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Major Spares, 

Repairs, etc



Ind AS 16: Major Spares

Company has adopted the policy of capitalising the major spares under PPE on purchase 

and charged depreciat ion from the date of its use in  the main machinery.  I t had determined 

the est imated useful  l ife of major spares considering the date of issue and remain ing useful 

li fe  of the in tended machine. Management content ion - 

1. Major spares are deemed to be available for use when the same are f it ted in the 

machinery so as to be capable of operat ing in the manner intended by the management.

2. Installat ion and commission ing cost be ing an important part  o f PPE (major spares),  

charging depreciation on cost of  spare a lone on its procurement (receipt at  store) 

pending capitalisat ion of commissioning/ instal lat ion cost may lead to under valuat ion of 

asset and consequent ial  under charging of depreciation.



Ind AS 16: Major Spares

Analysis:

1. The in tended use of spare part  is to act as a stand-by for replacement of the original part 

in  the p lant and machinery in  case of i ts damage/non-funct ioning/break-down and 

therefore, normal ly it  is ready for its intended use on its purchase or acquisit ion

2. An enti ty recognises in  the carrying amount of an item of PPE, the cost of replacing part  

of  such an i tem when that cost is incurred and the carrying amount o f those parts that are 

rep laced is derecognised



Ind AS 16: Arbitration award

A capex pro ject of the Company was delayed (order p laced 2008, Scheduled date of 

commissioning 2011, actual date 2014). In 2022, a sett lement agreement was signed and 

amount of Rs. 283.94 crore (excluding prolongation cost) was determined as compensation 

for various elements (balance amount as per contract + extra price varia tion cla im + extra 

civi l work + addit ional design engineering cost).  A liabil ity for Rs. 153.71 crore was a lready 

provided for in respect of above elements in the books on capitalisat ion of the asset and 

balance amount of Rs. 130.23 crore was capitalised prospect ive ly.

1. Whether Rs. 130.23 crore should be depreciated retrospect ively,  i .e .,  from the original  

date of capitalizat ion?



Ind AS 16: Arbitration award

Company’s contention

1. The additional capitalisation was on account of extra pr ice var iat ion, extra c ivi l work and 

additional design engineer ing which has been paid to the contractors due to arbit ration award 

given in their  favour.

2. The asset was capitalised in 2014 without considering the aforesaid claims of the cont ractor 

because the same was not  contractually payable and the claim of the cont ractor  was put to 

legal scrut iny through var ious redressal forums.

3. Since the l iabil i ty ar ises because of  arbitrator ’s  award and not because of  provis ion of 

contract, the same was capitalised prospectively  in accordance with paragraph 5 (a) of the 

Appendix A, ‘Changes in Existing Decommissioning, Restoration and S imilar  Liabil i ties’ to Ind 

AS 16, ‘Property, P lant and Equipment ’.



Ind AS 16: Arbitration award

Analysis

1. Assumption - that all  these items of costs perta in to pre-capitalisat ion period of the 

plant/asset (i.e.  prior to commissioning of the plant in 2014);  In other words, these do not 

include any new item of cost which might have arisen after capitalisat ion of asset.  

2. The cost of  the p lant incudes an element of  an est imate of Rs. 153.71 crore towards extra 

price varia tion cla im, extra civil work, and addit ional design engineering cost at  the time 

of capitalisat ion of the asset (Plant) in  2014, actua l cost o f which got crystalised in  2022 

at a higher amount and therefore, the same is a change in est imate of the cost o f PPE. 

3. Thus, the addit ional amount incurred should be capitalised prospect ive ly.  Further, the 

depreciat ion should be charged prospectively.



Ind AS 16: Restoration/ Replacement

A company’s R washery p lant has completed its useful li fe  in the FY 2001 -02 and the said 

plant is sti ll in  the operation solely on account of regular maintenance act ivi ties. However, 

the capacity ut il isat ion of said  washery p lant was very poor.  There was also increase in 

breakdown hours. The Company incurred Rs. 56.19 crore for enhancement of ut il isat ion of 

plant capacity.  As such, accord ing to the management, none of the items quali fies for 

recogni tion as PPE.



Ind AS 16: Restoration/ Replacement

Management contention

The Company has recognised the incurred cost in  the Statement o f Prof it  and Loss 

considering the fol lowing aspects of the transact ion:

As the replacement activit ies undertaken related to  a part icular sect ion of an i tem of PPE 

i.e.  say improvement in  part icular sect ion of washing sect ion /  fine coal sect ion, hence, the 

probabili ty of fu ture economic benefits associated wi th  the i tem as whole (i.e.  an asset) 

could not be established. Hence, the reliable est imation of the enhancement of further usefu l 

li fe  of whole PPE could also not be technical ly establ ished. 

