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IND AS16: Property Plant and Equipment

Definition
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A Held for:

- Useiinproduction orisupply of goods-or services

- Rentalitocothers

- Administrativepurposes

A Expected tobe used duringimore-than-one iperiod.
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Recognition Principle

PPEshouldbe recognisedf both of the following conditionsare satisfied
a) Itisprobablethat future economicbenefitswill flow to entity and
b) Itscostcanbe reliablymeasured

If any of the aboveconditionsis not satisfied,PREcannotbe recorded
Aboverecognitionprincipleis to be appliedon Wiy fecodnkidn6i PPEand
W dzo & SréicdgBitypi Q

Past expenditure which has been written off in P&L cannot be capitalised
later.



&A]SH & Co LLP

Chartered Accountants

Measurement

A Property, iRlant Equipment isameasured initially at: cost.

A Blements-of Cost:|Albeosts invelved im bringing-the iasset-to the present
location and-conditiom necessary: for it to be capable ofroperating in
the manner intended by -management.

Cost Elements

Murchase Costs:
Murchase Cost

Taxes
Meducttrade discounts/ rebate

v

Amport Duties/Non Refundable

S

-Cost of Employee benefits
-Cost of Site Preparation
-Initial delivery and handling costs
-Transport handling charges
-Installation and assembly costs
-Cost of testing

-Professional Fees

Directly Attributable Costs:

Other Costs:

-Initial estimates of Dismantling
costs

-Initial estimates of site
restoration costs

-Major inspection costs
-Cost of replacements
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Measurement (Cont.)

Po B0 Po P

Initial operatinglosseschargedio P&L

Abnormallossesand profits in caseof self constructedassetchargedto
P&L

Incidentaloperationsduring constructionperiod chargedo P&L

Paymentis deferred beyondnormal credit terms, the difference between
the cashprice equivalentand the total paymentis recognizedas Financing
Cost

Spareparts, stand-by equipment& Servicing=quipment
0 Theseare recognizedn accordancewith this IND ASwhen they meet
the definition of PPE

o Otherwisesuchitems are classifiecas|nventory
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Cost Element Exclusion

A Costs-of Opening a:nefacility

A Costs-of introducing asnew product or service orconducting business in a
new location

A Administrative-and other general.overheads
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Cost of PPE
A PPEanbe
- Purchasektonstructedor

- ObtainedthroughExchanger
- Throughbusinesscombination
Ind AS103dealswith PPEacquiredthroughBusinessombination

Cost of PPE obtained through Exchange of Non
Monetary Assets

Exchange has commercial substances, i.e. cash flow f Exchange does not have commercial
asset will change due to exchange substances or fair value of asset

obtained/ given cannot be reliably
Journal entry estimated.,its cost is measured at the
PPE(obtained) Dr @ Fair value of PPE obtained carrying amount of the asset given up.
Cash Dr/Cr
To PPE (old Asset) Book value
To P&L
(being PPE exchanged)
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Subsequent CostPart Replacement

Dayto dayservicingcostare chargedto P&L

Some items involve a series of linked parts which require regular replacement at
different intervalsand havedifferent usefullives

Recognizehe costof replacinga part in the carryingamount, if recognitioncriteria are
met.

Thecarryingamountof replacedpartsis derecognized

For Examplea furnacemay require relining after a specifiednumberof hoursof use,or
aircraftinteriors suchasseatsand galleysmay require replacementseveraltimes during
the life of the airframe.

A Performingregular major inspectionsfor faults, regardlessof parts being replacedor
not, may be a condition of continuing to operate an item of Property Plant and
Equipment

A Cost of each major inspection performed is recognizedin carrying amount, as a
replacement f the recognitioncriteria are met.

