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ODISHA HYDRO POWER CORPORATION LTD.

{ A GOVT. OF ODISHA UNDERTAKING )
CiN: U40101OR19955GC0O037463
REGD. OFFICE : CDISHA STATE POLICE HOUSING & WELFARE CORPORATION BUILDING, VANIVIHAR CHOUK, JANPATH, BHUBANESWAR.751 022

PHONE : 91-0674-25420983, 2542802, 2545526, 2542826, FAX : 2542102
E-mail: ohpc.co@gmail.com / info@ohpcitd.com, Website : www.chpeltd.com

By Fax/ Email

Dt. 0%+ O) ROI9

AL
File No.: OHPC — QERC - 06/2018 — o4O

To

The Secretary

Odisha Electricity Regulatory Commission,
Bidyut Niyamak Bhawan,

Plot No.-4; Chunokeli, Shailashree Vihar,
Chandraseckharpur, Bhubaneswar- 751021,

Sub: Submission of information on the queries raised relating to the ARR & Tariff

application of OHPC for the year 2019-20 (Case No. 69/ 2018).
Ref: Lr.No. 1776 Dtd.27.12.2018 of the Secretary, OERC.
Sir,

Please find enclosed herewitl the compliance to the queries relating to the ARR & Tariff
application of OHPC for the year 2019-20 in Case No. 69/ 2018. As per the directions, the
copy of this compliance is forwarded to the persons who have purchased the ARR

application of OHPC for the FY2019-20. This is for your kind information and necessary

action please.

Encl: Compliance Note along with Annexure-I to IV, Yours faithfully,

/- "
;_._..s'_"

Director(Fifianceé)

Memo No. Rl tre> p._OF. . O1-ROIT

Copy along with enclosures forwarded to the person/organization for information &

necessary action.
1 The Director (Commercial), M/s. GRIDCO Ltd., Bhoi Nagar, Janpath, BBSR ~ 22.

2) Shri R. P. Mahapatra, Retd. Chief Engineer & Member (Gen. OSEB), Plot No. 775 (PL),

Lane-3, Jayadev Vihar, Bhubaneswar — 751013,
3) Swain & Sons Power Tech Pvt, Ltd.; K-8, 82, Kalinga Nagar, Ghatikia; Bhubaneswag 51003,
E.mail-beswaing@pwrtch.com, ’

Enel.: Asabove.

cC: Director

1) P.S. 10 C.M.D. for kind information of the Chairman-cum-Managing Director. OHPC Lid..
Bhubaneswar,

2} Dir (Operation), OHPC Ltd for information.

A Gold Rated State PSU

NEW OPPORTUNITIES



COMPLIANCE TO THE QUERIES OF SECRETARY,0ERC ON ANNUAL REVENUE

REQUIREMENT OF OHPC FOR FY 2019-20

Reference letter No.|778 dated 27.12.2018 of the Secretary, OERE.

Query No.1:

2018-19(actual upto November, 2018} may be furnished.
OHPC COMPLIANCE: The month wise cash flow statement (Revenue items only) for FY 2017-18

and FY 2018-19(actual upto November, 2018) is furnished as Annexure-f,

Query No.2:- The reservoir level of OHPC power stations as on 20.12.2018 vis-a-vis 20.12.2017
10 he furnished along with actual generation up (o November, 2018 and anticipated generation up
fo March, 2019.

OHPC COMPLIANCE: The Reservoir Level of OHPC Power Stations as on 31.12.18 vis-a-vis on
31.12.17 is given below:

Month wise cash flow statement (Revenue items onlv) for FY 2017-18 and FY

Table-1
Sl. No. Reservoirs Ason31122018 | . 450
1. Rengali 117.81 mtr. 122.68 mir
2. Kolab 855.11 mtr. 853.79 mtr.
3. Balimela 1507.90 ft. 1479.20 fi.
4, Hirakud 625.04 fi, 626.97 fi,
3. Indravati 638.65 mtr. 635.90 mtr.

The actual generation of different Power Stations under OHPC from €1.04.2018 up to

31.12.2018 and anticipated generation up to 31.03.2018 for the FY 2018-19 prepared on the basis

of the availability of water, irrigation requirement and peak load requirement of power in co-

ordination with DoE, DoWR, GRIDCO and SLDC is furnished below.

Table-2
Si. Name of the Actual Anticipated generation Total Anticipated
No. power generation from from 01.01.19 to 31.03,12 | generation for the FY
stations 01.04.17 up to based on DoWR & DoE 2018-19 based on
311218 Schedule (in ML) DoWR & DoE
(in ML) Schedule {in ML)
I. |RHEP 691.2302 86.40 777.6302
2. UKHEP 715.5229 216.00 931.5229
3. BHEP 1408.3014 540.00 1948.3014
4. HHEP 336.766 54.36 391.126
5. | CHEP 132.5497 32.76 165.3097
6. UIHEP * 1668.0801 502.80 2170.8801
Total 4952.4503 1432.32 6384.7703

Query No3:- Audited Balance Sheet of OFPC for the FY 2017-18 may be furnished,

OHPC COMPLIANCE: Audited Balance Sheet of OHPC for the FY 2017-18 is furnished as

Annexure-fi.

L




Query No.d:-  The relevant portion of Ind-AS related 1o its applicability 1o OHPC may be
Jurnished.

OHPC COMPLIANCE: The relevant portion of Ind-AS related to its applicability to OHPC is
furnished as Annexure-i.

Query NO.5:- The impact of Ind-AS notification dated 16.02.2013 of Ministry of Corporate

Affairs on various components of Annual Fixed Cost for the year FY2019-20 muay be furnished.

OHPC COMPLIANCE: The impact of Ind-AS notification dated 16.02.2015 of Ministry of
Corporate Affairs on various components of Annual Fixed Cost for the year FY2019-20 OMPC is

furnished as Annexure-IV.

Director(Fifance)
OHPC,Ltd
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Annexure-11

Qucery No.3
The audited balance sheet for the FY 2017-18 has aiready been furnished vide Page No.131 to

197 of the list of Annexure to the Tariff Application of OHPC for the FY 2019-20.




Annexure-111

Query No.4

The IND-AS Notification did.16.02.2015 of Ministry of Corporate Affairs has already been
submitted in the Tariff Application of OHPC for the FY 2018-19. However as required the
relevant portion of the IND-AS applicable to OHPC is enclosed for your kind reference.




Indian Accounting Standard (Ind AS) 2

Invenrories

(This Indian Accounting Standard includes paragraphs set in bold iype and plain
type, which have equal authority. Paragraphs in bold italic type indicate the main

principles.)

Objective

I The objective of this Standard is to prescribe the accounting treatment for
inventories. A primary issue in accounting for inventories is the amount of
cost to be recognised as an asset and carried forward until the related revenuves
are recognised. This Standard deals with the determination of cost and its
subsequent recognition as an expense, including any write-down to net
realisable value. It also provides guidance on the cost formulas that are used
1o assign costs 10 inventories.

Scope

2 This Standard applies to all inventories, except:

(a)
(b)

(c)

IRefer Appendix 1]

financial instruments (Ind AS 32, Financial Instruments:
FPresentation and Ind AS 109, Financial Instruments and }; and

biological assets (ie living animals or plants) related to agricultural
activity and agricultural produce at the point of harvest (See Ind
AS 41, Agriculture).

3 This Standard does not apply to the measurement of inventories held by:

(a)

(b)

producers of agricultural and forest products, agricultural
produce after harvest, and minerals and mincral products, to
the extent that they arc measured at net realisable value in
accordance with well-established practices in those industries.
When such inventories are measured at net realisable value,
changes in that value are recognised in profit or loss in the period
of the change.

commodity broker-traders who measurce their inventories at fair
value Iess costs to sell. When such inventories are measured at fair
value less costs 1o scll, changes in fair value less costs to sell are
recognised in profif or loss in the period of the change.
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4

The inventories referred to in paragraph 3(a) are measured at net realisable
value al certain stages of production. This occurs, for example, when
agricuitural crops have been harvested or minerals have been exiracted and
sale is assured under a forward contract or a government guarantee, or when
an aclive markel exists and there is a negligible risk of failure (o sell. These
inventories are excluded from only the measurement requirements of this
Standard.

Broker-traders are those who buy or scil commodities for others or on their
own account. The inventories referred to in paragraph 3(b) are principally
acquired with the purpose of selling in the near future and generating a profit
from fluctuations in price or broker-traders’ margin. When these inventories
are measured at fair value less costs to sell, they are excluded from only the
measurement requirements of this Standard.

Definitions

The following terms are used in this Standard with the meanings
specified:

Inventories arc assets:
(a) held for sale in the ordinary course of business;
(b)  in the process of preduction for such sale; or

{(c) in the form of materials or supplics to be consumed in the
production process or in the rendering of services.

Net realisable valuc is the estimated selling price in the ordinary course
of business less the estimated cests of completion and the estimated costs
necessary to make the sale.

Fair value is the price that would be received to sell an asset or paid to
transfer a liability in an orderly transaction between market participants
at the measurement date. (See Ind AS 113, Feir Value Measurenment.)

Net realisable value refers to the net amount that an entity expects to realise
from the sale of inventory in the ordinary course of business. . Fair value
reflects the price at which an orderly transaction to sell the same inventory in
the principal (or most advantageous) market for that inventory would take
place between market participants at the measurement date. The former is an
entity-specific value; the latter is not. Net realisable value for inventories may
not equal fair value less costs to seli.

Inventories encompass goods purchased and held for resale including, for
example, merchandise purchased by a retailer and held for resale, or land and
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other property held for resale. Inventories also encompass finished goods
produced, or work in progress being produced, by the entity and include
materials and supplies awaiting use in the production process, J Costs incurred
e fuifil a contract with a customer that do not give rise 10 inventories (or
assets within the scope of another Standard) are accounted for in accordance
with Ind AS 115, Revernue from Contracts with Cusiomers.

Measurement of inventories

9

Inventories shall be measured at the lower of cost and net realisable value,

Cost of invenfories

10

The cost of inventories shall comprise all costs of purchase, costs of
conversion and other costs incurred in bringing the inventories to their
present location and condition.

Costs of purchase

il

The costs of purchase of inventories comprise the purchase price, import
duties and other taxes (other than those subsequently recoverable by the entity
from the taxing authorities), and transport, handling and other costs directly
attributable fo the acquisition of finished goods, materials and services. Trade
discounts, rebates and other similar items are deducted in determining
the costs of purchase.

