources for the performance of the duties. S -
» Examples of actions that wmight be safeguards to address such a f@ffﬂmfemc;f: threat include:
»/ Obtaining assistance or training from somgone with necessary expertise. _
Y. Ensuring that there is adequate time available for performing the yelovant duties.

Y I a threat to compliance with principle of professional competence & due cave cannot be

addressed, he shall determine whether to decling to pevforv the duties. if he determines




L.

L F

A

i‘vf‘

(&) By an immediate or close family member of the accountant to a counterparty with

1 (B To an immediate ov close family member of the accountant by a counterparty with

o

FINANCIAL INTERESTS, COMPENSATION AND._ INCENTIVES LINKED TO FINANCIAL

REPORTING AND DECISION MAKING
shall not manipulate information or use confidential information for personal gain or for

the financial gain of others.

;INDUCEMENTS, INCLUDING GIETS AND HOSPITALITY S

An inducement is an object, situation, or action that is used as a weans to influence another
individual's behaviour, but_ not necessarily with intent to improperly influence that

individual's behaviowr,

?An inducement can  take - many different forms, for example: Gifts, Hospitality,

Lntertamment Emplogwaent or other commercial opportumi:ae.s ele.

!mmedmte or Close Family Members

,;Re_mm_n.afert to poiential threats created by offering of an inducement:

 whow the accountant has a professional relationship; or

whowm the accountant has a professional relationship.

?IF Inducement is being offered, and accountant concludes there i< intent to influence

behawow he shall advise immediate ov close Family member not to offer or accept the =

mducemem%

RESPOND!NG TO NON-COMPLIANCE WITH LAWS AND REGULATIONS IN CASE OF

EMPLOYMENT WITH LISTED ENTITIES

- When vesponding to non-corapliance or suspected noncompliance, objectives of CA ave:

(@) o comply with principles of integrity & professional behaviour;

(b) By alerting management, TOWG:

- Y Enable thew to rectify or mitigale consequences of :dem‘:eﬁed or suspeci:ad non-

. comapliancs; or

v Peter the non-compliance whave it has not yet ocourved; and

v Take furihey action in public intevest.




1. Responsibilities of All Charteved Accountants

to vespond o such non~complianes.
. 2. Responsibilities of Senior Chartered Accountants in Service
¥ Senjor Chavtered Accountants ave divectors, officers ov senioy employees

a) Addvessing the Matter

¥ i protocols & proceduves exist address non-compliance, consider them in detevmining how

vV Discuss with immediate supevior, if any. If foumediate superior appears to be involved,

discuss with the next higher level of authority.

v Determine whether disclosure to external auditor, is needed, to enable him to perform

_ the audit. L |
H é_Dev':ermmmg Whether Further Action ls Needed

Fuvther action includes:

v _Informing management of pavent entity (fany).

o Y Resigning

.€) ;Seeking Advice . B e
Comsuftmg mtemaﬂg, Obtaining legal advice, Consulting on o confidential basis with
a‘mst:tute

d) Determining Whether to Disclose the Matter to an Appropwate Auf:homtg

5;9#»{#";47058 of making disclosurve is to enable an appropriate authority to fnvestigate & iake
Caction in public interest. S o
e) Respons:btfn‘:res of Chartered Accountants Other than Senior Chartered Accountants

} ;h‘_’_ a CA ldentifies that noncomplionce has occurved ov wight occur, he shall, inform an

v Disclosing the matter to an appropriate authovity as specified under vespective law.

would be precluded f doing so would be contrary to law or sﬁeg_u_fat_fom-_ charwfse,_.ﬁhe

5immedr°ate superior. If inwediate superior appears Yo be inolved, he shall inform wnext =

hrgher fevel of auihowig

eamﬁ.ww:am LOUrse _qf action, .t%tat.d.fsciaseu.m. J_é.faem;f’:tad_-.. o

G PRESSURE TO BREACH THE FUNDAMENTAL PRINCIPLES

¥ A Chavtered Accountant shall not:

v’ Allow pressure from others to result in a breach of compliance with fundamental




principles; ov
v Place pressuve on otheys that would vasuft in other fndiiduals breaching fundamental -
princigles.