A Anyremainingcarryingamountof the costof the previousinspectionis derecognized

To o Po  Po P
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Subsequent Measurement

Entity canfollow CostModel or RevaluatiorModel asits accountingpolicy.
Entity shouldapplyits modelto classof PRE

Classneansa: & ik Yassétd Wil similar dza” Se€ whosenature and use are
similat

All assetdn a classshoulldbe either at costmodel or revaluationmodel

Revaluatiorshallbe done with sufficientregularityto ensurethat there is no
significantgapbetweenFYand Carryingvalue

Under revaluation model, carrying amount restated with reference to
availableobservablemarket data.

Undercostmodel, assetwill be shownat-

Cost Accumulated Depreciation Accumulated Impairment loss = Book
Value

o o To Po  Po Po Px
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Revaluation Model

»L Upward

Recognized directly in Other
Comprehensive  Income &
accumulated under Equity in
revaluation surplus

Downward J,

Debit revaluation Surplus to the
extent recognized previously
and balance, if any, Charge to
Profit or Loss A/c.

A Additional depreciationwill be written off againstP&L Account But entity have option to transfer additional
depreciationamount from revaluationreserveto retained earningsn SOCE

A RevaluatiorReservewill be transferredto retained earningsupon saleof asset/disposal/ fully written off.

A Therevaluationsurplusmay be transferredto retained earningswhen the assetsis derecognizedr asit is used

by the entity (not through Profit & Loss)

A Ind AS16 doesnot specifyanyfrequencyof revaluation It canbe

A Annual(if fair valuekeepon changing)or

A 3-5years(if fair valueremainstable)

A Nofixed date hasbeengivenfor revaluation It canbe anydate of yeat
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To Po o

Depreciationbeginswhen the assetis available for use (i.e. when it is in the location and condition
necessaryor it to be capableof operatingin the mannerintended by management)X continuesuntil
the assetis derecognizedr classifieasheld for sale

Chargingf depreciationis MUST evenif assetis not used

Depreciationamountmaybe zerodue to residualvaluebeingmore than carryingamount,

Depreciationis systematicllocationof depreciablevalueover usefullife of asset

Systematicallocation can be with SLLM, WDV or any other method reflecting consumption of
asset

Depreciableamount meanscarryingamountlessresidualvalue

Usefullife is managementestimate. It is part of economiclife for which managementexpects
usageof asset

Theresidual value & the useful life of an assetshallbe reviewed at least at eachfinancial year
end, and if expectationsdiffers from previousestimates,the changeshallbe accountedfor asa
changein accountingestimates
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Depreciation (Cont.)

A Depreciation:shouldcease when
- Asset isiderecognized:(sale/ written off)
- Heldforssale|(Ind AS)105)

A Depreciation isinot/charged omland; unless:it has dimited lifed(Landfill has
limited life, lnencetitwilbbel depreciated).
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Disclosures

A

To Po P

o

Po Po Po Po

Measurementbasisfor determininggrosscarryingvalue
Depreciationmethodsused
Usefullivesor depreciationratesused

Groesscarryingamount and accumulateddepreciationat the beginningand end
of the period

Reconciliationof the carryingamount at the beginningand end of the period (
Addition, Deletion, Assets classifiedas held for sale, BusinessCombination,
Revaluationimpairment,exchangealifference& Other charges)

Existenceand amountsof restrictionson title to assets
Property Plantand equipmentspledgedas securityfor liabilities
Contractuakommitmentsfor acquisitionof PropertyPlantand Equipment

Amount of compensationfrom third parties for items of property plant and
equipments(if not disclosedseparatelyin P&L)
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Disclosure for Revalued Assets

A Effectivedate of Revaluation
A Whetheranindependentvaluerwasinvolved
A Methodsand significantassumptionsappliedin estimatingfair values

A Extentto which fair valuewere determinedbasedon observablepricesor
other valuationtechnigues

A Carryingamountof eachclassof revaluedPropertyPlantand Equipmentf
the costmodelhadbeenapplied

A Revaluation surplus, including movement and any restrictions on
distribution of balanceto shareholders
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GeneralPoints (Transition Provisions)