Costs of conversion

12

13

The costs of conversion of inventories include costs directly related to the
units of production, such as direct labour. They also include a systematic
allocation of fixed and variable production overhcads that are
incurred  in  converling materials into finished goods. Fixed production
overheads are those indirect costs of production that remain refatively constant
regardless of the volume of production, such as depreciation and maintenance
of factory buildings and equipment, and the cost of factory management and
administration. Variable production overheads are those indirect costs of
production that vary directly, or nearly directly, with the volume of
production, such as indirect materials and indirect labour,

The allocation of fixed production overheads to the costs of conversion is
based on the normal capacity of the production facilities. Normal capacity is
the production expected to be achieved on average over a number of periods or
seasons under normal circumstances, taking into account the loss of capacity
resulting from planned maintenance. The actual level of production may be
used if it approximales normal capacity. The amount of fixed overhead
allocated to each unit of production is not increased as a consequence of low
production or idle piant, Unallocated overheads are recognised as an expense
in the period in which they are incurred. In periods of abnormally high
production, the amount of fixed overhead allocated to each unit of production
692



is decreased so that inventories are nol measured above cost.  Variable
production overheads are allocated 1o each unit of production on the basis of
the actual use of the production facilities.

14 A production process may result in more than one product being produced
simultancously. This is the case, for example, when joint products are
produced or when there is a main product and a by-product. When the costs of
conversion of cach product are not separately identifiable, they are allocated
between the products on a rational and consisient basis. The allocation may be
based, for example, on the relative sales value of each product either at the
stage in the production process when the products become separately
identifiable, or at the compietion of production. Most by-products, by their
nature, are immaterial. When this is the case, they are oflen measured at net
realisable value and this value is deducted from the cost of the main product.
As a result, the carrying amount of the main product is not materially different
from its cost.

Other costs

15 Other costs are included in the cost of inventories only to the extent that they
are incurred in bringing the inventories to their present focation and condition.
For example, it may be appropriate o include non-production overheads or the
costs of designing products for specific customers in the cost of inventories.

16 Examples of costs excluded from the cost of inventories and recognised as
expenses in the period in which they are incurred are:

(a) abnormal amounis of wasted materials, labour or other production
costs;

(b) storage costs, unless those costs are necessary in the production
process before a further production stage;

© administrative overheads that do not contribute to bringing inventorics
to their present location and condition; and

(d) selling costs.

17 Ind AS 23, Borrowing Costs, identifies limited circumstances where
borrowing costs are included in the cost of inventories.

18 An entity may purchase inventories on deferred settlement terms. When the
arrangement effectively contains a financing element, that element, for
example a difference between the purchase price for normal credit terms and
the amount paid, is recognised as interest expense over the period of the
{inancing.

Cost of inventories of a service provider
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19

{Refer Appendix 1]

Cost of agricultural produce harvested from biological assets

20

In accordance with Ind AS 41, Agriculture, invenlories comprising agricultural
produce that an entity has harvested from ils biological assels are measured on
initial recognition at their fair value less costs (o sell at the point of harvest.
This is the cost of the inventories at that date for application of this Standard.

Techniques for the measurement of cost

21

22

Techniques for the measurement of the cost of inventories, such as the
standard cost method or the retait method, may be used for convenience if the
results approximate cost. Standard costs take inte account normal levels of
materials and supplies, labour, efficiency and capacity utilisation. They are
regularly reviewed and, if necessary, revised in the light of current conditions.

The retail method is ofien used in the retail industry for measuring inventories
of large numbers of rapidly changing items with similar margins for which it is
impracticable to use other costing methods. The cost of the inventory is
determined by reducing the sales value of the inventory by the appropriate
percenlage gross margin. The percentage used takes into consideration
inventory that has been marked down to below its original selling price. An
average percentage for each retail department is often used.

Cost Formulas

23

24

26

The cost of inventories of items that are not ordinarily interchangeable and
goods or services produced and segregated for specific projects shall be
assigned by using specific identification of their individual costs.

Specific identification of cost means that specific costs are attributed to
identified items of inventory. This is the appropriate treatment for items that
are segregated for a specific project, regardless of whether they have been
bought or produced. However, specific identification of costs is inappropriate
when there are large numbers of items of inventory that are ordinarily
interchangeable. In such circumstances, the method of selecting those items
that remain in inventories could be used to obtain predetermined cffects on
prafit or loss.

The cost of inventories, other than those dealt with in paragraph 23, shall
be assigned by using the first-in, first-out (FIFO) or weighted average cost
formula. An entity shall use the same cost formula for all inventories
having a similar nature and use to the entity. For invenfories with a
different nature or use, different cost formulas may be justified.

For example, inventories used in one operating segment may have a use (o the
entity different from the same type of inventories used in another operating
segment. However, a difference in geographical location of inventories (or in

694



27

the respective tax rules), by itself, is not sufficient 10 justify the use of different
cost formulas.

The FIFO formula assumes that the items of inventory that were purchased or
produced first are sold first, and consequently the items remaining in inventory
at the end of the period are those most recently purchased or produced. Under
the weighted average cost formula, the cost of each item is determined from
the weighted average of the cost of similar items at the beginning of a period
and the cost of similar items purchased or produced during the period. The
average may be calculated on a periodic basis, or as cach additional shipment
is received, depending upon the circumstances of the entity.

Net realisable value

28

29

30

31

32

The cost of inventories may not be recoverable if those inventories are
damaged, il they have become whelly or partially obsolete, or if their selling
prices have declined. The cost of inventories may also not be recoverable if the
estimated costs of completion or the estimated costs to be incurred fo make the
sale have increased. The practice of writing inventorics down below cost (o net
realisable value is consistent with the view that assets should not be carried in
excess of amounts expected to be realised from their sale or use.

Inventories are usually written down to net realisable value item by item. In
some circumstances, however, it may be appropriate lo group similar or
related items. This may be the case with ifems of inventory relating fo the
same product line that have similar purposes or end uses, are produced and
markefed in the same geographical area, and cannot be practicably evaluated
separately from other items in that product line. It is not appropriate to write
inventories down on the basis of a classification of inventory, for example,
finished goods, or all the inventories in a particular operating segment,

Estimates of net realisable value are based on the most reliable evidence
available at the time the estimates are made, of the amount the inventories are
expected to realise. These estimates take into consideration fluctuations of
price or cost directly relating 1o events occurring after the end of the period o
the extent that such events confirm conditions existing at the end of the period.

Estimates of net realisable value also take into consideration the purpose for
which the inventory is held. For example, the net realisable value of the
quantity of inventory held to satisfy firm sales or service contracts is based on
the contract price. I the sales contracts are for less than the inventory
quantities held, the net realisable value of the excess is based on general
selling prices. Provisions may arisc {rom firm sales contracls in excess of
inventory guantities held or from firm purchase contracts. Such provisions are
dealt with under Ind AS 37, Provisions, Contingent Liabilities and Contingent
Assets.

Materials and other supplies held for use in the production of inveniories are
not written down below cost if the finished products in which they wilf  be
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incorporated are expected to be sold at or above cost. However, when a
dectine in the price of materials indicates that the cost of the finished products
exceeds net realisable value, the materials are written down (o net realisable
value. In such circumstances, the replacement cost of the materials may be the
best available measure of their net realisabic value.

A new assessment is made of net realisable value in cach subsequent period.
When the circumstances that previously caused inventories to be written down
below cost no longer exist or when there is clear evidence of an increase in net
realisable value because of changed economic circumstances, the amount of
the write-down is reversed (je the reversal is limited 10 the amount of the
original write-down) so that the new carrying amount is the lower of the cost
and the revised net realisable value. This occurs, for example, when an item
of inventory that is carried at nef realisable value, because its selling price has
declined, is still on hand in a subsequent period and its selling price has
increased.

Recognition as an expense

34

35

When inventories are sold, the carrying amount of thosc invenfories shall
be recognised as an expense in the period in which the related revenue is
recognised. The amount of any write-down of inventories to net realisable
value and ail losses of inventories shall be recognised as an expense in the
period the write-down or loss occurs. The amount of any reversal of any
wrifc-down of inventories, arising from an increase in net realisable value,
shall be recognised as a reduction in the amount of inventories recognised
as an cxpense in the period in which the reversal occurs.

Some inventories may be allocated to other asset accounts, for example,
inventory used as a component of self-constructed property, plant or
equipment. Inventories atlocated fo another asset in this way are recognised as
an expense during the useful life of that asset.

Disclosure

36

The financial statements shall disclose:

(a) the accounting policies adopted in measuring inventories,
including the cost formula used;

(b)  the total carrying amount of inventories and the carrying
amount in classifications appropriate to the entity;

(¢)  the carrying amount of inventories carried at fair value less costs
to sell;

690



37

38

39

(d)  the amount of inventories recognised as an expense during the
period;

(e) the amount of any write-down of inventories recognised as an
expense in the period in accordance with paragraph 34;

{n the amount of any reversal of any write-down that is
rceognised as a reduction in the amount of inventories recognised
as expense in the period in accordance with paragraph 34;

(g) the circumstances or events that led to the reversal of a
write-down of inventories in accordance with paragraph 34; and

(h) the carrying amount of inventories pledged as security for
liabilities.

Information about the carrying amounts held in different classifications of
mventories and the extent of the changes in these assets is useful to financial
statement users. Common classifications of inventories are merchandise,
production supplies, materials, work in progress and finished goods.,

[Refer Appendix 1]

An entity adopts a format for profit or loss that results in amounts being
disclosed other than the cost of inventories recognised as an expense during
the period. Under this format, the entity presents an analysis of expenses
using a classification based on the nature of expenses. In this case, the entity
discloses the costs recognised as an expense for raw materials and
consumables, labour costs and other costs together with the amount of the net
change in inventories for the period.
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Appendix A

References to matters contained in other Indian Accounting
Standards
This Appendix is an integral part of the Ind AS.

This appendix lists the appendix which is a part of another Indian Accounting
Standard and makes reference 1o Ind AS 2, Inveniories.

1 Appendix A, Intangible Asseis-Web site Costs, contained in Ind AS 38,
Intangible Assets.

2 Appendix B, Stripping Costs in the Production Phase of a Surface Mine,
contained in Ind AS 16, Property, Plant and Equipment.
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Appendix 1

Note: This Appendix is not a part of the Indian Accounting Standard. The purpose of
this Appendix is only to bring out the major differences, if any, between Indian
Accounting Standard (Ind AS) 2 and the corresponding Iniernational Accounting
Standard (14S) 2, Inventories, issued by the International Accounting Standards

Board.

