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Fundamental Changes under Ind-AS

Fundamental

changes
Present value

and fair value

concepts

Estimates and
judgements

\\

Substance over
form

Concept of

First-time

adoption —
Unique

Detailed
disclosures |

Restatement
of previously
issued
financial
statements

Focus on risks
and rewards
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Key Implementation Challenges

-

Property, plant

Leases

\-—-\

D Stock-based N\
compensation ) Foreign
/ exchange rates

\ | \

Borrowing
and costs
equipment
Intangible Inventories.
assets
Some of the
significant areas . Business
AGELTE]] Fair value combinations
for instruments: measurements  these
. - Presentation Consolidation ’s see some O these -
implementation classification Extensive and joint tetss
challenges :::cgng‘f::ment disclosures arrangements
include....
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Fair Value under Ind-AS 113

What it is & How it is measured ?
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Fair Value — Definition and When to apply ?

How is fair value defined under Ind-AS 113 ?

— Ind-AS 113 defines fair value as:

Ry
{2 ,L'.;

) l =

Fair value

hG:3

= the[pn‘ce that would be received to sell an asset or paid to transfer a h‘abih’tg] in an

market articipants at the measurement date

orderly transaction betweew
arket based, not entity-based

| When to apply Ind-AS 113 ?

|

-
~

For example, if an entity owns a biological asset...

o

Ind-AS 41 requires that:

A biological asset shall be measured on initial recognition
and
at the end of each reporting period @FVLCS

D

Ind-AS 113 )

Exit price

What
and
when

How
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Valuation Techniques

oF [ When the price for an asset or a liability cannot be observed directly, it must be estimated using a valuation technigue ]

Objective of
Valuation Technique

Valuation Technique under Ind-AS |13 (Broad Categories)

= a specific technique (such as a particular Option Pricing Model)

S

Estimate the

(a) identical OR  (b) comparable assets or liabilities

Market Cost Income
Approach Approach | Approach
- ———————————— ——————
. e.g. e.g.
When market price and Current Discounted

other relevant information

Replacement Cost
is available

Uses (1) Price & (2) Other relevant information, Reflects the amount that would

generated by market transactions involving
of an asset

currently be required to replace the service capacity

Future Cash Flows

= Converts future amount
(e.g. CFs or Income and Expenses)
to a single, present (discounted) amount

Often used for:

o

Often used for valuation of:

Equity securities, which are quoted on an o Tangible assets (like Factory P&M)
exchange

When ....
Real estate

comparable
transaction & prices
are available

Investment properties
Land and Building

Anjani Kumar Khetan
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Inputs to ... Valuation Techniques

Inputs refer broadly to:
= assumptions that market participants would use, when pricing the asset or liability
(Including assumptions about risk)

Inputs to
Valuation Techniques

Observable Inputs Unobservable Inputs
Observable Inputs are developed: Unobservable Inputs are developed:
based on observable market data <« basedon....
& best available information
about

market participants’ assumptions market participants’ assumptions

Valuation technique used by an entity should: ]

G@ [ (a) maximize use of relevant observable inputs and (b) minimize use of unobservable inputs

Anjani Kumar Khetan Page | 11

Fair Value Hierarchy ... for Inputs to Valuation Techniques .....

1

Best evidence of
Fair Value

Level 3 inputs
to beused -
{o the extent ...

observable inputs
are not avai

Measurement, using
valuation techniques
like ..

** A market is active l_f transactions take place with sufficient frequency and volume - to provide pricing information on an ongoing basis

*** For instance, in some circumstances, quoted price in an active market may not represent fair value at the measurement date
(like when significant events take place after the close of the market but before the measurement date)

Anjani Kumar Khetan Page | 12
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Fair Value Hierarchy ...

Level 1 vs. Level2.....

Level 1

The price must be for an asset or liability that is
identical to the asset or liability being measured

(Characteristics & How Different)

Level 2

The price can be for an asset or liability that is
similar to the asset or liability being measured, !f

. it i. ted pri
Characteristics Price must be quoted L G (o

: . Price can be quoted in inactive market
Price must be unadjusted quote

The entity must have access to the market ... Exice/can’belndjurted

the measurement date Price need NOT be directly observable ... but
it MUST be corroborated by .....

observable market data ....