A Net book value/ carrying amount after depreciationand rectification of
anyerror shouldbe considerecas DeemedCost

A Such deemed cost cannot be adjusted for any other reason like
capitalisationof borrowingcosts

A Earlier accumulated depreciation will be cancelled Entity will start
accumulatinglepreciationafter applicationof Ind AS

A Earlierimpairmentcannotbe reversedafter applicationof Ind AS

A Earlierrevaluationreservewill be transferredto retained earnings
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IND AS38: Intangible Assets

Objectives
i~ The objective of IND AS 38 is to prescribe the accounting
treatment for intangible assets that are not dealt with

specifically in another IND AS.

i~ The Standard requires an entity to recognize an intangible

asset if, and only if, certain criteria are met.

i The Standard also specifies how to measure the carrying
amount of intangible assets and requires certain disclosures

regarding intangible assets.
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IND AS 38 applies to all intangible assets other than:
I~ Financial assets.

I~ Exploration and evaluation assets (extractive industries).

I~ Expenditure on the development and extraction of minerals, oil, natural gas,
and similar resources.

I~ Intangible assets arising from insurance contracts issued by insurance
companies.

I Intangible assets covered by another IND AS, such as:
A Intangibles held for sale
A Deferred tax assets
A Lease assets
A Assets arising from employee benefits plan
A Intangibles acquired under business combination.



gAISH&CLLP
aSlIyAy3d 2F WYWLYyUGl y3IAoT

Intangible-assetsrare: assets which
- arisesffrom:contractualor:other degal rights
- are identifiable
- non monetary innature
- without physicaksubstance

hed
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Recognition Principle

A IND AS 38 requires an entity to recognize an intangible asset, whether
purchased or self-created (at cost) if, and only if:

a. It is probable that the future economic benefits that are attributable
to the asset will flow to the entity; and

b. The cost of the asset can be measured reliably.

A An entity shall assess the probability of expected future economic
benefits using reasonable and supportable assumptions that represent
mannoargee mieest eshimate of the set of economic conditions that will
exist over the useful life of the asset.

A If an intangible item does not meet both the definition of and the criteria
for recognition as an intangible asset, IND AS 38 requires the
expenditure on this item to be recognized as an expense when it is
incurred.
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Separately
Acquired

Acquisition
Cost

Acquisition
in Business
Combination

Internally
generated
Intangibles

Expenditure
incurred in
Development
phase

Cost equals
to fair value
(Ind AS 103)

Government
Grants

Fair value or
Nominal
Value



g"ﬁﬂﬁﬁﬁﬁlﬁp

Recognition: Separately Purchased Intangible

A Separately Purchased Cost includes:
I~ Purchase price
- Import duties
I~ non-refundable purchase taxes
I~ Less: trade discounts and rebates

A Directly attributable expenditure on preparing the asset for its
intended use e.g., employee benefits, professional fees, function
testing.
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Exchange of Intangible Assets

Cost in case of Exchanged
Intangible assets

Exchange has commercial substances

Journal entry Exchange does not have commerci

Intangible Asset Dr @ Fair value of Asset obtain substances or fair value of asset

Cash Dr/Cr obtained/ given cannot be reliably
To Asset (old Asset) Book value estimated, its cost is measured at

To P&L (Difference charged) the carrying amount of the asset
given up

(Beinglntangible asset exchanged)
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Acquisition in Business Combination

A Goodwill is recognised on business combination (it is a difference
between purchaseconsiderationand identifiable net assetsacquired)
Calculatiorof goodwillis dealt by Ind AS103.

A If anyintangibleassetsis not appearingin booksof vendor company,but
it satisfies meaning of intangible assets,it should be recorded at fair
value

A In caseof researchwhich is acquiredas part of businesscombination, it
6130 KD dltéBitalisedaspart of intangibleassetacquired

- Furtherresearchcannotbe capitalised
- Developmentostcanbe capitalised
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Internally generated Intangible Assets

A Charge all Research cost to expense.