Comparison with 1AS 2, Inventories

] Paragraph 38 of JAS 2 dealing with recognition of inventories as an expense
based on function-wise classification, has been deleted keeping in view the
fact thalt option provided in IAS 1 o present an analysis of cxpenses
recognised in profit or loss using a classification based on their function within
the entity has been removed and Ind AS 1 requires only nature-wise
classification of expenses. However, in order to maintain consistency with
paragraph numbers of IAS 2, the paragraph number is retained in Ind AS 2.

2 Following paragraph numbers appear as ‘Deleted” in 1AS 2. In order to
maintain consistency wilh paragraph numbers of 1AS 2, the paragraph
numbers are retained in Ind AS 2:

(1) Paragraph 2(a)

(it) Paragraph 19.
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Indian Accounting Standard (Ind AS) 16

Property, Plant and Equipment

(This Indian Accownuing Standard bicludes paragraphs set in bold npe and plain pe, which
have equal authority. Paragraphs in bold type indicate the main privnciples. )

Objective

The objective of this Standard is to prescribe the accounting treatment for
property, plant and equipment so that users of the financial statements can discern
imformation about an entity’s investment in its property, plant and equipment and
the changes in such investment. The principal issues in accounting for property,
plant and equipment are the recognition of the assets. the determination of their
carrying amounts and the depreciation charges and impairment losses to be
recognised in relation o them,

Scope '

2

This Standard shall be applicd in accounting for property, plant and
equipment except when another Standard requires or permifs a different
accounting freatment.

This Standard docs not apply to:
(a) property, plant and equipment classified as held for sale in accordance

with Ind AS 103, Non-current Assets Held for Sale and Discontinued
Operations.

(b) biological assets refated to agricultural activity other than bearer plants

(See Ind AS 41, Agriculture). This Standard applies 10 bearer plants but it
does not apply to the produce on bearer plants.

{c) the recognition and measurement of exploration and evaluation assets (sec
Ind AS 106, Exploration for and Evaluation of Mineral Resowrces).

{d) miperal rights and mineral reserves such as oil. natural 2as and similar
non-regenerative resources.

However, this Standard applies (o property, plant and equipment nged 1o develan
or maintai: the assets described in (b)~(d).
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Definitions

6

Other Indian Accounting Standards may require recognition of an item of
property, plant and equipment based on an approach different from that in this
Standard. For example, Ind AS 17, Leases, requires an entity o evajuate its
recognition of an item of leased property, plant and equipment on the basis of the
ransfer of risks and rewards. However, in such cases other aspects of the
accounting treatment for these asscts, including depreciation, are prescribed by
this Standard.

An entity accounting for investment property in accordance with 1nd AS 40,
Jnvestment Property, shall use the cost model in this Standard.

The following terms are used in this Standard with the meanings specified:

A bearer plang is a living plant that:
(a)  is used in the production o supply of agricultural produce;
(b) is expected to bear produce for more than one period; and

(¢) has a remote iikelihood of being sold as agricultural produce, except
for incidengal scrap sales.

Carrying amouni is the amount ai which an assel is recognised after
deducting any accumulated depreciation and accumulated impairment
josses.

Cost is ithe amount of cash or cash equivalents paid or the fair value of the
other consideration given 1o acquire an asset at the time of its acquisition or
construction or, where applicable, the amount attributed 10 that asset when
initially recognised in accordance with the specific requirements of other
Indian Accounting Standards, eg Ind AS 102, Share-based Paymient.

Depreciable amount is the cost of an asset, or other amount substituted for
cost, less its residual value.

Depreciation s ihe systematic allocation of the depreciable amount of an
asset over its usefud life.

Entity-specific value is (he present value of the cash flows an enfity expects 1o

arise from the continuing use of an asset and from its disposal at the end of
ifs useful life or expects (o incur when setfling a liability. . '
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Fair value is the price that would be reccived to sell an asset or paid to
transfer 2 liability in an orderly transaction between market participants at
the measurement date. (See Ind AS 113, Fuir Value Measurement.)

An impairment loss is the amount by which the carrying amount of an asset
exceeds its recoverable amount,
Property, plant and equipnient are (angible items thats

(a) are held for use in the production or supply of goods or services, for
rental to others, or for administrative purposes; and

{b) are expeefed to be used during more than onc¢ period.

Recoveruble amount is the higher of an asseCs fair value less costs fo seil and
its value in use.

The residuad value of an assef is the estimated amount that an cn'li(y would
currently obtain from disposal of the asset, after deducting the estimated
costs of disposal, if the asset were already of the age and in the condition
expected af the end of its useful life.

Useful life is:

(a) the period over which an asset is expected 1o be available for use by an
entity; or

{b) the number of production or similar units expected to be obtained
from the asset by an entify.

Recognition

Tlhe cost of an item of property, plant and equipment shali be recognised as
an asset if, and only if:

(a) itis probable that fulure economic benefits associated with the ifem will
flow to the enlity; and

{b) the cost of the item can be measured reliably.
. Items such as spare parts, stand-by equipment and servicing equipment are

recognised in accordance with this Ind AS when they meet the definition of
properly, plant and equipment. Otherwise, such items are classified as inventory.

-
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This Standard does not prescribe the unit of measure for recognition, ie whal
constitutes an item of property, plant and equipment. Thus, judgement is required
in applying the recognition criteria {0 an entity’s specific circumstances. [t may be
appropriatc to aggregate individuatly insignificant items, such as moulds, tools
and dies, and to apply the crileria to the aggregate value.

An entity evaluates under this recognition principle all its property, plant and
equipment costs al the time they are ncurred. These costs include costs incurred
initiaily to acquire or construct an item of property, plant and equipment and costs
incurred subsequently to add to, replace parl of, or service it,

Inttial costs

ltems of properly, plant and equipment may be acquired for safety or
environmental reasons. The acquisition of such property, plant and equipment,
although not directly increasing the fulure cconomic benefits of any particular
existing item of property, plant and equipment, may be necessary for an entity to
obtain the future economic benefits from 1ts other assets. Such items of property,
plant and equipment qualify for recognition as assets because they enable an
entity 1o derive fature economic henefits from related assets in excess of what
could be derived bad those items not been acquired. For example, a chemical
manufacturer may install new chemical handling pracesses {o comply with
environmental requirements for the production and storage of dangerous
chemicals: related plant enhancements are recognised as an assel because without
them the entity is unable to manufacture and sell chemicals. However, the
resulting carrying amount of such an asset and related assets is reviewed for
impairment in accordance with Ind AS 36, Jmpairment of Assets.

Subsequent costs

Under the recognition prineiple in paragraph 7, an entity does not recognise in the
carrying amount of an item of property, plant and equipment the costs of the day-
to-day servicing of the item. Rather, these cosls are recognised in profit or Joss as
incurred. Costs of day-to-day servicing are primarify the costs of labour and
consumables, and may include the cost of smali parts. The purpose of thesc
expenditures is ofien described as for the ‘repairs and maintenance’ of the item of
property, plant and equipment.

Parts of some items of property, plant and equipment may require replacement at
regular intervals. For example, a furnace may require relining afler a specified
number of hours of use, or aircraft interiors such as seats and palicys may require
replacement several times during the life of the airframe. Jtems of property, plant
and equinment may also be acquired 1o make a Jess frequently recurring
replacement, such as replacing the interior walls of a building, or to make a
nonrecurring replacement. Under the recognition principle in paragraph 7, an
entity recognises in the carrying amount of an ilem of praperty, plant and -
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equipment the cost of replacing part of such an item when that cost is incurred if
the recogoition criteria are met. The carrying amoun{ of those parts that are
replaced is derecognised in accordance with the derecognition provisions of this
Standard (see paragraphs 67-72).

A condition of continuing 1o operate an item of property, plant and equipment (for
example, an aircraft) may be performing regular major inspections for faults
regardless of whether parts of the item are replaced. When each major inspection
s performed, its cost is recognised in the carrying amount of the item of property,
plant and equipment as a replacement if the recognition criteria are satisfied.
Any remaining carrying amount of the cost of the previous inspection (as distinet
from physical parts) is derecognised. This occurs regardicss of whether the cost of
the previous inspection was identified in the transaction in which the flem was
acquired or constructed. If neccssary, the estimated cost of a future similar
inspection may be used as an indication of what the cost of the existing inspection
component was when the itlem was acquired or constructed.

Measurement at recognition

15

An item of property, plant and equipment that qualifies for recognition as an
asscl shall be measured at its cost.

Elements of cost
The cost of an item of propesty, plant and equipment comprises:

(a) 1ts purchase price, including import duties and non-refundable purchase 1axes,
afler deducting trade discounts and rebates.

(b) any costs directly attributable to bringing the asset to the Jocation and
condition necessary for it to be capable of operating in the manner intended by
‘managemen,

(¢) the initial estimate of the costs of dismantling and removing the item and
restoring the site on which it is located, the obligation for which an entity
incurs either when the item is acquired or as a consequence of having used the
item during a particular period for purposes other han to produce inventories
during that period. '

Examples of directly attributable costs are:
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(8) costs of employee benefits (as defined in Ind AS 19, Employee Benefiis)
arising directly from the construction ot acquisition of the item of prapesty,
plant and equipment;

(b) costs of site preparation;
(c) initial delivery and handling costs;
(d) installation and assembiy costs;

(e) costs of testing whether the asset is functioning property, after deducting the
net proceeds from selfing any items produced while bringing the asset to that
location and condition (such as samples produced when testing equiprent);
and

(D) professional fees.

An entity applies Ind AS 2, Tnventories, 10 the costs of obligations for dismantiing,

removing and restoring the site on which an item is Jocated that are incurred
during a particular period as a conscquence of having used the item to produce
inventories during that period. The obligations for costs accounted for i
accordance with Ind AS2 or Ind AS 10 are recognised and measured in
accordance with Ind AS 37, Provisions, Comingent Liabilities and Confingenl
Assets.

Examples of costs that are not cosls of an item of property, plant and equipment
are:

() costs of opening a new facility;

{b) costs of introducing a new product or service (including costs of advertising
and promotional activities);

() costs of conducting business in a new location or with a new class of customer
(including costs of staff training); and

(d) administration and other general overhead caosts.