Anjani Kumar Khetan Page | 13

Fair Value Hierarchy ... for Inputs to Valuation Techniques .....

Level 1 Level 2 Level 3 J

"~ Most reliable evidence o [
fair value and should
pe used
Recently observed prices.....
in markets that are not active .... e "
(e.g. quoted price in an inactive market) rojections by management

(e.g. future revenue level OR
Quoted pr other financial forecast by the management)
similar assets or liabilities
in active market
(e.g. inputs derived from yield curves,
when observable at commonly quoted intervals)

without adjustmen

Financial instruments traded on active markets Adjustments to the price

(e.g. shares, exchange traded options and future contracts)

per SFT for similar buildings
derived from observable market
(e.g. adjustments reflecting differences

in physical conditions and location

of the properties)

Unadjusted price per SFT for a building,
derived from observable market data
(e.g. prices derived from observed transactions
invelving comparable buildings in similar locations)

Anjani Kumar Khetan Page | 14
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Lease Accounting
Few Key Issues under Ind-AS 116
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Determining
Lease Term
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How to determine the lease term ?

[ Lease Term — an overview

Non Cancellable

period of lease Lessee’s :«-:;:r;f);;
Lf?:f — D:' Optional ‘:D:' :
® Renewal Period Optional

Termination Date

If the lessee is If the lessee is
_._reasonably certain ,---~, reasonably certain
_‘_‘exerc_li:_s‘é:-the renewal option 'NOT:)to exercise termination option

Consider all facts and circumstances that create an economic incentive for exercise of the option ...

Lease Term + Contractual T&Cs related to the optional periods (e.g. favorable terms)

incllaldes if any /";apply guigezm;‘ o\" + Significant leasehold improvements performed by the lessee
: ¢ o / . .
rent free perlod, D i\ in l:;’;”:‘i is 116, + Costs related to termination of the lease or, costs related to relocation

« Importance of the lease agreement to operations (Specialized asset, lack of alternatives etc.)
« Conditionality that are associated with exercising the above option

Anjani Kumar Khetan Page | 17

How to determine the lease term ?

[ Lease Term — an overview ]

Enforceable Period
of

Lease

Term lease contract

The lease term cannot exceed the enforceable period of the lease contract
and, therefore
One MUST first determine the period, for which the lease contract is enforceable

[ Enforceable Period ]

[ Lease Term ] No contract; no lease

[ Non-cancellable period ]

O (M) ] ] >
Lease Minimum Maximum
Commencement Lease Term Lease Term
Initial Lease Term Extension Option Termination Option
Lessee don’t have any option Lessee is reasonably certain Lessee is NOT reasonably certain
to terminate the lease to exercise the extension option to exercise the termination option

Anjani Kumar Khetan Page | 18
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Lease
Modification vs Re-assessment

Anjani Kumar Khetan Page | 19

Lease Modification vs Lease Re-assessment — How Different ?

Lease Remeasurement vs. Lease Modification

Re-measurement of leases ... Modification of leases ...

A re-measurement of lease results from: = A lease modification results from:
o Changing circumstances or events o a change / amendment to the lease agreement itself
and NOT, dueto ...
o achange /amendment to the lease agreement itself = These changes can sometimes result in ...

a full or, partial termination of the lease agreement

[ There are also circumstances when a lease term is re-assessed ]
iﬂ [ A change in the lease term will trigger re-measurement .... ]
Explained & ilustrated next
. R
Lease modifications | T 7 I:> '
L1 ﬁ
= change in the scope, or consideration that was NOT part of original terms
Anjani Kumar Khetan Page | 20
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Lease Modification vs Lease Re-assessment — How Different ?

Changes to existing lease agreements ......
canleadto .....

Assess whether lease modification ..

create a Separate Lease

Re-measurement OR Re-assessment of leases ... Modification of leases ...

Modification of leases results from .....
Changes to the T&Cs of the underlying contract like ....

" S e —_——

Re-measurement OR re-assessment of leases
results from factors like .....

