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Test Series: April, 2018 

MOCK TEST PAPER – 2  

FINAL (NEW) COURSE: GROUP – I  

PAPER – 1: FINANCIAL REPORTING 
Question No. 1 is compulsory. 

Attempt any five questions from the remaining six questions. 
Working notes should form part of the answer. 

Wherever necessary, suitable assumption(s) may be made by the candidates. 

Time Allowed – 3 Hours Maximum Marks – 100 

1. (a) A Ltd. is a cash rich company.  It has its business running across the country which as 
per AS 17 constitutes geographical segments.  The company has also got substantial 
investments.  The company has provided its segmental report for its primary segment and 
secondary geographical segments and the extract of its Note on Investment from its draft 
financial statements for the year ending 31st March 2018: 

Primary segment report 

   Segment 1   Segment 2   Segment 3   Total  
Segment Revenue         2,655          2,121          1,264       6,040  
Segment Results            504          1,111             114       1,729  
Unallocable Costs 

 
      

Interest Income               403  
Finance Costs             (120) 
Others               (50) 

Net Profit Before Tax            1,962  
Segmental report for its secondary geographical segments 

All figures are Rs. in crores 
Geography Segment Assets Segment Revenue 
Delhi 1,962 2522 
Mumbai 1,691 1241 
Chennai 2,030 1255 
Others (refer Additional information 1) 1,082 1022 
Total 6,765 6040 
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Note on Investment 

Investment in: Rs. in crores 
Mutual Funds - Liquid Funds 500 
Mutual Funds - ETFs 20 
X Ltd. a wholly owned subsidiary 100 
A Foundation – 100% 20 
Time Deposit   20 

Total 660 
Additional information: 

1. Segment Assets in ‘Others’ category comprises of Rs. 744 crores held for a new 
project yet to commence operations in Kolkata. 

2. Tax expenses are not considered in above segment reporting as the management is 
of the opinion that taxes are not a part of operating cost. 

3. Mutual funds are valued at MTM basis as of year-end. These were initially invested 
for Rs. 300 crore for liquid funds and Rs. 25 crore for ETFs respectively. 

4. The Foundation has a clause in its deed that in the event of liquidation, the net assets 
of the trust shall be transferred to another trust with similar objects. 

Analyse the extracts given above and Identify the errors and misstatements in the 
segment reports / Note on Investment and also prepare the rectified Note to Accounts on 
Investment in accordance with the Accounting Standards.  (15 Marks) 

(b) X Ltd. has a subsidiary Y Ltd. On first time adoption of Ind AS by Y Ltd., it availed the 
optional exemption of not restating its past business combinations.  However, X Ltd. in 
its consolidated financial statements has decided to restate all its past business 
combinations.  
Whether the amounts recorded by subsidiary need to be adjusted while preparing the 
consolidated financial statements of X Ltd. considering that X Ltd. does not avail the 
business combination exemption?   
Will the answer be different if X Ltd. adopts Ind AS after Y Ltd?  (5 Marks) 

2. (a) How should contingent consideration payable in relation to a business combination be 
accounted for on initial recognition and at the subsequent measurement as per Ind AS in 
the following cases:  
i)  On 1 April 2016, A Ltd. acquires 100% interest in B Ltd. As per the terms of 

agreement the purchase consideration is payable in the following 2 tranches:  

 an immediate issuance of 10 lakhs shares of A Ltd. having face value of INR 
10 per share;  
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 a further issuance of 2 lakhs shares after one year if the profit before interest 
and tax of B Ltd. for the first year following acquisition exceeds INR 1 crore.  

The fair value of the shares of A Ltd. on the date of acquisition is INR 20 per share. 
Further, the management has estimated that on the date of acquisition, the fair 
value of contingent consideration is Rs. 25 lakhs.  

During the year ended 31 March 2017, the profit before interest and tax of B Ltd. 
exceeded Rs. 1 crore. As on 31 March 2017, the fair value of shares of A Ltd. is 
Rs. 25 per share.  

ii) Continuing with the fact pattern in (a) above except for:  

 The number of shares to be issued after one year is not fixed.  

 Rather, A Ltd. agreed to issue variable number of shares having a fair value 
equal to Rs. 40 lakhs after one year, if the profit before interest and tax for 
the first year following acquisition exceeds Rs. 1 crore.  A Ltd. issued shares 
with Rs. 40 lakhs after an year. (12 Marks) 

 (b) A Ltd., whose functional currency is Indian Rupee, had a balance of cash and cash 
equivalents of Rs. 2,00,000, but there are no trade receivables or trade payables balances 
as on 1st April, 2017. During the year 2017-2018, the entity entered into the following 
foreign currency transactions: 
 A Ltd. purchased goods for resale from Europe for €2,00,000 when the exchange 

rate was €1 = Rs. 50. This balance is still unpaid at 31st March, 2018 when the 
exchange rate is €1 = Rs. 45. An exchange gain on retranslation of the trade 
payable of Rs. 5,00,000 is recorded in profit or loss. 