Recognition of costs in the carrying amount of an item of property, plant and
equipment ceases when the item is in the Jocation and condition necessary for it to
be capable of operating in the manner intended by management. Therefore, costs
incurred in using or redeploying an item are not included in the carrying amount
of that item. For example, the following costs are not inciuded in the carrying
amount of an item of property, plant and equipment:
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{@) costs incurred while an item capable of operating in the manmer intended by
management has yet to be brought into use or is operated at less than ful)
capacity;

(b} nitial operating losses, such as those incurred while demand for the item’s
output builds up; and

(c) costs of relocating or reorganising part or all of an entity’s operations.

Some operations occur in connection witl the construction or development of an
item of property, plant and equipment, but are not necessary o bring the item (o
the focation and condition necessary for it to be capable of operating in the
manner intended by management. These incidental operations may occur before
or during the construction or development activities. Ior example, income may be
carned through using a building site as a car park until construction starts,
Because incidental operations are not necessary to bring an item 1o the location
and condition necessary for it to be capable of operating in the manner intended
by management, the income and related expenses of incidental operations arc
recognised in profit or loss and inciuded in their respective classifications of
income and expense,

The cost of a self-constructed assel is determined using the same principles as for
an acquired asset. If an entity makes similar assets for sale in the normal course of
business, the cost of the asset is usually the same as the cost of constructing an
asset for sale (sece Ind AS 2). Therefore, any internal profits are eliminated in
arriving at such costs. Simifarly, the cost of abnormal amounts of wasted material,
fabour, or other resources incurred in self-constructing an asset is not included in
the cost of the asset. Ind AS 23, Borrowing Costs, establishes criteria for the
recognition of interest as a component of the carrving amount of a self-
constructed jtem of property, plant and equipment.

Bearer plants are accounted for in the same way as self-constructed items of
property, plant and equipment before they are in the location and condition
necessary 1o be capabie of operating in the manner intended by management.
Consequently, references to ‘construction’ in this Standard shouid be read as
covering aclivities that are necessary 1o cultivate the bearer plants before they
are in the location and condition necessary to be capable of operating in the
manner infended by management.

Measurement of cost

The cost of an item of property, plant and equipment is the cash price equivajent
at the recogpitfon date. If payment is deferred bevond normal credit terms, the
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difference between the cash price equivalent and the total payment is recognised
as interest over the period of credit vnless such interes( s capitatised
accordance with Ind AS 23.

One or more items of property, plant and equipment may be acquired 1n exchange
for a non-monetary assel or assels, or a combination of monetary and non-
monelary assets. The foflowing discussion refers simply to an exchange of onc
non-monetary asset for another, but it also applies (o all exchanges described in
the preceding sentence. The cost of such an item of property, plant and equipment
is measured at fair value uniess (a) the exchange transaction lacks commercial
substance or (b) the fair value of neither the asset received nor the assel given up
is reliably measurable. The acquired item is measured in this way even if an entity
cannotl immediately derecognise the asset given up. If the acquired item 1s not
measured at fair value, its cost is measured at the carrying amount of the asset
given up.

An entity determines whether an exchange transaction has commercial substance
by considering the extent to which its fulure cash flows are expected to change as
a result of the transaction. An exchange transaction has commercial substance if:

(&) the configuration (risk, timing and amount) of the cash flows of the asset
received differs from the configuration of the cash flows of the assct
transierred; or

(b)  the entity-specific value of the portion of the entity’s operations affected
by the {ransaction changes as a resuit of the exchange; and

{c) the difference in (a) or (b) is significant relative to the fair value of the
assels exchanged.

For the purpose of determining whether an exchange {ransaclion has commercial
substance, the entity-specific value of the portion of the entily’s operations
affected by the transaction shall reflect past-tax cash flows. The result of these
analyses may be clear without an entity having to perform detailed calculations.

The fair value of an asset is reliably measurable if (a) the variability in the range
of reasonabie fair value measurements is not significant for that asset or (b) the
probabilities of the various estimates within the range can be reasonably assessed
and used when measuring fair value. Jf an entity is abie 0 measure reliably the
fair value of cither the asset reccived or the asset given up, then the fair value of
the asset givern up is used to measure the cost of the asset received unless the fair
value of the asset received is more clearly evident.

The cost of an item of property, piant and equipment hicld by &
finance tease is determined in accordance with Ind AS 17.
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[Refer Appendix 1.

Measurement after recognition
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30

31

32

33

34

35

An entity shall choose cither the cost model in paragraph 30 or the
revaiuafion model in paragraph 31 as its accounting policy and shall apply
that policy to an entire class of property, plant and equipment.

Cost model

After recognition as an asset, an item of property, plant and equipment shall
be carried at ifs cosi less any accumulated depreciation and any accumulated
impairment losses.

Revaluation model

After recognition as an asset, an item of property, plant and equipment
whose fair vahie can be measured relfiably shall be carried at a revalued
amount, being its fair value at the date of the revaluation less any subsequent
accumufated depreciation and subsequent accumulated impairment losses.
Revaluations shall be made with sufficient regularity to ensure thal the
carrying amount does not differ materially from that which would be
determined using fair value at the end of the reporting period.

[Refer Appendix 1].

{Refer Appendix 1].

The frequency of revaluations depends upon the changes in fair values of the items

of property, plant and equipment being revalued. When the fair value of a
revalued asset differs materially from its carrying amount, a further revaluation is
required. Some items of property, plant and equipment cxperience significant and
volatile changes in fair value, thus necessitating annual revaluation. Such frequent
revatuations are unnecessary for items of property, plant and equipment with only
insignificant changes in fair value. Instead, it may be necessary to revalue the
item only every three or five vears.

When an item of property, plant and equipnment is revalued, the carrying amount

of that asset is adjusted to the revalued amount. At the date of the revaluation, the
asset is treated In one of the foliowing ways:
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(a)  the gross carrying amount is adjusted in a manner that s consistent with the
revaluation of the camrying amount of the asset. For example, the gross
carrying amount may he restated by reference 1o observable market data or
it may be restated proportionately to the change in the carrying amount. The
accumudated depreciation at the date of the revaluation is adjusted to equal
the difference between the gross carrying amount and the carrying amount
of the asset after taking into account accumulated impairment losses; or

(b) the accumulated depreciation is climinated against the gross carrving
amount of the asset.

The amount of the adjustment of accumulated depreciation forms part of the
increase or decrease in carrying amount that is accounted for in accordance with

paragraphs 39 and 40.

If an item of property, plant and cquipment is revatued, the entire class of
property, plant and ecquipment to which that asset belongs shall be revalued.

A class of property, plant and equipment is a grouping of assets of a similar nature
and use in an entity’s operations. The following are examples of separate classes:

{a} land;

(b) land and buildings;

(¢} machinery;

(d) ships;

{¢) aircraft;

(f) motor vehicles;

(g) furniture and fixiures;

(h) office equipment; and

(i} bearer plants.
The items within a class of property, plant and cquipment are revalued
simultaneously {o avoid selective revaluation of assets and the reporting of
amounts in the financial statements that arc a mixture of costs and values as a
different dates. However, a class of assets mmay be ievalucd on a rolling Sasis

provided revaluation of the class of assets is completed within a short period and
provided the revaluations are kept up to date.

o’
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H an asseC’s carrying amount is increased as a result of a revaluation, the
increase shall be recognisced in other comprehensive inconte and accumulated
in cquity under the heading of revaluation surplus. However, the increase
shall be recognised in profif or Joss to the extent that it reverses a revaluation
decrease of the same assel previously recognised in profit or foss.

If an assef’s carrving amount is decrcased as a result of a revaluation, the
decrease shall be recognised in profit or loss. However, the decrease shall be
recognised in other comprehensive income o the extent of any credit balance
existing in the revaluation surplus in respect of that asset. The decrease
recognised in other comprehensive income reduces the amount accumulated
in equity under the heading of revaluation surplus.

The revaluation surplus included in equity in respeet of an ilem of property, plant
and equipment may be transferred directly to retained earnings when the asset is
derecognised. This may involve transferring the whole of the surplus when the
assel is retired or disposed of. However, some of the surplus may be transferred as
the asset is used by an entity. In such a case, the amount of the surplus transferred
would be the difference between depreciation based on the revalued carrying
amount of the asset and depreciation based on 1he asset’s original cost. Transfers
from revaluation surplus 1o retained earnings are not made through profit or loss.

The effects of taxes on income, if any, resulting from the revaluation of property,
plant and equipment are recognised and disclosed in accordance with Ind AS 12,
Income Taxes.

Depreciation

Each part of an item of property, plant and equipment with a cost that is
significant in relation to the total cost of the item shall be depreciated
separately.

An entity allocates the amount initially recognised in respect of an -item of
property, plant and equipment to its significant parls and depreciates separately
cach such part. For example, it may be appropriate {o depreciate separately the
airframe and engines of an aircraft, whether owned or subject 1o a finance lease,
Similarly, I’ an entity acquires property, plant and equipment subject {0 an
operating lease in which it is the lessor, it may be appropriate to depreciate
separately amounts reflected in the cost of that item that are attributable fo
faveurable or unfavourable Jease derms relative-4e market-derms,

A significant part of an Hem of property, plant and equipment may have a useful
fife and a depreciation method that are the same as the useful life and the
depreciation method of another significant part of that same iten1. Such parts may
be grouped in determining the depreciation charge.

754



46

47

48

49

50

51

To the extent that an entity depreciates separately some parts of an ilem of
property, plant and equipment, it also depreciates separately the remainder of the
ttlem. The remainder consists of the parts of the ftem that are individually not
significant. If an entity has varying expectations for these parts, approximation
techniques may be necessary o depreciate the remainder in a manner that
faithfully represents the consumyption pattern and/or useful life of its parts,

An entity may choose to depreciate separately the parts of an item thal do not
have a cost that is significant in relation {o the total cost of the item.

The depreciation charge for each period shall be recognised in profit or loss
unless i€ ts included in the carrying amount of another asset.

The depreciation charge for a period is usually recognised in profit or joss.
However, sometimes, the future economic benefits embodied in an assel are
absorbed i producing other assets. In this case, the depreciation charoe
conslitutes part of the cost of the other asset and is included i its carrying
amount. Ior example, the depreciation of manufacturing plant and equipment is
metuded in the costs of conversion of inventories {(sec Ind AS 2). Similarly,
deprecighon of property. plant and equipment used for development activities
may be included in the cost of an intangible asset recognised in accordance with
Ind AS 38, Itangible Assets.

