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Chapter 1 Framework for Preparation and Presentation of Financial Statements 

 

1.1 

Chapter 1  

 Framework for Preparation and Presentation of Financial Statements 

Question 1 

XYZ issued Rs. 4,80,000 4% redeemable preference shares on  1st  April 20X5 at  par. Interest 

is  paid annually in arrears, the  first  payment  of  interest  amounting  Rs.  19,200 was made  

on  31st March 20X6 and it is debited directly to retained earnings by accountant. The 

preference shares are redeemable for a cash amount of Rs. 7,20,000 on 31st March 20X8. 

The effective rate of interest on the redeemable preference shares is 18% per annum. The 

proceeds of the issue have been recorded within equity by accountant as this reflects the 

legal nature of the shares.  Board of directors intends to issue new equity shares over the 

next two years to build up cash resources to redeem the preference shares. 

Mukesh, Accounts manager of XYZ has been told to review the accounting of aforesaid  issue.  

CFO has asked from Mukesh the closing balance of preference shares at the year end.  If  you  

were Mukesh, then how much balance you would have shown to CFO on analysis of the 

stated issue. Prepare necessary adjusting journal entry in the books of account, if required. 

Analyze. (5 Marks March ‘21) 

Answer 1 

The preference shares provide the holder with the right to receive a predetermined amount 

of annual dividend out of profits of the company, together with a fixed amount on 

redemption. 

Whilst the legal form is equity, the shares are in substance debt. The fixed level of dividend  is  

interest and the redemption amount is equivalent to the repayment of a loan. 

Under Ind AS 32 ‘Financial Instruments: Presentation’ these instruments should be classified 
as financial liabilities because there is a  contractual  obligation  to  deliver  cash.  The  

preference shares should be accounted for at amortized cost using the effective interest rate 

of 18%. 

Year 1  April, 20X5 

Rs. 

Interest @18% 

Rs. 

Paid  at 4% 

Rs. 

31 March, 20X6 

Rs. 

20X5-20X6 480,000 86,400 (19,200) 547,200 

Accordingly, the closing balance of  Preference  shares at year end i.e. 31st  March, 20X6 

would be Rs. 5,47,200. 

Accountant has inadvertently debited interest of Rs. 19,200 in the profit and loss. However, 

the interest of Rs. 86,400 should have been debited to profit and loss as finance charge. 

Similarly, amount of Rs. 5,47,200 should be included in borrowings (non-current liabilities) 

and consequently,   Equity    should    be    reduced    by    Rs.    480,000    proceeds    of    issue    

and Rs. 67,200 (86,400 – 19,200) i.e. total by 5,47,200. 

Necessary adjusting journal entry to rectify the books of accounts will be: 

 Rs. Rs. 

Preference  share capital  (equity) (Balance sheet) Dr. 4,80,000  

Finance costs  (Profit and loss) Dr. 86,400  

To Equity – Retained earnings (Balance sheet)  19,200 

To Preference shares (Long-term  Borrowings)  (Balance 

sheet) 

 5,47,200 
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Question 2 

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 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 recognized 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 April ‘18) 
Answer 2 

Gain from curtailment is estimated as under: 

 

 Rs. 

Reduction in gross obligation 600 

Less: Proportion of unamortized past service cost (18) 

Gain from curtailment  582 

The liability to be recognized 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: Unamortized past service cost (90% of ` 180)    (162) 

Liability to be recognized in the balance sheet   138 

Question 3 

Explain Financial capital maintenance and Physical capital maintenance as per the Framework 

and differentiate it. (4 Marks March ‘18) 

Answer 3 

A. Financial Capital maintenance 

Under this concept, a profit is earned only if the financial (or money) amount of the net 

assets at the end of the period exceeds the financial (or money) amount of net assets at 
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the beginning of the period, after excluding any distribution to, and contribution from, 

owners during the period. Financial Capital Maintenance can be measured in either 

nominal monetary units or units of constant purchasing power. (May 22) 

B. Physical Capital maintenance 

Under this concept, a profit is earned only if the physical productive capacity or operating 

capability of the entity (or resources and funds needed to achieve that capacity) (May 22) 

at the the end of the period exceeds the physical productive capacity at the beginning of 

the period, after excluding any distributions to, and contributions from, owners during the 

period. 

C. Major differences between Physical Capital & Financial Capital 

The principle difference between the two concepts of capital maintenance is the treatment 

of the effect of changes in the prices of assets and liabilities of the entity. (May 22) 

 The physical capital maintenance concept requires the adoption of the current cost 

basis as measurement whereas financial capital maintenance concept does not 

require the use of a particular basis of measurement. 

 Financial capital maintenance where capital is defined in terms of nominal monetary 

units, profit represents the increase in nominal money capital over the period. Thus, 

increase in the prices of assets held over the period, conventionally referred to as 

holding gains are conceptually profits. They might not be recognized as such 

however, until the assets are disposed of in an exchange transaction.(May 22) 

When the concept of financial capital maintenance is defined in terms of constant 

purchasing power units, profit represents the increase in invested purchasing power 

over the period. Thus, only that part of the increase in the prices of assets that 

exceeds the increase in the general level of prices is regarded as profit. The rest of 

the increase is treated as a capital maintenance adjustment and hence as part of 

equity. (May 22) 

 Under the concept of physical capital maintenance when capital is defined in terms 

of the physical productive capacity, profit represents the increase in that capital over 

the period. All price changes affecting the assets and liabilities of the entity are 

viewed as changes in the measurement of the physical productive capacity of the 

entity; hence, they are treated as capital maintenance adjustments that are part of 

equity and not as profit. 
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Chapter 2 

Ind AS 1: Presentation of Financial Statements 
Question 1 

Entity A has undertaken various transactions in the financial year ended 31st March, 20X1. 

Identify and present the transactions in the financial statements as per Ind AS 1. Rs. 

 

Remeasurement of defined benefit plans 2,57,000 

Current service cost 1,75,000 

Changes in revaluation surplus 1,25,000 

Gains and losses arising from translating the monetary assets in foreign 

currency 

75,000 

Gains and losses arising from translating the financial statements of a 

foreign operation 

65,000 

Gains and losses from investments in equity instruments designated at fair 

value through other comprehensive income 

1,00,000 

Income tax expense 35,000 

Share based payments cost 3,35,000 

(4 Marks April ‘21) 

 

Answer 1 

Items impacting the Statement of Profit and Loss for the year ended 31 st March, 20X1

(Rs.) 

 

Current service cost 1,75,000 

Gains and losses arising from translating the monetary assets in foreign 

currency 

75,000 

Income tax expense 35,000 

Share based payments cost 3,35,000 

Items impacting the other comprehensive income for the year ended 31 st March, 20X1 (Rs.) 

 

Remeasurement of defined benefit plans 2,57,000 

Changes in revaluation surplus 1,25,000 

Gains and losses arising from translating the financial statements of a 
foreign 

 

operation 65,000 

Gains and losses from investments in equity instruments designated at 
fair 

 

value through other comprehensive income 1,00,000 

Question 2 

Entity A has undertaken various transactions in the financial year ended March 31, 20X1. 

Identify and present the transactions in the financial statements as per Ind AS 1. Rs. 

 

Remeasurement of defined benefit plans 2,57,000 

Current service cost 1,75,000 
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Changes in revaluation surplus 1,25,000 

Gains and losses arising from translating the monetary assets in foreign 

currency 

75,000 

Gains and losses arising from translating the financial statements of a 

foreign operation 

65,000 

Gains and losses from investments in equity instruments designated at fair 

value through other comprehensive income 

1,00,000 

Income tax expense 35,000 

Share based payments cost 3,35,000 

(4 Marks March ‘18) 

 

Answer 2 

  

 Items impacting the Statement of Profit and Loss for the year ended 31st 

March, 20X1.Current service cost 

1,75,000 

Gains and losses arising from translating the monetary assets in foreign 

currency 

75,000 

Income tax expense 35,000 

Share based payments cost 3,35,000 

Items impacting the other comprehensive income for the year ended 31st March, 20X1 

(Rs.) 

 

Remeasurement of defined benefit plans 2,57,000 

Changes in revaluation surplus 1,25,000 

Gains and losses arising from translating the financial statements of a foreign 

operation 

65,000 

Gains and losses from investments in equity instruments designated at fair 

value through other comprehensive income 

1,00,000 
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Chapter 3  

Ind AS 34: Interim Financial Reporting 
Question 1 

ABC Limited manufactures automobile parts. ABC Limited has shown a net profit of Rs. 

20,00,000 for the third quarter of 20X1. 

Following adjustments are made while computing the net profit: 

(i) Bad debts of Rs. 1,00,000 incurred during the quarter. 50% of the bad debts have been 

deferred to the next quarter. 

(ii) Additional depreciation of Rs. 4,50,000 resulting from the change in the method of 

depreciation. 

(iii) Exceptional loss of Rs. 28,000 incurred during the third quarter. 50% of exceptional 

loss have been deferred to next quarter. 

(iv) Rs. 5,00,000 expenditures on account of administrative expenses pertaining to the 

third quarter is deferred on the argument that the fourth quarter will have more sales; 

therefore, fourth quarter should be debited by higher expenditure. The expenditures 

are uniform throughout all quarters. 

Analyze and ascertain the correct net profit to be shown in the Interim Financial Report of 

third quarter to be presented to the Board of Directors. (5 Marks April ‘21) 

Answer 1 

 In the instant case, the quarterly net profit has not been correctly stated. As per Ind AS 34, Interim 

Financial Reporting, the quarterly net profit should be adjusted and restated as follows: 

(i) The treatment of bad debts is not correct as the expenses incurred during an interim 

reporting period should be recognized in the same period. Accordingly, Rs. 50,000 should 

be deducted from Rs. 20,00,000. 

(ii) Recognizing additional depreciation of Rs. 4,50,000 in the same quarter is correct and is 

in tune with Ind AS 34. 

(iii) Treatment of exceptional loss is not as per the principles of Ind AS 34, as the entire 

amount of Rs. 28,000 incurred during the third quarter should be recognized in the same 

quarter. Hence Rs. 14,000 which was deferred should be deducted from the profits of 

third quarter only. 

(iv) As per Ind AS 34 the income and expense should be recognized when they are earned 

and incurred respectively. As per para 39 of Ind AS 34, the costs should be anticipated 

or deferred only when: 

(i) it is appropriate to anticipate or defer that type of cost at the end of the financial 

year, and 

(ii) costs are incurred unevenly during the financial year of an enterprise.  

Therefore, the treatment done relating to deferment of Rs. 5,00,000 is not correct as expenditures 

are uniform throughout all quarters. Thus, considering the above, the correct net profits to be 

shown in Interim Financial Report of the third quarter shall be Rs. 14,36,000 (Rs. 20,00,000 -Rs. 

50,000 - Rs.14,000 - Rs. 5,00,000). 
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 Ind AS 7: Statement of Cash Flows 

Question 1 

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, 

20X1. During the year 20X1-20X2, 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, 20X2 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, 20X2 @ 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. 

How cash flows arising from  the  above  transactions  would be reported  in  the statement 

of cash flows of  A Ltd. under indirect method?(6 Marks Oct ‘19) 

Answer 1 

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 unrealized 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 
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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 

Question 2 

During the financial year 20X1-20X2, Akola Limited have paid various taxes & reproduced 

the below mentioned records for your perusal: 

- Capital gain tax of Rs.  20  crore  on  sale of  office  premises  at  a  sale consideration  

of Rs. 100 crore. 

- Income Tax of Rs. 3 crore on Business profits amounting Rs. 30 crore (assume entire 

business profit as cash profit). 

- Dividend Distribution Tax of Rs. 2 crore on payment of dividend amounting Rs. 20 crore 

to  its shareholders. 

- Income tax Refund of Rs. 1.5 crore (Refund on taxes paid in earlier periods for business 

profits). 

You need to determine the net cash flow from operating activities, investing activities and 

financing activities of Akola Limited as per relevant Ind AS. (4 Marks March ‘21) 

Answer 2 

Para 36 of Ind AS 7 inter alia states that when  it is practicable  to  identify the  tax cash  flow  

with an individual transaction that gives rise to cash flows that are classified as investing or 

financing activities the tax cash flow  is  classified as an  investing or financing activity as 

appropriate.  When tax cash flows are allocated over more than one class of activity, the total 

amount of taxes paid is disclosed. 

Accordingly, the transactions are analyzed as follows: 

Particulars Amount (in 

crore) 

Activity 

Sale Consideration 100 Investing Activity 

Capital Gain Tax (20) Investing Activity 

Business profits 30 Operating Activity 

Tax on Business profits (3) Operating Activity 

Dividend Payment (20) Financing Activity 

Dividend Distribution Tax (2) Financing Activity 

Income Tax Refund  1.5 Operating Activity 

Total Cash flow 86.5  

 

Activity wise Amount (in crore) 

Operating Activity 28.5 

Investing Activity 80 

Financing Activity (22) 

Total 86.5 

 

Question 3 

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: 
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 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. 

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 April ‘18) 

Answer 3 

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 unrealized 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 
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 Ind AS 115: Revenue from Contracts with Customers 

Question 1 

KK Ltd. runs a departmental store which awards 10 points for every purchase of Rs.  500 

which can be discounted by the customers for further shopping with the same merchant. 

Unutilized points will lapse on expiry of two years from the date of  credit. Value  of each 

point is Rs. 0.50. During the accounting period  20X1-20X2,  the  entity  awarded 1,00,00,000 

points to various customers of which 18,00,000  points  remained undiscounted. The 

management expects only 80% will be discounted in future of which normally 60-70% are 

redeemed during the next year. 

The Company has approached your firm with the following queries and has asked you to 

suggest the accounting treatment (Journal Entries) under the applicable Ind AS for these 

award points: 

(a) How should the recognition be done for the sale of goods worth Rs. 

10,00,000  on a particular day? 

(b) How should the redemption transaction be recorded in the year  20X1-

20X2?  The Company has requested you to present the sale  of goods and 

redemption as independent transaction. Total sales of the entity is Rs. 

5,000 lakhs. 

(c) How much of the deferred revenue should be recognised at the year-end 

(20X1-20X2) because of the estimation that only 80% of the outstanding 

points will be redeemed? 

(d) In the next year 20X2-20X3, 60% of the outstanding points were 

discounted Balance 40% of the outstanding points of 20X1-20X2  still  

remained  outstanding. How much of the deferred revenue should the 

merchant recognize in the year 20X2-20X3 and what will be the amount 

of balance  deferred revenue? 

(e) How much revenue will the merchant recognized in the year 20X2-20X3, 

if 3,00,000 points are redeemed in the year 20X2-20X3? 

(14 Marks Oct ‘19) 
Answer 1 

(a) Points earned on Rs. 10,00,000  @ 10 points  on every  Rs.  500 = [(10,00,000/500)  x 10] 

= 20,000 points. 

Value of points = 20,000 points x Rs. 0.5 each point = Rs. 10,000 

 

Revenue recognized for sale 

of goods 

Rs. 9,90,099 [10,00,000 x 

(10,00,000/10,10,000)] 

Revenue for points deferred Rs. 9,901 [10,00,000 x (10,000/10,10,000)] 

Journal Entry 

  Rs. Rs. 

Bank A/c Dr. 10,00,000  

To Sales A/c 9,90,099 

To Liability under Customer Loyalty programme 9,901 

(b) Points    earned    on    Rs.    50,00,00,000    @    10    points on   every Rs. 500 = 

[(50,00,00,000/500) x 10] = 1,00,00,000 points. 
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(c) Value of points = 1,00,00,000 points x Rs. 0.5 each point = Rs. 50,00,000 

Revenue recognized for sale of goods = Rs. 49,50,49,505 [50,00,00,000 x 

(50,00,00,000 / 50,50,00,000)] 

Revenue for points = Rs. 49,50,495 [50,00,00,000x (50,00,000 / 

50,50,00,000)] 

Journal Entry in the year 20X1 
  Rs. Rs. 

Bank A/c Dr. 50,00,00,000  

To Sales A/c   49,50,49,505 

To Liability under Customer Loyalty 

programme 

  49,50,495 

(On sale of Goods)    

Liability under Customer Loyalty 

programme 

Dr. 42,11,002  

To Sales A/c   42,11,002 

(On redemption of (100 lakhs -18 lakhs) points)    

Revenue for points to be recognized 

Undiscounted points estimated to be recognized next year 18,00,000 x 80% = 14,40,000 

points Total points to be redeemed within 2 years = [(1,00,00,000-18,00,000) + 

14,40,000] = 96,40,000 

Revenue to be recognized with respect to discounted point = 49,50,495 x 

(82,00,000/96,40,000) = 42,11,002 

(d) Revenue to be deferred with respect to undiscounted point in 20X1-20X2 

= 49,50,495 – 42,11,002 = 7,39,493 

(e) In 20X2-20X3, KK Ltd. would recognize revenue for discounting of 60%  of 

outstanding points as follows: 

Outstanding points = 18,00,000 x 60% = 10,80,000 points 

Total points discounted till date = 82,00,000 + 10,80,000 = 92,80,000 points 

Revenue to be recognized in the year 20X2-20X3 

= [{49,50,495 x (92,80,000 / 96,40,000)} - 42,11,002] = Rs. 5,54,620. 