Discussing civcumstances creating the pressurs and consulting with ethers might agsist to

L

~evaluate the level of the $hreat. Sucén.cifsmgsfam & }aan_su!mt{oa_ fnelude:

s Discussing with individual who s exevting pressuve to seek to rasolve it

o Escalating to Higher levels of management, tnternal or external auditors, TCWG.

o Disclosing in line with policies, including ethics & whistleblowing policies.

o Consulting with a colleague, supgrior, human resources pevsonnel, another CA, Instituts,

industry associations, Legal counsel.
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segvegation of cevtain vesponsibilities & duties so that the accountant is no longer involved

_fwrfth___tfnd_r’vfduql or entity exerting pressuve.




- automation, cloud computing, and avtificial intelligence

b Automation is use of software and other tools to autowatz manual processes, raking thew

 faster and move accuvate.

A) Benefits of Automation Process L L

1) Streamlining Data_Entry: Automation tools, such as optical chavacter vecognition (OCR) oy

Barcods vecoanition technology, can hely to autmwats the enivy of data from source
| OAVLORE Feroghniion % Crogy, caR Relg b : 4§ o ax Gia sour




-dpeuments such as veceipts and invoices. This can reduce the amourd of time and effort

~ required for manual data entry, as well as minimizing the potential for human ervor.

_;z;)f&gggiggmtg Data Processing: Antowation can help to process lavge amounts of data / large
_;_v_ﬂ_l'ume_s of transactions move quickly and acourvaiely than manual methods. For axample,
.;_saf%ﬁwam._ccm automatically categorize tvansactions into the appropviate accounts, coleulate
tax amounts, and generate financial statements, among other tasks.

3) S_wEnhancr‘mgﬁ._gAccumc : Automation can help to veduce ervors and discrepancies in accounting
_éprqg;esses-.ﬁg autopating tasks such as data entry and caleulations, businesses can minimize
the risk of ervors coused, by human ervor, improving the accuracy and véliability of their

¢

financial data.

4) Impreving Decision-Making: Automation can provide yeal-time insights into finaneial data,

. _éenabffng busingsses to make informed decisions move quickly. With automated reporting, the

_itime spent on routine tasks is greatly minimized, enabling businesses to gain deeper insights
Linto their financial pevrformance, identify trends and patterns, and adjust their stvategies

...??ac.c_ordfhgfy- e

© 5) Saving Time and Money: Automation reduces the amount of tipne and resources requived to
_éﬁ?erﬁom_..mm@l tasks such as data entry and veconciliations. This results in businesses

_ saving on. staffing costs and increases productivity and enabling accountanis to focus on
__Ehfgher-f{eyef tasks such as analysis and planning. L _ :
©) Facilitating Compliance: Automation helps business to stay compliant with regulations and

 standayds by ensuving accounting practices meet the necessary vequivements. As seen above,

‘automation ensures accuvate data For the purposes of return filing. Further, in case the

systems ave so programmed, reporting tools can gengrate Financial statements that meet

risk of non-compliance and potential penalties.

fi):f@aﬂgnggs in Automation Process o S
F _?Awtomatfon also comes with its own set of potential drawbacks and challenges:
) _éi.N_eed_ for ongoing training and education to ..ke_ep_ up with latest technology.
} 2»)_?Rr_'sk___qﬁ___de.ﬁa, breaches & cyber-attacks, which can compromise the secavity and

“confidentiality of financial data,

____5).§Potenifiaf loss of jobs. ‘This can be wmitigated by ensuring




updated with technology.

) Robofn’c Process Automation

o Roboﬂ:f‘ Process Automation (RPA) s an ameraing technolpgy that wvofuiwmaef: financial

reporting processes. RPA utilizes software vobots or "bots' to automate manual  and

Ivepetitive tasks in financial data processing, analysis, and ceporting.

> By mimicking human interactions with digital systems, RPA_bots can extract and

consolidate data, perform caleulations, generate vepovis, and ensure compliance weith

accounting standards.