Further,  the useful li fe  of the said washery is already expired. Hence, the suitab le option 

available with the Company is to expense the same in the Statement of Profi t and Loss. 



Ind AS 16: Restoration/ Replacement

Analysis

The act ivi ty of repairing is undertaken basica lly to improve the operat ion of the washery and 

enhance its capaci ty. Therefore, it  w ill  lead to future economic benefi ts in  terms of 

improvement in operat ions and capacity of the washery p lant.  Further, since the cost 

incurred can be rel iab ly measured, the recognit ion criteria  under paragraph 7 of Ind AS 16 

are met and hence, the Company should capitalise such expenditure as cost of the washery 

plant.

Further,  the vendor has committed to provide operat ion and maintenance for 4 years under 

defect liabi lity period, which ind icates that the improved asset wi ll at least be operational for 

4 years after the expenses incurred on enhancement/ improvement. 



Classification of Common 

Property occupied by Parent 

and Subsidiary



Ind AS 40: Investment property

Child  Ltd. and Parent Ltd. acquired adjacent pieces of land from State Development 

Authority (SDA) on perpetual  lease, accounted for as ROU asset.  On the land, a mul tistorey 

office complex was constructed on the amalgamated plots comprising two towers (Tower B - 

Child  Ltd. and Tower A - Parent L td.) of  5 floors each with common basements and ground 

f loor.  Accordingly, the ownership of the bui lding is shared by Child  Ltd. and Parent Ltd. 

Out of the f ive f loors in Tower B pertaining to  Child Ltd., two f loors were being occupied by 

Parent L td. for its o ff icia l use since fi rst occupation and remain ing three floors were used by 

Child  Ltd. for its o ff icia l use. The said property had been classif ied under the head PPE.

Whether Child Ltd. was required to classify the sa id two f loors as investment property in its 

f inancia l statements?



Ind AS 40: Investment property

Management contention

1. Two f loors out of  f ive f loors of the Company’s office build ing at Tower B, in tended for the 
Company’s administra tive use, were present ly be ing used by the Parent Ltd. for its 
of ficial  use for which considerat ion was being charged from the parent  company. The 
arrangement of  charging considerat ion was incidental  and ancillary to benef icial  use of 
the said portion by Parent Ltd. and was done to ensure that  the transaction,  be ing a 
related party transaction, was at arm’s length terms.

2. The said property has been classif ied under the head PPE as the in tent ion of the 
Company in respect of  this property was not to earn renta ls or ho lding for capital  
appreciat ion.

3. The primary criterion as per the provisions of Ind AS 40 is the purpose or in tent ion wi th 
which the owner is ho lding the property. Capital  appreciat ion may occur even in the case 
of owner-occupied property forming part of  PPE.



Ind AS 40: Investment property

Analysis

Classification of a property depends on the purpose or intent  of the ent ity for which the property 
is held; for example, to earn rentals or capital appreciat ion or both or for use in production or 
supply of goods or services or for administ rative purpose; or for sale in the ordinary course of 
business, etc.

Since the Company in the extant case was claiming that its intent ion to hold the said portion of 
the building was not to earn rentals or for capital appreciat ion and had not class ified the same 
as investment property, it  is indicat ive that the Company after exerc ising its judgment based on 
the cr iteria  used by it to class ify the investment property had assessed that the said portion is 
not  an ‘ investment property’ .

Even if i t  is considered that the building of Tower B pertaining to Child B is being held for dual 
use (assuming that each of these floors cannot be sold separately or separately leased out  
under a finance lease), since the three floors out of five floors are being used by the Company 
for its own use, which cannot be considered as insignif icant ,  the building or the property cannot 
be class ified as investment property.



Other areas



Cost incurred during force majeure 

period

A company was joint ly operat ing an overseas under-development oi l & gas project. In April 

2021, force majeure (FM) was declared by the Operator in the Project due to securi ty 

situations in  the vicini ty of project si te . As a result ,  the in -situ development act ivi ties in the 

Project remained suspended during the FY 2021 -22.

Moreover,  due to such FM situation,  the following incrementa l expenditures were incurred in 

respect of  the Project: 

• Stoppage costs (such as demobi lisation, terminat ion or cancellat ion fees and one-off 

sett lement) and 

• Standby  and support costs  (such as storage and asset preservat ion) 

Whether these costs are ‘except ional items’?



Cost incurred during force majeure 

period

Management contention

In the present case, the Company has contended that FM is a common phenomenon for 

businesses. I t  is more so in case of the Company engaged in oil  and gas industry wi th  g lobal 

presence, which is more vu lnerable to  geopoli tical and operat ions risks and security 

concerns. In  case of the Company, there has been a h istory of occurrences of force majeure 

situations in  several  projects. Presently a lso, another major project of the Company is under 

force majeure si tuat ion.

