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	Ind-AS
	Existing AS

	Treatment of Project Cost
	Administrative & general overhead and cost of starting projects cannot be capitalised. Costs that are directly attributable to bring the PPE into working condition and location shall be capitalised. 
Other cost shall be transferred to income statement. (List given below)
	Administrative and General overhead specifically attributable to a project (e.g. start-up cost, pre-operative expenditure relating to a project etc.) shall be capitalised.

	Recognition of PPE
	Recognition of PPE shall be made at cash or cash equivalents. However, Measurement of PPE purchased for a consideration other than cash (exchange transaction) shall remain same. Though commercial substance of such exchange transaction should be established. 

In case of deferred payment arrangement (e.g. Hire purchase), the asset has to be recognised at cash price equivalent (i.e. Principal) and the difference between the amount so capitalised and Total Transaction Value (i.e. HP Price) of the asset shall be treated as imputed interest cost and should be transferred to P&L over the payment period. (see Example – 2)
	Recognition of fixed asset shall be made at cost 

	Rate of Depreciation on Asset
	Ind-AS also specifically requires that depreciation shall be charged on the basis of “Useful Life” of the asset. Additionally it requires an entity to review its Residual Value, Useful life estimate and depreciation method at least once in a year.

However, proposed Schedule XIV also recommended sector specific useful life estimates.     
	AS requires depreciation to be charged on the basis of useful life of the assets. However, most of the companies are charging depreciation at the minimum rate prescribed in Schedule XIV of Companies Act.

	Method of Depreciation
	In Ind-AS, an entity do not have such option to choose depreciation method. Depreciation method (straight line or WDV) has to be fixed by the entity based upon the pattern of consumption of future economic benefit from such asset. 
	An entity is free to choose method of depreciation i.e either straight line or WDV.

	Revaluation of Assets
	Under Ind-AS, revaluation of asset is not based upon the selection of the entity rather an entity has an Accounting Policy choice to follow either cost model or Fair Value model for a class of PPE. 

Under Fair Value Model, revaluation shall be made frequently in order to ensure that carrying amount of the asset is not materially different from its fair value at the end of the reporting period. Therefore, under this model carrying amount shall be Fair Value at the date of revaluation less Subsequent accumulated depreciation less Subsequent accumulated impairment losses. (see Example – 3). While following this model recognition of deferred tax is really a challenge.

Cost Model is exactly similar to our existing method of measurement. 

Revaluation gain has to be transferred to Equity under revaluation surplus. However, NO transfer from such revaluation reserve to P&L shall be made for adjustment of additional depreciation.  
(see Example – 3)
	A company selectively revalue its assets and records the relevant gains to Revaluation Reserve (RR) and consequential additional depreciation due to such revaluation shall be withdrawn from RR. As a result P&L does not get affected due to such revaluation.  







Checklist for recognition and measurement of PPE

· Future economic benefit of such item will flow to the entity. Even if future economic benefit will not directly achieved by the entity, if the item helps the entity to achieve future economic benefit, it shall be recognised as PPE. 
· Cost can be measured reliably
· Major spare parts, Stand-by equipment and Stand-by Servicing Equipment are to be recognised as PPE. (Normal spares are subject to consumption) (see Example – 4,5)
· Expected to use for more than one accounting period
· Initial Cost shall be cash or cash equivalents OR FV of consideration paid to acquire the asset.
· Day-to-day servicing (includes labour, consumables, small parts etc.) of the asset shall not be part of the asset but charged to P&L. Generally, this kind of service is termed as “Repairs & Maintenance” 
· Cost of replacement shall be added to the carrying amount of the respective PPE if the recognition criteria (first two conditions) were met. However, such replaced parts shall be de-recognised from the financial statement. (see Example – 1)
· When major inspection is performed apart from physical replacement, such inspection cost shall be added with the carrying amount of the PPE, if the recognition criteria (first two conditions) are satisfied. Any cost of previous inspection on such item shall be de-recognised.
· Checklist for items to be included in Cost
1. Purchase Price + Import Duty + Other Purchase Taxes on which credit is not available – Trade Discount – Rebate
2. Costs those are directly attributable to bring the asset to its working condition (as intended by management) and location. (see Example – 2)
3. Examples of Directly attributable cost:
a. Cost of employment benefit arising directly from the construction or acquisition of an item of PPE
b. Cost of Site Preparation
c. Initial Delivery and handling cost
d. Installation and assembly cost
e. Cost of testing (Whether asset is functioning properly or not)
f. Professional Fees
4. Examples that are NOT Directly attributable to cost:
a. Cost of opening a new facility
b. Cost of INTRODUCING a new service or Product (including advertisement and promotional activities)
c. Cost of conducting business in a new location and with new customer (includes cost of training)
d. Administrative and other general overhead cost
5. When an item of PPE is already in its present location and in workable condition, then cost incurred for using or re-deploying an item shall not be added to the carrying amount of PPE. Example of such costs are:
a. Cost incurred on idle asset
b. Initial operating losses
c. Cost of relocating and re-organising of an entity’s operation either full or in part.
N.B: Componentisation of PPE shall be done if the estimated life of the component is significantly different from the main asset and therefore should be depreciated separately in order to smoothening the cost of replacement of such key components during overhaul. This concept of componentisation was previously there in Indian GAAP.  
Illustrative Examples

Example – 1:  
Road Transport Corp. has acquired a heavy road transporter at a cost of Rs.10,00,000 (with no breakdown of the component parts). The estimated useful life is 10 years. At the end of the sixth year, the power train requires replacement, as further maintenance is not economical due to the off-road time required. The remainder of the vehicle is perfectly roadworthy and is expected to last for the next four years. The replacement cost of a new power train is Rs.450,000. Whether the cost of the new power train shall be recognized as an asset, and, if so, what treatment should be used?