 

Liability under Customer Loyalty programme Dr. 5,54,620  

5,54,620 
To Sales A/c 

(On redemption of further 10,80,000 points) 

The Liability under Customer Loyalty programme at the end of the year  20 X2-20X3 

will be Rs. 7,39,493 – 5,54,620 = 1,84,873. 

(f) In the year 20X3-20X4, the merchant will recognized the balance revenue of Rs. 

1,84,873 irrespective of the points redeemed as this is  the  last year  for  redeeming 

the points. Journal entry will be as follows: 

Liability under Customer Loyalty programme Dr. 1,84,873  

1,84,873 
To Sales A/c 

(On redemption of remaining points) 
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Question 2 

An entity enters into  a contract with a  customer for  two  intellectual property  licences 

(Licences A and B), which the entity determines to represent two performance obligations 

each satisfied  at  a point  in  time.  The stand-alone  selling  prices  of   Licences  A  and  B  

are  Rs.   1,600,000   and Rs. 2,000,000, respectively. The entity transfers Licence B at 

inception of the contract and transfers Licence A one month later. 

Case A—Variable consideration allocated entirely to one performance obligation 

The price stated in the contract for  Licence A is a fixed  amount of  Rs.  1,600,000  and for 

Licence B the consideration is three per cent of the customer's future sales of products that 

use Licence B. For purposes of allocation, the entity estimates its sales-based royalties (ie 

the variable consideration) to be Rs. 2,000,000. Allocate the transaction price. 

Case B—Variable consideration allocated on the basis of stand-alone selling prices 

The price stated in the contract for  Licence  A  is  a  fixed  amount  of  Rs.  600,000  and  for 

Licence B the consideration is five per cent of the customer's future sales of products that 

use Licence B. The entity's estimate  of  the  sales-based  royalties  (ie  the  variable  

consideration)  is Rs. 3,000,000. Allocate the transaction price and  determine  the  revenue  

to  be  recognized  for each licence and the contract liability,  if any. (8 Marks May ‘19) 

Answer 2 

Case A—Variable consideration allocated entirely to one performance obligation 

To allocate the transaction price, the entity considers the criteria in paragraph 85 and 

concludes that the variable consideration (i.e. the sales-based royalties)  should  be  

allocated  entirely  to Licence B. The entity concludes that the criteria are met for the 

following reasons: 

a. the variable payment relates specifically to an outcome from the performance 

obligation to transfer Licence B (i.e. the customer's subsequent sales of products that 

use Licence B). 

b. entity transfers Licence B at inception of the contract  and  transfers  Licence A  one 

month later. Upon the transfer of Licence B, the entity  does not recognize revenue  

because the consideration allocated to Licence B is in the  form  allocating the 

expected royalty amounts of Rs. 2,000,000 entirely to Licence B is consistent  with the 

allocation objective in paragraph 73 of Ind AS 115. This is because the entity’s 

estimate of the amount of sales-based royalties (Rs. 2,000,000)  approximates  the  

stand- alone selling price of Licence B and the fixed amount of Rs. 1,600,000 

approximates the stand-alone selling price of Licence A.  The entity  allocates  Rs.  

1,600,000  to  Licence A. This is because, based on an assessment of the facts and 

circumstances relating to both licences, allocating to Licence B some of the fixed 

consideration in addition to all of  the variable  consideration  would  not  meet   the   

allocation   objective   in   paragraph   73   of  Ind AS 115. 

The of a sales-based royalty.  Therefore, the entity recognizes revenue for the sales-

based  royalty  when  those  subsequent  sales occur. When Licence A is transferred, 

the entity  recognizes  as  revenue  the  Rs.  1,600,000 allocated to Licence A. 

Case B—Variable consideration allocated on the basis of stand-alone selling prices 

To allocate the transaction price, the entity applies the criteria in paragraph 85 of Ind AS 

115 to determine whether to  allocate  the  variable  consideration  (ie  the  sales-based  

royalties)  entirely to Licence B. 

In applying the criteria, the entity concludes that even though the variable payments  relate 

specifically to an outcome from the performance obligation to  transfer  Licence  B  (ie  the 
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customer's subsequent sales of products that  use  Licence  B),  allocating  the  variable 

consideration entirely to Licence B would be inconsistent with the principle for allocating 

the transaction price. Allocating Rs. 600,000 to Licence A and Rs. 3,000,000 to Licence B 

does not reflect a reasonable allocation of the transaction price on the  basis  of  the  stand-

alone  selling prices of  Licences A and  B of  Rs.  1,600,000  and  Rs. 2,000,000,  respectively.  

Consequently,  the entity applies the general allocation requirements of Ind AS 115. 

The entity allocates the transaction price of Rs. 600,000 to Licences A and B on  the  basis  

of relative stand-alone selling prices of Rs.  1,600,000  and Rs.  2,000,000,  respectively.  The 

entity also allocates the consideration related  to  the  sales-based  royalty  on  a  relative  

stand-alone selling price basis. However, when an entity licenses intellectual property in  

which  the  consideration is in the form  of  a  sales-based  royalty,  the  entity  cannot 

recognise  revenue  until the later of the following events: the subsequent sales occur or 

the performance  obligation  is satisfied (or partially satisfied). 

Licence B is transferred to the customer at the inception of the contract and Licence  A  is 

transferred three months later. When  Licence B is transferred,  the entity  recognises  as 

revenue Rs. 333,333 [(Rs. 2,000,000 ÷ Rs. 3,600,000) × Rs. 600,000] allocated  to  Licence B.  

When Licence  A  is  transferred,  the  entity  recognises  as  revenue  Rs.  266,667  [(Rs.   

1,600,000   ÷ Rs. 3,600,000) × Rs. 600,000] allocated to Licence A. 

In the first month, the royalty due from the customer's first month of sales is Rs. 400,000. 

Consequently, the entity recognises  as revenue  Rs. 222,222  (Rs.  2,000,000  ÷ Rs. 3,600,000  

× Rs. 400,000)  allocated to Licence B (which has been transferred   to  the  customer and 

is therefore a satisfied performance obligation). The entity recognises a contract liability  

for  the  Rs. 177,778 (Rs. 1,600,000 ÷ Rs. 3,600,000 × Rs. 400,000) allocated to Licence A.  

This is because although  the subsequent sale by the entity's  customer  has occurred, the 

performance obligation  to  which the royalty has been allocated has not been satisfied. 

 

Question 3 

An entity enters into 1,000 contracts with customers. Each contract  includes  the  sale  of  

one product for Rs. 50 (1,000 total products × Rs. 50 = Rs.  50,000 total consideration). 

Cash is  received when control of  a product transfers. The entity's customary business 

practice is  to allow a customer to return any unused product within 30 days  and receive 

a  full  refund. The entity's  cost of each product is Rs. 30. 

Since the contract allows a customer to return the products, the consideration received 

from the customer is variable. To estimate the variable consideration to  which  the entity 

will  be  entitled,  the entity decides to use the expected value. Using the expected value 

method, the entity  estimates that 970 products will not be returned. 

The entity estimates that the costs of recovering the products will be immaterial and 

expects that  the returned products can be resold at a profit. 

Determine the amount of revenue, refund liability and the asset to be recognised by the 

entity for the said contracts. (4 Marks May ‘20) 

Answer 3 

The entity considers the requirements in paragraphs 56–58 of Ind AS 115 on constraining 

estimates of variable consideration to determine whether the estimated amount of variable 

consideration of  Rs. 48,500 (Rs. 50 × 970 products not expected to be returned) can be 

included  in the transaction price. The entity considers the factors in paragraph57 of Ind AS 

115 and determines that although the returns are outside the entity's influence, it has  

significant   experience in estimating returns for this product and customer class. In addition, 

the uncertainty  will be resolved within a short time frame (ie the 30-day return period). Thus, 

the entity concludes that it is highly probable that a significant reversal in the cumulative  
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amount  of  revenue  recognised (i.e. Rs. 48,500) will not occur as the uncertainty is resolved 

(i.e.  over the return  period). 

The entity estimates that the costs of recovering the products will be immaterial and expects 

that the returned products can be resold at a profit. 

Upon transfer of control of the 1,000 products, the entity does not recognise revenue for the 

30 products that it expects to be returned. Consequently, in accordance with paragraphs 55 

and B21  of Ind AS 115, the entity recognises the following: 

(a) revenue of Rs. 48,500 (Rs. 50 × 970 products not expected to be returned); 

(b) a refund liability of Rs. 1,500 (Rs. 50 refund × 30 products expected to be returned); and 

(c) an asset of Rs. 900 (Rs. 30 ×  30  products for its  right to recover products from  

customers  on settling the refund liability). 

 

Question 4 

An entity enters into a contract for the sale of Product A for Rs. 1,000. As part of the contract, 

the entity gives the customer a 40% discount voucher for any future purchases up to Rs. 1,000 

in the next 30 days. The entity intends to offer a 10% discount on all sales during the next 30  

days as  part of a seasonal promotion. The 10% discount cannot be used in addition to the 

40% disco unt voucher. 

The entity believes there is 80% likelihood that a customer will redeem the voucher and on an 

average, a customer will purchase Rs. 500 of additional products. 

Determine how many performance obligations does the entity have and their stand-alone 

selling price and allocated transaction price?(5 Marks May ‘20) 

Answer 4 

Since all customers will receive a 10% discount on purchases during the next 30 days, the 

only additional discount that provides the customer with a material right is the incremental 

discount of 30% on the products purchased. The entity accounts for the promise to provide 

the incremental discount as a separate performance obligation in the contract for the sale 

of Product A. 

The entity believes there is 80% likelihood that a customer will redeem the voucher and on 

an average, a customer will purchase Rs. 500 of additional products. Consequently, the entity’s 
estimated stand-alone selling price of the discount voucher is Rs. 120 (Rs. 500 average 

purchase price of additional products x 30% incremental discount x 80% likelihood  of  

exercising  the  option). The stand-alone selling prices of Product A and the discount voucher 

and the resulting allocation of the Rs. 1,000 transaction price are as follows: 

Performance obligations Stand-alone selling price 

Product A Rs. 1,000 

Discount voucher Rs. 120 

Total Rs. 1,120 

Performance 

obligations 

 Allocated  transaction price 

(to nearest Rs.10) 

Product A (Rs. 1000 ÷ Rs. 1120 × Rs. 1000) Rs. 890 

Discount voucher (Rs. 120 ÷ Rs. 1120 × Rs. 1000) Rs. 110 

Total  Rs. 1000 

The entity allocates Rs. 890 to Product A and recognises revenue for Product A when control 

transfers. The entity allocates Rs. 110 to the discount voucher and recognises revenue for 

the voucher when the customer redeems it for goods or services or when it expires. 
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Question 5 

KK Ltd. runs a departmental store which awards 10 points for  every purchase of  Rs. 500 

which can be discounted by the customers for further shopping with the same merchant. 

Unutilised points will lapse on expiry of two years from the date of credit. Value of each 

point is Rs. 0.50. During the accounting period 2019-2020, the entity awarded 1,00,00,000 

points to various customers of which 18,00,000 points remained undiscounted. The 

management expects only  80% will be discounted in future of which normally 60-70% are 

redeemed during the next year. 

The Company has approached your firm with the following queries and has asked you to 

suggest the accounting treatment (Journal Entries) under the applicable Ind AS for these 

award points: 

 

(a) How should the recognition be done for the sale of goods worth Rs. 10,00,000 on a 

particular day? 

(b) How should the redemption transaction be recorded in the year 2019-2020? The 

Company has requested you to present the sale of goods and redemption as 

independent transaction. Total sales of the entity isRs. 5,000 lakhs. 

(c) How much of the deferred revenue should be recognized at the year-end (2019-2020) 

because of the estimation that only 80% of the outstanding points will be redeemed? 

(d) In the next year 2020-2021, 60% of the outstanding points were discounted. 

Balance 40% of the outstanding points  of 2019-2020 still remained outstanding. 

How much  of the deferred revenue should the merchant recognize in the year 

2020-2021 and what  will be the amount of balance deferred revenue? 

(e) How much revenue will the merchant recognized in the year 2021-2022, if 3,00,000 

points are redeemed in the year 2021-2022? 

(10 Marks Oct ‘20) 
Answer 5 

Points earned on Rs. 10,00,000 @ 10 points on every Rs. 500 = [(10,00,000 / 500) x 10] = 

20,000 points. 

Value of points = 20,000 points x Rs. 0.5 each point = Rs. 10,000 

 

Revenue recognized for sale of 

goods 

Rs. 

9,90,099 

[10,00,000 x (10,00,000/10,10,000)] 

Revenue for points deferred Rs. 9,901 [10,00,000x (10,000/10,10,000)] 

Journal Entry 
  Rs. Rs. 

Bank A/c Dr. 10,00,000  

To Sales A/c 9,90,099 

To Liability under Customer Loyalty programme 9,901 

(a) Points earned on Rs. 50,00,00,000 @ 10 points on every Rs. 500 = 

[(50,00,00,000/500) x 10] = 1,00,00,000 points. 

Value of points = 1,00,00,000 points x Rs. 0.5 each point = Rs. 50,00,000 

Revenue recognized for sale of goods = Rs. 49,50,49,505 [50,00,00,000 x (50,00,00,000/ 

50,50,00,000)] 

Revenue for points = Rs. 49,50,495 [50,00,00,000 x (50,00,000/ 50,50,00,000)] 
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Journal Entry in the year 2019 
  Rs. Rs. 

Bank A/c Dr. 50,00,00,000  

To Sales A/c  

 

 

 

Dr. 

 

 

 

 

42,11,002 

49,50,49,505 

To Liability under Customer Loyalty programme   49,50,495 

(On sale of Goods)    

Liability under Customer Loyalty programme    

To Sales A/c   42,11,002 

(On redemption of (100 lakhs -18 lakhs) points)    

Revenue for points to be recognized 

Undiscounted points estimated to be recognized next year 18,00,000 x 80% = 14,40,000 

points Total points to be redeemed within 2 years = [(1,00,00,000-18,00,000) + 14,40,000] 

= 96,40,000 

Revenue to be recognized with respect to discounted point =

 49,50,495 x (82,00,000/96,40,000) = 42,11,002 

(b) Revenue to be deferred with respect to undiscounted point in 2019-2020  =  49,50,495  

–  42,11,002 = 7,39,493 

(c) In 2020-2021, KK Ltd. would recognize revenue for discounting of 60% of outstanding 

points as follows: 

Outstanding points = 18,00,000 x 60% = 10,80,000 points 

Total points discounted till date = 82,00,000 + 10,80,000 = 92,80,000 points 

Revenue to be recognized in the year 2020-2021 = [{49,50,495 x (92,80,000 / 96,40,000)} - 

42,11,002] = Rs. 5,54,620. 

Liability under Customer Loyalty Programme Dr. Rs. 

5,54,620 

 

To Sales A/c   Rs. 

5,54,620 

(On redemption of further 10,80,000 points)    

The Liability under Customer Loyalty programme at the end of the year 2020-2021 will be 

Rs. 7,39,493 – Rs. 5,54,620 = Rs. 1,84,873. 

(d) In the year 2021-2022, the merchant will recognize the balance revenue  of  Rs.  

1,84,873  irrespective of the points redeemed as this is the last year for redeeming the 

points. Journal entry will be as follows: 

 

Liability under Customer Loyalty 

programme 

Dr. Rs. 

1,84,873 
 

To Sales A/c   Rs. 

1,84,873 

(On redemption of balance points)    

 

Question 6 

(a) Entity I sells a  piece of  machinery to  the customer for Rs. 2  million, payable in 90  days.  
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Entity I is aware at contract inception that the customer might not pay the full contract 

price. Entity I estimates that the customer will pay atleast Rs. 1.75 million, which is 

sufficient to  cover entity I's cost of sales (Rs. 1.5 million) and which entity I is willing to 

accept because it wants to grow its presence in this market. Entity I has granted similar 

price concessions in comparable contracts. 

Entity I concludes that it is highly probable that it will collect Rs.  1.75 million, and such  

amount is not constrained under the variable consideration guidance. 

What is the transaction price in this arrangement? 

(b) On 1 January 20X8, entity J enters into a one-year contract with a customer to deliver 

water treatment chemicals. The contract stipulates that the price per container will be 

adjusted retroactively once the customer reaches certain sales volume, defined, as 

follows: 

Price per container Cumulative sales volume 

Rs. 100 1 - 1,000,000 containers 

Rs. 90 1,000,001 - 3,000,000 containers 

Rs. 85 3,000,001 containers and above 

Volume is determined based on sales during the calendar year. There are no minimum 

purchase requirements. Entity J estimates that the total sales volume for the year will 

be 

2.8 million containers, based on its experience with similar contracts and forecasted sales 

to the customer. 

Entity  J  sells  700,000   containers   to   the   customer   during   the   first   quarter   

ended 31 March 20X8 for a contract price of Rs. 100 per container. 

How should entity J determine the transaction price? 

Entity K sells electric razors to retailers for Rs. 50 per unit. A rebate coupon is included 

inside the electric razor package that can be redeemed by the end consumers for Rs. 10 

per unit. 