@ @ @ @ All other

Increase in scope Decrease in scope

Change in the original Change in estimates

Change in index or

1

1
assessment of- of any: rate, affecting payment (new assets added) of the lease H lease
= lease term; or = Residual (Incl. market rent & (e.g. surrenderofa 1 modifications
= Purchase/ guarantee reviews) Consideration = part of leased asset

termination options Standalone Price

Accountedforasa ...

Change in the existing lease

1
1

1

1

1

1

1

1

'

1

! Account for as
1

1

1

1

1

1

1

1

1

Discount New Original Original Separate lease New i New
Rate used Discount Rate Discount Rate Discount Rate Discount Rate : Discount Rate
1
( Recognize gain or loss on : Remeasure LL and
PNL partial or full termination : Adjust ROU asset
Impact No PNL Impact No PNL Impact No PNL Impact Potential .
No PNL Impact
ing, when lease “modification is NOT

i
complex accounting, wieh T e

Ilustrated next
accounted for a5

Relatively more

Justrated next Page | 21
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Lease Re-assessment - lllustration

Original Lease

= 10 year lease, for 5000 SFT of space = Incremental borrowing rate for lessee = 6% p.a.
= Lease rental is Rs 100000 p.a., payable at year end = Depreciation = SLM over 10 years

Year Lease Rental PV Factor PV Value | Opening Lease Cash Interest Principal Closing Lease Opening SLM Closing
f @ 6% Liability  Payment @IRR  Repayment Liability]  ROUAsset Depreciation  ROU Asset
1 1,00000 0.9434 93340 736009 100000 22,080 77,920 6,80,169 7,36,009 73,601 6,62,408
2 1,00,000  0.8900 89,000 | 1 680,168  1,00,000 20,405 79,505 6,20,979 6,62,408 73,601 5,388,807
3 1,00000  0.8396 83962 || /| 620979  1,00,000 18,629 81,371 558,238 5,88,807 73,601 5,15,206
4 1,00000  0.7921 79209 | | 558238  1,00,000 16,747 83,253 491,732 5,15,206 73,601 4,41,605
5 1,00,000 0.7473 74,726 " 491,732 1,00,000 14,752 85,248 4,21,236 4,41,605 73,601 3,68,004
6 1,00,000  0.7050 70496 1 421236 1,00000 12,637 87,363 | 368004 73,601 Q@
7 1,00000  0.6651 66,506 |/ 3,46511  1,00,000 10,395 89,605 2,67,301 2,94,403 73,601 2,20,303
3 1,00000 0.6274 62,741 ' 267301  1,00,000 8,019 91,981 1,83,339 2,20,803 73,601 1,47,002
9 1,00000  0.5919 59,190 1,83,339-~ 1,00,000 5,500 94,500 94,340 1,47,202 73,601 73,601
10 1,00,000  0.5584 55,839 94,340  1,00,000 2,830 97,170 0 73,601 73,601 =
Total 10,00,000 7,36,000 1 1,31,996 8,68,004

ROU = Lease Liabilty
Contd. on next slide

Anjani Kumar Khetan Page | 22
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Lease Re-assessment - lllustration

In this case:
o The changes to the lease agreement is NOT accounted for as a new lease
o This is because the amendment to the lease agreement does not convey the right of use of any additional asset
o The lease is for the same underlying property

o This is shown in the next slide

At the end of Year 6, the lessor and the lessee agree to amend the lease agreement, whereby:
= The lease term is extended from the original 10 years to 14 years (viz. additional 4 years)
= The annual lease rental remains unchanged @ Rs 100000 p.a., payable at year end
= The revised incremental borrowing rate at the end of Year 6 is 7% p.a.