Answer:  The new power train will produce future economic benefits to Road Transport Corp. and the cost is measurable. Hence, it should be recognised as an asset.

The original invoice for the transporter did not bifurcate the cost of the power train; however, the cost of the replacement i.e. Rs.4,50,000 can be used as an indication (usually by discounting) of the likely cost, six years previously. If an appropriate discount rate is 5% per annum, Rs.450,000 discounted back six years amounts to Rs.3,35,800 [450,000 / (1.05)6], which would be written out of the asset records. The cost of the new power train, Rs.450,000 would be added to the asset record, resulting in a new asset cost of Rs.11,14,200 (10,00,000 – 335,800 + 450,000).


Example – 2
ABC Ltd. is installing a new plant at its production facility. It has incurred the following costs:
1. Cost of the plant (cost as per supplier’s invoice including taxes)            250,00,000
2. Initial delivery and handling costs                                                               10,00,000
3. Cost of site preparation                                                                                80,00,000
4. Consultants appointed for advice on the acquisition of the plant           60,00,000
5. Interest charges paid to supplier of plant for deferred credit                  30,00,000
6. PV of Estimated dismantling costs to be incurred after 9 years               20,00,000
7. Operating losses before commercial production                                       40,00,000
Please advise ABC Ltd. on the costs that can be capitalized in accordance with Ind-AS.

Answer
According to Ind-AS, these costs can be capitalized:
Cost of the plant                                                                                           250,00,000
Initial delivery and handling costs                                                                 10,00,000
Cost of site preparation                                                                                 80,00,000
Consultants’ fees                                                                                            60,00,000
Estimated dismantling costs to be incurred after 9 years                           20,00,000
Total Cost to be capitalized                                                                         420,00,000
Interest charges paid on deferred credit terms to the supplier of the plant of Rs.30,00,000 and operating losses before commercial production amounting to Rs.40,00,000 are not directly attributable costs and thus cannot be capitalized. They should be transferred to P&L during the period they are incurred.

Example - 3
TCL Ltd. has an item of plant with an initial cost of Rs.15,00,000. At the date of revaluation, accumulated depreciation amounted to Rs.8,50,000. The fair value of the asset, by reference to transactions in similar assets, is assessed to be Rs.7,50,000. Pass necessary journal entries to record the revaluation.
 
Answer
Accumulated depreciation    Dr.          8,50,000
To Asset                                                                  8,50,000 
(Being elimination of accumulated depreciation against the cost of the asset)
 
Asset      Dr.                                        1,00,000
To Revaluation Reserve                                      1,00,000
(Being uplift of net asset value to fair value)

The net result is: The asset has a carrying amount of Rs.7,50,000 & Revaluation Reserve has a credit Balance of Rs.1,00,000. 
Important: Now this balance of RR (Rs.1,00,000) shall not be transferred to P&L (as income) in accordance with the depreciation rate under Ind-AS. Entity has two options here viz
1. Transfer this amount to retained earnings in accordance with depreciation rate OR
2. Keep the balance of RR intact and transfer the same to retained earnings as and when such asset has been disposed of or derecognised from Balance Sheet.

Example - 4
A company installed a turbine in 2008. It bought another turbine in 2010 as backup in case the installed one fails. Cost of the 2nd is nearly same as the 1st, and probability that it will be used is quite low. It classifies the 2nd turbine under inventory as an “emergency spare”. Is the treatment correct? 

Answer
No. Though use of this stand-by equipment will be irregular, it fulfills both conditions of recognition and is a PPE to be separately depreciated either over its expected useful life (from 2010) OR the life of the plant to which the turbine belongs, whichever is shorter.

Example – 5
A Company buys four new machines for use in its production facility.  Simultaneously, it purchases a spare motor to be used as a replacement if a motor on one of the four machines breaks. Should the spare motor be classified as PPE?

Answer
As this major spare will be used in the production of goods and once it brought into service, it will be operated during more than one period, it should be classified as PPE.

Example - 6
A power company X Ltd. signed a contract with a contractor to construct a power plant.  The company believed that the quality of the construction work was poor and terminated the construction contract.  The contractor then sued X Ltd. and X Ltd. Lost the case & paid a lump sum to the contractor as compensation and the construction work was resumed thereafter. How this compensation cost shall be accounted?


Answer
Compensation does not represent costs that are directly attributable to bringing the asset to the location and condition necessary for it to be capable of operating in the manner intended by management and an abnormal cost and therefore, shall be charged to P&L.

Challenge
An entity owns a building which originally cost Rs.200,00,000. The property is depreciated over 50 years on a straight-line basis with no residual value. The entity adopts a policy of revaluation for property (Revaluation Model). The property has so far had three valuations as follows.
1. At the start of year 2 – valuation Rs.230,00,000
2. At the start of year 4 – valuation Rs.260,00,000
3. At the start of year 6 - valuation Rs.300,00,000
Find depreciation amount and carrying amount of the building for first six years.




N.B: The above article is neither an advice nor meant for consultancy. The author will not be responsible for any consequence arises by following this article. 

For any further information, explanation or modification, please mail me at souvikboral@gmail.com
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