Entity K estimates that 20% to 25% of eligible rebates will be redeemed, based on its 

experience with similar programmes and rebate redemption rates available in the market 

for similar programmes. Entity K concludes that the transaction price should incorporate 

an assumption of 25% rebate redemption, as this is the amount for which it is highly 

probable that a significant reversal of cumulative revenue will not occur if estimates of 

the rebates change. 

How should entity K determine the transaction price?  

(c) A manufacturer enters into a contract to sell goods to a retailer for Rs. 1,000. The 

manufacturer also offers price protection, whereby it will reimburse the retailer for any 

difference between the sale price and the lowest price offered to any customer during 

the following six months. This   clause is consistent with other price protection clauses 

offered in the past, and the manufacturer believes that it has experience which is 

predictive for this contract. Management expects that it will offer a price decrease of 5% 

during the price protection period. Management concludes that it is highly probable that a 

significant reversal of cumulative revenue will not occur if estimates change.  

How should the manufacturer determine the transaction price? (12 Marks March ‘21) 

Answer 6 

(a)  Entity  I   is   likely   to   provide   a   price   concession   and   accept   an   amount   less   than  

Rs. 2 million in exchange for the machinery. The consideration is therefore variable. The 

transaction price in this arrangement is Rs. 1.75 million, as this is the amount which entity I 

expects to receive after providing the concession and it is not constrained under the variable 

consideration guidance. Entity I can also conclude that the collectability threshold is met for 

Rs. 1.75 million and therefore contract exists. 
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The transaction price is Rs. 90 per container based on entity  J's  estimate  of  total  sales  

volume for the year, since the estimated cumulative sales volume of 2.8  million  containers 

would result in a price per container of Rs.  90.  Entity  J  concludes  that  based  on  a 

transaction price of Rs. 90  per  container,  it is  highly  probable  that a  significant reversal  

in the amount of cumulative revenue recognised  will  not  occur  when  the  uncertainty  is 

resolved Revenue is therefore recognised at a selling price of Rs. 90 per container as each 

container is sold. Entity J will recognise a liability for cash  received  in  excess  of  the 

transaction price for the first 1 million containers sold at Rs. 100 per container (that is, Rs. 

10 per container) until the cumulative  sales volume  is reached  for  the  next pricing  tier 

and the price is retroactively reduced. 

For the quarter ended 31st March, 20X8, entity J recognizes revenue  of  Rs.  63  million  

(700,000 containers x Rs. 90)  and a liability of Rs. 7 million [700,000 containers x (Rs. 100  -  

Rs. 90)]. 

Entity J will update its estimate of the total sales volume at each reporting date until the 

uncertainty is resolved. 

(b) Entity K records sales to the retailer at a transaction  price  of Rs. 47.50  (Rs. 50 less 25%  of  

Rs. 10). The difference between the per unit cash selling price to the retailers and the 

transaction price is recorded as a liability for cash consideration  expected  to  be  paid  to the 

end customer. Entity K will update  its  estimate  of  the  rebate  and  the transaction price at 

each reporting date if estimates of redemption rates change. 

(c) The transaction price is Rs. 950, because the expected reimbursement is  Rs.  50.  The 

expected payment to the retailer is reflected in  the  transaction price at contract inception, 

as that is the amount of consideration to which the manufacturer expects to be entitled after 

the price protection. The manufacturer will recognise a liability for the difference  between  

the invoice price  and  the  transaction  price,  as this represents the  cash  that it expects to  

refund to the retailer. The manufacturer will update its estimate of expected reimbursement 

at each reporting date until the uncertainty is resolved. 

 

Question 7 

Mercury Ltd. has sold goods to Mars Ltd. at a consideration of Rs. 10 lakhs, the receipt of which  

receivable in  three  equal  installments  of  Rs.  3,33,333  over  a  two  year  period  (receipts  

on  1st April, 20X1, 31st March, 20X2 and 31st March, 20X3). 

The company is offering a discount of 5 % (i.e. Rs. 50,000) if payment is made in full at the time     

of sale. The sale agreement reflects an implicit interest rate of 5.36% p.a. 

The total consideration to be received from such sale is at Rs. 10 Lakhs and hence, the 

management has recognised the revenue from sale of goods for Rs. 10 lakhs. Further, the 

management is of the view that there is no  difference  in  this aspect between Indian GAAP 

and  Ind AS. 

Analyse whether the above accounting treatment made by the accountant is in compliance of 

the Ind AS. If not, advise the correct treatment along with working for the same. Also show its 

presentation in the company’s profit & loss and balance sheet. (6 Marks March ‘21) 

Answer 7 

The revenue from sale of goods shall be  recognised  at  the  fair  value  of  the  consideration 

received or receivable. The fair value of the consideration is determined by discounting all future 

receipts using an imputed rate of interest where the  receipt  is  deferred  beyond  normal  credit  

terms. The difference between the fair value and the nominal amount of the consideration is 

recognised as interest revenue. 

The fair value of consideration (cash price equivalent) of the  sale  of  goods  is  calculated  as 
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follows:Rs. 

 

Year Consideration 

(Installment) 

Present value 

factor 

Present value of 

consideration 

Time of sale 3,33,333 - 3,33,333 

End of 1st year 3,33,333 0.949 3,16,333 

End of 2nd year 3,33,334 0.901 3,00,334 

 10,00,000  9,50,000 

The Company that agrees for deferring the cash inflow from sale of goods  will  recognise  the 

revenue from sale of goods and finance income as follows: 

 

Initial recognition of sale of goods  Rs. Rs. 

Cash Dr. 3,33,333  

Trade Receivable Dr. 6,16,667  

To Sale   9,50,000 

Recognition of interest expense and receipt  of 

second installment 

   

Cash Dr. 3,33,333  

To Interest Income   33,053 

To Trade Receivable   3,00,280 

Recognition of interest expense and  payment  of  

final installment 

   

Cash Dr. 3,33,334  

To Interest Income (Balancing figure)   16,947 

To Trade Receivable   3,16,387 

Statement of Profit and Loss (extracts) for the year 

ended 31st March, 20X2 and 31st March, 20X3                                                                  

Rs. 

 As at 31st March, 20X2 As at 31st March, 20X3 

Income   

Sale of Goods 9,50,000 - 

Other Income (Finance 

income) 

33,053 16,947 

Balance Sheet (extracts) as at 31st March, 20X2 and 31st March, 20X3 Rs. 

 As at 31st March, 20X2 As at 31st March, 20X3 

Assets   

Current Assets   

Financial Assets   

Trade Receivables 3,16,387 - 

Question 8 

Buildings Limited with a financial year end of 31st March, entered into a contract with its 

customer, Radar Limited, to build a manufacturing facility. Buildings Limited determines 

that the contract contains one performance obligation satisfied over time. Construction 

is scheduled to be completed by the end of the 36th month for an agreed upon price of 

Rs. 25 crores. Buildings Limited has the opportunity to earn a performance bonus for early 

completion as follows: 

 15% bonus of the contract price if completed by the 30th months (25% likelihood). 
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 10% bonus of the contract price if completed by the 32 nd months (40% 

likelihood). 

 5% bonus of the contract price if completed by the 34th months (15% likelihood).  

In addition to the potential performance bonus for early completion, Buildings Limited 

is entitled to a quality bonus of Rs. 2 crores if a health and safety inspector assigns the 

facility a gold star rating as defined by Radar Limited in terms of the contract. Buildings 

Limited concludes that it is 60% likely that it will receive the quality bonus.  

Analyze and determine the amount of variable consideration Building Limited should 

recognize in its contract with Radar Company Limited to build a manufacturing facility. 

(5 Marks April ‘21) 
Answer 8 

In determining the transaction price, Buildings Limited separately estimates variable 

consideration for each element of variability i.e. the early completion bonus and the quality 

bonus. 

Buildings Limited decides to use the expected value method to estimate the variable 

consideration associated with the early completion bonus because there is a range of possible 

outcomes and the entity has experience with a large number of similar contracts that provide 

a reasonable basis to predict future outcomes. Therefore, the entity expects this method to 

best predict the amount of variable consideration associated with the early completion bonus. 

Buildings Ltd.’s best estimate of the early completion bonus is Rs. 2.125 crore, calculated as 

shown in the following table: 

Bonus % Amount of bonus (Rs. in 

crore) 

Probability Probability-weighted 

amount (Rs. in crore) 

15% 3.75 25% 0.9375 

10% 2.50 40% 1.00 

5% 1.25 15% 0.1875 

0% - 20%   - 

  100%   2.125 

Buildings Limited decides to use the most likely amount to estimate the variable consideration 

associated with the potential quality bonus because there are only two possible outcomes (Rs. 

2 crore or Rs. Nil) and this method would best predict the amount of consideration associated 

with the quality bonus. Buildings Limited believes the most likely amount of the quality bonus 

is Rs. 2 crore. 

Total variable consideration = 4.125 crore (2.125 crore + 2 crore).  

 

Question 9 

Entity AB Ltd. enters into a three-year service contract with a customer CD Ltd. for Rs. 

4,50,000 (Rs.1,50,000 per year). The standalone selling price for one year of service at 

inception of the contract is Rs.1,50,000 per year. AB Ltd. accounts for the contract as a series 

of distinct services. 

At the beginning of the third year, the parties agree to modify the contract as follows:  

(i) the fee for the third year is reduced to Rs.1,20,000; and 

(ii) CD Ltd. agrees to extend the contract for another three years for Rs.3,00,000 

(Rs.1,00,000 per year). 

The standalone selling price for one year of service at the time of modification is Rs. 
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1,20,000. How should AB Ltd. account for the modification? Analyze. (5 Marks April ’21) 

Answer 9 

Paragraph 20 of Ind AS 115, inter alia, states that, “An entity shall account for a contract 
modification as a separate contract if both of the following conditions are present:  

(a) the scope of the contract increases because of the addition of promised goods or 

services that are distinct (in accordance with paragraphs 26–30); and 

(b) the price of the contract increases by an amount of consideration that reflects the 

entity’s stand-alone selling prices of the additional promised goods or services and 

any appropriate adjustments to that price to reflect the circumstances of the 

particular contract. 

In accordance with the above, it may be noted that a contract modification should be 

accounted for prospectively if the additional promised goods or services are distinct and 

the pricing for those goods or services reflects their stand-alone selling price. 

In the given case, even though the remaining services to be provided are distinct, the 

modification should not be accounted for as a separate contract because the price of the 

contract did not increase by an amount of consideration that reflects the standalone 

selling price of the additional services. The modification would be accounted for, from the 

date of the modification, as if the existing arrangement was terminated and a new 

contract created (i.e. on a prospective basis) because the remaining services to be 

provided are distinct. 

AB Ltd. should reallocate the remaining consideration to all of the remaining services to 

be provided (i.e. the obligations remaining from the original contract and the new 

obligations). AB Ltd. will recognize a total of Rs.4,20,000 (Rs.1,20,000 + Rs.3,00,000) over 

the remaining four-year service period (one year remaining under the original contract 

plus three additional years) or Rs.1,05,000 per year. 

 

Question 10 

A construction services company enters into a contract with a customer to build a water 

purification plant. The company is responsible for all aspects of the plant including overall 

project management, engineering and design services, site preparation, physical 

construction of the plant, procurement of pumps and equipment for measuring and testing 

flow volumes and water quality, and the integration of all components.  

Determine whether the company has a single or multiple performance obligations under 

the contract? (4 Marks April ‘21) 

Answer 10 

Determining whether a good or service represents a performance obligation on its own or 

is required to be aggregated with other goods or services can have a significant impact on 

the timing of revenue recognition. While the customer may be able to benefit from each 

promised good or service on its own (or together with other readily available resources), 

they do not appear to be separately identifiable within the context of the contract. That is, 

the promised goods and services are subject to significant integration, and as a result will 

be treated as a single performance obligation. 

This is consistent with a view that the customer is primarily interested in acquiring a single 

asset (a water purification plant) rather than a collection of related components and 

services. 
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Question 11 

X Ltd. is engaged in manufacturing and selling of designer furniture. It sells goods on 

extended credit. X Ltd. sold furniture for Rs. 40,00,000 to a customer, the payment against 

which was receivable after 12 months with interest at the rate of 3% per annum. The market 

interest rate on the date of transaction was 8% per annum. Calculate the revenue to be 

recognized by X Ltd. for the above transactions. (6 Marks March ’18) 

Answer 11 

X Ltd. should determine the fair value of revenue by calculating the present value of the cash 

flows receivable. 

Total amount receivable = Rs. 40,00,000 x 1.03 = Rs. 

41,20,000. Present Value of receivable (Revenue) = Rs. 41,20,000/1.08 = Rs. 

38,14,815. Interest income = Rs. 41,20,000 - Rs. 38,14,815 = Rs. 

3,05,185. 

Therefore, on transaction date, Rs. 38,14,815 will be recognized as revenue from sale of 

goods and Rs. 3,05,185 will be recognized as interest income receivable for the period in 

accordance with Ind AS 109. 

 

Question 12 

A Ltd. has sold goods to B Ltd. at a consideration of Rs. 10 lakhs, receivable in three equal 

installments of  Rs.  3,33,333 over a two-year period (ie on 1st  April 2018, 31st  March 2019 

and   31st March 2020). 

The company is offering a discount of 5% (i.e. Rs. 50,000) if payment is made in full at the time 

of sale. The sale agreement reflects an implicit interest rate of 5.36% p.a. 

The total consideration expected to be received from such sale is Rs. 10 lakhs. Hence, the 

management has recognised the revenue from sale of goods for Rs. 10 lakhs. Further, the 

management is  of  the view that there is  no difference in this aspect between Indian GAAP 

and  Ind AS. 

Analyse whether the above accounting treatment made by the accountant is in 

compliance with Ind AS.   If not, advise the correct treatment along with  the workings for 

the same. (8 Marks Oct ‘18) 

Answer 12 

As per Ind AS 18, the revenue from sale of goods shall be recognised at the fair value of the 

consideration received or receivable. The fair value of the consideration is determined by 

discounting all future receipts using an imputed rate of interest where the receipt is deferred 

beyond normal credit terms. The difference between the fair value and the nominal amount 

of the consideration is recognised as interest revenue. 

The fair value of consideration (cash price equivalent) of the sale of goods is calculated as 

follows:                                                                         NR 

 

Year Consideration 

(Installment) 

Present value 

factor 

Present value of 

consideration 

Time of sale 3,33,333 - 3,33,333 

End of 1st year 3,33,333 0.949 3,16,333 

End of 2nd year 3,33,334 0.901 3,00,334 
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 10,00,000  9,50,000 

The Company that agrees for deferring the cash inflow from sale of goods will recognise the 

revenue from sale of goods and finance income as follows: 

 

Initial recognition of sale of goods 

Cash 

Trade Receivable 

To Sale 

Recognition of interest and receipt of second installment 

Cash 

To Interest Income 

To Trade 

Receivable 

Recognition of interest and payment of final installment 

Cash 

To Interest Income (Balancing 

figure) To Trade Receivable 

 

Dr. 

Dr. 

 

 

Dr. 

 

 

 

 

Dr. 

INR 

3,33,333 

6,16,667 

 

 

3,33,333 

 

 

 

 

3,33,334 

 

 

9,50,000 

 

 

33,053 

3,00,280 

 

 

16,947 

3,16,387 

Balance Sheet (extracts) as at 31st March 2019 and 31st March 2020 

 As at Mar 31, 

2019 

As at Mar 31, 

2020 

Income   

Sale of Goods 9,50,000 - 

Other Income (Finance income) 33,053 16,947 

Statement of Profit and Loss (extracts) 

for the year ended 31st March 2019 and 31st March 2020 

 As at Mar 31, 2019 As at Mar 31, 

2020 

Assets 

Current Assets 

Financial Assets 

Trade Receivables 

 

 

 

3,16,387 

 

 

 

XXX 

 

Question 13 

The Company has sold certain items to a customer with after sale service for a period of two 

years from the date of such sale i.e. 1st October, 2017 without any additional charges. The 

total amount payable by the customer is agreed as follows: 

 Rs. 8,00,000, if paid by 31st January, 2018; 

 Rs. 8,10,000, if paid by 28th February, 2018; 

 Rs. 8,20,000, if paid by 31st March, 2018. 

Based on past experience it is highly probable that  the  customer makes the  payment 

before  28th February, 2018. The standalone selling price of the product is Rs. 7,00,000 and 

two years' services are offered to the customer at Rs. 1,40,000. 
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Answer the following: 

(1) How many transactions are included in the above arrangement as per applicable Ind AS 

 

(2) What is the amount of revenue to be considered for revenue recognition as per the 

applicable Ind AS? 

(3) What is the amount of revenue to be recognized under Ind AS towards sale of product as  

per the terms of the contract with the customer? 

(4) What is the amount of revenue to be recognized under Ind  AS towards sale of  service as 

per the terms of the contract with the customer? 