» The adoption of RPA in financial reporting improves accuracy, enhances efficiency, and frees

iup time.

stomge solutions that allow users to store and access their files_and data Ferom angwhem_

_ cl'oud and synchronize thew across multiple devices,

- 2) SoFL'ware as a Seyvice (SaaS): Saas platforms provide cloud~based soFtware apphcatroms that

iusers can access and utilize via the internet. Examples include Salesforce for customer

“velationship management (CRM), Slack for team collaboration, and QuickBooks Online for.

accounting and financial manageraent,

B) Infrastructure. as a_Service (laaS): laa3 proi/idm offer. vfrtua!rized..f.:qm,wﬁfng._ res;?wc_@;s;_

lincluding servers,

Examples include Amazon We._i?_.siem'ae_s_(&ws))_ Mricroso.ft..e&zu_r@: .an_d Qo_ogf_@, C!qu_dj .F‘_f_a‘s‘ffwm__ L

‘i"!'hese platforms _at_fow_ businesses to scale theiv IT infrastyuctuve based on demand without

_._ewrﬁh an internet connection. Users can save documents, photos, videos, and other files inthe



A F’fai'f’orm a5 a Seyvice (PaaS): Paut providers offer cloud-based platfornas that znable

;devgfape;_rﬁ to  build, d_epffay,_ and mamge ag);:) lications  without ihe complexity of

g 535’19.‘.9“16-

5) ?Cfoqd—.&ase.d_ Compunication and Collaboration: Applications like Microsoft Teams, Google

5W0rkspace (ﬂ‘mmeeﬂfg G, SM:‘rfe) Land  Zoowm pmw’d@ eloud~based  compmunication and

pro;ect management.

®) g-.C!oudrb@_sed E-commerce: Few platforms enable businesses to set up and wanage online

. (stoves using cloud infrastructure. These platforms provide features like product catalogues,

_ipayment processing, inventory management, and customer analytics, .

7 ?Big. Data Analytics: Cloud computing enables ovganizations to process and aralyze lorge

. volumes of data efficiently. Services like Amazon Redshift, Gipogle BigQuery, and Microsolt

?-Azwe Data lLake Anai‘yt;’cs provide scafable :'mfmstmctwe for b:‘g' data prvocessing and

B) Benefits of Cloud Computin, e

E :-Foﬂowfng ave sowe of the ways in which Cloud Computing has positively impacted

accoum‘tmg

) lmproved access;b:hty Cloud ~ based _accounting softwave allows users to access theiv financial

data from _any location with an internet connection. This has increased aceessibility and

Fiemb;hég for accountants and business owners, allowing them to work vemotely and

';_cqf.f_@;bomt@_ in real-time,

- 2) .?ﬁEnMnced security: Cloud-~based accounting software providers typically offer advanced

‘security features such ag encryption, firewalls, and multi-factor authentication helping in.

) E_the protection of sensitive financial data from cyber threats and data breaches.

3) Increased scalability: Cloud-based accounting software allows businesses to easily scale up or

...;dqwn based on their changing needs. As a business grows, it can easily add new users and

features without having to invest in addrtional havdware or software.

4) ‘Reduced costs: Cloud- based accounting softwave typically requives less upfront investment in

hardware and software, as well as ongoing maintenance Losts. This can help businesses save

_money on IT expenses and redirect those funds te other areas of the business. For example,




> ERP is used for managing day-to-day business aclivities fike procuvement, project

_..f:h;e cozts Q?F__fsﬁtaﬂfma Ms’ﬁ:«ff}sz}f“{; Office Suite on a laptop or deskiop is far wove expensive
based download also pr‘wm{m the optivis of continucus fvee n;@rjmw undike fis Office Buite

- p!ﬁi“?me counterpart.

- 8) ‘Streamlined collabovation: Cloud-based accounting software aflows multiple users fo

collaborate in veai~tivne, reducing the need for manual data entvy and compumication, This,
tan help to streamling workflows and veduce ervors caused by miscommunication.

&) Efn«prove_d_mpom'ng and analytics: Cloud-based accounding software often includes powerful

_.,é_sfe}mm'mg and_analytics tools that aflow businesses to gain deeper irsights into their financial

performance. This can help businesses make move informed decisions and identify aveas for

tmprovement.

