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1. An asset is sold in 2 different active markets at different prices. An entity enters into
transactions in both markets and can access the price in those markets for the asset at the
measurement date.

In Market A:

The price that would be received is T 26, transaction costs in that market are ¥ 3 and the
costs to transport the asset to that market are ¥ 2.

In Market B:
The price that would be received is ¥ 25, transaction costs in that miﬁL%( and the

costs to transport the asset to that market are T 2.
You are required to calculate: (L

(i) The fair value of the asset, if

bal market.
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year 20X2-20X3 and is
the investment made in

assessing the fair value at subsequent measu

XYZ Ltd. Based on the observable input, ABC Ltd. i% a similar nature of transaction
in which PQR Ltd. acquired 20% equity shares i &ID. . for T 60 crores. The price of such
transaction was determined on the hasl arable Companies Method (CCM)-
Enterprise mmmm whicli” Was For the current year, the “EBITDA 6f,

msmnn the 1;r.'aluatn::n was determined after
von-controllir g'discount. What will be

Q .2 ABC Ltd. acquired 5% equity shares of XYZ Ltd. for ¥ 10 cror
company is in process of preparing the financial statem
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2 4.4 Gy

@ : ﬂ_ UK Ltd. is in the process of acquisition of shares of PT Ltd. asiness reorganization
wfell -

plan. The projected free cash flows of PT Ltd. for the n are as follows:
(X in crores)

Cash flows 187.1 | 187, 121.8 269 278.8

Terminal Value 3,965
The weightage average cost of gapital ofRT Ltd. is 11%. The total debt as on measurement

date is ¥ 1,465 cror the surplus cash & cash equivalent s

 106.14 crores.

The total numbers of ghareSyof PT Ltd. as on the measurement date is 8,52,84,223 shares.
eo

Determine value per PT Ltd. as per Income Approach.
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Q g You are a nsultant of your firm and are in process of determining the valuation of

KK LtdeYou ITave determined the valuation of the company by two approaches i.e. Market
"Ap d Income approach and selected the highest as the final value. However, based
g

discussion with your partner you have been requested to assign equal weights to
the approaches and determine a fair value of shares of KK Ltd. The details of the KK

Ltd."are as follows:

Valuation as per Market Approach | 5268.2
Valuation as per Income Approach 3235.2
Debt obligation as on Measurement date 1465.9




Surplus cash & cash equivalent 106.14
Fair value of surplus assets and Liabilities 3124
Number of shares of KK Ltd. 8,52,84,223 shares

Determine the Equity value of KK Ltd. as on the measurement date on the basis of above

details. ( Br) g 0c Ol
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7.  On 1*'January, 20X1, A Ltd assumes a decommissioning liability in @ business combination.
The reporting entity is legally required to dismantle and remove an offshore oil platform at
the end of its useful life, which is estimated to be 10 years. The following information is
relevant:

If A Ltd was conlractually allowed to transfer its decommissioning liability to a
participant, it concludes that a market parlicipant would use all of the followi
probability weighted as appropriate, when estimating the price it would expect

a. Labour costs

Labour cosls are developed based on current marketplace
expectations of fulure wage lncreases raquir&d tuhlra r:untr

parlitigant would require for undertaking the activity
ted with the obligation to dismantle and remove the
85 both of the following:

value today .
Effect of inflation on estimated costs apd-psn

A Ltd. assumes a rate of inflation( 6f 4 p

e. Time value of money, represented by thiginisksfrgerales s

including A Ltd.'s own | |

A Ltd, concludes that its assumptions would be used by market participants. In addition, A

Ltd. does not adjust its fair value measurement for the existence of a restriction preventing
it from transferring the liability.

You are required to calculate (figfaiFValiie of the asset retirement obligation.




dﬂ Expected Labour Cost (Refer W.N.) 131.25

Allocated Overheads (80% x 131.25 Cr) 105.00
Profit markup on Cost (131.25 + 105) x 20% _47.25
' Total Expected Cash Flows before inflation C_D'f ) n. 4] =02
Inflation factor for next 10 W\// | Hﬁ‘h}“ =1.4802 |
Expected cash flows adjusted for inflation 283.50 x 1.4802 419.65
| Risk adjustment - uncertain  relating to cash flows (5% x 4197 _20.9¢
v ® p
| Discount rate fo be considered = risk-free rate + A2
entity’s non-performance risk /e 8.5%
Expected present value at 8.5% for 10 years 194.97
Working Note: \1’
Expected labour cost: N

100 Gr 5% 25 Cr
125 Cr 50% 62.50 Cr
175 Cr 25% 43.75 Cr

6. Comment on the

(i) DS Lt s some vacant land for which the use Is not yet determined. The land
ISSituatetiip a prominent area of the city where lot of commercial complexes are coming
and there is no legal restriction to convert the land into a commercial land.

I y quoting references from appropriate Ind AS.

je company is not interested in developing the land to a commercial complex as it is not
its business objective. Currently the land has been let out as a parking lot for the &

commercial complexes around. (,.—-ﬁ'j ‘A-"J.L
The Company has classified the above property as investment propery. It has

approached you, an expert in valuation, to obtain fair value of the land for the purpose of
disclosure under Ind AS.