(5) What is the portion of current and non-current liabilities to be presented in the financial 

statements as per Ind AS? (10 Marks Oct ‘18) 

 
Answer 13 

Two transactions are included in the above arrangement as per applicable Ind AS ie. sale of 

item includes following transactions: 

(i) Selling price of item 

(ii) Two-years’ after sale service 

Revenue attributable to both the components is calculated as follows: 

Total fair value of item and two years’ service period 

(7,00,000 + 1,40,000) 8,40,000 

Less: Sale price of the item and two years’ service period  (8,10,000) 

Discount  30,000 

Discount and revenue attributable to each component of the transaction: 

Proportionate discount attributable to sale of item                                                        

25,000  (30,000 x 7,00,000 / 8,40,000) 

Revenue from sale of item (7,00,000 –  25,000)                                                             

6,75,000 Proportionate discount attributable to two years’ service period                      5,000 

(30,000 x 1,40,000 / 8,40,000) 

Revenue from two years’ service period (1,40,000 – 5,000) 1,35,000 

Revenue in respect of sale of item should be recognized immediately and revenue from two 

years’ service period should be recognized over the 2-year period on monthly basis i.e on 31st 

March, 2017 revenue for two years’ service period will be Rs. 5,625 (Rs. 1,35,000/24 months) 

Amount of two years’ service period due within 12 months from the reporting date = 

(1,35,000 / 24 months) x 12 months = Rs. 67,500 (Current). 

Amount of two years’ service period due after 12 months from the reporting date = 

(1,35,000 / 24 months) x 11 months = Rs. 61,875 (Non-current). 

 

Question 14 

Growth Ltd. enters into an arrangement with a customer for infrastructure outsourcing deal. 

Based on its experience, Growth Ltd. determines that customising the infrastructure will take 

approximately 200 hours in total to complete the project and charges ` 150 per hour. After 

incurring 100 hours of time, Growth Ltd. and the customer agree to change an aspect of the 
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project and increases the estimate of labour hours by 50 hours at the rate of ` 100 per hour. 

Determine how contract modification will be accounted as per Ind AS 115? (5 Marks 

Oct 21) 

Answer 14 

Considering that the remaining goods or services are not distinct, the modification will be 

accounted for on a cumulative catch-up basis, as given below: 

Particulars Hours Rate (`) Amount (`) 

Initial contract amount 200 150 30,000 

Modification in contract 50 100   5,000 

Contract amount after modification 250 140* 35,000 

Revenue to be recognised 100 140 14,000 

Revenue already booked 100 150 15,000 

Adjustment in revenue   (1,000) 

*` 35,000 / 250 hours = ` 140. 

 

Question 15 

Nivaan Limited commenced work on two long-term  contracts during  the financial  year  

ended on 31st March, 20X2. 

The first contract with A & Co. commences on 1st June, 20X1 and had a total sales value of 

` 40 lakh. It was envisaged that the contract would run for two years and that the total 

expected costs would be ` 32 lakh. On 31st March, 20X2, Nivaan Limited revised its 

estimate of the total expected cost to ` 34 lakh on the basis of the additional rectification 

cost of ` 2 lakh incurred on  the  contract  during  the  current  financial  year.  An   

independent  surveyor  has  estimated  at 31st  March, 20X2 that the contract is  30%  

complete.  Nivaan Limited has  incurred costs up  to  31st March, 20X2 of ` 16 lakh and has 

received payments on account of ` 13 lakh. 

The  second  contract  with   B   &   Co.   commenced   on   1st   September,   20X1   and   

was   for 18 months. The total sales value of contract was ` 30 lakh and the total expected 

cost is 

` 24 lakh. Payments on  account already received were ` 9.50 lakh and total costs incurred 

to  date were ` 8 lakh. Nivaan Limited has insisted on a large deposit from B & Co. because 

the companies had not traded together prior to  the contract.  The independent surveyor 

estimated   that on 31st March, 20X2 the contract was 20% complete. 

The two contracts meet the requirement of Ind AS 115 ‘Revenue from Contracts with 
Customers’   to recognize revenue over time as the performance obligations are satisfied 

over time. 

The company also has several other contracts of between twelve and eighteen  months  in  

duration. Some of these contracts fall into two accounting periods and were not 

completed as at 31st March, 20X2. In absence of any financial date relating to the  other  

contracts,  you  are advised to ignore these other contracts while preparing the financial 

statements of the company    for the year ended 31st March, 20X2. 

Prepare financial statement extracts for Nivaan Limited in respect of the two construction  

contracts for the year ending 31st   March, 20X2. (12 Marks Nov 21) 

Answer 15 

Extracts of Balance Sheet of Nivaan Ltd. as on 31st March, 20X2 
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 ` in lakh 

Current Assets  

9.0 Contract Assets- Work-in-progress (Refer W.N. 3) 

Current Liabilities 
 

Contract Liabilities (Advance from customers) (Refer W.N. 2) 4.5 

Extracts of Statement of Profit and Loss of Nivaan Ltd. as on 31st 

March, 20X2 

 ` in lakh 

Revenue from contracts (Refer W.N. 1) 18 

Cost of Revenue (Refer W.N. 1) (15) 

Net Profit on Contracts (Refer W.N. 1)     3 

Working Notes: 

1. Table showing calculation of total revenue, expenses and  profit or loss  on  

contract for the year                                                                            ` in lakh 

 A & Co. B & Co. Total 

Revenue from contracts (40 x 30%) = 12 (30 x 20%) = 6 18 

Expenses due for the 

year 

(34* x 30%) = 10.2 (24 x 20%) = 4.8 15 

Profit or loss on contract   1.8 1.2   3 

*Note: Additional rectification cost of ` 2 lakh has been treated as normal cost. 

Hence total expected cost has been considered as ` 34 lakh. Alternatively, in case 

this ` 2 lakh is treated as abnormal cost then expense due for the year would be 

` 11.6 lakh (i.e. 30% of ` 32 lakh plus ` 2 lakh).   Accordingly, with respect to A & 

Co., the profit for the year would   be ` 0.4 lakh and work-in-progress recognized 

at the end of the year would be ` 4.4 lakh. 

2. Calculation of amount due from /  (to) customers ` in lakh 

 

 A & Co. B & Co. Total 

Billing based on revenue recognised in the 

books 

12 6 18 

Payments received from the customers (13) (9.5) (22.5) 

Advance received from the customers     1   3.5     4.5 

3. Work in Progress recognized as part of contract asset at the end of the year 

` in lakh 

 A & Co. B & Co. Total 

Total actual cost incurred during the year 16 8 24 

Less: Cost recognised in the books for the year 

31.3.20X2 

(10.2) (4.8) (15) 

Work-in-progress recognised at the end of the year   5.8    3.2   9.0 
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Chapter 6 

 Ind AS 8: Accounting Policies, Changes in Accounting Estimates and Errors 

Question 1 

During the year ended 31st March,20X2, Blue Ocean group changed its accounting policy for 

depreciating property, plant and equipment, so as to apply components approach fully, 

whilst at  the same time adopting the revaluation model. 

In years before 20X1-20X2, Blue Ocean group’s asset records were not sufficiently detailed to 

apply a components approach fully. At the end of 31st March, 20X1, management 

commissioned an engineering survey, which provided information on the components held 

and their fair values, useful lives, estimated residual values and depreciable amounts at the 

beginning of 20X1-20X2. 

The results are shown as under: 

Property, plant and equipment at the end of 31st March,20X1 

 

 Rs. 

Cost 25,000 

Depreciation (14,000) 

Net book value 11,000 

Depreciation expense for 20X1-20X2 (on old basis) 1,500 

Some results of the engineering survey:  

Valuation 17,000 

Estimated residual value 3,000 

Average remaining asset life (years) 7 

However, the survey did not provide a sufficient basis for reliably estimating the cost of 

those components that had not previously been accounted for separately, and the  existing  

records before the survey did not permit this information to be reconstructed. 

The board of directors considered how to account for each of the two aspects of the 

accounting change. They determined that it was not practicable to account for the change 

to a fuller components approach retrospectively, or to account for that change  

prospectively  from  any  earlier date than the start of 20X1-20X2. 

Also, the change from a cost model to a revaluation model is required to be accounted for 

prospectively. Therefore, management concluded that it should apply Blue Ocean group’s 
new policy prospectively from the start of 20X1-20X2. 

Blue Ocean group’s tax rate is 30 per cent. 

Compute the impact of change in accounting policy related to change in carrying amount 

of Property, Plant &  Equipment under revaluation method and impact on  taxes based on  

the basis  of information provided. Show the impact of each item affected on financial 

statements by the analysis of stated issue. (6 Marks May ‘20) 

Answer 1 

As per Ind AS 8 ‘Accounting Policies, Accounting Estimates and Errors, prospective application of a 

change in accounting policy has to be done since retrospective application is not practicable. 
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Property, plant and equipment at the end of 31st March,20X2: 

Rs. 

As per the engineering survey: 

Valuation of PPE 17,000 

Estimated residual value 3,000 

Average remaining asset life (years) 7 

Depreciation expense on existing property, plant and equipment 

for 20X1-20X2 (new basis)(17,000 – 3,000)/7 2,000 

From the start of 20X1-20X2, Blue Ocean group changed its accounting policy for 

depreciating property, plant and equipment, so as to apply components approach, whilst 

at the same time adopting the revaluation model. Management takes the view that this 

policy provides reliable and more relevant information because it deals more accurately 

with  the components  of  property, plant and equipment and is based on up-to-date 

values. 

The policy has been applied prospectively from the start of the  year  20X1-20X2  because 

it was not practicable to estimate the effects of applying the policy either retrospectively 

or prospectively from any earlier date. Accordingly, the adoption of the new policy has no 

effect on prior years. 

The impact on the financial statements for 20X1-20X2 would be as under: 

 

Particulars Rs. 

Increase the carrying amount of property, plant and equipment at the 

start of the year (17,000-11,000) 

6,000 

Increase the opening deferred tax provision (6,000 x 30%) 1,800 

Create a revaluation surplus at the start of the year (6,000 – 1,800) 4,200 

Increase depreciation expense by (Rs.2,000 – Rs.1,500) 500 

Reduce tax expense on depreciation (30%) 150 

 

Question 2 

An entity charged off certain expenses as finance costs in its financial statements for the 

year ended 31st March 20X1. While preparing annual financial statements for the year 

ended 31st March 20X2, management discovered that these expenses should have been 

classified as other expenses instead of finance costs. The error occurred because the 

management inadvertently misinterpreted certain facts. The entity intends to restate the 

comparative amounts for the prior period presented in which the error occurred (i.e., year 

ended 31st March 20X1). Would this reclassification of expenses from finance costs to 

other expenses in the comparative amounts be considered to be correction of an error 

under Ind AS 8? Would the entity need to present a third balance sheet? (5 Marks April 

’21) 

Answer 2 

Paragraph 41 of Ind AS 8 states as follows: “Errors can arise in respect of the recognition, 

measurement, presentation or disclosure of elements of financial statements. Financial 

statements do not comply with Ind AS if they contain either material errors or immaterial 

errors made intentionally to achieve a particular presentation of an entity’s financial 
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position, financial performance or cash flows. Potential current period errors discovered 

in that period are corrected before the financial statements are approved for issue. 

However, material errors are sometimes not discovered until a subsequent period, and 

these prior period errors are corrected in the comparative information presented in the 

financial statements for that subsequent period.”  

In accordance with the above, the reclassification of expenses from finance costs to other 

expenses would be considered as correction of an error under Ind AS 8. Accordingly, in 

the financial statements for the year ended 31st March, 20X2, the comparative amounts 

for the year ended 31st March 20X1 would be restated to reflect the correct classification. 

Ind AS 1 requires an entity to present a third balance sheet as at the beginning of the 

preceding period in addition to the minimum comparative financial statements if, inter 

alia, it makes a retrospective restatement of items in its financial statements and the 

restatement has a material effect on the information in the balance sheet at the beginning 

of the preceding period. 

In the given case, the retrospective restatement of relevant items in statement of profit 

and loss has no effect on the information in the balance sheet at the beginning of the 

preceding period (1st April 20X0). Therefore, the entity is not required to present a third 

balance sheet. 

 

Question 3 

ABC changed its accounting policy for inventory in 2016-2017. Prior to  the change, 

inventory  had been valued using the first in first out method (FIFO). However, it was felt 

that in order to match current practice and to make the financial statements more relevant 

and reliable a weighted average valuation model should be used. 

The effect of the change on the valuation of inventory was as follows: 

 31st  March, 2015 - Increase of  Rs. 10 million 

 31st  March, 2016 - Increase of  Rs. 15 million 

 31st  March, 2017-   Increase of Rs. 20 million 

Profit or loss under the FIFO valuation model are as follows: Rs. in million 

 

 2016-2017 2015-2016 

Revenue 324 296 

Cost of sales (173) (164) 

Gross profit 151 132 

Expenses (83) (74) 

Profit 68 58 

Retained earnings at 31st March, 2015 were Rs. 423 million. 

Present the change in accounting policy in the profit or loss and produce an extract 

of the statement of changes in equity in accordance with Ind AS 8. (4 Marks Oct ‘18) 

Answer 3 

Profit or loss under weighted average valuation are as follows: 

Rs. in million 

 2017 2016 (Restated) 

Revenue 324 296 

Cost of sales (168) (159) 
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Gross profit 156 137 

Expenses (83) (74) 

Profit 73 63 

Statement of changes in  equity (extract)                                      Rs. in million 

 

 Retained earnings Retained earnings (Original) 

At 1st April, 2015 423 423 

Change in inventory valuation 

policy 

  10 - 

At 1st April, 2015 (Restated) 433 - 

Profit for 2015-2016   63   58 

At 31st March, 2016 496 481 

Profit for 2016-2017   73   68 

At 31st March, 2017 569 549 

 

Question 4 

WLL Ltd. was incorporated on 1st April, 20X1 and follows Ind AS in preparing  its  financial  

statements. In preparing its financial statements  for  financial  year  ending  31st  March,  

20X4, WLL Ltd. used these useful lives for its property, plant, and equipment: 

Buildings : 15 years  

Plant and machinery : 10 years  

Furniture and fixtures : 7 years 

On 1st April, 20X4, the entity decides to review the useful lives of the property, plant, 

and equipment. For this purpose it hired external valuation experts. These  independent  

experts certified the remaining useful lives of the property, plant, and equipment o f 

WLL Ltd. on 1st April, 20X4 as 

Buildings : 10 years 

Plant and machinery : 7 years 

Furniture and fixtures : 5 years 

WLL Ltd. uses the straight-line method of depreciation. The original cost of the various 

components of property, plant, and equipment were 

Buildings : `1,50,00,000 

Plant and machinery : ` 1,00,00,000 

Furniture and fixtures : ` 35,00,000 

Compute   the   impact   on   the   statement    of    profit    and    loss    for    the    year    

ending 31st March, 20X5, if WLL Ltd. decides to change the useful lives of the property, 

plant, and equipment in compliance with the recommendations of external valuation 

experts. Assume that there were no salvage values for the three components of the 

property, plant, and equipment either initially or at the time the useful lives were 

revised. (7 Marks Oct 21) 
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Answer 4 

1. The annual depreciation charges prior to the change in estimate were: Buildings : ` 

1,50,00,000 / 15 = ` 10,00,000 

Plant and machinery : ` 1,00,00,000 / 10 = ` 10,00,000 

Furniture and fixtures : ` 35,00,000 / 7 = ` 5,00,000 

Total = ` 25,00,000 (A) 

2. The revised annual depreciation for the year ending 31st December, 20X4, would be 

Buildings : [` 1,50,00,000 – (` 10,00,000 × 3)]/10 = ` 12,00,000 

Plant and machinery : [` 1,00,00,000 – (` 10,00,000 × 3)]/7 = ` 

10,00,000 Furniture and fixtures : [` 35,00,000 – (` 5,00,000 × 

3)]/5 = ` 4,00,000 Total = ` 26,00,000 (B) 

3. The impact on Statement of profit and loss for the year ending 31st March, 20X5 

= (B) – (A) 

= ` 26,00,000 – ` 25,00,000 

= ` 1,00,000 

Change in the useful lives of the various items of property, plant and equipment is a change 

in accounting estimate.  Change in accounting estimate  is to be adjusted prospectively in the 

period  in which the estimate is amended and, if relevant, to future periods if they are also 

affected. 

 

Question 5 

Given the decreased revenue in financial year 20X1-20X2, management of PQR Ltd is keen to 

identify ways to  reduce the overall impact on  profit and loss. A  consultant has suggested that  

they could explore changing the basis of depreciation from SLM to hours-in-use but not entirely  

sure if this is permitted. Annual depreciation charge for financial year 20X1-20X2 would be ` 25  

lacs using SLM and ` 7 lacs using new method. This difference is significant for PQR Ltd.’s 
financial statements. 

What are the considerations in determining whether a change in depreciation methodology is 

appropriate, and how should this change be accounted for? Given the risk of charging lower 

depreciation per annum and the possibility that the asset will be depreciated over a period 

longer than it would otherwise be (under SLM basis), what other safeguards do you suggest, in 

order to ensure compliance with relevant standards in Ind AS and its framework? (6 

Marks Nov 21) 

Answer 5 

As illustrated in per para 32 of Ind AS 8, Change in method of depreciation is  a  change  in 

accounting estimates. 

Considerations in determining whether the change in depreciation methodology is 

appropriate: 

Paragraphs 60 and 61 of Ind AS 16, Property, Plant and Equipment, state that the  depreciation 

method used shall reflect the pattern in which the asset’s future economic benefits  are 

expected to be consumed by the entity. 
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The depreciation method applied to an asset shall be reviewed at least at each financial year-

end and, if  there has  been  a significant change in the expected pattern of consumption of  

the future economic benefits embodied in the asset, the method shall be changed to reflect 

the changed pattern. 