) Challenges in Cloud Computing

¥ Following ave the potential challenges wh;ch way emerge in cloud computing:

1) Since cloud-based softwarve ave completely online, they could be prone to hackers who could

“steal data or passwords or compromise the integrity of the processed data, thereby causing

disruptions to the businesses.

| 2)Strong net  comnectivity is  a_ wust for cloud-computing o be a  success.

management, accounting, risk management, compliance, and supply chain opevalions.

ERP systems conngcts and covelates a wultitude of business processes and enable the flow of

data between them. o o
ERP are designed arvund a covamon database. These ave then interconnecied with business
‘processes driven by workflows acvoss business departments (e.g. finance, human resources,

lengingering, marketing, and opevations), connecting systems and people who use them,

> Data integrity is assured for evary task performed throughout the ovganization

A) ﬁemeﬁts of ERP

1) Improved business msrghi: from real-time mfmfmaﬁom aenerated by ;nepw_&s




Eﬁ)_f_Emhanc_ed collabovation of usevs shaving data in contracts, requisitions, and puvchase ovders
4 Better efficiency through a covamon usey expevience acvoss many business Functions and
weli-defined business processes

5) iConsistent infrasivucture from the back office to the front office
&) tncreased usev-adoption rates from a comimon user expevience and design.
7 Reduction in visk through improved data integrity and financial controls

_8) ‘Less management and opevational costs through uniform and integrated systems

¥ éERP systems work by using a defined, standard date structure. Information enteved by one
_fdepartm_ent is immediately available to authorized users across business.

_.?r*._%Rea.l-time... data is then interlinked into business processes and workflows across
__._‘E.d_epari;menm Managers check if one location is doing significantly better than another site .
__.éand can figure out why. Finance department can use ERP for comparison of sales, profits
_and. other_financial data to help executives in understanding the performance of the

sorganisation and also for setling new targets.

hd

EERP. systems deliver the most value when a company has modules for each wmajor business

Function and ensures timely and aceuvate data entry.

¢) llustrative steps for integrating nternal Control Over Financial Reporting (ICOFR) with an
_ERP o |
» ICOFR with an ERP offers key advantage of streamlining financial processes, ensuving data _

integrity, and - promoting effective internal controls. By automating and stendardizing . .

seqregation of duties, veal-time visibility into financial data, comprebensive audit trails,

 enhanced veporting capabilities, and proactive risk mitigation. This integration strengthens,

financial control, accuracy, and compliance, ultimately enabling better decision-making and

redueing the likelihood of fraud or evrovs.

“The following ave illustrative sieps for integrating ICOFR within ERP: . |
1) Merify that process includes identification and updating of internal & external financial |

.?wportfng requivements and deadlines. L l




The finance team regularly roviews the requlatory guidelings and veporting requiraments set.
by the ragulators and ensures that the ERP systems financial closing process is aligned with
these requivements. Examples ave listed covapanies to declare quarterly vesults as per LODR,
_ if"f&'fmg of peviodical yeturns undar GST, Income Tax, Labowr laws, ele.,
2y __R.ev:ew the documented process to ensure it aligns with organization's financial reporting
. ;poffcf,es & regulatory guidelines. |
The finance team reviews documented process in. ERP and cress-checks it with

--5‘-'?-*?”5%'3«’-_&1%!70.#}'3 F:fna_nc_f‘f@f _re,f?am'ng poi’fbr"@s_and regulatory guidelines to emw&.cons:’s&e@ye, o

é{ny,ewéwg_ ete.,

3). Use ERP system's change management functionality to track & validate changes made to
the financial closing & reporting process. . L |
N éW;he_n changes ave made to the financial closing and veporting process, the finance team uses
_éfth@_ERf_? system's chaﬂge_managementFunctfowﬁty to track..a_nd re_cowi these changes. Theg__
_...ézo.m@ess_.are_ as per _f.:_i_.e_f"me_d.rofes an.a_i resmassbfhtr@s i"_or_ .chauge_._ .cor}tirroh___m@fud_mghqhmge”
é‘m:i‘mf:ovs, approvers, and thange management teams.
4) éVeng__that changes to the process ave authowzed by des:gnated individuals with appropriate