 A Ltd. sold the goods to an American client for $ 1,50,000 when the exchange rate 
was $1 = Rs. 40. This amount was settled when the exchange rate was $1 = Rs. 
42. A further exchange gain regarding the trade receivable is recorded in the 
statement of profit or loss. 

 A Ltd. also borrowed €1,00,000 under a long-term loan agreement when the 
exchange rate was €1 = Rs. 50 and immediately converted it to Rs. 50,00,000. The 
loan was retranslated at 31st March, 2018 @ Rs. 45, with a further exchange gain 
recorded in the statement of profit or loss. 

 A Ltd. therefore records a cumulative exchange gain of Rs. 18,00,000 (10,00,000 
+ 3,00,000 + 5,00,000) in arriving at its profit for the year. 

 In addition, A Ltd. records a gross profit of Rs. 10,00,000 (Rs. 60,00,000 – Rs. 
50,00,000) on the sale of the goods.  

 Ignore taxation. 
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How cash flows arising from the above transactions would be reported in the statement 
of cash flows of A Ltd. under indirect method?  (8 Marks) 

3.  (a) On 1st April 2017, A Ltd. assumes a decommissioning liability in a business combination. 
The entity is legally required to dismantle and remove an offshore oil platform at the end 
of its useful life, which is estimated to be 10 years.  A Ltd. uses the expected present 
value technique to measure the fair value of the decommissioning liability. If A Ltd. was 
contractually allowed to transfer its decommissioning liability to a market participant, it 
concludes that a market participant would use the following inputs, probability-weighted 
as appropriate, when estimating the price, it would expect to receive: 
(i) Labour costs are developed on the basis of current market place wages, adjusted 

for expectations of future wage increases, required to hire contractors to dismantle 
and remove offshore oil platforms. A Ltd. assigns probability assessments (based 
A Ltd.’s experience with fulfilling obligations of this type and its knowledge of the 
market) to a range of cash flow estimates as follows: 

Cash flow estimate 
(Rs.) 

Probability 
assessment 

50,000 25% 
62,500 50% 
87,500 25% 

(ii) A Ltd. estimates allocated overhead and equipment operating costs to be 80% of 
expected labour costs in consistent with the cost structure of market participants. 

(iii) A Ltd. estimates the compensation that a market participant would require for 
undertaking the activity and for assuming the risk associated with the obligation to 
dismantle and remove the asset as follows: 

1. A third-party contractor typically adds 20% mark-up on labour and allocated 
internal costs to provide a profit margin on the job.   

2. A Ltd. estimates 5% premium of the expected cash flows, including the effect 
of inflation for uncertainty inherent in locking in today’s price for a project that 
will not occur for 10 years. 

(iv) Entity A assumes a rate of inflation of 4% over the 10-year period on the basis of 
available market data. 

(v) The risk-free rate of interest for a 10-year maturity on 1st April, 2017 is 5 %.  A Ltd. 
adjusts that rate by 3.5 per cent to reflect its risk of non-performance (ie the risk 
that it will not fulfil the obligation), including its credit risk.  
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A Ltd. concludes that its assumptions would be used by market participants. In addition, 
A Ltd. does not adjust its fair value measurement for the existence of a restriction 
preventing it from transferring the liability.   
Measure the fair value of its decommissioning liability. 
Discount factor: 

@ 5% for 10th year 0.6139 

@ 3.5% for 10th year 0.7089 

@ 8.5% for 10th year 0.4423 

(10 Marks) 
(b) Huge Ltd. has a controlling interest in Subsidiaries P, Q and R and has significant 

influence over Associates A and B. Subsidiary R has significant influence over Associate 
C. 
Determine the related party relationship, as per Ind AS 24, of the entities referred in the 
question in the following financial statements: 
(i) In consolidated financial statements of Huge Ltd. 

(ii) In individual financial statements of Huge Ltd. 

(iii) In individual financial statements of Subsidiary P 

(iv) In individual financial statements of Subsidiary Q 

(v) In individual financial statements of Subsidiary R 

(vi) In individual financial statements of Associates A, B and C (10 Marks) 
4  (a) On 10th May, 2016, A Ltd. acquired 40% shares of B Ltd. for Rs. 45,00,000.  By such an 

acquisition Rohtas Ltd. can exercise significant influence over B Ltd.  During the financial 
year ending on 31st March, 2016, B Ltd. earned profits Rs. 11,54,000 and declared a 
dividend of Rs.  2,48,000 on 16th September, 2016.  B Ltd. reported earnings of  
Rs. 26,26,000 for the financial year ending on 31st March, 2017 and declared dividend of 
Rs. 9,85,000 on 17th August, 2017.  
You are required to calculate the carrying amount of investments in Separate Financial 
Statements of A Ltd. as on 31st March, 2017 and also in Consolidated Financial 
Statements of A Ltd. as on 31st March, 2017.  What will be the carrying amount of 
Investments in Consolidated Financial Statements of A Ltd. if prepared on 31st August 
2017 on the basis of Accounting Standards?  (6 Marks) 