Accounting procedure: 

Such a change is accounted for as  a change in an accounting estimate in accordance with  Ind 

AS 8. 

Depreciation is a function of several factors, with extent of usage and efflux of time being its 

primary determinants. The hours-in-use method relates the amount of  periodic  depreciation 

charge only to one of the above two factors, namely, the extent of usage as reflected by the  

number of hours. This method may therefore be said to be appropriate as per para 62  of  Ind 

AS 16. 

Determination of depreciation method involves an accounting estimate; depreciation method  

is not a matter of an accounting policy. Accordingly, as per Ind AS 8 and Ind AS 16, a change in 

depreciation method shall be accounted for as a change in  accounting  estimate,  i.e; 

prospectively. 

However, given the possibility that the asset will be depreciated over a period longer than it 

would be under SLM basis, the company will need to assess if there are any impairment 

triggers and carry out impairment testing as required under Ind AS 36.  
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Chapter 7 

 Ind AS 10: Events after the Reporting Period 

Question 1 

Discuss with reasons whether these events are in nature of adjusting or non-adjusting and the 

treatment needed in light of accounting standard Ind AS 10. 

(i) Moon Ltd. won an arbitration award on 25th April, 20X1 for Rs. 1 crore. From the arbitration 

proceeding, it was evident that the Company is most likely to win the arbitration award. 

The directors approved the financial statements for the year ending 31.03.20X1  on  1st  

May, 20X1.  The management did not consider the effect of the above transaction in 

Financial   Year 20X0-20X1, as it was favourable to the Company and the award came after 

the end of the financial year. 

(ii) Zoom Ltd. has a trading business of Mobile telephones. The Company has purchased 1000 

mobiles phones at Rs. 5,000 each on 15th March, 20X1. The manufacturers of phone had 

announced the release of the new version on 1st March, 20X1 but had not announced the 

price. Zoom Ltd. has  valued  inventory  at  cost  of  Rs.  5,000  each  at  the  year  ending  

31st March, 20X1. 

Due to arrival of new advance version of Mobile Phone on 8th April, 20X1, the selling prices 

of the mobile stocks remaining with Company was dropped at Rs. 4,000 each. 

The financial statements of  the company valued mobile phones @  Rs.  5,000 each and not  

at the value @ Rs. 4,000 less expenses on sales, as the price reduction in selling price was 

effected after 31.03.20X1. 

(iii) There as an old due from a debtor amounting to Rs. 15 lakh against whom insolvency 

proceedings was instituted prior to the financial year ending 31st March, 20X1.  The debtor  

was declared insolvent on 15th April, 20X1. 

(iv) Assume that subsequent to the year end and before the financial statements are approved, 

Company’s management announces that it will restructure the operation of the company.  

Management plans to make significant redundancies and to close a few divisions of 

company’s business; however, there is  no  formal plan yet.  Should management recognise  

a provision in the books, if the company decides  subsequent to  end  of the accounting 

year  to restructure its operations? (6 Marks March ‘21) 

 

Answer 1 

As per Ind AS 10, the treatment of stated issues would be as under: 

(i) Adjusting event:  It  is  an  adjusting  event as  it is  the  settlement after the reporting 

period of a court case that confirms that the entity had a present obligation at the end 

of the reporting period. Even though winning  of  award  is  favorable  to  the  company, 

it should be accounted in its books as receivable since it is an adjusting event. 

(ii) Adjusting event: The sale of inventories after the reporting period may give evidence 

about their net realizable value  at  the end of the reporting period, hence it is an 

adjusting event as  per Ind AS 10. Zoom Limited should  value  its  inventory  at  Rs.  

40,00,000.  Hence,  appropriate provision must be made for Rs. 15 lakh. 

(iii) Adjusting event: As per Ind AS 10, the receipt of information after the reporting period 

indicating that an asset was  impaired  at the  end  of the  reporting  period, or  that the 

amount  of a previously recognized impairment loss for that asset needs to be adjusted. 
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The bankruptcy of a customer that occurs after the reporting period usually confirms 

that the customer was credit-impaired at the end of the reporting period. 

(iv) Non – adjusting event: 

Announcing or commencing the implementation of a major restructuring after  

reporting period is a non-adjusting event as per Ind AS 10. Though this is  a  non-

adjusting  event occurred after the reporting period, yet it would result in disclosure  of  

the  event  in  the  financial statements, if restructuring is material. 

This would not require provision since as per Ind AS  37, decision to  restructure  was  

not taken before or on the reporting date. Hence, it  does  not  give  rise  to  a  

constructive  obligation at the end of the reporting period to create a provision. 

 

Question 2 

Discuss with reasons whether these events are in nature of adjusting or non-adjusting and the 

treatment needed in light of accounting standard Ind AS 10. 

(i) Moon Ltd. won an arbitration award on 25th April, 20X1 for ` 1 crore. From the arbitration 

proceeding, it was evident that the Company is most likely to win the arbitration award. 

The directors approved the financial statements for the year ending  31.03.20X1  on  1st  

May, 20X1.  The management did not consider the effect of the above transaction in 

Financial   Year 20X0-20X1, as it was favourable to the Company and the award came 

after the end of the financial year. 

(ii) Zoom Ltd. has a trading business of Mobile telephones. The Company has purchased 1000 

mobiles phones at ` 5,000 each on 15th March, 20X1. The manufacturers of phone had 

announced the release of the new version on 1
st March, 20X1 but had not announced the 

price. Zoom  Ltd.  has  valued  inventory  at  cost  of  `  5,000  each  at  the  year  ending   

31st March, 20X1.  

Due to arrival of new advance version of Mobile Phone on  8th  April, 20X1, the selling 

prices of the mobile stocks remaining with Company was dropped at ` 4,000 each.  

The financial statements of the company valued mobile phones @ ` 5,000 each and not 

at  the value @ ` 4,000 less expenses on sales, as the price reduction in selling price was 

effected after 31.03. 20X1. 

(iii) There as an old due from a debtor amounting to ` 15 lakh against whom insolvency 

proceedings was instituted prior to the financial year ending 31st March, 20X1.  The 

debtor  was declared insolvent on 15th April, 20X1. 

(iv) Assume that subsequent to the year end and before the financial statements are 

approved, Company’s management announces that it will restructure the operation of 
the company.  Management plans to make significant redundancies and to close a few 

divisions of company’s  business; however, there is  no  formal plan yet.  Should 
management recognise  a provision in the books, if the company decides  subsequent 

to  end of  the accounting year  to restructure its operations? (8 Marks Nov 21) 

 

Answer 2 

As per Ind AS 10, the treatment of stated issues would be as under: 

(i) Adjusting event: It is  an  adjusting event as  it is  the settlement after the reporting 

period of a court case that confirms that the entity had a present obligation at the end 

of the reporting period. Even though winning of  award is favorable to  the company, 

it should be  accounted in its books as receivable since it is an adjusting event. 

(ii) Adjusting event: The sale of inventories after the reporting period may give evidence 
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about their net realizable value at the end of the reporting period, hence it is an 

adjusting event as per Ind AS 10. Zoom Limited should value its inventory at ` 

40,00,000. 

(iii) Adjusting event: As per Ind AS 10, the receipt of information after the reporting 

period indicating that an asset was impaired at  the end of  the reporting period, or  

that  the amount of a previously recognised impairment loss for that asset needs to 

be adjusted. 

The bankruptcy of a customer that occurs after the reporting period usually confirms 

that the customer was credit-impaired at the end of the reporting period. 

(iv) Non–adjusting event: Announcing or commencing the implementation of a major 

restructuring after reporting period is a  non-adjusting event as  per Ind  AS  10.  

Though this is a  non-adjusting event occurred after the reporting period, yet it would 

result in disclosure of the event in the financial statements,if restructuring is material.  

This would not require provision since as per Ind AS 37, decision to  restructure  was 

not taken before or on the reporting date. Hence, it does not give rise  to  a  

constructive obligation at the end of the reporting period to create a provision. 
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Chapter 8  

 Ind AS 20: Accounting for Government Grants and Disclosure of Government 

Assistance 

Question 1 

How will you recognize and present the grants  received from the  Government in  the  following  

cases as per Ind AS 20?  A Ltd. received one acre of land to setup a plant in backward area (fair 

value of land Rs. 12 lakh and acquired value by Government is Rs. 8 Iakhs). 

(i) B Ltd. received an amount of loan for setting up a plant at concessional rate of 

interest from the Government. 

(ii) D Ltd. received an amount of Rs. 25 lakh for immediate start-up of a business 

without any condition. 

(iii) S Ltd. received Rs. 10 lakh for purchase of machinery costing Rs. 80 lakh. Useful  life  

of machinery is 10 years. Depreciation on this machinery is to  be  charged on  

straight line  basis. 

(iv) Government gives a grant of Rs. 25 lakh to U Limited for research and  development  

of medicine for breast cancer, even though similar  medicines are available in  the 

market but  are expensive. The company is to ensure by developing a manufacturing 

process over a  period of two years so that the cost comes down at least to 50%.

(5 Marks Oct ‘20) 

Answer 1 

(i)    The land and government grant should be recognized by  A Ltd. at fair value of  Rs. 

12,00,000  and this government grant should be presented in the books as deferred 

income. Alternatively, if the company is following the policy of recognising non-

monetary grants at nominal value, the company  will not recognise any government 

grant.  Land  will be shown in the financial statements at Rs. 1) 

(ii) As per para 10A of Ind AS 20 ‘Accounting for Government Grants and Disclosure of  

Government Assistance’, loan at concessional rates of interest is to be measured at fair 

value and recognized as per Ind AS 109. Value of concession is the difference between the 

initial carrying value of the loan determined in accordance with Ind  AS  109,  and  the 

proceeds received. The benefit is accounted for as Government grant. 

(iii) Rs. 25  lakh has been received by  D Ltd. for immediate start-up of business. Since this  

grant  is given to provide immediate financial support to an entity, it should be recognised 

in the Statement of Profit and Loss immediately with disclosure to ensure that its effect is 

clearly understood, as per para 21 of Ind AS 20. 

(iv) Rs. 10 lakh should be recognized by S Ltd. as deferred income and will be transferred to 

profit and loss over the useful life of the asset. In this case, Rs.  1,00,000 [Rs. 10  lakh/10 

years]  should be credited to profit and loss each year over period of 10 years. 

Alternatively, if the company is following the policy of recognising non-monetary grants 

at nominal value, the company will not recognise any government grant. The machinery 

will be recognised at Rs. 70 lakh (Rs. 80 lakh - Rs. 10 lakh). Reduced depreciation will be 

charged to the Statement of Profit or Loss. 

(v) As per para 12 of Ind AS 20, the entire grant of Rs. 25 lakh should be recognized 

immediately  as deferred income and charged to profit and loss over a period of two years 

based on the related costs for which the grants are intended to compensate provided that 

there is reasonable assurance that U Ltd. will comply with the conditions attached to the 

grant. 
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Question 2 

Rainbow Limited is carrying out various projects for which the company has either received 

government financial assistance or is in the process of receiving the same. The company 

has received two grants of Rs. 1,00,000 each, relating to the following ongoing research 

and development projects: 

(i) The first grant relates to the “Clean river project” which involves research into the 

effect of various chemicals waste from the industrial area in Madhya Pradesh. 

However, no major  steps  have  been  completed  by  Rainbow  limited   to   commence   

this   research  as   at 31st March, 20X2. 

(ii) The second grant relates to the commercial development of a new equipment that 

can be  used to  manufacture eco-friendly substitutes for existing plastic products. 

Rainbow Limited   is confident about the technical feasibility and financial viability of 

this new technology which will be available for sale in the market by April 20X3. 

In September 20X1, due to the floods near one of its factories, the entire production 

was lost and Rainbow Limited had to shut down the factory for a period of 3 months. 

The State Government announced a compensation package for all the manufacturing 

entities affected due to the floods.  As per the scheme, Rainbow Limited is entitled to 

a compensation based on the average of previous three months’ sales figure prior to  

the floods, for which the company is  required  to  submit an application form on or 

before30th June, 20X2 with necessary figures. The financial statements of Rainbow 

Limited are to be  adopted on  31st  May, 20X2, by  which date the claim form would 

not have been filed with the State Government. 

Suggest the accounting treatment of, if any, for the two grants received and the flood-related 

compensation in the books of accounts of Rainbow Limited as on 31st March, 20X2. (6 Marks 

March ‘21) 
 

Answer 2 

Accounting treatment for: 

1. First Grant 

The first grant for ‘Clear River Project’ involving research into  effects  of various  chemicals 

waste from the industrial area in Madhya Pradesh, seems to be unconditional as no details 

regarding its refund has been  mentioned.  Even  though  the  research  has  not been  

started nor any major steps have been completed  by Rainbow  Limited  to  commence  

the  research, yet the grant will be recognised immediately in profit or loss for the year 

ended 31st  March,  20X2. 

Alternatively, in case, the grant  is  conditional  as  to  expenditure  on  research, the  grant 

will be recognised in the books of Rainbow Limited over the years the expenditure is  

being  incurred. 

2. Second Grant 

The second grant  related  to  commercial  development  of  a new equipment is a grant 

related to depreciable asset. As per the information given in the question, the equipment 

will  be available for sale in the market from April, 20X3. Hence, by that time, grant relates 

to the construction of an asset and should be initially recognised as deferred income. 

The deferred income should be recognised as income on a systematic and rational basis 

over the asset’s useful life. 
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The  entity  should  recognise  a  liability   on   the   balance   sheet   for   the   years   ending  

31st March, 20X2 and 31st March, 20X3. Once the equipment starts being used in the 

manufacturing process, the deferred grant  income  of  Rs.  100,000  should  be  recognised  

over the asset’s useful life to compensate for depreciation costs. 

Alternatively, as per Ind AS 20, Rainbow Limited would also be permitted  to  offset  the 

deferred income of Rs. 100,000 against the cost of the equipment in April, 20X3. 

3. For flood related compensation 

Rainbow Limited will be able to  submit an  application  form only  after  31 st  May, 20X2  

ie  in the year 20X2-20X3. Although flood  happened  in  September, 20X1  and  loss was 

incurred due to flood related to the year 20X1-20X2, the entity should recognise the 

income from the government grant in the year when the application form related to  it  is  

submitted  and  approved by the government for compensation. 

Since, in the year  20X1-20X2, the  application  form could  not be  submitted  due  to  

adoption of financials with respect to sales figure before flood occurred, Rainbow Limited 

should not recognise the grant income as it has not become receivable as on 31st 

March,20X2. 

 

Question 3 

UK Ltd. has installed Wind Turbine Equipment at Rajasthan to generate electricity for 

which it  has entered into a Power Purchase Agreement (PPA) with the State Government. 

The terms of the PPA are as follows: 

- The PPA is for an initial period of 3 years, renewable at mutual terms and conditions. 

The Management estimates the useful life of such project around 20 years. 

- The price per unit is fixed for a period of one year and is renewed every year as per 

the State Government policy. 

- The Company's Management is of the view that the power generated by the project 

will be completely sold to the State Government and not to any third party. However, 

there is no such restriction prescribed in the PPA. 

- Currently the Company has classified the Wind Turbine Equipment as part of the 

Property, Plant & Equipment and is charging depreciation on the same. 

For the above PPA, which condition, as per the applicable Ind AS, is not relevant in 

determining whether an arrangement is or contains a lease? 

(A) Use of Specific Assets; 

(B) Right to Operate the assets; 

(C) Right to control the Physical access; 

(D) Price is contractually fixed by the purchaser; 

UK Ltd. also wants you to give your suggestion on the accounting of the above 

arrangement under applicable Ind AS. (10 Marks Oct ‘18) 

 

Answer 3 

As per paragraph 6 of Appendix C to Ind AS 17, “Determining whether an arrangement is, 
or contains, a lease shall be based on the substance of the arrangement and requires an 

assessment of whether: 
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(a) fulfilment of the arrangement is dependent on the use of a specific asset or assets 

(the asset); and 

(b) the arrangement conveys a right to use the asset.” 

In the present case, the PPA with the State Government can be fulfilled by the use of the 

Wind Turbine Equipment which is a specific asset. Accordingly, condition (a) above is 

satisfied. 

With respect to condition (b), paragraph 9 of Appendix C to Ind AS 17 provides as below: 

“An arrangement conveys the right to use the asset if the arrangement conveys to the 

purchaser (lessee) the right to control the use of the underlying asset. The right to control 

the use of the underlying asset is conveyed if any one of the following conditions is met: 

(a) The purchaser has the ability or right to operate the asset or direct others to 

operate the asset in a manner it determines while obtaining or controlling more 

than an insignificant amount of the output or other utility of the asset. 

(b) The purchaser has the ability or right to control physical access to the underlying 

asset while obtaining or controlling more than an insignificant amount of the 

output or other utility of the asset. 

(c) Facts and circumstances indicate that it is remote that one or more parties other 

than the purchaser will take more than an insignificant amount of the output or 

other utility that  will  be produced or generated by the asset during the term of 

the arrangement, and the price that the purchaser will pay for the output is 

neither contractually fixed per unit of output nor equal to the current market 

price per unit of output as of the time of delivery of the output.”  