_fcfosfng & r@pprting..pro_cas_s_ were aufhor:ized by.._desf}?m@te_d_ .r'_ndf'w'dua!s. .w_f‘_'fh ._f_h_.e _appropsﬂ'a_te

. .?au.z’:haw’tg; such as the CFO oy finance manager. o
) _?Rewew the change requests, approvals, and documentation within, f:he ERP systern o ensuve

_ proper authorization & validation of pm&ess changes '

__Eusers_ access matn'x conﬁigwatr‘oms & system !ogsa o _ -

ff%e_vife.w___ system logs and audit trail with Responsibility assignment matrix (RAM). RAM is a
______ toof used. in project management and (ERP) implementations to define and communicate
_the voles and responsibilities of individuals or teams invelved in a project or provess. The
___Emtyfs;;_ clavifies who fs vesponsible, accountable, consulted, and informed for each task or

deliverable within the ERP implementation.

7 _éAssess qualifications & training records of individuals ass:gned 0 finaneial veporting rvoles




within the ERP system.

8y Validate thai individuals responsible for financial vepoviing have necessary undervstanding of
ovganization's operations and approprioie accounting knowledge.
__;‘_E”_s‘:\_e finance feam validates that individuals responsible for fnancial vepoviing within the
if:’;‘}?l?? systera have a comprehersive understanding of the osrganizaiion's opevations and
possess approprinte accounting knowledge. For exawple, verify HR vecovds of those involved

e acconnting have apgpropriats knowledgs.

9)  Validate that decisions on afternative accounting treatments for significant events or

transactions ave documented & approved by management. |
Roviewing the Jowrnal vouchers listing by identifying ron voutine transactions. Review the
_isg_si"gm of Standardizing voucher types. This involves defining a set of predefined templates
‘or formats for different types of journal entries to ensuve consistency and accuvacy in
wecording financial data, |

10) éRew‘ew ERP. system for documentation of accounting treatment decisions, including
. _?QPP_#’OvafS_ and communication to the audit commitiee.

Documentation of accounting treatiment decisions vefers to the process of vecovding and,

_fmm’;f;ﬁafn{p\g_wwzpmiaanss’vs docurentation regayding the rationalz, analysis, and conelusions

related to accounting ireatwends chosen for specific transoctions ov events like vecognising
. .;Fomg Lerva construction projects.
_...:L.:I.f).,?l%ew'e_w ERP system's user adwministration functionality to ensuve appropriate individuals
-fh.a.ve access to financial veporting process.
?Raw‘e.w_sg;siem.éog;t and audit trail with Responsibiity assignment matrix {(RAM).
.J?-)_fRevfew whether proper KYC validation controls are in place for creating account masters &
:rew'ew the process for identifying related party transactions. . _
. ';Ss?-;mmw {edger coding for velated pavties for aute tabulating transactions to present as per
 Sehedule it of Covapanies Act, 20135,
_13) Validate that ERP captures & documents appropriate atcounting treatment for each non-
. :muﬁne event, transaction, and account balance by veviewing Journal Vouchers [isting.
14) Use ERP systew's audit trail & veporting capabilities to_validate that all postings haye
L occuyred in corvect accounting period.

dn an ERP system, the accouniing date and tvansaction date ave captuved and stored as

park of the travsactions] data. They ave used in vavious processes, such as journal enivy




sreation, flnancial statement generation, peripd-end closing activities, and awdit ivafs.
CUnderstanding the distingtion betweun these dates {& important Tor accuvate financial
veporiing, covapliance, and analysis of Susiness trarsaclions within the ERE sysiam.
15) Review system’s controls for preventing backdating ov unauthovized adjustments to postings

- by reviewing posting date & transactions date of entries.

Financial implications.

» A cybersecurity breach can have significant consequences, including financial losses,

repuiational damage, and loss of sensitive client data. In afl cases, aim of the attack would

?.be._.e_fther_steaﬁng sensitive financial data or disvupting operations ov demand ransom

~ A) Common cybersecurity threats S .