(b) RS Ltd. discontinues a business segment. Under the agreement with employee’s union, 
the employees of the discontinued segment will earn no further benefit.  This is a 
curtailment without settlement, because employees will continue to receive benefits for 
services rendered before discontinuance of the business segment.  Curtailment reduces 
the gross obligation for various reasons including change in actuarial assumptions made 
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before curtailment.  If the benefits are determined based on the last pay drawn by 
employees, the gross obligation reduces after the curtailment because the last pay earlier 
assumed is no longer valid.  RS Ltd. estimates the share of unamortized service cost that 
relates to the part of the obligation at Rs. 18 (10% of Rs. 180).  
Calculate the gain from curtailment and liability after curtailment to be recognised in the 
balance sheet of RS Ltd. on the basis of given information: 
(i)  Immediately before the curtailment, gross obligation is estimated at Rs. 6,000 based 

on current actuarial assumption. 

(ii)  The fair value of plan assets on the date is estimated at Rs. 5,100. 

(iii)  The unamortized past service cost is Rs. 180. 

(iv)  Curtailment reduces the obligation by Rs. 600, which is 10% of the gross obligation. 

(6 Marks) 
(c)      Either 

Ocean Ltd is an entity with various subsidiaries. The entity closes its books of account at 
every year ended on 31st March. On 1st July 2014, Ocean Ltd acquired an 80% interest in 
Pond Ltd. Details of the acquisition were as follows: 
–  Ocean ltd acquired 800,000 shares in Pond ltd by issuing two equity shares for every 

five acquired. The fair value of Ocean Ltd’s share on 1st July 2014 was Rs. 4 per 
share and the fair value of a Pond’s share was Rs. 1·40 per share. The costs of issue 
were 5% per share. 

–  Ocean ltd incurred further legal and professional costs of Rs. 100,000 that directly 
related to the acquisition. 

–  The fair values of the identifiable net assets of Pond Ltd at 1st July 2014 were 
measured at Rs. 1·3 million. Ocean ltd initially measured the non-controlling interest 
in Pond ltd at fair value. They used the market value of a Pond ltd share for this 
purpose. No impairment of goodwill arising on the acquisition of Pond ltd was 
required at 31st March 2015 or 2016. 

Pond ltd comprises three cash generating units A, B and C. When Pond ltd was acquired 
the directors of Ocean ltd estimated that the goodwill arising on acquisition could 
reasonably be allocated to units A:B:C on a 2:2:1 basis. The carrying values of the assets 
in these cash generating units and their recoverable amounts are as follows:  
Unit Carrying value Recoverable amount 
 (before goodwill allocation) 
  Rs. ’000    Rs. ’000 
A  600     740 
B  550     650 
C  450     400 
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Required: 

(i) Compute the carrying value of the goodwill arising on acquisition of Pond Ltd in the 
consolidated Balance Sheet of Ocean ltd at 31st March 20X4 following the 
impairment review as per Ind AS. 

(ii) Compute the total impairment loss arising as a result of the impairment review, 
identifying how much of this loss would be allocated to the non-controlling interests 
in Pond Ltd. (8 Marks) 

Or 
A Ltd. is to sell a non-current asset, being a piece of land. The piece of land has been 
contaminated and will require the entity to carry out Rs. 100,000 of work in order to rectify 
the contamination. If the land was not contaminated, it could be sold for Rs. 300,000. With 
the contamination, it is worth only Rs. 200,000. The work that is needed to rectify the 
contamination will extend the period of sale by one year from the date the land is first 
marketed for sale. 
Required: 
In the following situations, examine with suitable reasons whether land can be classified 
as held for sale in accordance with Ind AS 105: Non-current assets held for sale and 
discontinued operations  
Situation 1  The land is marketed for Rs. 300,000 and A Ltd. was not aware of the 
contamination till the time a firm purchase commitment was signed with a purchaser.  The 
purchaser found the contamination through a survey. The purchaser signed the firm 
purchase commitment on condition that the contamination damage will be rectified. 
Situation 2 A Ltd. marketed the land for Rs. 300,000, knowing about the 
contamination when the proposal to sale the land went in the market.  However, A Ltd. 
marketed it with an agreement that it would carry out the rectification work within few 
months from signing the firm purchase commitment.  
Situation 3A Ltd. knew about the contamination prior to float the proposal to sell the land 
and markets it for Rs. 200,000 with no obligation on itself to rectify or fix the contamination.  