Hence, the lease will be re-measured, using the revised discount rate of 7% p.a. (and not, @ original rate of 6%)
The re-measurement will cover the balance 8 years period (viz. Year 8 through Year 14)

Contd. on né

xt slide

Anjani Kumar Khetan
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Lease Re-assessment - lllustration

Year

00 N W N

Total

Lease Rental PV Factor

1,00,000
1,00,000
1,00,000
1,00,000
1,00,000
1,00,000
1,00,000
1,00,000
8,00,000

@7%

0.9346
0.8734
0.8163
0.7629
0.7130
0.6663
0.6227
0.5820

==

PV Value

93,458
87,344
81,630
76,290
71,299
66,634

U
62,275

58,201/

Op Lease
Liability

a 597,130
/ 5,38,929
4,76,654
4,10,020
3,38,721
2,62,432
1,80,802
93,458

Cash
Payment
1,00,000
1,00,000
1,00,000
1,00,000
1,00,000
1,00,000
1,00,000
1,00,000

Interest @
IRR
20,900
18,863
16,683
14,351
11,855
9,185
6,328
3,271
1,01,435

Principal
Repayment
79,100
81,137
83,317
85,649
88,145
90,815
93,672
96,729
6,98,565

J

Given the information in this case, the revised lease liability schedule covering year 8 through year 14 is as follows :

Closing Lease
Liability
5,38,929
4,76,654
4,10,020
3,38,721
2,62,432
1,80,802
93,458

0

C

ontd. on next sfide

Anjani Kumar Khetan
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Lease Re-assessment - lllustration

Adjustment to record

Original Revised

Given the calculations on the earlier slides, the adjustments to be recorded will be as follows:

Increase in
Lease Liabilty Lease Liability Lease Liability

‘ﬁ Lease Liability (Year 6 end) 3,46,511 5,97,130
Increase in Lease Liability (With offset in ROU Asset)

Accordingly, the JE to be recorded will be as follows:
vy
Q - Debit - ROU asse;-
Credit Lease Liability

250,619
250,619

2,50,619

2,50,619

Anjani Kumar Khetan
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Lease Modification - lllustration

Illustration ..... Decrease in Scope of Lease

Original Lease

= 10 year lease, for 10000 SFT of space
= Lease rental is Rs 100000 p.a., payable at year end

(Orit

0l) 7%

ite

Lease Liability =~ 7,02,358

= Incremental borrowing rate for lessee = 7% p.a.
= Depreciation = SLM over 10 years

ROU Asset 7,02,358
Year Lease Rental PV Factor PV Value | Opening Lease Cash Interest Principal Closing Lease| Opening SLM Closing
i } @7% Liability ~ Payment @ IRR<” Repayment Liability | ROU Asset  Depreciation  ROU Asset
1 1,00,000 0.9346 93,458 A 7,02,358 1,00,000 24,583 75,417 6,51,523 ||.,7,02,358 70,236 6,32,122
2 1,00,000 0.8734 87,344 r, 6,51,523 1,00,000 22,803 77,197 597,130 §| 6,32,122 70,236 5,61,887
3 1,00,000  0.8163 81,630 1 597,130 1,00,000 20,900 79,100 538,929 | 5,61,887 70,236 4,91,651
4 1,00,000  0.7629 76200 | [ 538929 1,00,000 18,863 81,137 4,76,654 | 491,651 70,236 4,21,415
5 1,00,000  0.7130 71,209 | | 476,654 1,00,000 16,683 83,317 4,10,020 | 4,21,415 70,236 3,51,179
6 1,00,000  0.6663 66,634 | /  4,10,020 1,00,000 14,351 85,649 @ 3,38,721 I 3,51,179 70,236 2,80,943
7 1,00,000  0.6227 62,275 |1 3,38,721 1,00,000. 11,855 88,145 2,62,432 | 2,80,943 70.2356g 2,10,707
8 1,00,000  0.5820 58,201 2,62,432 1,00,000 9,185 90,815 1,80,802 | 2,10,707 70,236 1,40,472
9 1,00,000  0.5439 54,393 1,80,802 1,00,000 6,328 93,672 93,458 | 1,40,472 70,236 70,236
10 1,00,000  0.5083 50.835” 93,458 1,00,000 3,271 96,729 0 70,236 70,236 0
Total 10,00,000 7,02,358 | 1,48,821 8,51,179 ide
ROU = Lease Liability Contd. on next sli
Page | 26
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Lease Modification - lllustration

lllustration ..... Decrease in Scope of Lease Scope Reduction & Change in LR

At the end of Year 6, the scope of the lease is reduced, whereby:

= The leased space is reduced from 10000 SFT to 7500 SFT (signifying 256% reduction in scope)
= The lease rental is reduced from Rs 100,000 to Rs. 75,000 p.a. for Year 7 through Year 10
The revised incremental borrowing rate for the lessee at the time of lease modification is 8% p.a.