. 1) Phishing attacks: Phishing attacks ave a compon cybersecurity threat that involves iricking
use«‘s into clicking on malicious links or providing sensitive information. e

_.2)3Mafwwe_ attacks: Maiwave attacks involve r’nft’ecz‘:fng.cqmgoufm.pr_ﬁmﬁwwks with waalicious.
software that can steal data ov disrupt operations. o

' 3) .Ransomware attacks: Ransomware attacks involve encrypting files or locking users out of
. ,_};.535136%5 and dewanding a ransom paywment in exchange for restoring access.

4) Insider threats: Insider threats involve malicious actions by employees or other insiders who

have access to sensitive data.

enial of Sevvice (DoSY attacks: DoS attacks involve overwhelming a sysiew or network with
itraffic to disyupt opevations, o o . . o
&) Supply chain aitacks: Supply chain attacks involve compromising thivd-party software or

_hardware to gain access to a systepa or netwaorl.

B) . Proactive measures to witigate cybersecurity visks

1) Passwovd management: Strong posswords arve critical fov protecting sensitive financiol data.

Accounting professionsls should ensure that all passwovds ave complex and changed




regulariy.

2) Encrg;otr’om: Encrygption can be used fo m*'oi:eé‘ L osensitive data during transadssion and
aif)&'ﬁgé The {F Team of an srganization should ensuve that all sensitive data is encrypted
using appropriate wmethods, '

3) Aceess control: Access condrol is eritical for preventing unauthorized access to financial data,

f,&ccount;’ng professionals should ensure that access G sensitive data {5 livaited to authovized

ipemomnef and that appropriate access contvols are in g:iiar-e The access contvols should ba

-:f:mm‘:mm

__4-) Netwom‘c security: Netwovk wcw:ig is eriticali for pmtectmg finangial data from
prevent unauthovized access to the network.

_S):Empfoyee training: Emplogee training is critical for ensuving that all staff members arve.
awam of the importance of cgbeefsecuntg and understand how to protect sensitive finaneial
dm’:a.__

_6)_.5 Data backup: Regular data backups are eritical for ensuring that financial data is not lost in
the event of a cyberattack, Accounting professionals should ensuve that data backups are
.‘éperforme_d. regularly and that backups ave stored secuvely. .

7) éfnm’dqnt_resp_onse planning: Accounting professionals should have a clear incident response

pfr,m in place in the event of a cgbemﬁmck This _plan_should inglude procedures for

3. THE FUTURE OF TECHNOLOGY IN ACCOUNTING

__:%___Bfockcham is a decentralized & transpavent ledger that enables secure and immutable

transactions. Unlike traditional centralized systems, blockehain offers a distributed networic

_:w!’sm.mfcsrmai:fm.rs:»hamd and vovified by multiple pavticipants, eliminating the need for
‘intermediavies and enhancing data integrity.

S Eff_ram_.:1_ﬁ’mm;r‘a!__stm*:gmewé pmpamtfom pewspecf;a‘w, blockehain holds iramense pof;mt‘:r’af te

; rep_i_?ff‘??.‘??ﬁf*




A) Key impacts of blockchain on financial reporting
1) Enhanced Transparency: Blockehain techwnology provides a deceniralized and immutable

Uledger, where transactions ave vecoveed and storsd in a transparvent and Tamper-proof

can be easily audited, promoting trust and veliability in financial reporting.

- 2) Improved Data Integrity: Blockchain's distributed ledger ensures that zach tvansaction s

_5vem°ﬁ'e.a£. and encrypied, preventing unauthorized wodifications or tavapering. This feature

enhances data inteqgrity, veducing the risk of fraudulent activities and evvors in financial

) freporiifng_-__ o

B Streamlined Audit Processes: Blockchain technology enables veal-time access to financial

data, eliminating the need for time-consuming and manual data veconciliation processes.

and enhancing efficiency in financial veporting.

.._4)_§Enh¢nced. Security: Blockchain incorporates advanced cryptographic algovithms, making it

lAuditors can divectly access the blockchain fedger to verify transactions, veducing audit time

highly secure against unauthorized access or data breaches. Financial data stored on the

unauthorized disclosure, thus strengthening the security of financial reporting.

. ‘veconciling multiple versions of data across different systems, With a single shaved source of

B Za;n.d_ potential ervovs.