(8 Marks) 
5  (a) On 1st April, 2017, XYZ Ltd., a company incorporated in India enters into a contract to 

buy solar panels from Good Associates, a firm domiciled in UAE, for which delivery is 
due after 6 months i.e. on 30th September, 2017. 
The purchase price for solar panels is US$ 50 million. 
The functional currency of XYZ is Indian Rupees (INR) and of Good Associates is 
Dirhams. 
The obligation to settle the contract in US Dollars has been evaluated to be an embedded 
derivative which is not closely related to the host purchase contract. 
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Exchange rates: 
1. Spot rate on 1st April 2017: USD 1 = Rs. 60 

2. Six-month forward rate on 1st April, 2017: USD 1 = Rs. 65 

3. Spot rate on 30th September, 2017: USD 1 = Rs. 66 
Analyse the contract and pass the necessary journal entries. (14 Marks) 

(b) Discuss whether any unspent amount of CSR expenditure is to be provided for?(6 Marks) 
6  (a) Rely Industries issued share-based option to one of its key management personal which 

can be exercised either in cash or equity and it has following features: 

Option I 
 

Period  INR 
No of cash settled shares 

 
74,000 

Service condition 3 years  
Option II 

  
 

No of equity settled shares    90,000 
Conditions: 

 
 

Service 
 

3 years  
Restriction to sell 2 years  
Fair values 

 
 

Equity price with a restriction of sale for 2 years 115 
Fair value grant date 

 
135 

Fair value as on 31St March 2016 
 

138  
2017 

 
140  

2018 
 

147 
Pass the Journal entries?      (15 marks) 

(b) From the following details, compute according to Lev and Schwartz (1971) model, the 
total value of human resources of the employee groups skilled and unskilled. 

  Skilled Unskilled 
(i) Annual average earning of an employee till the 

retirement age 
Rs. 50,000 Rs.30,000 

(ii) Age of retirement 65 years 62 years 
(iii) Discount rate 15% 15% 
(iv) No. of employees in the group 20 25 
(v) Average age 62 years 60 years 

(5 Marks) 
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Test Series: April, 2018 

MOCK TEST PAPER 2 

FINAL (NEW) COURSE 

PAPER 1: FINANCIAL REPORTING 

SUGGESTED ANSWERS/HINTS 

1. (a) 1. Geographical segment reporting: The category ‘others’ in the secondary 
geographical segment report represents 16% of the total geographical segment 
assets.  Para 48 of AS 17 inter alia requires to disclose the total carrying amount of 
segment assets by geographic allocation of assets, for each geographical segment 
whose segment assets are 10 per cent or more of the total assets of all geographical 
segments’.  
Hence to comply with AS 17 disclosures, the management has to further breakdown 
the ‘others’ category and identify reportable geographies. Kolkata segment assets is 
10.997% of total geographical assets i.e. [(744 / 6,765) x 100].  Therefore, Kolkata 
segment will be considered as the reportable geographical segment. 

The revised secondary segmental reporting will be as follows: 

             All figures are Rs. in crores 

Geography Segment Assets Segment Revenue 
Delhi 1,962 2,522 
Mumbai 1,691 1,241 
Chennai 2,030 1,255 
Kolkata 744 0 
Others   338 1,022 
TOTAL 6,765 6,040 

Besides above, the same para also mandates to disclose ‘the total cost incurred 
during the period to acquire segment assets that are expected to be used during 
more than one period (tangible and intangible fixed assets) by geographical location 
of assets, for each geographical segment whose segment assets are 10 per cent or 
more of the total assets of all segments’.  Hence, the management has to show the 
addition to segment assets in a separate table; and if there are no additions during 
the year, the same has to be stated as ‘Nil’ for the year. 

2. Primary Business Segment Report: The management’s interpretation of 
presenting ‘Net profit before taxes’ is incorrect.  The standard requires allocating 
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expenses to each segment to the possible extent, and unallocated costs to be shown 
separately.  In this case, tax expense will be added as an unallocable cost. 

3. Notes to Accounts on Investment  

  Refer Note No. Rs. in crore 

Non-current Investment (at cost) 
  

X Ltd., a wholly owned subsidiary 
 

100 

A Foundation 1  20 

Total Non-current Investment  (A) 
 

120 

Current Investment 2 325 

Total Current Investment  (B) 
 

325 

Total     (A+B) 
 

445 

In accordance with Para 35 (d) of AS 13, a note should be given that there exists a 
significant restriction on the realisability of investments or the remittance of income 
and proceeds of disposal. Accordingly, the note is prepared as follows: 

Note 1: The Company has a 100% stake holding in A Foundation.  There exists a 
significant restriction on the realisability of investments due to the clause in the 
constitution deed of the Foundation that in the event of liquidation, the net assets of 
the trust shall be transferred to another trust with similar objects. 