A Development costs are capitalised when entity able to demonstrate :
I Technical feasibility.

Intention to complete the intangible asset and use or sell it.

Ability to use or sell the intangible asset.

How the intangible asset will generate probable future economic benefits.

T: T: T: T:

Adequate technical, financial and other resources to complete the
development.

I~ Ability to measure the expenditure attributable to the intangible asset.

A If an entity cannot distinguish the research phase of an internal project to
create an intangible asset from the development phase, the entity treats the
expenditure for that project as if it were incurred in the research phase only.



&A]SH & Co LLP

Chartered Accountants

Internally generated Intangiblassets (Cont.)

A Costs not to recognise

I Selling, administrative and other general overhead expenditure unless it can be
directly attributed to preparing the asset for use

i Inefficiencies and initial operating losses
I Expenditure on training staff to operate the asset

-T—:

Internally generated brands, mastheads, publishing titles, customer list & items
feisniami sbitatrncd n substanceo

Research

Start-up costs (establishment, pre-opening and pre- operating costs)
Training

Advertising and promotional activities

+: +: +: +: +:

Relocating and re- organising (restructuring)

A COST ALREADY EXPENSED ARE SUNK COST HENCE NEVER RECOGNISED
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Intangibles obtained by way of Government Grants

In case of:any intangible assetis obtained by way of grant then itshould be
recorded-at-Fairvalue with eredit to-Deferred-Grant.

Alternatively, itccanbe«recaorded at:Nominal Value.
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Subsequent Recognition

Subsequent expenditure is capitalized when the item meets
i Definition of an intangible asset

- General recognition criteria for intangible assets

For example, A Ltd. incurred INR1,00,000 on improvement of its

software, it will be capitalized if it meets the recognition principle,

l.e.

(a) Future economic benefits from improvement will flow to entity
and

(b) Cost can be reliably estimanted.
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Measurement

A
A

Intangibleshouldbe initially recognisecdat cost

Intangible assetscan be subsequentlymeasured using cost model (Cost
Amortisation impairment loss)or fair value model (fair value- Amortisation
impairmentloss.

Costmodeland fair valuemodelof Ind AS38 are sameasind AS16.

Revaluationincreasein canrying amount Recognisdo P&L (To the extent of
previously recognised loss) Recogniseto Other Comprehensivelncome
(Remainingncreasedvalue)

Decreasedn carryingamount Recognisé¢o Other Comprehensivéncome (To
the extent of previously recognised Profit Recogniseto P&L (Remaining
decreasedialue)
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Amortisation of intangible Asset

A Intangible assetshave & rld o' R ST FehéaEmortisation can be zero
Ind AS36 saysthat if intangible assethas indefinite life, it should be
tested eachyearfor impairmentloss

A Intangibleassetsshoultbe amortisedeachyearin ratio of consumption
Thisratio is estimate of managementand shouldbe reviewedeachyear

A In caseof amortisation, it shouldbe on prospectivebasis It is called as
changen accountingestimate
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Disclosure Requirements

A For each class of intangible asset, disclose:

ra

L S R S S R

-T—:

useful life or amortization rate.

Amortization method.

Gross carrying amount.

Accumulated amortisation and impairment losses.

Line items in the income statement in which amortisation is included.
Basis for determining that an intangible has an indefinite life.

Description and carrying amount of individually material intangible assets.

Certain special disclosures about intangible assets acquired by way of
government grants.

Information about intangible assets whose title is restricted.
Contractual commitments to acquire intangible assets.

A Revaluation policy or cost model followed should be disclosed.
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Disclosurdrequirements (Cont.)

A Reconciliation of the carrying amount at the beginning and the end of the period
showing:

i~ Additions (business combinations separately)
Assets held for sale

Retirements and other disposals
Revaluations

Impairments

Reversals of impairments

Amortisation

Foreign exchange differences

e e s s e e

Other changes

A Measurement policy of intangible asset.

A -f revaluation should be disclosed.