Depreciable amount and depreciation period

The depreciable amount of an asset shall be allocated on a systematic basis
over its useful life.

The residual value and the useful life of an asset shall be reviewed at least at
each financial year-end and, if expectations differ from previous estimates,
the change(s) shall be accounted for as a change in an accounting estimate in
accordance with Ind AS 8, Accounting Policies, Changes in Accounting
Estimates and Errors.

Depreciation is recognised even if the fair value of the asset exceeds its carrying
amounl, as long as the asset’s residual value does not exceced its carrying amount,
Repair and maintenance of an asset do not negate the need o depreciate it.

The depreciable amount of an asset is determined afler deducting its residual value.

In practice, the residual value of an assel is ofien insignificant and therefore
imimaterial in the caleulation of the depreciable amount.

The residual value of ann assel may increase o an amount equal 1o or greater than
the assel’s carrying amount. )1 it does, the asseCs depreciation charge is zero

-
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uniess and until its residual value subsequently decreases to an amount below the
assel’s carrying amount.

Depreciation of an asset beging when it is available for use, ie when il is in the
location and condition necessary for it (o be capable of operating in the manner
mfended by management. Depreciation of an asset ceases at the earlier of the date
that the asset is classified as held for sale (or included in a disposal group that is
classified as held for sale) in accordance with Ind AS 105 and the date that the
asset is derecognised. Therefore, depreciation does not cease when the asset
becomes idle or is refired from active use unless the asset is fully depreciated.
However, under usage methods of depreciation the depreciation charge can be
zero while there is no production.

The future economic benefits embodied in an asset are consumed by an entity
principally through its use. However, other factors, such as technical or
commercial obsolescence and wear and tear while an asset remains idle, ofien
result in the diminution of the economic benefits that might have been obtained
from the asset. Consequently, all the foliowing factors are considered in
determining the useful life of an asset:

{a) expected usage of the asset. Usage is assessed by reference 1o the asset’s
expecied capacity or physical output.

(b) expected physical wear and tear, which depends on operational factors such as
the number of shifts for which the asset is (0 be used and the repair and
maintenance programme, and the care and maintenance of the asset while idle,

(¢) technical or commercial obsolescence arising from changes or improvements
in production, or from a change in.the markel demand for the product or
service output of the asset. Expected future reductions in the selling price of
an item that was produced using an asset could indicate the expectation of
technical or connmercial obsolescence of the asset, which, in tum, might
reflect a reduction of the future economic benefits embodied in the asset.

(d) tegal or similar timits on the use of the asset, such as the expiry dates of
relaled Jeascs.

The useful life of an asset is defined in terms of the asset’s expected utifity 1o the
entity. The asset management policy of the entity may involve the disposal of
assels after a specified time or afier consumption of a specified proportion of the
future ecdnomic benefits embodied in the assel. Therefore, the useful life of an
asset may be shorter than its economic life. The estimation of the useful life of the
assel is @ matter of judgement based on the experience of the entity with similar

aogels,
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Land and buildings are scparable assets and are accounted for separately, even
when they are acquired together, With some exceptions, such as quarrics and sites
used for landfill, land has an unlimited usefud life and therefore is not depreciated.
Buildings have a limited useful fife and therefore are depreciable assets, An
increase in the value of the fand on which a brilding stands does not affect the
determination of the depreciable amount of the building.

If the cost of land includes the costs of site dismantiement, removal and
restoration, that portion of the land asset is depreciated over the period of benefits
obtained by incurring those costs. In some cases, the land itself may have a
himiied useful Tife, in which case il 1s depreciated in-a manner that reflects the
benefits to be derived from it

Depreciation method

The depreciation method used shall reflect the patern in which the asset’s
fulure cconomic benefils are expected 1o be consumed by the enfity.

The depreciation method applied to an asset shall be reviewed at feast at cach
financial year-end and, if there has been a significant change in the expected
paltern of consumption of the future cconomic benefits embodied in the
assel, the method shall be changed to reflect the changed pattern. Such a

. change shall be accounted for as a change in an accounting estimate in

accordance with Ind AS 8.

A variety of depreciation methods can be used to allocate the depreciable amount
of an asset on a systematic basis over its uwseful life. These methods inciude the
straight-line method, the diminishing balance method and the units of praduction
method. Straight-line depreciation results in a constant charge over the useful life
if the asset’s residual value does not change. The diminishing balance method
results in a decreasing charge over the useful life. The units of production method
results in a charge based on the expected use or output. The entity selects the
method that most closely reflects the expected pattern of consumption of the
future economic benefits embodied in the asset. That method is applied
consistently from period to period unless there is a change in the expected pattern
of consumption of those fulure economic benefits.

A depreciation method that is based on revenue that is generated by an activity
that includes the use of an assel is not appropriate. The revenue generated by an
activity that includes the use of an asset generally reflects factors other than the
consumption of the economic benefits of the asset. JFor example, revenue is
affected by other inputs and processes, selling aclivities and changes in sales
VN NPV S o TRV SNV RP R o SSRGS T o' NURSINY B TSy SPESY
VORI LD anbl })ll\;\ub- L1y i}ll\.v\. t‘\.}llllJ\Jll\rlll (WA W LS lll(l’\' [IL VRN ) Wi § lJr\' (%D} l(il.i\.ill:

whicl has no bearing upon the way in which an asset is consumed.
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Impairment

To determine whether an item of property, plant and equipment is impaired, an
entity applies Ind AS 36, Impairment of Assets. That Standard explains how an
entity reviews the carrying amount of its assets, how it determines the recoverable
amount of an assel, and when it recognises, or reverses the recognition of, an
impairment }oss.

{Refer Appendix 1]
Compensation for impairment

Compensation from third parties for items of property, plant and equipment
that were impaired, lost or given up shall be included in profit or loss when
the compensation becomes receivable.

tmpairments or losses of items of propenty, plant and equipment, refated claims
for or payments of compensation from third parties and any subsequent purchase
or construction of replacement assets are separate cconomic events and are
accounted for separately as foliows:

(a) impairments of items of property, plant and equipment are recognised in
accordance with Ind AS 36;

(b) derecognition of items of property, plant and equipment retired or disposed of
is determined in accordance with this Standard;

(c) compensation from third parties for items of property, plant and equipment
* that were impaired, lost or given up is included in determining profit or oss
when 1l beconies receivable; and

(d) the cost of items of property, plant and equipment restored, purchased or
consiructed as replacements is determined in accordance with this Standard.

Derecognition

67

The carrying amount of an item of property, plan{ and equipment shali he
derecognised:

{a) on disposal; or

{5} when 60 fature ccoioinic benefiis are expecivd Drom iis use or
disposal.
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The gain or loss arising from (he derecognition of an item of properiy, plant
and equipment shall be included in profit or loss when the ilem is
derecognised (unless Ind AS 17 requires otherwise on a sale and leaseback),
Gains shal not be classified as revenue.

However, an entity thatl, in the course of ils ordinary activities, routinely scils
itlems of property, plant and equipment that it has held for rental 1o others shall
ransfer such assels 1o inventories at their carrying amount when they cease (o be
rented and become held for sale. The proceeds from the sale of such assets shall
be recognised as revenue in accordance with  Ind AS 115, Revemewe from
Contracts with Customers.  Ind AS 105 does not apply when assets that are held
for sale in the ordinary course of business are transferred 10 inventories.

The disposal of an item of property, plant and equipment may oceur in a variely
of ways (eg by sale, by entering into a finance leasc or by donation). The date of
disposal of an item of property, plant and equipment is the date the recipient
obtains control of that item in accordance with the requirements for determining
when a performance obligation is satisfied in Ind AS 115, Ind AS 17 applies o
disposal by a sale and leaseback.

If, under the recognition principle in paragraph 7. an enlity recognises in the
carrving amount of an item of property, plant and equipment the cost of a
replacement for part of the item, then it derecognises the carrying amount of the
replaced part regardless of whether the replaced part had been depreciated
separately. If it is not practicable for an entity 1o determine the carrying amount of
the replaced part, it may use the cost of the replacement as an indication of what
the cost of the replaced part was at the time it was acquired or constructed.

The gain or loss arising from the derecognition of an item of property, plant
and equipment shall be determined as the difference between the net disposal
proceeds, if any, and the carrying amount of the item.

The amount of consideration to be included in the gain or loss arising {rom the
derecognition of an item of property, plant and cquipment is determined in
accordance with the requirements for defermining the transaction price in
paragraphs 47-72 of Ind AS 115. Subsequent changes (o the estimated amount of
the consideration included in the gain or loss shall be accounted for in accordance
with the requirements for changes in the fransaction price in Ind AS 115,

Disclosure

73

The financial statements shall disclose, for each class of property, plant and
cquipment:

(a) the measurcment bases used for determining the gross carrying amount;

- -
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(b) the depreciation methods used;

{¢) the useful lives or the depreciation rates used;

(d) the gross carrying amount and the accumulated depreciation (aggregated
with accumulated impairment losses) at the beginning and end of the

period; and

(e} a reconciliation of the carrying amount at the beginning and end of the
period showing:

(i) additions;

(i) asscts classified as held for sale or included in a disposal group
classified as held for sale in accordance with Ind AS 105 and other
disposals;

(iti) acquisitions th rough business combinations;

(iv) increases or decreases resulting  from  revaluations under
paragraphs 31, 39 and 40 and from impairnent losses recognised or
reversed in other comprehensive income in accordance with Ind AS

36;

(v} impairment losses recognised in profit or loss in accordance with Ind
AS 306;

(vi) impairment losses reversed in profit or loss in accordance with Ind
AS 36;

(vit) depreciation;

(viif) the net exchange differences arising on the franslation of the
financial statements from the functional currency into a different
presentation currency, including the translation of a foreign
operation into the presentation currency of the reporting entity; and

(ix) other changes.

74 The financial siatements shall also disclose:

(a) the cxistence and amounts of restrictions on title, and property, plant and
equipmeni pledged as security for liabilitics;

(b) the amount of expenditures recognised in the carrying amount of an item
of property, plantand equipment in the course of its construclion; '
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(¢} the amoun{ of confractual commitments for the acquisiion of property,
plant and equipmen(; and

(d) if i is nol disclosed separately in the statement of profit and loss, the
amount of compensation from third parties for items of property, plant
and equipment that were impaired, lost or given up that is included in
profit ar loss.