Note 2:  Para 31 of AS 13 states – ‘Investment classified as current investment 
should be carried in the financial statements at the lower of cost and fair value 
determined either on an individual investment basis or by category of investment, 
but not on an overall (or global) basis’.  Assuming that the MTM values provided 
represent the fair value, accordingly investments in mutual funds are treated as 
follows: 

Investment in Mutual Funds Rs. in crore 

Mutual Funds - Liquid Funds (MTM) 300 

Mutual Funds - ETFs  25 

Total 325 

Note 3:  Time deposit will be a part of cash and cash equivalents. 
(b) As per para C1 of Appendix C of Ind AS 101, a first-time adopter may elect not to apply 

Ind AS 103 retrospectively to past business combinations (business combinations that 
occurred before the date of transition to Ind AS).  However, if a first-time adopter restates 
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any business combination to comply with Ind AS 103, it shall restate all later business 
combinations and shall also apply Ind AS 110 from that same date.   
Based on the above, if X Ltd. restates past business combinations, it would have to be 
applied to all business combinations of the group including those by subsidiary Y Ltd. for 
the purpose of Consolidated Financial Statements.   
Para D17 of Appendix D of Ind AS 101 states that if an entity becomes a first-time adopter 
later than its subsidiary the entity shall, in its consolidated financial statements, measure 
the assets and liabilities of the subsidiary at the same carrying amounts as in the financial 
statements of the subsidiary, after adjusting for consolidation and equity accounting 
adjustments and for the effects of the business combination in which the entity acquired 
the subsidiary.  Thus, in case where the parent adopts Ind AS later than the subsidiary 
then it does not change the amounts already recognised by the subsidiary. 

2 (a) Paragraph 37 of Ind AS 103, inter alia, provides that the consideration transferred in a 
business combination should be measured at fair value, which should be calculated as 
the sum of (a) the acquisition-date fair values of the assets transferred by the acquirer, 
(b) the liabilities incurred by the acquirer to former owners of the acquiree and (c) the 
equity interests issued by the acquirer.  
Further, paragraph 39 of Ind AS 103 provides that the consideration the acquirer transfers 
in exchange for the acquiree includes any asset or liability resulting from a contingent 
consideration arrangement. The acquirer shall recognise the acquisition-date fair value of 
contingent consideration as part of the consideration transferred in exchange for the 
acquiree.  
With respect to contingent consideration, obligations of an acquirer under contingent 
consideration arrangements are classified as equity or a liability in accordance with Ind 
AS 32 or other applicable Ind AS, i.e., for the rare case of non-financial contingent 
consideration. Paragraph 40 provides that the acquirer shall classify an obligation to pay 
contingent consideration that meets the definition of a financial instrument as a financial 
liability or as equity on the basis of the definitions of an equity instrument and a financial 
liability in paragraph 11 of Ind AS 32, Financial Instruments: Presentation. The acquirer 
shall classify as an asset a right to the return of previously transferred consideration if 
specified conditions are met. Paragraph 58 of Ind AS 103 provides guidance on the 
subsequent accounting for contingent consideration.  
i)  In the given case the amount of purchase consideration to be recognised on initial 

recognition shall be as follows:  

Fair value of shares issued (10,00,000 x Rs. 20)  Rs. 2,00,00,000  

Fair value of contingent consideration  Rs.    25,00,000  

Total purchase consideration  Rs. 2,25,00,000  
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Subsequent measurement of contingent consideration payable for business 
combination  

In general, an equity instrument is any contract that evidences a residual interest in 
the assets of an entity after deducting all of its liabilities. Ind AS 32 describes an 
equity instrument as one that meets both of the following conditions:  

 There is no contractual obligation to deliver cash or another financial asset to 
another party, or to exchange financial assets or financial liabilities with 
another party under potentially unfavourable conditions (for the issuer of the 
instrument).  

 If the instrument will or may be settled in the issuer's own equity instruments, 
then it is:  

 a non-derivative that comprises an obligation for the issuer to deliver a 
fixed number of its own equity instruments; or  

 a derivative that will be settled only by the issuer exchanging a fixed 
amount of cash or other financial assets for a fixed number of its own 
equity instruments.  

In the given case, given that the acquirer has an obligation to issue fixed number of 
shares on fulfilment of the contingency, the contingent consideration will be classified 
as equity as per the requirements of Ind AS 32.  

As per paragraph 58 of Ind AS 103, contingent consideration classified as equity 
should not be re-measured and its subsequent settlement should be accounted for 
within equity.  

Here, the obligation to pay contingent consideration amounting to Rs. 25,00,000 is 
recognised as a part of equity and therefore not re-measured subsequently or on 
issuance of shares.  

ii)  The amount of purchase consideration to be recognised on initial recognition is shall 
be as follows:  

Fair value shares issued (10,00,000 x Rs. 20)  Rs. 2,00,00,000  

Fair value of contingent consideration  Rs.    25,00,000  

Total purchase consideration  Rs. 2,25,00,000  

Subsequent measurement of contingent consideration payable for business 
combination  

The contingent consideration will be classified as liability as per Ind AS 32.  

As per paragraph 58 of Ind AS 103, contingent consideration not classified as equity 
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should be measured at fair value at each reporting date and changes in fair value 
should be recognised in profit or loss.  

As at 31 March 2017, (being the date of settlement of contingent consideration), the 
liability would be measured at its fair value and the resulting loss of Rs. 15,00,000  
(Rs. 40,00,000 - Rs. 25,00,000) should be recognised in the profit or loss for the period. 
A Ltd. would recognise issuance of 160,000 (Rs. 40,00,000/ 25) shares at a premium of 
Rs. 15 per share.  