Accounting of the PPA with the State Government under applicable Ind AS: 

Continuing the rationale to the above, in the present case, criteria (c) above is fulfilled 

since: 

 The entire output of Wind Turbine Equipment is estimated to be consumed by 

the purchaser 

i.e. the State Government 

 The price paid by the State Government includes an element of revision in price 

every year which makes the price for the output variable. 

Accordingly, the PPA with the State Government contains an embedded lease 

arrangement. 

Further to determine whether the lease arrangement is an operating lease or a finance 

lease, paragraph 10 of Ind AS 17 provides certain examples (that individually or in 

combination would normally lead to a lease being classified as a finance lease) which can 

be analyzed as below: 

(a) the lease transfers ownership of the asset to the lessee by the end of the lease 

term - Not fulfilled, as the ownership is not transferred to the State Government. 

(b) the lessee has the option to purchase the asset after completion of the 

agreement - Not fulfilled, as the State Government doesn’t have an option to purchase 

the Wind Turbine Equipment after the completion of PPA. 

(c) the lease term is for the major part of the economic life of the asset even if title 

is not transferred - Not fulfilled, as the PPA is for 3 years whereas the useful life 

of the Wind Turbine Equipment project is 20 years. 
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(d) at the inception of the lease the present value of the minimum lease payments 

amounts to  at least substantially all of the fair value of the leased asset – Cannot 

be determined since the price per unit is not fixed for the entire tenure of the 

PPA. Definition of the ‘inception of the lease’ (given in para 4 of Ind AS 17) inter 
alia states that in the case of a finance lease, the amounts to be recognized at the 

commencement of the lease term are determined. This implies that the given PPA 

is not a finance lease. 

(e) the leased assets are of such a specialized nature that only the lessee can use 

them without major modifications - Not fulfilled, as the asset is not specialized 

in nature. 

Conclusion: 

Based on the evaluation above, PPA with the State Government shall be accounted by UL 

Ltd. as “Property, plant and equipment under an operating lease arrangement”. 
 

Question 4 

Entity A is awarded a government grant of Rs. 60,000 receivable over three years (Rs.40,000 

in year    1 and Rs.10,000 in each of years 2 and 3), contingent on creating  10  new jobs and 

maintaining  them for three years. The employees are recruited at  a  total  cost of  Rs.30,000, 

and the  wage bill for the first year is Rs. 1,00,000, rising by Rs.10,000 in each of the subsequent 

years. Calculate the grant income and deferred income to be accounted for in the books for 

year 1, 2 and 3. (4 Marks Nov 21) 

Answer 4 

The income of Rs. 60,000 should be recognised over the three year period to compensate for  

the related costs. 

Calculation of Grant Income and Deferred Income: 

 

Year Labour 

Cost 

Grant 

Income 

 Deferred 

Income 

 

 Rs. Rs.  Rs.  

1 1,30,000 21,667 60,000 x (130/360) 18,333 (40,000 – 21,667) 

2 1,10,000 18,333 60,000 x (110/360) 10,000 (50,000 – 21,667 – 18,333) 

3 1,20,000 20,000 60,000 x (120/360) - (60,000 – 21,667 – 18,333 

– 

20,000)  
3,60,000 60,000 

  

Therefore, Grant income to be recognised in Profit & Loss for years 1, 2 and 3 are Rs. 21,667, 

Rs. 18,333 and Rs. 20,000 respectively. 

Amount of grant that has not yet been credited to profit & loss i.e; deferred income is to be 

reflected in the balance sheet. Hence, deferred income balance as at year end 1, 2 and 3 are 

Rs. 18,333, 

Rs. 10,000 and Nil respectively. 
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Chapter 9  

Ind AS 102: Share Based Payment 
Question 1 

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 April ‘18) 

Answer 1 

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 

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  
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To Share based payment reserve (equity) 

(3,60,000/3) 

To Share based payment

 liability (140 x 74,000) 2/3 -

34,04,000 

 1,20,000 

 
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. 

To Bank/ Cash 

(Being settlement made in 

cash) 

 

1,08,78,000 

 

 

1,08,78,000 

Upon equity alternative chosen 

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

To Share capital 

(Being settlement made in equity) 

 

1,08,78,000 

 

 

1,08,78,000 

 

Question 2 

Ankita Holding Inc. grants 100 shares to each of its 500 employees on 1st January, 20X1. The 

employees should remain in service during the vesting period. The shares will vest at the end of 

the 

First year                   if the company’ s earnings increase by 12%; 

Second year if the company’s earnings increase by more than 20% over be two-year 

period; 

Third year            if the entity’s earnings increase by more than 22% over the three-year 

period. 

The fair value per share at the grant date is Rs. 122. In 20X1, earnings increased by 10%, and 

29 employees left the organization. The company expects that earnings will continue at a 

similar rate in 20X2 and expects that the shares will vest at be end of the year 20X2. The 

company also expects that additional 31 employees will Ieave the organization in the year 

20X2 and that 440 employees will receive their shares at the end of the year 20X2. The end 

of 20X2, company’s earnings increased by 18%. Therefore, the shares did not est. Only 29 
employees left the organization during 20X2. Company believes that additional 23 

employees will leave in 20X3 and earnings will further increase so that the performance 

target will be achieved in 20X3. AI the end of the year 20X3, only 21 employees has Ieft the 

organization. Assume that the company’s earnings increased to desired level and the 

performance target has been met. 

Determine the expense for each par and pass appropriate journal entries? (12 Marks April ‘19) 
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Answer 2 

Since the earnings of the entity is non-market related, hence it will not be considered in fair 

value calculation of the shares given. However, the same will be considered while calculating 

number of shares to be vested. 

Workings: 

 

 

 

 

 

 

 

 

 

 

 

Note 1: 

Expense for 20X1 =   No. of employee’s x Shares per employee x Fair value 

of share x Proportionate vesting period 

= 440 x100 x 122 X 1/2 

=26,84,000 

Note 2: 

 

Expense for 20X2 = (No of employees x Shares per employee x Fair value of share x 

Proportionate testing period) — Expense recognized in year 20X1 

=(419x 100x 122x2/3)-2684,000 

=7,23,867 

Note 3: 

Expense for 20X3 = (No of employee’s x Shares per employee x Fair value 

of   share x Proportionate vesting period) — Expense 

recognized in year 20X1 and 20X2 

= (421 x 100 x 122 x 3/3) — (26,84,000 + 7,23,B67) 

= 17,28,333. 

 

  

 

 

 

 

 
Total employees 500 500 500 

Employees let (Actual) (29) (58) (79) 

Employees expected to leave in the next    

year    

Year end - No of employees 440 419 421 

Shares per employee 100 100 100 

Fair value of share at grant date 122 122 122 

Vesting period 12 2/3 33 

Expenses-20X1 (Note 1) 26,84,000   

Expenses-20X2 (Note 2)  7,23.867  

Expenses-20X3 (Note 3)   17,28,333 
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Journal Entries 

 

Question 3 

New Age Technology Limited has entered into following Share Based payment transactions:  

(i) On 1st April, 20X1, New Age Technology Limited decided to grant share options to 

its employees. The scheme was approved by the employees on 30th June, 20X1. 

New Age Technology Limited determined the fair value of the share options to be 

the value of the equity shares on 1st April, 20X1. 

(ii) On 1st April, 20X1, New Age Technology Limited entered into a contract to 

purchase IT equipment from Bombay Software Limited and agreed that the 

contract will be settled by issuing equity instruments of New Age Technology 

Limited. New Age Technology Limited received the IT equipment on 30th July, 

20X1. The share-based payment transaction was measured based on the fair value 

of 'the equity instruments as on 1 st April, 20X1. 

(iii) On 1st April, 20X1, New Age Technology Limited decided to grant the share 

options to its employees. The scheme was approved by the employees on 30th 

June, 20X1. The issue of the share options was however subject to the same being 

approved by the shareholders in a general meeting. The scheme was approved in 

the general meeting  held  on 30th September, 20X1. The fair value of the equity 

instruments for measuring the share- based payment transaction was taken on 

30th September, 20X1. 

Identify the grant date and measurement date in all the 3 cases of Share based payment 

transactions entered into by New Age Technology Limited, supported by appropriate 

rationale for the determination? (8 Marks April ‘21) 

Answer 3 

Ind AS 102 defines grant date and measurement dates as follows: 

(a) Grant date: The date at which the entity and another party (including an 

employee) agree to a share-based payment arrangement, being when the entity 

and the counterparty have a shared understanding of the terms and conditions of 
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the arrangement. At grant date the entity confers on the counterparty the right 

to cash, other assets, or equity instruments of the entity, provided the specified 

vesting conditions, if any, are met. If that agreement is subject to an approval 

process (for example, by shareholders), grant date is the date when that approval 

is obtained. 

(b) Measurement date: The date at which the fair value of the equity instruments 

granted is measured for the purposes of this Ind AS. For transactions with 

employees and others providing similar services, the measurement date is grant 

date. For transactions with parties other than employees (and those providing 

similar services), the measurement date is the date the entity obtains the goods 

or the counterparty renders service. 

Applying the above definitions in the given scenarios following would be the 

conclusion based on the assumption that the approvals have been received 

prospectively: 

 

Scenario Grant date Measurem

ent  date 

Base for grant date Base for 

measurement date 

(i) 30th 
20X1 

June, 30th 
20X1 

June, The date on which the 

scheme was approved 

by the employees 

For employees, 

the measurement 

date is grant date 

(ii) 1st 
20X1 

April, 30th 
20X1 

July, The date when the 

entity and the 

counterparty entered 

a contract and agreed 

for settlement by 

equity instruments 

The date when the 

entity obtains the 

goods from the 

counterparty 

(iii) 30th 

September, 

20X1 

30th 

September, 

20X1 

The date 

approval 

shareholde

rs obtained 

whe

n 

th

e 

by 

wa

s 

For employees, 

the measurement 

date is grant date 

Question 4 

A Ltd. grants 100 shares to each of its 500 employees on 1st January 20X1. The employees 

should remain in service during the vesting period. The shares will vest at the end of the 

First year if the company’s earnings increase by 12%; 

Second year if the company’s earnings increase by more than 20% over the two-year period; 

Third year if the entity’s earnings increase by more than 22% over the three-year period. 

The fair value per share at the grant date is INR 122. In 20X1, earnings increased by 10%, and 

29 employees left the organization. The company expects that earnings will continue at a 

similar rate in 20X2 and expects that the shares will vest at the end of the year 20X2. The 

company also expects that additional 31 employees will leave the organization in the year 

20X2 and that 440 employees will receive their shares at the end of the year 20X2. At the end 

of 20X2, company's earnings increased by 18%. Only 29 employees left the organization 

during 20X2. Company believes that additional 23 employees will leave in 20X3 and earnings 

will further increase so that the performance target will be achieved in 20X3. At the end of 

the year 20X3, only 21 employees have left the organization. The company’s earnings 
increased to desired level and the performance target has been met. 

Determine the expense for each year and pass appropriate journal entries as per the 
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relevant Ind AS? (12 Marks March ‘18) 

Answer 4 

Since the earnings of the entity is non-market related, hence it will not be considered in fair 

value calculation of the shares given. However, the same will be considered while calculating 

number of shares to be vested. 

Workings: 

 

 20X1 20X2 20X3 

Total employees 500 500 500 

Employees left (Actual) (29) (58) (79) 

Employees expected to leave in the next 

year 

(31) (23)     - 

Year end – No of employees 440 419 421 

Shares per employee 100 100 100 

Fair value of share at grant date 122 122 122 

Vesting period 1/2 2/3 3/3 

Expenses-20X1 (Note 1) 26,84,000   

Expenses-20X2 (Note 2)  7,23,867  

Expenses-20X3 (Note 3)   17,28,333 

Note 1: 

Expenses for 20X1 = No. of employee’s x Shares per employee x Fair value of share x 
Proportionate vesting period 

= 440 x 100 x 122 X ½ 

= 26,84,000 

Note 2: 

Expenses for 20X2 = (No of employees x Shares per employee x Fair value of share x 

Proportionate 

vesting period) – Expenses recognized in year 20X1 

= (419 x 100 x 122 x 2/3) – 26,84,000 = 7,23,867 

Note 3: 

Expenses for 20X3 = (No of employees x Shares per employee x Fair value of share x 

Proportionate vesting period) – Expenses recognized in year 20X1 and 20X2 

= (421 x 100 x 122 x 3/3) – (26,84,000 + 7,23,867) = 17,28,333. 

Journal Entries 
31-Dec-20X1 

Employee benefits expenses Dr. 

To Share based payment reserve (equity) 

(Equity settled shared based payment expected vesting 

amount) 

26,84,000  

26,84,000 

31-Dec-20X2 



  

Chapter 9 Ind AS 102: Share Based Payment 

9.7 

Employee benefits expenses Dr. 

To Share based payment reserve (equity) 

(Equity settled shared based payment expected vesting 

amount) 

7,23,867  

7,23,867 

31-Dec-20X3 

Employee benefits expenses Dr. 

To Share based payment reserve (equity) 

(Equity settled shared based payment expected vesting 

amount) Share based payment reserve (equity) Dr 

To Share Capital 

(Share capital Issued) 

17,28,333 

 

 

51,36,200 

 

17,28,333 

 

 

51,36,200 

 

Question 5 

ABC Ltd. issued 11,000 share appreciation rights (SARs) that vest immediately to  its 

employees  on 1 April 2016. The SARs will be settled in cash. Using an option pricing model, 

at that date it is estimated that the  fair  value  of  a  SAR  is  INR  100.  SAR  can  be  exercised  

any  time  until  31st March 2019. It  is  expected that  out of  the total employees,  94%  at  

the end of  period on  31st March 2017, 91% at the end of next year will exercise the option. 

Finally, when these were vested i.e. at the end of the 3rd year, only 85% of the total 

employees exercised the option. 

 

Fair value of SAR INR 

31-Mar-2017 132 

31-Mar-2018 139 

31-Mar-2019 141 

Pass the Journal entries? (6 Marks Oct ‘18) 
Answer 5 

Period Fair value To be vested Cumulative Expense 

Start 100 100% 11,00,000 11,00,000 

Period 1 132 94% 13,64,880 2,64,880 

Period 2 139 91% 13,91,390 26,510 

Period 3 141 85% 13,18,350   (73,040) 

    13,18,350 

Journal Entries 

1-Apr-2016 

Employee benefits expenses 

To Share based payment liability 

(Fair value of the SAR recognised) 

Dr. 11,00,000  

11,00,000 

31-Mar-2017 

Employee benefits expenses Dr. 2,64,880  

To Share based payment liability   2,64,880 

(Fair value of the SAR re-measured)    

31-Mar-2018 
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Employee benefits expenses Dr. 26,510  

To Share based payment liability   26,510 

(Fair value of the SAR re-measured)    

31-Mar-2019 

Share based payment liability 

To Employee benefits expenses 

(Fair value of the SAR reversed) 

Dr. 73,040  

73,040 

Share based payment 

liability To Cash 

(Settlement of SAR) 

Dr. 13,18,350  

13,18,350 

Question 6 

Ryder, a  public limited company is  reviewing certain events which have  occurred since its 

year -  end 31st March, 20X4. The financial statements were authorized for issue on 12
th 

May, 

20X4. The following events are relevant to the financial statements for the year ended 31 st 

March, 20X4. 

The company granted share appreciation rights (SARs) to its employees on 1 st April, 20X2 based 

on 10 million shares. At the date the rights are exercised, the SAR’s provide employees with the 

right to receive cash equal to the appreciation in the company’s share price since the grant date. 
The rights vested on 31st March, 20X4 and payment was made on schedule on 1st May, 20X4. 

The FV of the SAR’s per share at 31st March, 20X3 was ` 6, at 31st March, 20X4 was ` 8 and at  

1st May,  20X4  was  `  9.   The  company  has   recognized  a   liability  for  the  SAR’s  as   at 

31st March, 20X2 based upon Ind AS 102 ‘Share-based Payments’ but the liability was stated 

at the same amount at 31st March, 20X4. 

Discuss the accounting treatment of the above events in the financial statements of the Ryder 

Group for the year ending 31st March, 20X4 taking into account the implications of events 

occurring after the reporting period. (6 Marks Oct 21) 

Answer 6 

Ind AS 102 ‘Share-based Payments’ requires a company to remeasure the fair value of a 

liability to pay cash-settled share-based payments at each reporting date and the 

settlement date until the liability is settled. Share Appreciation rights fall under this 

category. Hence, the company should recognize a liability of ` 80 million (` 8 x 10 million) 

at 31st March, 20X4, the vesting date. 

The liability recognised at 31st March, 20X4 was in fact based on the share price at the previous 

year-end and would have been shown at ` 6 x ½ x 10 million shares – half the cost as the SARs 

vest over 2 years. This liability at 31st March, 20X4 has not been changed since the previous 

year- end by the company. 

The SARs vest over a two-year period and hence on 31st March, 20X4 there would be a 

weighting of the eventual cost by 1 year / 2 year. Therefore, an additional liability of ` 50 

million (30 million + 20 million) should be accounted for in the financial statements at 31st 

March, 20X4. 