_5).§_Sfmp_ffﬁ'ed Reconciliation:  Blockchain's  decentralized ledger eliminates the wneed for
itruth, financial veporting processes become wove streamiined, reducing reconciliation efforts

&) Cost Reduction: By eliminating intermediaries and central authovities, blockehain veduces

the costs associated with traditional financial reporiing processes. It eliminates the need for

thivd-party vevification and veconeiliation, leading to cost savings fov erganizations.

_all transactions, providing a transpavent and traceable vecovd of financial activities. This

7Y Enhanced Audit Trail: Blockehain maintains o comprehensive and inmutable audic trail of

audit  trail simplifies the identification and investigation of any irregulavities or

discrepancies, improving the accuracy and veliability of financial reporting.

- 8) %Re_af—t:'me Financial Reporting: With blockchain's veal-time data availobility and consensus

mechanism, financial reporting can be performed wove frequently and with greater

| aceuracy. Organizations can genevaty up~to-date financial statements, enabling stakeholders.

-to waake informed decisions based on the wost curvent financial information.




» Al vefers te sipulation of human intelligence in machines, enabling them to perform tasks

 that would typically vequive human intervention.

» Apart from the aspecis of automation, accuracy, fraud deiection and cost savings, the west

imporiant featuve is enabling predictive analutics.
: L A g P Y

. w#«rcn.@an_ é?e uszﬁzi _ng» fw‘ecasf_ang,_if‘;ma.m_m! pérfgmsa_nca ,and fd.eﬁtifgfng pa_te.n_tfa{ _rfs_kS- .

v Avtificial intelligence (AN and Machine Learning (ML) ave technologies that enable -
copputers to leavn and perforn tasks without being explicitly progrommed to do so. Al and

ML enable accouniing professionals to automate routine tasks, fmprove decision-making

. processes, and veduce ervors.

_ A) | ineﬁ'ts of Al and ML when used in account:'ng

-rece_ffo_ﬁs». a:'wi .of:hesf". do¢umantﬁs,_ .ﬁfe_ducmg ne@d For:_ mamm’ data entry. Al & Mi. aingtbms,_... o

fcam afso raview bank statements and pass entries fn sgﬁ:em, fotllowed by bank reconciliation,

Fr_nam_f_c;f. perfom_an@e_ based.. an._?raf’s.fow“cﬁ!j .dataj_. markeﬁtr;end& _and_.o_t_h@r_.f"actom .

4 | Accounting Automation: Al can analyse financial statements and other data to identify

_.ervoys gy inconsistencies, making accounting more efficient and aceurate,

| 8):Tax Compliance: Al can help automate tax compliance by analysing Pinancial data and

ldentifying tox obligations, ensuring that businesses remain cormpliont with tey vegulations.

_ associated with the adoption of Al and machine learning like:

1):Pata privacy

2) ‘Security concerns

> Along with the advantages of Al and ML, there ave following potential challenges ond risks

S i, MALATE B ARAT H 4L T AL ST T . T4 B




)

) i:

Technical complexity

Need to train employees in an organizetion to extract capabilities of Al from the system

dnd AS consists of specific principles for various accounting topics, such as vrevenue

recognition, leasing, financial instruments, employee benefits, consolidation, and many move.

“These principles provide detailed guidance on how to account for transactions in accordance

‘with principles of measurement & vecognition.

However, vole of technology for such processing is divectly velated to configuration at

?Acpou_ntfevef with vule-based validations.

_ Edf's_cmpancies or noncompliance with ind AS.

Etecfr;mo_fogg will Be after generating the reports. In such scenavio, use of technology is about

_ ?d_ep_e.ndent on human intelligence vathor than on technology, except for the cases where Al

hC the account level configuration is not done properly, then the next phdse_ of using

?_apph‘catfons such as Microsoft Excel ov CGoogle Sheets which can be used to perform such

validations from Ind AS point of view and then generate the vepovt. This is puvely

fs involved with proper training using machine fearning.

;}F_oer_ E_mpfgmenmﬁom' of tnd AS, technology will play key vole in automating process.

‘Configuration implements pre-defined  validation rules within  system to identify