(b)  Statement of cash flows 
Particulars   Amount 

(Rs.) 

Cash flows from operating activities   

Profit before taxation (10,00,000 + 18,00,000)  28,00,000  

Adjustment for unrealised exchange gains/losses:   

 Foreign exchange gain on long term loan 
 [€ 2,00,000 x Rs. (50 – 45)] 

 
(10,00,000) 

 

 Decrease in trade payables  
 [1,00,000 x Rs. (50 – 45)] 

 
(5,00,000) 

 

Operating Cash flow before working capital changes 13,00,000  

Changes in working capital (Due to increase in trade 
payables)  

 
50,00,000 

 

Net cash inflow from operating activities  63,00,000 

Cash inflow from financing activity     50,00,000 

Net increase in cash and cash equivalents   1,13,00,000 

Cash and cash equivalents at the beginning of the period       2,00,000 

Cash and cash equivalents at the end of the period   1,15,00,000 

3  (a) Measurement of the fair value of its decommissioning liability 

 
Expected cash 

flows (Rs.)  
1st April 2017 

Expected labour costs (Refer W.N.) 65,625 

Allocated overhead and equipment costs (0.80 × Rs. 65,625) 52,500 
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Contractor’s profit mark-up [0.20 × (Rs. 65,625 + Rs. 52,500)]    23,625 

Expected cash flows before inflation adjustment 1,41,750 

Inflation factor (4% for 10 years) on compounding 1.4802 

Expected cash flows adjusted for inflation 2,09,818

Market risk premium (Rs. 2,09,818 x 5%)    10,491 

Expected cash flows adjusted for market risk 2,20,309 

Expected present value using discount rate of (5 +3.5) 8.5% for 
10 years 97,443 

Working Note:  

Cash flow estimate (Rs.) Probability 
assessment 

Expected cash flows 
(Rs.) 

50,000 25% 12,500 
62,500 50% 31,250 
87,500 25% 21,875 

  65,625 
(b) 

 
As per para 9 (b) (i) and (ii) of Ind AS 24,  
“An entity is related to a reporting entity if any of the following conditions applies:  
(i) The entity and the reporting entity are members of the same group (which means 

that each parent, subsidiary and fellow subsidiary is related to the others). 

Huge Ltd. 

Subsidiary P 
Subsidiary Q 

Associate B 

Associate A 

Subsidiary 3 

Associate 3 
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(ii) One entity is an associate or joint venture of the other entity (or an associate or joint 
venture of a member of a group of which the other entity is a member).” 

Accordingly,  

(i) For Huge Ltd.’s consolidated financial statements- Associates A, B and C are 
related to the Group. 

(ii) For Huge Ltd.’s separate financial statements- Subsidiaries P, Q and C and 
Associates A, B and C are related parties. 

(iii) For Subsidiary P’s financial statements- Parent, Subsidiaries Q and R and 
Associates A, B and C are related parties.  

(iv) For Subsidiary Q’s separate financial statements- Parent, Subsidiaries P and R 
and Associates A, B and C are related parties.  

(v) For Subsidiary R’s financial statements- Parent, Subsidiaries P and Q and 
Associates A, B and C are related parties.  

(vi) For the financial statements of Associates A, B and C- Parent and Subsidiaries  
4  (a) (i) Carrying amount of investment in Separate Financial Statement of A Ltd. as on 

 31.03.2017 
 Rs. 

Amount paid for investment in Associate (on 10.5.2016) 45,00,000 

Less: Pre-acquisition dividend (` 2,48,000 x 40%)   (99,200) 

Carrying amount as on 31.3.2017  44,00,800 

(ii) Carrying amount of investment in Consolidated Financial Statements of A Ltd. 
as on 31.3.2017 as per AS 23 

 Rs.  

Carrying amount as per separate financial statements 44,00,800 

Add: Proportionate share of profit of investee as per equity  
   method (40% of ` 26,26,000)  

 
10,50,400 

Carrying amount as on 31.3.2017 as per AS 23 54,51,200 

(iii) Carrying amount of investment in Consolidated Financial Statement of  
A Ltd. as on 31.8.2017 as per AS 23 

 Rs.  

Carrying amount as on 31.3.2017 54,51,200 
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Less: Dividend received (` 9,85,000 x 40%) (3,94,000) 

Carrying amount as on 31.8.2017 as per AS 23 50,57,200 

(b) Gain from curtailment is estimated as under: 

 Rs. 

Reduction in gross obligation   600 

Less: Proportion of unamortised past service cost (18) 

Gain from curtailment  582 
The liability to be recognised after curtailment in the balance sheet is estimated as under: 

 Rs. 