The SARs would be settled on 1st May, 20X4 at ` 90 million (` 9 x 10 million). The increase of ` 

10 million (over and above ` 80 million) in the value of the SARs is a non-adjusting event. 
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Hence, the change in the fair value of ` 10 million during the year 20X4-20X5 would be 

charged to profit and loss for the year ended 31st March, 20X5 and not 31st March, 20X4. 

Question 7 

On 1st April, 20X1, ABC limited gives options to its key management personnel (employees) to 

take either cash equivalent to 1,000 shares or 1,500 shares. The minimum service 

requirement is 2 years and shares being taken must be kept for 3 years. 

Fair values of the shares are as follows: ` 

Share alternative fair value (with restrictions) 102 

Grant date fair value on 1st April, 20X1 113 

Fair value on 31st March, 20X2 120 

Fair Value on 31st March, 20X3 132 

The employees exercise their cash option at the end of 20X2-20X3. Pass the journal 

entries. 

(8 Marks Oct 21) 

Answer 7 

 1st April, 20X1 31st March, 20X2 31st March, 20X3 

` ` ` 

Equity alternative (1,500 x 

102) 

1,53,000   

Cash alternative (1,000 x 113) 1,13,000   

Equity option (1,53,000 - 

1,13,000) 

40,000   

Cash Option

 (cumulative) (using 

period end fair value) 

 (1,000 x 120 x ½) 

60,000 

 

1,32,000 

Equity Option (cumulative)  (40,000 x ½) 

20,000 

40,000 

Expense for the period    

Equity option  20,000 20,000 

Cash Option   60,000  72,000 

Total   80,000  92,000 

Journal Entries 

31st March, 20X2 ` 

Employee benefits expenses Dr. 80,000  

To Share based payment reserve (equity)*  20,000 

To Share based payment liability  60,000 

(Recognition of Equity option and cash settlement option)  

31st March, 20X3 

Employee benefits expenses Dr. 92,000  

To Share based payment reserve (equity)*   20,000 

To Share based payment liability   72,000 
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(Recognition of Equity option and cash settlement option)   

Share based payment liability Dr. 1,32,000  

To Bank/ Cash   1,32,000 

(Settlement in cash)    

*The equity component recognized (` 40,000) shall remain within equity. By electing to 

receive cash on settlement, the employees forfeited the right to  receive equity 

instruments.  However,   ABC Limited may transfer the share-based payment reserve 

within equity, i.e. a transfer from one component of equity to another. 
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Chapter 10  

 Ind AS 101: First-time Adoption of Ind AS 

Question 1 

Shaurya Limited is the company having its registered and corporate office at New Delhi. 60% 

of the Shaurya Limited’s shares are held by the Government of India and rest by other 

investors. 

This is the first time that Shaurya limited would be applying  Ind AS for  the  preparation of its  

financials for the current financial year 2019-2020. Following balance  sheet  is prepared as 

per  earlier  GAAP as  at the beginning of the preceding period along with the additional 

information: 

Balance Sheet as at 31 March 2018 

(All figures are in ’000, unless otherwise specified) 

Particulars Amount 

EQUITY AND LIABILITIES  

(1) Shareholders’ Funds  

(a) Share Capital 10,00,000 

(b) Reserves & Surplus 25,00,000 

(2) Non-Current Liabilities  

(a) Long Term Borrowings 4,50,000 

(b) Long Term Provisions 3,50,000 

(c) Deferred tax liabilities 3,50,000 

(3) Current Liabilities  

(a) Trade Payables 22,00,000 

(b) Other Current Liabilities 4,50,000 

(c) Short Term Provisions 12,00,000 

TOTAL 85,00,000 

ASSETS  

(1) Non-Current Assets  

(a) Property, Plant & Equipment (net) 20,00,000 

(b) Intangible assets 2,00,000 

(c) Goodwill 1,00,000 

(d) Non-current Investments 5,00,000 

(e) Long Term Loans and Advances 1,50,000 

(f) Other Non-Current Assets 2,00,000 

(2) Current Assets  

(a) Current Investments 18,00,000 

(b) Inventories 12,50,000 

(c) Trade Receivables 9,00,000 

(d) Cash and Bank Balances 10,00,000 

(e) Other Current Assets 4,00,000 

TOTAL 85,00,000 
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Additional Information (All figures are in ’000) : 

1. Other current liabilities include Rs. 3,90,000 liabilities to be paid in cash such as expense 

payable, salary payable etc. and Rs. 60,000 are statutory government dues. 

2. Long term loans and advances include Rs. 40,000 loan and the remaining  amount  

consists  Advance to staff of Rs. 1,10,000. 

3. Other non-current assets of Rs. 2,00,000 consists Capital advances to suppliers. 

4. Other current assets include Rs. 3,50,000  current assets receivable in cash and Prepaid 

expenses of Rs. 50,000. 

5. Short term provisions include Dividend payable  of  Rs. 2,00,000.  The dividend payable  

had  been   as a result of board meeting wherein the declaration of dividend for financial 

year 2017 -2018 was made. However, it is subject to approval of shareholders in the 

annual general meeting. 

Chief financial officer of Shaurya Limited has also presented the following information against 

corresponding relevant items in the balance sheet: 

a) Property, Plant & Equipment consists a class of assets as office buildings whose carrying 

amount  is Rs. 10,00,000. However, the fair value of said office building as on the date 

of transition is estimated to be Rs. 15,00,000. Company wants to  follow  revaluation  

model  as  its  accounting policy in respect of its property, plant and equipment for the 

first annual Ind AS financial  statements. 

b) The fair value of Intangible assets as on the date of transition is estimated to be Rs. 

2,50,000. However, the management is reluctant to incorporate the fair value changes 

in books of account . 

c) Shaurya Ltd. had acquired 80% shares in a company, Excel private limited few years ago 

thereby acquiring the control upon it at that time. Shaurya Ltd. recognised goodwill as 

per erstwhile accounting standards by accounting the excess of consideration paid over  

the  net  assets  acquired at the date of acquisition. Fair value exercise was not done at 

the time of acquisition. 

d) Trade receivables include an amount of Rs. 20,000 as provision for doubtful debts 

measured in accordance with previous GAAP. Now as  per  latest estimates, the 

provision needs to be revised  to Rs. 25,000. 

e) Company had given a loan of Rs.1,00,000 to an entity for the term of 10 years six years 

ago. Transaction costs were incurred separately for this loan. The loan carries an interest 

rate of 7%. The principal amount is to be repaid in equal installments over the period of 

ten years at the year end. Interest is also payable at each year end.   The fair  value of 

loan as on the date of transition   is Rs. 50,000 as against the carrying amount of loan 

which at present amounts to Rs.  40,000. However, Ind AS 109 mandates to charge the 

interest expense as per effective interest method after the adjustment of transaction 

costs. Management says it is tedious task in the given case to apply the effective interest 

rate changes with retrospective effect and hence is reluctant to  apply  the same 

retrospectively in its first time adoption. 

f) In the long term borrowings, Rs. 4,50,000 of component is due towards the State 

Government. Interest is payable on the government loan at 4%, however the prevailing 

rate in the market at present is 8%. The fair market value of loan stands at Rs. 4,20,000 

as on the relevant date. 

g) Under Previous GAAP, the mutual funds were measured at cost or market value, 

whichever  is lower. Under Ind AS, the Company has designated these investments at 
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fair  value through  profit  or loss. The value of mutual funds as per previous GAAP is Rs. 

2,00,000 as included in ‘current investment’. However, the fair value of mutual funds 

as on the date of transition is Rs. 2,30,000. 

h) Ignore separate calculation of deferred tax on above adjustments. Assume the net 

deferred tax income to be Rs. 50,000 on account of Ind AS transition adjustments. 

Requirements: 

- Prepare transition date balance sheet of Shaurya Limited as per Indian Accounting 

Standards 

- Show necessary explanation for each of the  items  presented  by chief financial officer 

in  the form of notes, which may or may not require the adjustment as on the date of 

transition.(20 Marks Oct’20) 

 

Answer 1 

Transition date (opening) IND-AS BALANCE SHEET of SHAURYA LIMITED 

As at 1 April 2018 

(All figures are in ’000, unless otherwise specified) 

 

Particulars Previous 

GAAP 

Transitional Ind 

AS adjustments 

Opening Ind AS 

Balance sheet 

ASSETS    

Non-current assets    

Property, plant and equipment (Note 

1) 

20,00,000 5,00,000 25,00,000 

Goodwill (Note 2) 1,00,000 - 1,00,000 

Other Intangible assets (Note 3) 2,00,000 - 2,00,000 

Financial assets:    

Investment 5,00,000 - 5,00,000 

Loans (Note 4) 40,000 10,000 50,000 

Other financial assets 1,10,000 - 1,10,000 

Other non-current assets 2,00,000 - 2,00,000 

Current assets    

Inventories 12,50,000 - 12,50,000 

Financial assets    

Investment (Note 5) 18,00,000 30,000 18,30,000 

Trade receivables (Note 6) 9,00,000 - 9,00,000 

Cash and cash 

equivalents/Bank 

10,00,000 - 10,00,000 

Other financial assets 3,50,000 - 3,50,000 

Other current assets   50,000   -     50,000 

TOTAL ASSETS 85,00,000 5,40,000 90,40,000 

EQUITY AND LIABILITIES    

Equity    

Equity share capital 10,00,000 - 10,00,000 

Other equity 25,00,000 7,90,000 32,90,000 

Non-current liabilities    
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Financial liabilities    

Borrowings (Note-7) 4,50,000 - 4,50,000 

Provisions 3,50,000 - 3,50,000 

Deferred tax liabilities (Net) 3,50,000 (50,000) 3,00,000 

Current liabilities    

Financial liabilities    

Trade payables 22,00,000 - 22,00,000 

Other financial liabilities 3,90,000 - 3,90,000 

Other current liabilities 60,000 - 60,000 

Provisions (Note-8) 12,00,000 (2,00,000) 10,00,000 

TOTAL EQUITY AND LIABILITIES 85,00,000    5,40,000 90,40,000 

OTHER EQUITY 

 Retained Earnings (Rs.) Fair value reserve Total 

As at 31 March, 2018 27,90,000 (W.N.1) 5,00,000 32,90,000 

Working Note 1: 

Retained earnings balance: 

Balance as per Earlier GAAP 25,00,000 

Transitional adjustment due to loan’s fair value 10,000 

Transitional adjustment due to increase in mutual fund’s fair value 30,000 

Transitional adjustment due to decrease in deferred tax liability 50,000 

Transitional adjustment due to decrease in provisions (dividend)   2,00,000 

Total 27,90,000 

Disclosure forming part of financial statements: 

Proposed dividend on equity shares is subject to  the approval of the shareholders of the 

company  at  the annual general meeting and should not recognized as liability as at the 

Balance Sheet date. 

Note 1: Property, plant & Equipment: 

As per  para D5 of Ind  AS 101,an entity may elect to measure an item of property, plant and 

equipment  at the date of transition to Ind AS at its fair value and use  that fair  value as  its  

deemed cost at that  date. 

Note 2: Goodwill: 

Ind AS 103 mandatorily requires measuring the assets and liabilities of the acquiree at its 

fair  value as  on the date of  acquisition.  However,  a  first time  adopter  may  elect  to  not  

apply  the provisions  of Ind AS 103 with retrospective effect that occurred prior to the date 

of transition to Ind AS. 

Hence company can continue to carry the goodwill in its books of account as per the previous 

GAAP. 

Note 3: Intangible assets: 

Para D7 read with D6 of Ind AS 101 states that a first-time adopter may elect to use a 

previous GAAP revaluation at, or  before, the date of transition to Ind AS as deemed cost at 

the date of the revaluation,   if the revaluation was, at the date of the revaluation, broadly 

comparable to: 
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(a) Fair value; or 

(b) Cost or  depreciated cost in accordance with Ind AS, adjusted to reflect, for example, 

changes in    a general or specific price index. 

However, there is a requirement that Intangible assets must meet the definition and 

recognition criteria as per Ind AS 38. 

Hence, company can avail the exemption given in Ind AS 101 as on the date of transition to 

use the carrying value as per previous GAAP. 

Note 4: Loan: 

Para B8C of Ind AS 101 states that if it is impracticable (as defined in Ind AS 8) for an entity to 

apply retrospectively the effective interest method in Ind AS 109, the fair value of the financial 

asset or the financial liability at the date of transition to Ind ASs shall be the new gross carrying 

amount of that financial asset or the new amortised cost of that financial liability at the date 

of transition to Ind AS. 

Accordingly,  Rs.  50,000  would  be  the  gross  carrying  amount  of  loan  and  difference  of  

Rs.  10,000   (Rs. 50,000 – Rs. 40,000) would be adjusted to retained earnings. 

Note 5: Mutual Funds: 

Para 29 of Ind AS 101 states that an entity is permitted to designate a previously reco gnised 

financial asset as a financial asset measured at fair value through profit or loss in accordance 

with paragraph D19A. The entity shall disclose the fair value of financial assets so designated 

at  the  date  of  designation and their classification and carrying amount in the previous 

financial statements. 

D19A states that an entity may designate a financial asset as measured at fair value through 

profit or  loss in accordance with  Ind AS  109 on  the basis of the facts  and circumstances 

that exist at the date of transition to Ind AS. 

Note 6: Trade receivables: 

Para 14 of Ind AS 101 states that an entity’s estimates in accordance with Ind ASs at the date of 

transition to Ind AS shall be consistent with estimates made for the same date in accordance 

with previous GAAP (after adjustments to reflect any difference in accounting policies), 

unless there is objective evidence that those estimates were in error. 

Para 15 of Ind AS 101 further states  that an entity may receive information after  the date 

of transition  to Ind ASs about estimates that it had made under  previous GAAP.  In 

accordance with paragraph 14,  an entity shall treat the receipt of that information in the 

same way as non -adjusting events after the reporting period in accordance with Ind AS 10, 

Events after the Reporting Period. 

The entity shall not reflect that new information in its opening Ind AS Balance Sheet (unless 

the estimates need adjustment for any differences in accounting  policies or  there  is  

objective  evidence that the estimates were in error). Instead, the entity shall reflect that 

new information in  profit or  loss  (or, if appropriate, other comprehensive income) for the 

year ended 31 March 2019. 

Note 7: Government Grant: 

Para 10A of Ind AS 20 states that the benefit of a government  loan at a below-market rate 

of interest    is treated as a  government grant.  The  loan  shall  be recognised and  measured  

in  accordance  with Ind AS 109, Financial Instruments. The benefit of the below-market 

rate of interest shall be measured  as  the  difference  between  the  initial  carrying  value  

of  the  loan  determined  in  accordance  with  Ind AS 109, and the proceeds received. The 

benefit is accounted  for  in  accordance  with  this  Standard. 

However, Para B10 of Ind AS 101 states, a first-time adopter shall classify all government 
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loans received as a financial liability or an equity instrument in accordance with Ind AS 32, 

Financial Instruments: Presentation. Except as permitted by paragraph B11, a first-time 

adopter shall apply the requirements in Ind AS 109, Financial Instruments, and Ind AS 20, 

Accounting for Government Grants and Disclosure of Government Assistance, prospectively 

to government loans existing at the date of transition to Ind ASs and shall not recognise the 

corresponding benefit of the governme nt loan at a below-market rate of interest as a 

government grant. Consequently, if a first -time adopter did  not,  under its previous GAAP, 

recognise and measure a government loan at a below-market rate of interest on a basis 

consistent with Ind AS requirements, it shall use its previous GAAP carrying amount of the 

loan at the date of transition to Ind AS as the carrying amount of the loan  in  the opening  

Ind AS  Balance Sheet. An entity shall apply Ind AS 109 to the measurement of such loans 

after the date of transition to Ind AS. 

Note 8: Dividend 

Dividend should be deducted from retained earnings during the year when it has been 

declared and approved. Accordingly, the provision declared for preceding year should be 

reversed (to rectify  the wrong entry). Retained earnings would increase proportionately 

due to such adjustment. 

 

Question 2 

 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 April ‘18) 
 

Answer 2 

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 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 recognized by the subsidiary. 

 

 

Question 3 

H Ltd. has the following assets and liabilities as at March 31, 20X1,  prepared  in accordance 

with previous GAAP: 



  

Chapter 10 Ind AS 101: First-time Adoption of Ind AS 

 

10.7 

Particulars Notes Amount (Rs.) 

Property, Plant and Equipment 1 1,34,50,000 

Investments in S. Ltd. 2 48,00,000 

Debtors  2,00,000 

Advances for purchase of inventory  50,00,000 

Inventory  8,00,000 

Cash  49,000 

Total assets  2,42,99,000 

Deferral loan 3 60,00,000 

Creditors  30,00,000 

Short term borrowing  8,00,000 

Provisions  12,00,000 

Total liabilities  1,10,00,000 

Share capital  1,30,00,000 

Reserves:  2,99,000 

Cumulative translation difference 4 1,00,000 

ESOP reserve 4 20,000 

Retained earnings  1,79,000 

Total equity  1,32,99,000 

Total equity and liabilities  2,42,99,000 

The following GAAP  differences  were  identified  by  the  Company  on  first-time  adoption  

of Ind AS with effect from April 1, 20X1: 

1. In relation to property, plant and equipment, the following adjustments were identified: 

 Property, plant and equipment comprise land held for capital appreciation 

purposes costing Rs. 4,50,000 and was classified as investment property as per Ind 

AS 40. 