Selection of the depreciation method and estimation of the useful Jife of assets are
mailers of judgement. Therefore, disclosure of the methods adopled and the
estimated useful lives or depreciation rates provides users of financial statements
with information that allows them 1o review the policies selected by management
and enables comparisons {o be made with other entities. For similar reasons, it is
necessary to disclose:

(a) depreciation, whether recognised in profit or loss or as a part of the cost of
other assets, during a period; and

(h) accumulated depreciation at (he end of the period.

In accordance wilh Ind AS 8 an entity discloses the nature and effect of a change
in an accounting estimate that has an effect in the current period or is expected lo
have an effect in subsequent periods, For property, plant and equipment, such
disclosure may arise from changes in estimates with respect o

(a) residual values;

(b)  the estimated costs of dismantling, removing or restoring items of
property, plant and equipment;

() useful fives; and

(d) depreciation methods.
If items of property, plant and equipment are stated af revalued amounts, the
following shall be disclosed in addition (o the disclosures required by Ind AS
113:

(a)  the effective dale of the revaluation;

() whether ai indepeidet valaer Was involved;

(¢} iRefer Appendix 1]
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(d)  [Refer Appendix 1]
(¢} for each revalued class of property, plant and equipment, the carrying
amoun{ that would kave been recognised had the assets been carried

under the cost model; and

(f)  the revaluation surplus, indicating the change for the period and any
restrictions on the distribution of the balance to sharcholders.

In accordance with Ind AS 36 an entity discloses information on impaired
property, plant and equipment in addition to the information required by

paragraph 73(e)(1v)~{vi).

Users of financial statements may also find the foliowing information relevant to
their needs:

(i) the carrying amount of temporarity idle property, plant and equipment;

(b} the gross carrying amount of any {ully depreciated property, plant and
equipment that is still in use;

(c) the carrying amount of property, plant and equipment retired from active
use and not classified as held for sale in accordance with Ind AS 105; and

(d) when the cost model is used, the fair value of property, plant and
equipment when this is materially different from the carrying amount.

Therefore, entities are encouraged to disclose these amounts.
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Appendix A

Changes in Existing Decommissioning, Restoration and Similar
Liabilities ' '

This Appendix is an integral part of the Ind AS.

Background

1 Many entities have obligations 1o dismantle, remove and restore items of property,
plant and equipment. In this Appendix such obligations are referred to as
‘decommissioning, restoration and similar liabilities”. Under Ind AS 16, the cost of
an item of property, plant and equipment includes the initial estimate of the costs of
dismantling and removing the ilem and restoring the site on which it is located, the
obligation for which an entity incurs either when the item is acquired or as a
consequence of having used the item during a particular period for purposes other
than to produce inventories during that period. Ind AS 37 contains requirements on
how to measure decommissioning, restoration and similar liabilities. This Appendix
provides guidance on how to account for the effect of changes in the measurement
of existing decommissioning, restoration and similar Habilities.

Scope

2 This Appendix applies to changes in the measurement of any existing
decommissioning, restoration or similar Habitity that is both:

(a) recognised as part of the cost of an item of property, plant and equipment in
accordance with Ind AS 16; and

{b) recognised as a liability in accordance with Ind AS 37.
Far example, a decommissioning, restoration or similar liability may exist for

decommissioning a plant, rehabilitating environmental damage in extractive
industries, or removing equipment.

Issue

3 This Appendix addresses how the effect of the following events that change the
measurement of an existing decommissioning, restoration or simitar liability should

s immmaraadiad £,
LA ahouutiiiead vy,
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{8} achange in the estimated outflow of resources embodying economic benefits
(eg cash flows) required 10 settle the obligation;

{b) achange in the current market-based discount rate as defined in paragraph 47
of Ind AS 37 (this includes changes in the time value of money and the risks
specific o the Jiability); and

(€) an increase that reflects the passage of time {also referred 10 as the unwinding
of the discount).

Accounting Principles

4

Lh

Changes in the measurement of an existing decommissioning, restoration and
similar liability that result from changes in the estimated timing or amount of the
outflow of resources embodying economic benefits required 1o settle the obligation,
or a change in the discount rate, shail be accounted for in accordance with
paragraphs 5-7 below,

It the related asset is measured using the cost model:

{a)

(b)

(c)

subject lo {b), changes in the liability shall be added to, or deducted from,
the cost of the related asset in the current period.

the amount deducted from the cost of the asset shail not exceed its
carrying amount. If a decrease in the liability exceeds the carrying amount
of the asset, the excess shall be recognised immediately in profit or loss.

if the adjustment results in an addition 1o the cost of an asset, the enfity
shall consider whether this is an indication that the new carrying amount
of the asset may not be fully recoverable. If it is such an indication, the
entify shall fest the asset for impairment by estimating its recoverable
amount, and shall account for any impairment loss, in accordance with Ind
AS 306,

If the related asset is measured using the revatuation model:

(a) changes in the liability aller the revaluation surplus or deficit previously
recognised on that asset, so that:

(i

a decrease in the [iability shall {subject-10{b)) be recognised in other
comprehensive income and increase the revaluation surplus within
equity, except that it shall be recognised in prefit or loss to the extent
that it reverses a revaluation deficit on the asset that was previously
recognised in profil or loss;

-
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(i) an merease I the Habitity shall be recognised in profit or loss, excepl
that it shall be recognised in other comprehensive income and reduce
the revaluation surplus within equity to the extent of any credit halance
existing in the revatuation surplus i respect of that assel.

(b) in the event that a decrease in the liability exceeds the carrying amount that
would have been recognised had the asset been carried under the cost model,
the excess shall be recognised immediately in profit or loss.

{¢) a change in the liability is an indication that the asset may have to be revalued
in order to ensure that the carrving.amount does not differ materiatly from that
which would be determined using fair value at the end of the reporting period.

- Any such revaiuation shall be taken into account in determining the amounts
to be recognised in profit or Joss or in other comprehensive income under (a).
If a revaluation is nccessary, all assets of that class shall be revalued.

{d) Ind AS I requires disclosure in the statement of profil and loss of each
component of other comprehensive income or expense. In complying with this
requirement, the change in the revaluation surplus arising from a change in the
tiability shali be separately identified and disclosed as such.

7 The adjusted depreciable amount of the asset is depreciated over its useful life.

Therefore, once the rejated asset has reached the end of its useful life, all

- subsequent changes in the Hability shall be recognised in profil or loss as they
occur. This applies under both the cost model and the revaluation model.

8  The periedic unwinding of the discount shall be recognised in profit or foss as a
finance cost as it occurs. Capitalisation under Ind AS 23 is not permitted.
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Appendix B

This appendix is an integral part of the Ind 45,

Stripping Costs in the Production Phase of a Surface
Mine

Background

1.

Lad

In surface mining operations, entities may find it necessary to remove mine waste
materials (‘overburden’) to gain access to mineral ore deposits. This waste
removal activity is known as ‘stripping’.

During the development phase of the mine (before production beging), stripping
costs arc usualty capitalised as part of the depreciable cost of building, developing
and constructing the mine. Those capitalised costs are depreciated or amortised on
a systematic basis, wsually by using the units of production method, once
production begins,

A mining entity may continue to remove overburden and to incur stripping cosis
during the production phase of the mine.

The material removed when stripping in the production phase will not necessarily
be a total waste; often it will be a combination of ore and waste. The ratio of ore
to waste can range from uneconomic low grade fo profitable high grade. Removal
of material with a low ratio of ore 1o wastc may produce some usable material,
which can be used 10 produce inventory. This removal might afso provide access
to deeper levels of material that bave a higher ratio of ore to waste. There can
therefore be two benefits accruing to the entity from the stripping activity: usable
ore that can be used to produce inventory and improved access to further
quantities of material that will be mined in future periods.

This Appendix considers when and how to account separately for these two
benefits arising from the stripping activity, as well as how to measure these
benefits both initially and subsequently.

Scope

6.

This Appendix applies 1o waste removal costs that are incurred in surface mining

activity during the production phase of the mine (‘production stripping costs®).
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Issues

This Appendix addresses the following issues:
(a) recognition of preduction stripping costs as an asset;
(b) mitial measurement of the stripping activily assct; and

(¢) subsequent measurement of the stripping actlivity asset.

~ Accounting Principles

10.

il.

Recognition of production stripping costs as an asset

To the extent that the benefit from the stripping activity is realised in the form of
inventory produced, the entity shall account for the costs of that siripping
overburden removal activity in accordance with the principles of Ind AS 2,
Inventories. To the extent the benefil is improved aceess to ore, the entity shall
recognise these costs as a non-current asset, say, Stripping Activity Asset, if the
criteria in paragraph @ below are met.

An cntity shall recognise a stripping activity asset if, and only if, all of the

following are met:

(a) it is probable that the fulure economic benefit (improved access to the ore
body) associated with the stripping activity will flow fo the entity;

(b) the entity can identify the component of the ore body for which access has
been improved; and

{c) the costs relating to the stripping activity associated with that component
can be measured reliably.

The stripping activily asset shall be accounted for as an addition fo, or as an
enhancement of, an existing asset. In other words, the stripping activity asset will
be accounted for as part of an existing asset,

The stripping activity asset’s classification as a tangible or mtangible asset is the
same as the existing assel. In other words, the nature of this existing asset will
determine whether the entity shall classify the stripping activity asset as tangible
or intanpible. '
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Initial measurement of the stripping activily asset

The entity shall initially measure the stripping activity asset at cost, this being the
accumulation of costs directly incurred 1o perform the stripping activity ihat
improves access to the identified component of ore, plus-an allocation of directly
atiributable overhead costs. Examples of the types of costs that would be included
as directly attributable overhead costs include an allocation of salary costs of the
mine supervisor overseeing that component of 1he mine, and the rental costs.of
any equipment that was hired specifically to perform the stripping activity. Some
incidental operations may take place at the same time as the production stripping
aclivily, bul which are not necessary for the production stripping activity to
continue as planned. The costs associated with these incidental operations shall
not be included in the cost of the stripping activity assel. An example of such type
of'incidental operations would be building an access road in the area in which the
stripping campaign is taking place.