Reduced gross obligation (90% of ` 6,000) 5,400 

Less: Fair value of plan assets (5,100) 

   300 

Less: Unamortised past service cost (90% of ` 180)    (162) 

Liability to be recognised in the balance sheet      138 
(c) 

Either 

1. Computation of goodwill on acquisition 

Particular  Amount 
(Rs. ‘000) 

Cost of investment (8,00,000 x 2/5 x ` 4)  1,280 

Less:  Fair value of identifiable net assets acquired by  
 Ocean Ltd. 

  

 Fair value of non-controlling interest  
 (2,00,000 x Rs.1·4) 

280  

 Fair value of identifiable net assets at date of  
 acquisition 

(1,300) (1,020) 

Goodwill   260 

Acquisition costs are not included as part of the fair value of the consideration given 
under Ind AS 103, Business Combination. 

 

© The Institute of Chartered Accountants of India

APR 2018 FR
Page 16

Page 110 of 133

FreeText
Get Amenmded and chapter-wise 
solution to this paper on vivitsu

FreeText
www.thevivitsu.com



2. Calculation of impairment loss     (Rs. ‘000) 

Unit Carrying value Recoverable 
Amount 

Impairment 
Loss 

 Before 
Allocation 

Allocation 
of goodwill 

(2:2:1) 

After 
Allocation 

  

A 600 104 704 740 Nil 
B 550 104 654 650 4 
C 400* 52 452 400 52 

* After writing down assets in the individual CGU to recoverable amount. 

3. Calculation of closing goodwill     (Rs ‘000) 

Goodwill arising on acquisition (W1) 260 
Impairment loss (W2) (56) 
Closing goodwill 204 

4. Calculation of overall impairment loss    (Rs. ‘000) 

On goodwill (W3) 56 
On assets in unit C (450 – 400) 50 
Total loss 106 

20% of total loss i.e. Rs. 21.20 thousand is allocated to the NCI with the balance 
allocated to the shareholders of Ocean ltd. 

Or 

Situation 1  

As far as the entity was aware, the land was marketed and available for immediate sale 
in its present condition at a reasonable price. The event extending the one-year period 
was imposed by the buyer after the firm purchase commitment was received and the 
entity is taking steps to address it. The land qualifies as held for sale and continues to 
do so after it is required to carry out the rectification work. 

Situation 2 

The land is not available for immediate sale in its present condition when it is first 
marketed. It is being marketed at a price that involves further work to the land. It cannot 
be classified as held for sale when it is first marketed. It also cannot be classified as 
held for sale when a purchase commitment is received, because even then it is not for 
sale in its present condition and no conditions have been unexpectedly imposed. The 
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land will not be classified as held for sale until the rectification work is actually carried 
out. 

Situation 3 

The land in this case is available for immediate sale in its present condition and it would 
qualify to be classified as held for sales since it is being marketed at reasonable price.  

5. (a) This contract comprises of two components: 
• Host contract to purchase solar panels denominated in Rs. i.e. a notional payment 

in Rs. at 6-month forward rate (Rs. 3,250 million or Rs. 325 crores) 

• Forward contract to pay US Dollars and receive Rs. i.e. a notional receipt in Rs. In 
other words, a forward contract to sell US Dollars at Rs. 65 per US Dollar. 

It may be noted that the notional Rupees payment in respect of host contract and the 
notional Rupees receipt in respect of embedded derivative create an offsetting position. 

 Subsequently, the host contract is not accounted for until delivery. The embedded 
derivative is recorded at fair value through profit or loss. This gives rise to a gain or loss 
on the derivative, and a corresponding derivative asset or liability. 
On delivery XYZ records the inventory at the amount of the host contract (Rs. 325 
crores). The embedded derivative is considered to expire. The derivative asset or 
liability (i.e. the cumulative gain or loss) is settled by becoming part of the financial 
liability that arises on delivery.  
In this case the carrying value of the currency forward at 30th September 2017 on 
maturity is Rs. 50 million X (66 minus 65) = Rs. 5 crores (liability/loss). The loss arises 
because XYZ has agreed to sell US Dollars at ` 65 per US Dollar whereas in the open 
market, US Dollar can be sold at Rs. 66 per US Dollar. 
No accounting entries are passed on the date of entering into purchase contract. On 
that date, the forward contract has a fair value of zero (refer section “option and non-
option based derivatives” below). 
Subsequently, say at 30th September 2017, the accounting entries are as follows: 

 (all Rs. in crores): 
1. Loss on derivative contract 5 

  To Derivative liability  5 

 (Being loss on currency forward) 

2. Inventory 325 

  To Trade payables (financial liability)  325 

 (Being inventory recorded at forward exchange rate determined on date of 
contract) 
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3. Derivative liability 5 

  To Trade payables (financial liability)   5 

 (Being reclassification of derivative liability to trade payables upon settlement) 
The effect is that the financial liability at the date of delivery is Rs. 330 crores  
(Rs. 325 crores + Rs. 5 crores), equivalent to US$ 50 million at the spot rate on  
30th September 2017. 
Going forward, the financial liability is a US$ denominated financial instrument. It is 
retranslated at the dollar spot rate in the normal way, until it is settled.  