Hence, it  is not an exceptional item



Cost incurred during force majeure 

period

Analysis

Except ional items are only those items which meet the twin tests of ‘mater iality’ and ‘ inc idence’.

Although in general, FM conditions are not frequent and therefore, the consequent costs ar ising 

due to such condit ions may meet the test of  ‘frequency or inc idence’ for  presentat ion as 

‘exceptional items’; however, considering the specific  facts and circumstances of the Company, 

having global presence in oil and gas sector and its  past experience, the test of ‘frequency or 

incidence’ does not  appear to be met. Hence, it  is not an exceptional item.

However,  since these are ‘material’, the Company should disclose their nature and amount 

separately, as per paragraph 97 of Ind AS 1 and may also present these items by 

disaggregating,  headings and subtotals under their  respect ive heads in the Statement of Profit  

and Loss.



Channel Financing Arrangement

The Company sells its products to Dealers and Distr ibutors (D&Ds) with an average credit period 

of 30 days. It has been evaluated and concluded that the sales meet the criter ia for revenue 

recognition prescr ibed in Indian Accounting Standard ( Ind AS) 115, ‘Revenue from Contracts with 

Customers ’. No interest is charged by the Company for the credit period of  30 days.

If  the D&D makes payment  to the Company within 1 -3 days f rom the date of  sale, the concerned 

D&D is  eligible for cash discount  of 2%.

In many cases, the D&Ds lack availabil i ty of work ing capital /  banking l imits available with them 

and, therefore, are not able to make upf ront payment to the Company.  To bridge this gap and get  

upf ront cash against its sales,  the Company has entered into a channel financing arrangement 

with Banks which shall prov ide working capital l imits to D&Ds [Channel Partners] ensuring 

upf ront payment to the Company.



Channel Financing Arrangement

• This arrangement for sanct ion of working capital  l imits is entered into between the Bank 

and the D&D.

• The limits sanct ioned have the fo llowing hypothecat ions/ security from D&D:

• Primary: Against all stocks, receivables and current assets of the D&D

• Collateral: first loss default guarantee (FLDG) by the Company

• Guarantee: of D&D 

• Interest on the credit  faci lity is computed on daily ba lances duly compounded and is 

payable on month ly basis by D&D to Bank.

• The Company receives ful l payment, net of  cash discount of  2%. There are no d iscount ing 

charges when Bank makes the payment to the Company on behalf  of  D&Ds.



Channel Financing Arrangement

Analysis

The FLDG arrangement means that the Company has reta ined all  signi ficant risks and 

rewards of receivables from D&D. Hence, it  cannot derecognise the receivables. Rather,  it  

needs to recognise the amount received under the arrangement as an obligat ion in the 

balance sheet.  

Should i t be presented as borrowings or other f inancia l liabil it ies?



Channel Financing Arrangement

Analysis

The primary liabil ity to pay the amount received from the bank by the Company against trade 

receivables/ invoices is that of D&D and the Company has no obl igation to make payment to  

Bank unt il there is a  defaul t by the D&D. Further,  a lthough the Company is g iving FLDG and 

its recommendation to the bank but the credit  arrangement is entered into between the Bank 

and the D&D wherein the amount of loan, rate of interest and other terms and condit ions 

have been agreed upon considering the credit  worthiness, asset hypothecat ion, e tc.  of the 

D&D only. The Company’s drawing powers/ borrowing limits are also not impacted due to 

outstanding channel  f inance balances. Thus, the amount received by the Bank is not in the 

nature of borrowings. Hence, it  should be presented as ‘Other Financial Liabi lit ies’.



Accounting for reversal of provision for doubtful 

debts

• A company recovered certain  trade receivables which were earlier provided for in 

the financial statements

• Such provision for  doubtful debts made previously was reversed and recognised as 

‘Other operating revenues’

• Auditor felt that the reversal should be recognsied under ‘Other income '



Accounting for reversal of provision for 

doubtful debts

Analysis

The reversal should be presented under the line item ‘Impairment Loss’ since: 

• The nomenclature ‘Provision for doubtful  debts’,  is not relevant under Ind AS, as i t is now 

termed as impai rment loss on trade receivables. Similarly,  provision writ ten back is 

termed as reversal  o f impairment loss.

• Impai rment loss includ ing reversals of impairment losses or ga ins should be presented 

separately on the face of the Statement o f Prof it  or Loss (as per Part I I of  Division I I  o f 

Schedule II I  to the 2013 Act and the Guidance Note on Division I I  - Ind AS Schedule I I I to 

the 2013 Act)



Thank You
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