When the costs of the stripping activily asset and the inventory produced are not
separately identifiable, the entity shall allocate the production stripping costs
between the inventory produced and the stripping aclivity assel by using an
aliocation basis that is based on-a relevant production measure. This production
measure shall be calculated for the identified component of the ore body, and
shall be used as a benchmark to identify the extent to which the additional activity
of creating a future benefit has taken place. Exampies of such measures include:

(a}) cost of inventory produced compared with expected cost;

(b) volume of waste extracted compared with expected volume, for a given
volume of ore production; and

(¢} mineral content of the ore extracted compared with expected mineral
content 1o be extracted, for a given quantity of ore produced.

The production measure shall not be cafcudated using a basis that is based on sales
values. A basis that is based on sales values, in the context of stripping casls, is
mappropriate because it is not closely linked to the activity taking place,
FFurthermore, i’ the current sales price of the relevant material is used in
determining the allocation basis, the same current sales price wiil be applied to the
volume of the mineral in both the exiracted ore and the identified component.
Hence, the relevant variable will be the volume of mineral in both the extracted
ore and the identified component, i.e., the current saies price wilf not change the
allocation basis. Applying a future sales price basis involves practical difficulties.
Identifying a future sales price for ore that will be mined in the future can be
difficudt, given the volatility of market prices for many minerals. Further
complexities may arise when more than one mineral is present {whether by-
products or joint products) when the ore is extracted.  ~
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Subsequent measurement of the stripping activity asset

After initial recognition, the stripping activity asset shalt be carried at cither its
cost or its revalued amount less depreciation or amortisation and less impairment
losses, In the same way as the existing asset of which il is a part.

The stripping activity asset shall be depreciated or amortised on a systematic
basis, over the expected useful Tife of the identified component of the ore body
that becomes more accessible as a result of the stripping activity. The units of
production method shall be applied unless another methed is more appropriate.

The expected useful life of the identified component of the ore body that is used
1o depreciate or amortise the stripping activity asset will differ from the expecied
useful hife that is used to depreciate or amortisc the mine itself and the refated fife-
of-mine assets. The exception to this are those limited circumstances when the
stripping activity provides improved access to the whole of the remaining ore
body. For example, this might occur towards the end of a mine’s useful life when
the identified component represents the final part of the ore body 1o be extracted,
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Appendix C
References to matters contained in other Indian Accounting Standards

This Appendix is an integral pait of the Ind AS.

This appendix lists the appendices which are part of other Indian Accounting Standards
and make reference o Ind AS 16, Property, Plant and Equipment.

1 Appendix C, Service Concession Arrangements comained in  Ind AS 115,
Revenue from Contracts with Customers.

2 Appendix D, Service Concession Arrangements: Disclosures contained intnd AS
115, Revenue from Contraces with Customers,

3 Appendix C, Determining whether air Arrangement contains a Lease contained in
Ind AS 17, Leases.

4 Appendix A, Intangible Assets—Web Site Costs contained in Ind AS 38,
Mutangibie Assets.
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Appendix 1

Note:  This Appendix is not a part of the Indian Accounting Standard. The purpose of this

Appendix is only 1o bring ot the major differences, if any, between Indian Accounting Standard

(Ind AS) 16 and the corresponding International Accounting Standard (148} 16, Property, Plant

and Lguipment, and 1FRIC 1, Changes in Existing Decommissioning, Restoration and Similar
Liabilities and IFRIC 20, Stripping Costs in the Production Phase of a Surface Mine issued
by the International Accounting Standards Board.

Comparison with YAS 16, Property, Plant and Equipment, 1FRIC 1 and
IFRIC 20 |

]

b2

The transitional provisions given in IAS 16 and IFRIC 1 and IFRIC 20 have not
been given in Ind AS 16, since all wansitional provisions related to Ind ASs,
wherever considered appropriate have been included in Ind AS 10}, First-rime
Adoption of Indian Accounting Standards corresponding o TFRS 1, Firsi-time
Adoption of International Financial Reporting Standards.

Different terminology is used in this standard, eg, the 1erm “balance sheet” is used instead of
‘Statement of financial posion’ and ‘Statement of profil’ and loss is used instcad of
‘Statement of comprehensive income’,

Paragraph 28 has been deleted since Ind AS 20, Accounting for Government Grants
and Disclosure of Government Assistance, does not permit the option of reducing the
carrying amount of an item of property, plant and equipment by the amount of
government grant received in respect of such an item, which is permitied in 1AS 20,
However, to maintain consistency with paragraph numbers of IAS 16, this paragraph
number is retained in Ind AS 16.

The following paragraph numbers appear as ‘Deleted’ in IAS 16. In order to
maintain consistency with paragraph numbers of IAS 16, the paragraph numbers are
retained in Ind AS 16:

(1) paragraphs 32-33

(i) paragraph 64

(1) paragraph 77(c)-(d)
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5 Paragraphs 3 of Ind AS 16 has been modified, since Ind AS 40, fnvesanent Property,
prohibits the use of fair value model.

6. Paragraph 12 of Appendix B has been modified and paragraph 13A of Appcndi'x B
has been added to provide guidance with regard 1o the requirements contained in
the paragraphs 12 and 13.
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Indian Accounting Standard (Ind AS) 19
Employee Benefits

(This Indian Accounting Standard includes paragraphs set in bold type and plain type, which
have equal authority. Paragraphs in bold type indicate the main principles.)

Objective

1 The objective of this Standard is to prescribe the accounting and disclosure for employee benefits.
The Standard requires an entity to recognise:

(a) a liability when an employee has provided service in exchange for employee benefits (o be paid
in the future; and

{b) an expense when the entity consumes the economic benefit arising from service provided by an
employee in exchange for employee benefits.

Scope

2 This Standard shall be applied by an employer in accounting for all e.m]iloyee benefits, except
those {o which Ind AS 102, Skare-based Payment, applies.

3 This Standard does not deal with reporting by employee benefit plans.
4 The employee benefits to which th is Standard apptlies include those provided:

(a) under formal plans or other formal agreements between an entity and individual employees,
h groups of employees or their representatives;

(b) under legistative requirements, or through industry arrangements, whereby entities are required
to contribute to national, state, industry or other multi-employer plans; or

(¢) by those informal practices that give rise to a constructive obligation. Informal practices give
rise to a constructive obligation where the entity has no realistic alternative but to pay employee
benefits. An examiple of a conslructive obligation is where a change in the entity’s informal
praclices would cause unacceptable damage (o its relationship with employees.

5 Employee benefits include:

(a) short-term employee benefits, such as the following, if expected to be seltled wholly before
twelve months after the end of the annual reporting peried in which the employees render the
related services:

(i} wages, salartes and sdeial security contributions;
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(i1} paid annual feave and paid sick leave;

(i) profit-sharing and bonuses; and

(iv) non-monetary benefits {such as medicaj care, housing, cars and free or substdised gogs
or services) for cument employees; L

(b) post-employment benefits, such as the foliowing:
(i) retirement benefits {eg pensions and lump sum payments on retirement); and

(ii) other post-employmemt benefits, such as post-empioyment life insurance and post-
employment medical care;

(c) other long-term employee benefits, such as the fol lowing:
(1) long-term paid absences such as long-service feave or sabbatical leave;
(ii) jubilee or other long-service benefits; and
(iii} long-term disability benefits; and

{(d} termination benefits.

6  Employee benefits include benefits provided either to etployees or to their dependants or
beneficiaries and may be settled by payments (or the provision of pooeds or services) made either
directly to the employees, to their spouses, children of other dependants or to others, such as
Insurance companies.

7 An employee may provide services to an entity on a full-time, part-time, permanent, casual of

temporary basis. For the purpose of this Standard, employees include directors and other
management personnel,

Definitions

8  The following terms are used in this Standard with the nmearings specified:

Definitions of employee benefits

Employee benefits are all forms of consideration given by an entity in exchange for service
renderced by employees or for the termination of employment,

Short-term employee benefits are employee benefits (other than termination benefits) that are
expected to be settied wholly before twelve months after the end of the annual reporting period
in which the em ployees render the refated service,

Post-emplopment bencefits are employee benefits {other than fermination benefits and short.-
term employee benefits) that are payable after the completion of employment.
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Other long-term employee bencefits are all employee benefiis other than short-term employee
benefits, post-employment benefits and termination benefits.

Termination benefits are employee benefits provided in exchange for the termination of an
employee’s employment as a resul( of cither:

(a) an entity’s decision to terminate an cmployee’s employment before the normal retirement
dake; or

(b) an employee’s decision {0 accept an offer of benefifs in exchange for the termination of
entployment. '

Definitions relating to classification of plans

Post-employment benefit plans are formal or informal arrangements under whick an entity
provides post-employment benefits for one or more employecs.

Defined coutribution plans are post-employment benefit plans under which an entity pays fixed
contributions into a separate enfity (a fund) and will have no legal or constructive obligation to
pay further contributions if the fund docs not hold sufficient assets to pay all employee benefits
relating (o employee service in the current and prior periods. '

Defined benefit plans are post-employment henefit plans othér than defined contribution plans.

Multi-employer plans are defined contribution plans (other than state plans) or defined benefit
pians (other than state plans) that:

(a) pool the assets contributed by various enfities that are not under contmon control; and
(b) use those assets to provide benefits to em ployces of more than one entity, on the basis that

conftribution and benefit levels are determined without regard fo the identity of the entity
that employs the employees.

Definitions relating to the net defined benefit liability (asset)

The net defined benefit liability (asse) is the deficit or surplus, adjusted for any effect of
limiting a net defined benefit asset to the asset ceiling.

The deficit or surplus is:
(a) the present value of the defined benefit obligation less
(b) the fair value of plan asseis (if any).

The asset ceiling is the present value of any economic benefits available in the form of refunds
from the plan or reductions in future contribufions to the plan,
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The presesnt value of a defined beneftt obligation is the presenti value, withoul deducting any
plan assets, of expected future payments required to settle the obligation resuliing from
employee service in the current and prior periods.

Plan assets comprise:
{a) assets held by a fong-term employee benefit fand; and

(b} qualifying insurance policies.

Assets held by a long-terin employee bencfit fund are assets (other than non-transferable
financial instruments issued by the reporting entity) that:

{(#) are held by an entity (a fund) that is legally separate from the reporting entity and exists
solely to pay or fund employee benefits; and

(b) are available to be used only to pay or fund employee benefits, are not available fo tle
reporting entity's own creditors (even in bankruptcy), and cannot be returncd to the
reporting catity, unless cither:

(i) the remaining assets of the fund are sufficient {o meet all the related cmployee
benefit obligations of the plan or the reporting entity; or

(i} the assets are refurned to the reporting entity to reimburse it for employce benefils
already paid.