(b) Section 135 (5) of the Companies Act, 2013, requires that the Board of every eligible 
company, “shall ensure that the company spends, in every financial year, at least 2% of 
the average net profits of the company made during the three immediately preceding 
financial years, in pursuance of its Corporate Social Responsibility Policy”. A proviso to 
this Section states that “if the company fails to spend such amount, the Board shall, in its 
report specify the reasons for not spending the amount”. 
Further, Rule 8(1) of the Companies (Corporate Social Responsibility Policy) Rules, 
2014, prescribes that the Board Report of a company under these Rules shall include an 
Annual Report on CSR, in the prescribed format.  
The above provisions of the Act/Rules clearly lay down that the expenditure on CSR 
activities is to be disclosed only in the Board’s Report in accordance with the Rules 
made thereunder.   
In view of this, no provision for the amount which is not spent, (i.e., any shortfall in 
the amount that was expected to be spent as per the provisions of the Act on CSR 
activities and the amount actually spent at the end of a reporting period) may be made in 
the financial statements.   
The proviso to section 135 (5) of the Act, makes it clear that if the specified amount is not 
spent by the company during the year, the Directors’ Report should disclose the reasons 
for not spending the amount.   
However, if a company has already undertaken certain CSR activity for which a liability 
has been incurred by entering into a contractual obligation, then in accordance with the 
generally accepted principles of accounting, a provision for the amount representing the 
extent to which the CSR activity was completed during the year, needs to be recognised 
in the financial statements. 

6  (a)  

Fair value of Equity option components: 
  

Fair value of a share with restrictive clause 
 

Rs. 115 
No. of shares 

   
  90,000 shares 

Fair value (90,000 X 115) 
  

A  Rs. 1,03,50,000  
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Fair value of a share at the date of grant 
 

Rs.  135 
No. of cash settled shares 

  
  74,000  

Fair value (74,000 X 135) 
  

B Rs.  99,90,000  
Fair value of equity component in compound instrument (A-B) Rs.  3,60,000  

Journal Entries 

31/3/2016            Rs. 
Employee benefit expenses Dr. 

 
35,24,000 

 

 To Share based payment reserve (equity) 
 (3,60,000/3) 

 
1,20,000 

 To Share based payment liability  
 (138 x 74,000) / 3 

 
34,04,000 

(Recognition of equity option and cash settlement option) 
 

31/3/2017 
Employee benefits expenses Dr. 

 
36,22,667 

 

 To Share based payment reserve (equity) 
  (3,60,000/3) 

 
1,20,000 

 To Share based payment liability  
 (140 x 74,000) 2/3 -34,04,000 

  
35,02,667 

(Recognition of equity option and cash settlement option) 
 

31/3/2018 
Employee benefits expenses Dr. 

 
40,91,333 

 

 To Share based payment reserve (equity) 
 (3,60,000/3) 

 
1,20,000 

 To Share based payment liability     
  

39,71,333 
 (147 x 74,000) 3/3 - (34,04,000 + 35,02,667) 

  

(Recognition of equity option and cash settlement option) 
 

Upon cash alternative chosen 
   

  
Share based payment liability (147 x 74,000) Dr. 

 
1,08,78,000    

 To Bank/ Cash 
   

1,08,78,000  
(Being settlement made in cash) 

   
  

Upon equity alternative chosen 
  

  
Share based payment liability (147 x 74,000) Dr. 

 
1,08,78,000    

 To Share capital 
   

1,08,78,000  
(Being settlement made in equity) 
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(b) According to Lev and Schwartz, the value of human capital embodied in a person of age 
is the present value of his remaining future earnings from employment. Their valuation 
model for a discrete income stream is given by the following formula: 

  V = 
∑
=

t

t τ
τ−+ tr

tI
)1(
)(

 

  Where, 

   V = the human capital value of a perso    for …… years old 

   I(t) = the person’s annual earnings up to retirement 

   r = a discount rate specific to the person 

  t = retirement age 

Value of skilled employees: 

= -+ (65 62)
50,000

(1 0.15)
 + - -+

+ +(65 63) (65 64)
50,000 50,000

(1 0.15) (1 0.15)
 

Rs. 32,875.81 + Rs. 37,807.18 + Rs. 43,478.26 = Rs. 1,14,161.25 

  Total value of skilled employees is Rs. 1, 14,161.25 × 20 = Rs. 22,83,225. 

Value of unskilled employees 

(62 60) (62 61)
30,000 30,000

(1 0.15) (1 0.15)− −= +
+ + =

2
30,000 30,000

(1 0.15) (1 0.15)
+

+ +  

= Rs. 22,684.31 + Rs. 26,086.96 = Rs. 48,771.27 

  Total value of the unskilled employees = Rs. 48,771.27× 25 = RS. 12,19,282 

Total value of human resources (skilled and unskilled) = Rs. 22,83,225 + Rs. 12,19,282 
               = Rs. 35,02,507.  
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