On what basis will the land be fair valued under Ind AS?



() Asperlind AS 113, a fair value measurement of a non-financial asset takes into account
a market participant's ability to generate economic benefits by using the asset in its
highest and best use or by selling it to another market participant that would use the
asset in its highest and best use.

The highest and best use of a non-financial asset takes into account the use of the asset
that is physically possible, legally permissible and financially feasible, as follows:

(a) A use thal is physically possible takes into account the physical cha istics of
the asset that market participants would take into account when ﬁ@\ ssel

(eg the location or size of a property

(b) A use that is legally permissible takes into account any |

use of the asset that market participants would take in en pricing the

faser \- asset (eg the zoning regulations ?Mable to a pr

b ':'::E,‘Pfdl: (c) A use thatis financially feasible takes into acc a use of the asset that
s sl gk IS physically possible and legally permissible generale€ adequate income or cash
\ flows (taking into account the costs of conggrtin asset to that use) to produce
L an investment return that market parfiéipantSyolld require from an investment in

gped  fomd Y o asset put to that use.
"ﬁ = "ﬁ — Highest and best use is determin erspective of market participants, even if
the entity intends a different r, an entity's current use of a non-financial

3\ """"“f:,. w} assel is presumed to be its highes best use unless market or other factors suggest
= that a different use by masket pasticipants would maximise the value of the assel.

| % ition, or for other reasons, an entity may intend not to use
iaha8set actively or it may intend not to use the asset according
stse. Nevertheless, the entity shall measure the fair value of a

To protect its comp
an acquired nongfin

to its highest an

non-financiab@ssetassuming its highest and best use by market participants.

Iso, its current use as a parking lot is not the highest best use as the land has the
potential of being used for building a commercial complex.

Therefore, the fair value of the land is the price that would be received when sold to a
market participant who is interested in developing a commercial complex.

@- G (i) DS Limited holds equity shares of a private company. In order to determine the fair value'
of the shares, the company used discounted cash flow method as there were no similar
shares avallable in the market.

Under which level of fair value hierarchy will the above inputs be classified? L %

What will be your answer if the quoted price n@ar unm_p-'anies were available and can

i - ? &
be used for fair valuation of the shares’ | - Oh4uveal 1€ inbu -




As per Ind AS 113, unobservable inputs shall be used to measure fair value to the extent
that relevant observable inputs are not available, thereby allowing for situations in which
there is little, if any, market activity for the asset or liability at the measurement date. The
unobservable inputs shall reflect the assumptions that market participants would use
when pricing the asset or liability, including assumptions about risk.

In the given case, DS Limited adopted discounted cash flow method, commenly used
technique to value shares, to fair value the shares of the private company e were
no similar shares traded in the market. Hence, it falls under Level 3 of fair @IE rchy.

‘ Level 2 inputs include the following:
(a) quoted prices for similar assets or liabilities in active marke(L

(b) quoted prices for identical or similar assets or liabilities hat are not active
(c) Inputs other than quoted prices that are observ set or liability,

If an entity can access quoted price in aclive market ntlcal assels or liabilities o
similar companies which can be used fnr n of the shares without an

adjustment, at the measurement date, th wr1l cnnmdﬂred as observable input an

would be considered as Level 2 inp % ' [
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8. (i) Entity A Qwns 250 ordinary shares |
XYZ has a total share capitg

after-tax maintainable profits aré

marketability adjustme

ue an )(YZ an unquoted company. Company
MT"'”. nominal value of ¥ 10. Entity XYZ's

eStiprated at ¥ 70,000 per year. An appropriate

price/earnings ratio dete@ from,_published industry data is 15 (before lack of

lack of marketabilityof
Entity A values its ho
fair value of,E 's investment in XYZ's shares.

y A's management estimates that the discount for the
y XYZ's shares and restrictions on their transfer i @

ing In company XYZ's shares based on earnings. Determine the

(i) Basedon }ﬁ given in the aforementioned part (i), assume that, Entity A estimates
the fair e ‘of the shares it owns in company XYZ using a net asset valuation

que. The fair value of company XYZ's net assets including those recognised in

ai ce sheat and those that are not recognised is ¥ 8,50,000. Determine the fair

of Entity A's investment in XYZ's shares. L> v

(i) An earnings-based valuation of Enlity A's holding of shares in company XYZ could be

calculated as follows:

Entity XYZ's after-lax maintainable profits (A)’

¢ 70,000

Price/Eamings ratio (B)

Adjusted discount factor (C) (1- 0.20)

Value of Company XYZ (A)  (B) x (C)

®

0.80 [

\

Value of a share of XYZ = ¥ 8,40,000 + 5,000 shares




(i)

The fair value of Entity A's investment in XYZ's shares is estimated at 42 ,000 fthat is,

250 shares x T 168 per share).

Share price = ¥ 8,50,000 m

£ 170 per share.

The fair value of Entity A's investment in XYZ share
shares x T 170 per share).

Bstimated to be ¥ 42,500 (250

Q)