A qualifving insirance policy is an insurance policy” issued by an insurer that is not a related
party (as defined in Ind AS 24, Related Party Disclosures) of the reporting entity, if the
proceeds of the policy! :

(a) can be used only o pay or fund cmployce benefits under a defined benefit plan; and

(b) are not available to the reporting entity’s own creditors (even in bankruptey) and camnot
be paid to the reporting entity, unless either:

. the proceeds represent surplus assets that are not needed for the policy fo meet all
the rclated employee benefit obligations; or

ii. the proceeds are returned to the reporting entity to reimburse it for employee
bencfits already paid.

Fair value is the price that would be received to scll an asset or paid to transfer a
Yiability in ap orderly transaction befween market participants at the measurement
date. (Sec Ind AS 113, Fair Value Measurement.)

* A qualifying insurance policy is not necessarily an insurance contract, as defined in Ind AS 104, Insurance
Coniracts. '
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Definitions relating to defined benefit cost
Service cost compriscs:

(a) current service cost, whick is the increase in the present value of the defined benefit
obligation resulting from cntployee service in the current period;

(b) past service cost, which is the change in the present value of the defined benefit obligation
for employee service in prior periods, resulting from a plan amendment (the introduction
or withdrawai of, or changes 10, 2 dcfined benefit plan) or a curtailment (a significant
reduction by the entity in (he number of employecs covered by a plan); and

(e) any gain or loss on scttlement.

Net interest on the net defined benefit liability (asset) is the change during the period in the net
defined benefit Liability (assef) tha¢ arises from the passage of time.

Remeasurements of the net defined benefit liability (asset) comprise:

(a) actuarial gains and losses;

.

{b) the return on plan assets, excluding amounts included in nef interest on the net defined
benefit liability (asset); and '

{(¢) any change in the effect of the asset ceiling, excluding amounts included in nret interest on
the net defined benefit lability (asset).

Actuarial gains and losses are changes in the present value of the defined benefit obligation
resulting from:

(a) experience adjustments (the effects of differences befween the previous actuarial
assumptions and what has actually eccurred); and

(b) the effects of changes in actuarial assumptions,

The return on plan assefs is interest, dividends and other income derived from the plan assets,
together with realised and unrealised gains or losses on the plan assets, less:

{a} any costs of managing plan assets; and

(b) any tax payable by the plan itself, other than tax included in the actuarial assumptions
used to measure the present value of the defined benefit obligation.

A settlement is a transaction that climinates all further legal or constructive obligations for
part or all of the benefits provided under a defined benefid plan, other than a payment of
benefits to, or on behalf of, employecs thaf is set out in the terms of the plan and included in.
the actuarial asswnplions,
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Short-term employee benefits

9 Shori-term employee benefits include items such as the following, if expected to be settled wholly
before twelve months afler the end of the annual reporting period in which the employees render the
refated services:

(a) wages, salaries and social security contributions;
(b) paid annual leave and paid sick leave;

" (¢} profit-sharing and bonuses; and

(d) non-monetary benefits (such as medical care, housing, cars and free or subsidised goods or
services} for current employees.

10 An entity need not reclassify a short-term employee benefit if the entity’s expeclations of the timing
of settiement change temporarily. However, if the characteristics of the benefit change (such as a
change from a non-accumulating benefit 1o an accumulating benefit) or i’ a change in expectations
of the timing of settlement is not temporary, then the entity considers whether the benefit still meets
the definiion of shor(-term employee benefits.

Recognition and measurement
AH short-term employee benefits

11 When an employee has rendered service to an entity during an accounting period, the entity
shafl recognise the andiscounted amount of shart-term employee benefits expected to be paid
in exchange for that service:

(a) as a liability {accrued expense), after deducting any amount already paid. If the amount
already paid exceeds the undiscounted amount of the benefits, an entity shall recognise
that excess as an asset (prepaid expense) to the extent that the prepayment will Jead to, for
example, a reduction in future payments or a cash refund.

(b) as an expense, unless another Ind AS requires or perniits the inclusion of the benefits in

the cosf of an asset (see, for example, Ind AS 2, Inventories, and Ind AS 16, Properiy, Plant
and Equipment).,

12 Paragraphs 13, 16 and 19 cexplain how an entity shall apply paragraph 11 to short-term
cmplovee benefits in the form of paid absences and profit-sharing and bonus plans.

Shori-term paid absences

13 An entity shall recognise the expected cost of short-term employee benefits in the form of paid
absences under paragraph 11 as follows:
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(a) in the case of accumulating paid absences, when the employees render service that
increases their entitlement (o future paid absences.

(b) in the case of non-accumulating paid absences, when the absences accur.

14 An entity may pay employees for absence for various reasons including holidays, sickness and short-

term disability, maternity or paternity, jury service and military service. Entitiement to paid absences
falls into two catepories:

(a) accumulaling; and

(b} non-accumulating.

IS Accumulating paid absences are those that are carried forward and can be used in fawre periods if

the current peried’s entitlement is not used in full. Accumulating paid absences may be either
vesting (in other words, employees are entitled 10 a cash payment for unused entitlement on leaving
the entity) or non-vesting (when employees are not entitled to 2 cash payment for unused entitiement
on leaving). An obligation arises as employces render service that increases their entitlement to
future paid absences. The obiigation exists, and is recognised, even if the paid absences are non-
vesting, although the possibility that employees may leave before they use an accumulated non-
vesting entitlement affects the measurement of that obligation.

16 An entity shall measure the expected cost of accumulating paid absences as the additional

amount that the eniity expects to pay as a resulf of {he unused cnfitiement that has
accumuiated at the end of the reporting period.

17 The method specified in the previous paragraph measures the obligation at the amount of the

additional payments that are expected (o arise solely from the fact that the benefit accumulates. In
many cases, an entity may not need to make detailed computations to estimate that there is no
malerial obligation for unused paid absences. For example, a sick leave obligation is likely to be
material only if there is a formal or informal understanding that unused paid sick leave may be taken
as paid annual leave,

Example illustrating paragraphs 16 and 17

An entity has 100 employees, who are each entitled to five working days of paid sick leave for
each year. Unused sick leave may be carried forward for one calendar year. Sick leave is taken
first out of the current year’s entitfement and then out of any balance brought forward from the
previous year (a LIFO basis). At 31 December 20X 1 the average unused entitfement is two days
per employee. The entity expects, on the basis of experience that is expected to continue, that 92
employees will take no more than five days of paid sick leave in 20X2 and that the remaining
eight employees will take an average of six and a half days each.

The entity expects that it will pay an additional twelve days of sick pay as.a result of the unused
entitlement that has accumulated at 31 December 20X1 (one and a hdlf days cach, for cight
employees). Therefore, the entity recognises a liability equal to nwelve days of sick pay.
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1§ Non-accuniulating paid absences do not carry forward: they lapse if the eurrent period’s entitlement is

not used in full and do not entitle employees to a cash payment for unused entillement on leaving the
entity. This is commenly the case for sick pay (to the extent that unused past entitlement does not
increase future entitiement), malernity or paternity leave and paid absences for jury service or
military service. An entily recognises no liability or expense until the time of the absence, because

employee service does not increase the amount of the benefit.

Profit-sharing and bonus plans

1O An entity .shall recognise the expected cost of profit-sharing and bonus paymenis under

paragraph 11 when, and enly when:

{a) 1ihe entity has a present legal or constructive obligation fo make such payments as a resull
of past events; and

(b) a reliable estimate of the obligation can be made.

A present obligation exists when, and only when, the entify has no realistic alternative but to
make the payments.

Under some profit-sharing plans, employees receive a share of the profit only if they remain with the

.enlity for a specified period. Such plans create a constructive abligation as employees render service

that increases the amount 1o be paid if they remain in service untii the end of the specified peried.
The measurement of such constructive obligations reflects the possibility that some employees may
jeave without receiving profit-sharing payments.

Examgple illustrating paragraph 20

A profit-sharing plan requires an entity to pay a specified proportion of its profit for the year to
employees who serve throughout the year. If no employees leave during the year, the {otad profit-
sharing payments for the year will be 3 per cent of profit. The entity estimates that staff tirnover
will reduce the payments to 2.5 per cent of profit.

The entity recognises a liability and an expense of 2.5 per cent of profit.

21 An entity may have no lega obligation to pay a bonus. Nevertheless, in some cases, an entity has a

practice of paying bonuses. In such cases, the entily has a constructive obligation because the entity
has no realistic alternative but to pay the bonus. The measurement of the constructive obfigation
reflects the possibility that seme employees may leave without receiving a bonus.

22 An entity can make a reliable estimate of its legai or constructive obligation under a profit- sharing

or bonus plan when, and only when:

{a) the formal terms of the pian contain a formula for determining the amount of the benefit;
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(b} the entity determines the amounts (o be paid before the financial stalements are approved for
1s8ue; OF

{c) past practice gives clear evidence of the amount of the entity’s consiructive cbligation,

23 An obligation under profit-sharing and bonus plans results from employee service and not from a
transaction with the entity’s owners. Therefore, an entity recognises the cost of profit-sharing and
bonus plans not as a distribution of profit but as an expense.

24 1f profit-sharing and bonus payments are not expected to be seitied wholly before twelve months
after the end of the annual reporting period in which the employees render the related service, those
payments are other long-term employee benefits (see paragraphs 153—158).

Disclosure

25 Although this Standard does not require specific disclosures about short-term employee benefits,
other Ind ASs may require disclosures, For example, Ind AS 24 requires disclosures about employee
benefits for key management personnel. Ind AS 1, Presentation of Financial Statements, requires
disclosure of employee benefits expense.

Post-employment benefits: distinction between defined contribution
plans and defined benefit plans

26 Post-employment benefits include items such as the following:
{(a) retirement benefits (eg pensions and lump sum payments on retirement); and

(b) other post-employment benefits, such as posl—cmpioyﬁlent life insurance and post-employment
medical care.

Arrangements whereby an entity provides post-employment benefits are post-employment benefit
plans. An entity applies this Standard to all such arrangements whether or not they involve the
establishment of a separate entity to receive contributions and to pay benefits.

27 Post-employment benefit plans are classified as either defined contribution plans or defined benefit
plans, depending on the economic substance of the plan as derived from its principal terms and
con