Discount Rate (New)
Lease Liability

ROU Asset

Year Lease Rental PV Factor PV Value Op Lease Cash [ Interest @ Principal Closing Lease

Post @8% Liability  Payment IRR  Repayment Liability
Modiﬁca tion 1 75,000 0.9259 69,444 -1 2,48,410 75,000 9,936 65,064 1,93,282
2 75,000 0.8573 04,300 1,93,282 75,000 7,731 67,269 1,33,745

3 75,000 0.7938 59,537 1,33,745 75,000 5,350 69,650 69,444

4 75,000  0.7350 55127 | 69,444 75,000 2,778 72,222 -0

- 25,795 2,74,205

Total 3,00,000 f 2

contd. on next slide
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Lease Modification - lllustration

lllustration ..... Decrease in Scope of Lease Lease Modification Accounting

Given the calculations on the earlier slides, the lease modification accounting will be as follows:

Original Space 10,000 SFT
B(‘F Revised Space 7,500 SFT
) %age reduction in scope @:
Original Proportionate Differnce
(Pre (Post hd
Modification) Modification) =
ROU Asset (Year 6 end) 2,80,943 2,10,707 ,’-70,236",
Lease Liability (Year 6 end) 3,38,721 2,54,041 ,’ -84,680 “
Step 1 Gain on lease modific (0EEY | LL is reduced greater than the ROU asset

Step 2 Adjustment to the ROU Asset 5,631 '(befng 254,041 less 248,410)

This reflects the change in consideration paid for the lease

and the revised discount rate

~

3 -
Record Gain of Rs 14444 to PNL "t Record Adjustment to ROU asset of Rs 5631
(as computed above) (as computed above)

ROU asset by 70236 (as computed above)

o - ;
7
Q *f’ Reduce Lease Liability by 84680 & ]

Anjani Kumar Khetan
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Business Combination
A different ball game under Ind-AS 103

Anjani Kumar Khetan
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What is a Business Combination?

S,

* A business combination is a transaction (or other event) in which:
- an entity (“acquirer”)

H Ly 4
obtains “Control as defined under Ind-AS 110

Apply
- of one or more businesses (“acquiree”)

Acquisition
accounting .-+

Link between
power and
returns

Exposure to
= Power +  variability +
in returns

Under Ind-AS 110, an investor controls an investee when:
= the investor is exposed to variable returns from its invols with the il ; and
=  has the ability to affect those returns;
= through its power over the investee’s (relevant activities)

=@xisting rightsthat give the(Current ability %o affect the(relevant activities)of investee

To have power, it is necessary for investor to have existing rights that give it

current ability to direct the activities that significantly affect the investee’s returns,

Ability to use . Skl
i.e., the relevant activities

power to
affect returns

Method

\
1
1
i
1
i
1

Anjani Kumar Khetan
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Steps involved in Acquisition Method Accounting

[ Acquisition Method accounting envisaged under Ind-AS 103 entails the following steps ....
Step 1 Identify the acquirer
Step 2 Determine the acquisition date
Step 3 Identify and measure fair value of consideration transferred
How 4, (including contingent consideration)
Acquisition { R . re
Method < Step 4 Identify and measure identifiable net assets
. ied ?
is appled Step 5 Measure Non-controlling Interest (NCI)
Step 6 Determine goodwill or gain on a bargain purchase
Step 7 Recognize any measurement period adjustments

Anjani Kumar Khetan
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Acquisition Method Accounting under Ind-AS 103 - Overview

[ Acquisition Method accounting views business combination from the perspective of an acquirer

Fair Value of

Fair value of Fair value of

— Consideration NCI Previous net identifiable

transferred

Equity Interest ** assets

**for a business combination achieved in stages

Anjani Kumar Khetan
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