 Exchange differences of Rs. 1,00,000 were capitalised to depreciable property, 

plant and equipment on which accumulated depreciation of Rs. 40,000 was 

recognised. 

 There were no asset retirement obligations. 

 The management intends to adopt deemed cost exemption for using the previous 

GAAP carrying values as deemed cost as at the date of transition for PPE and 

investment property. 

2. The Company had made an investment in S Ltd. (subsidiary of H Ltd.) for Rs. 48,00,000 

that carried a fair value of Rs.  68,00,000  as at the transition  date. The Company intends  

to recognise the investment at its fair value as at the date of transition. 

3. Financial instruments: 

 Deferral loan Rs. 60,00,000: 

The deferral loan of Rs. 60,00,000 was obtained on March 31, 20X1, for setting up a 

business in a backward region with a condition to create certain defined targets for 

employment of local population of  that  region.  The loan  does not  carry any interest  

and is repayable in full at the end of 5 years. In accordance with  Ind  AS  109, the  

discount factor on the loan is to be taken as 10%, being the  incremental  borrowing  

rate. Accordingly, the fair value of the loan as at March 31, 20X1, is Rs. 37,25,528. The 

entity chooses to exercise the option given in paragraph B11 of Ind AS 101, i.e.,  the  
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entity chooses to apply the requirements of Ind AS 109, Financial Instruments and Ind AS 

20, Accounting for Government Grants and Disclosure of Government Assistance, 

retrospectively as required information had been obtained at  the  time  of  initially 

accounting for deferral loan. 

4. The retained earnings of the Company contained the following: 

 ESOP reserve of Rs. 20,000: 

The Company had granted 1,000 options to employees out of which 800 have already 

vested. The Company followed an intrinsic value method for recognition of ESOP charge 

and recognised Rs. 12,000 towards the vested options and Rs.  8,000  over  a  period  of 

time as ESOP charge and a corresponding reserve. If fair value  method had been 

followed in accordance with Ind AS 102, the corresponding charge would have  been  Rs.  

15,000 and Rs. 9,000 for the vested and unvested shares respectively. The Company 

intends to avail the Ind AS 101 exemption for share-based payments for not restating  

the ESOP  charge as per previous GAAP for vested options. 

 

 Cumulative translation difference : 

Rs. 1,00,000 The Company had a non-integral  foreign  branch  in  accordance with 

AS 11 and had recognised a balance of Rs. 1,00,000  as part  of reserves.  On first- 

time adoption of Ind AS, the Company intends to avail Ind AS 101 exemption  of 

resetting  the cumulative  translation difference to zero. (15 Marks Nov 19) 

Answer 3 

1.  Property, plant and equipment:  
As the land held for capital appreciation purposes qualifies as investment property, such 
investment property  should  be  reclassified from property, plant and equipment (PPE) to 
investment property and presented separately. As the Company has adopted the previous 
GAAP carrying values as deemed cost, all items of PPE and investment property should be 
carried at its previous GAAP  carrying  values.  As  such,  the  past  capitalized  exchange 
differences require no adjustment in this case. 

2. Investment in subsidiary: On first time adoption of Ind AS, a parent company has  an 

option to carry its investment in subsidiary at fair value  as at the  date  of transition in its 

separate financial statements. As such, the company can recognise such investment at a 

value of Rs. 68,00,000. 

3. Financial   instruments:   As  the   deferral   loan   is   a   financial   liability   under Ind AS 

109, that liability should be recognised at its present value discounted at an appropriate 

discounting factor. Consequently,  the  deferral  loan  should  be recognised at Rs. 

37,25,528 and the remaining Rs.  22,74,472  would be recognised  as deferred government 

grant. 

4. ESOPs: Ind AS 101 provides  an  exemption of not restating  the  accounting as  per the 

previous GAAP  in accordance with Ind  AS  102  for  all options that have  vested by the 

transition date. Accordingly, out of 1000 ESOPs  granted,  the  first-tim e adoption 

exemption is available on 800 options  that  have  already vested.  As  such,  its accounting 

need not be restated.  However,  the  200 options  that  are not vested as at the transition 

date, need to be restated in accordance with  Ind  AS  102.  As such, the additional impact 

of Rs. 1,000 (i.e.,  9,000  less 8,000) would be recognised in the opening Ind AS balance 

sheet. 

5. Cumulative translation difference: As per paragraph D12 of Ind AS 101, the first- time 

adopter can avail an exemption regarding requirements  of Ind  AS  21  in context of 

cumulative translation differences. If a first-time adopter uses this exemption the 

cumulative translation differences for all foreign operation are deemed to  be zero  as  at 
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the transition date.  In that  case, the balance is  transferred  to retained  earnings. As such, 

the balance of Rs. 1,00,000 should be transferred to retained earnings. 

Retained earnings should be increased by Rs. 20,99,000 on account of the following: 

 

 

After the above adjustments, the carrying values of assets and liabilities for  the purpose 

of opening Ind AS balance sheet of Company H should be as under: 

Particular Notes Previous Adjustments Ind AS GAAP 

Non-Current Assets     

Property, plant and 

equipment 

1 1,34,50,000 (4,50,000) 1,30,00,000 

Investment property 1 0 4,50,000 4,50,000 

Investment in S Ltd. 2 48,00,000 20,00,000 68,00,000 

Advances for 

purchase of 

inventory 

  

50,00,000 

 50,00,000 

Current Assets     

Debtors  2,00,000  2,00,000 

Inventory  8,00,000  8,00,000 

Cash    49,000      49,000 

Total assets  2,42,99,000 20,00,000 2,62,99,000 

Non-current Liabilities     

Deferral loan 3 60,00,000 (22,74,472) 37,25,528 

Deferred government 

grant 

3 0 22,74,472 22,74,472 

Current Liabilities     

Creditors  30,00,000  30,00,000 

Short term borrowing  8,00,000  8,00,000 

Provisions    12,00,000    12,00,000 

Total liabilities  1,10,00,000  1,10,00,000 

Share capital  1,30,00,000  1,30,00,000 

Reserves:     

Cumulative 

translation 

difference 

 

5 

 

1,00,000 

 

(1,00,000) 

 

0 

ESOP reserve 4 20,000 1,000 21,000 

Other reserves 6 1,79,000 20,99,000 22,78,000 

Total equity  1,32,99,000 20,00,000 1,52,99,000 

Total equity and 

liabilities 

 2,42,99,000 20,00,000 2,62,99,000 

 

 Rs. 

Increase in fair value of investment in subsidiary (note 2) 20,00,000 

Additional ESOP charge on unvested options (note 4) (1,000) 

Transfer of cumulative translation difference balance to 

retained earnings (note 5) 
1,00,000 
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Ind AS 2: Inventories 

Question 1 

On 5th ApriI, 20X2, fire damaged a consignment of inventory at one of the Jupiter’s Ltd.’s 
warehouse. This inventory had been manufactured prior to 31" March 20X2 costing Rs. 8 lakhs. 

The net realizable value of the inventory prior to the damage was estimated at Rs. 9.60 lakhs. 

Because of the damage caused to the consignment of inventory, the company was required to 

spend an additional amount of Rs. 2 lakhs on repairing and re- packaging of the inventory. The 

inventory was sold on 15* May, 20X2 for proceeds of Rs. 9 lakhs. 

The accountant of Jupiter Ltd. treats this event as an adjusting event and adjusted this event of 

causing the damage to the inventory in its financial statement and accordingly re-measures the 

inventories as follows: Rs. lakhs 

 

Cos 8.00 

Net realizable value (9.6 -2) 7.60 

Inventories (lower of cost and net realizable clue) 7.60 

AnaIyse whether the above accounting treatment made by the accountant in regard to 

financial par ending on 31.0.20X2 is in compliance of the Ind AS. If not, advise the correct 

treatment along with working for the same. (8 Marks April ‘19) 

Answer 1 

The above treatment needs to be examined in the light of the provisions given in Ind AS 10 ’Events 
after the Reporting Period’ and Ind AS 2 ‘Inventories'. 

Para 3 of Ind AS 10 ‘Events after the Reporting Period' demes “Events after the reporting period 
are those events, favorable and unfavorable, that occur between the end of the reporting period 

and the date when the financial statements are approved by the Board of Directors in case of a 

company, and, by the corresponding approving authority in case of any other entity for issue. 

Two types of events can be identified: 

(a) those that provide evidence of conditions that existed at the end of the reporting 

period (adjusting events after the reporting period); and 

(b) those that are indicative of conditions that arose after the reporting period (non- 

adjusting events after the reporting period). 

Further, paragraph 10 of Ind AS 10 states that: 

“An entity shall not adjust the amounts recognized in its financial statements to reject non-

adjusting events after the reporting period”. 

Further, paragraph 6 of Ind AS 2 defines: 

"Net realizable clue is the estimated selling price in the ordinary course of business less the 

estimated costs of completion and the estimated costs necessary to make the sale". 

Further, paragraph 9 of Ind AS 2 states that: 

’Inventories shall be measured at the lower of cost and net realizable value". 

Accountant of Jupiter Ltd. has re-measured be inventories after adjusting the event in its 

financial statement which is not correct and nor in accordance with provision of Ind AS 2 and Ind 

AS 10. 

Accordingly, be event causing the damage to the inventory occurred after the reposing date 

and as per the principles laid down under Ind AS 10 ‘Events Alter the Reporting Date’ is a 
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non-adjusting event as it does not affect conditions at the reporting date. Non-adjusting 

events are not recognized in the financial statement5, but are disclosed where their effect 

is material. 

Therefore, as per the provisions of Ind AS 2 and Ind AS 10, the consignment of inventories 

shall be recorded in the Balance Sheet at a clue of Rs. 8 lakhs calculated below: 

Rs.' lakhs 

Cost 8.00 

Net realizable value 9.60 

Inventories (lower of cost and net realizable clue) 8.00 

 

Question 2 

State the major changes in Ind AS 2 vis-a-vis AS 2 in respect of the following namely: 

(i) Machinery Spares 

(ii) Subsequent assessment of Net Realizable value 

(iii) Cost Formulae (4 Marks April ‘21) 

Answer 2 

The major changes in Ind AS 2 vis-à-vis AS 2 with respect to following are as follows: 

(i) Machinery Spares: AS 2 explains that inventories do not include spare parts, 

servicing equipment and standby equipment which meet the definition of 

property, plant and equipment as per AS 10, Property, Plant and Equipment. Such 

items are accounted for in accordance with AS 10. Ind AS 2 does not contain 

specific explanation in respect of such spares as this aspect is covered under Ind 

AS 16. 

(ii) Subsequent Assessment of Net Realisable Value (NRV): Ind AS 2 provides detailed 

guidance in case of subsequent assessment of net realisable value. It also deals 

with the reversal of the write-down of inventories to net realisable value to the 

extent of the amount of original write-down, and the recognition and disclosure 

thereof in the financial statements. AS 2 does not deal with such reversal.  

(iii) Cost Formulae: AS 2 specifically provides that the formula used in determining the 

cost of an item of inventory should reflect the fairest possible approximation to 

the cost incurred in bringing the items of inventory to their present location and 

condition whereas Ind AS 2 does not specifically state so and requires the use of 

consistent cost formulas for all inventories having a similar nature and use to the 

entity. 

 

Question 3 

In a manufacturing process of Solar Ltd., one by-product BP emerges besides two main 

products MP1 and MP2 apart from scrap. Details of cost of production process are here 

under: 

Item Unit Amount Output Closing Stock 

31-3-2018 

Raw material 14,500 1,50,000 MP I-5,000 units 250 

Wages - 90,000 MP II - 4,000 units 100 
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Fixed overhead - 65,000 BP- 2,000 units  

Variable overhead - 50,000   

Average market price of MP1 and MP2 is Rs. 60 per unit and Rs. 50 per unit respectively, by-

product is sold @ Rs. 20 per unit. There is a profit of Rs. 5,000 on sale of by-product after 

incurring separate processing charges of Rs. 8,000 and packing charges of Rs. 2,000, Rs. 5,000 

was realized from sale of scrap. 

Calculate the value of closing stock of MP 1 and MP 2 as on 31-03-2018. (8 Marks Oct ‘18) 

Answer 3 

As per Ind 2 ‘Inventories’, most by-products as well as scrap or waste materials, by their 

nature, are immaterial. They are often measured at net realizable value and this value is 

deducted from the cost of the main product. 

(1) Calculation of NRV of By-product BP 

Selling price of by-product 

Less: Separate processing charges 

of by- product BP 

Packing charges 

2,000 units x 20 per 

unit 

40,000 

 

(8,000) 

(2,000) 

Net realizable value of by-product BP  30,000 

(2) Calculation of cost of conversion for allocation between joint products MP1 and 

MP2 

Raw material  1,50,000 

Wages 

Fixed overhead 

Variable overhead 

Less: NRV of by-product BP (See calculation 1) 

Sale value of scrap 

 

 

 

30,000 

  5,000 

90,000 

65,000 

50,000 

 

(35,000) 

Joint cost to be allocated between MP1 and MP2  3,20,000 

(3) Determination of “basis for allocation” and allocation of joint cost to MP1 and 
MP2 

 

Output in units (a) 

MP I 

5,000 

60 

3,00,000 

3 

1,92,000 

MP 2 

4,000 

50 

2,00,000 

2 

1,28,000 

Sales price per unit (b) 

Sales value (a x b) 

Ratio of allocation 

Joint cost of Rs. 3,20,000 allocated in the ratio of 3:2 (c) 

Cost per unit [c/a] 38.4 32 

(4) Determination of value of closing stock of MP1 and MP2 

Particulars MP I MP 2 

Closing stock in units 

Cost per unit 

Value of closing stock 

250 units 

38.4 

9,600 

100 units 

32 

3,200 

 



  

Chapter 12 Ind AS 16: Property, Plant and Equipment 

12.1 

Chapter 12  

 Ind AS 16: Property, Plant and Equipment 

Question 1 

An entity has  a  nuclear power  plant and a  related  decommissioning liability.  The nuclear 

power plant started operating on April 1, 2015. The plant has a useful life of 40  years.  Its  initial  

cost was Rs. 1,20,000. This included an amount for decommissioning costs of Rs.  10,000,  

which represented Rs. 70,400 in estimated cash flows payable in 40 years  discounted at a risk-

adjusted  rate of 5 per cent. The entity’s financial year ends on March 31. Assume that a 

market-based discounted cash flow valuation of Rs. 1,15,000 is obtained at March 31, 2018. 

It includes an allowance of Rs. 11,600 for decommissioning costs, which represents no 

change to the original estimate, after the unwinding of three years’  discount.  On March 31,  

2019, the  entity  estimates that, as a result of technological advances, the present value of 

the decommissioning liability has decreased by Rs. 5,000. The entity decides  that  a  full  

valuation  of  the  asset  is  needed  at  March 31, 2019, in order to ensure that the carrying 

amount does not differ  materially  from  fair value. The asset is now valued at Rs. 1,07,000, 

which is net of an allowance for the reduced decommissioning obligation. 

How the entity will account for the above changes in decommissioning liability if  it  adopts 

revaluation model?                                                              (10 Marks May ‘19) 

Answer 1 

                 At  March 31, 2018: Rs. 

Asset  at valuation (1) 1,26,600 

Accumulated depreciation Nil 

Decommissioning liability (11,600) 

Net assets 1,15,000 

Retained earnings (2) (10,600) 

Revaluation surplus (3) 15,600 

Notes: 

(1) Valuation obtained of Rs. 1,15,000 plus decommissioning costs of Rs. 11,600, allowed 

for in  the valuation but recognised as a separate liability = Rs. 1,26,600. 

(2) Three years’ depreciation on original cost Rs. 1,20,000 × 3/40 = Rs. 9,000 plus cumulative 

discount on Rs. 10,000 at 5 per cent compound = Rs. 1,600; total Rs. 10,600. 

(3) Revalued  amount  Rs.  1,26,600  less  previous  net   book   value   of   Rs.   1,11,000   

(cost Rs. 120,000 less accumulated depreciation Rs. 9,000). 

The depreciation expense for 2018-2019 is therefore Rs. 3,420 (Rs. 1,26,600 × 1/37) and the 

discount expense for 2019 is Rs. 600. On March 31, 2019,  the  decommissioning liability 

(before any adjustment) is Rs. 12,200. However, as per estimate of the entity, the present 

value of the decommissioning liability has decreased by Rs. 5,000. Accordingly, the entity 

adjusts the decommissioning liability from Rs. 12,200 to Rs. 7,200. 

The whole of this adjustment is taken to revaluation surplus, because it does not  exceed  the 

carrying amount that would have been recognised had the asset been  carried under the  cost  

model. If it had done, the excess would have been taken to profit or loss. The entity makes 

the following journal entry to reflect the change: 

Rs. Rs. 

Decommissioning liability Dr. 5,000 
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To Revaluation surplus 5,000 

As at March 31, 2019, the entity  revalued  its asset  at Rs. 1,07,000,  which is  net of an 

allowance  of Rs. 7,200 for the reduced decommissioning obligation that should be 

recognised as a separate liability. The valuation of the asset for financial reporting purposes,  

before  deducting  this  allowance, is therefore Rs. 1,14,200. The following additional journal 

entry is needed: 

Notes: 

 Rs. Rs. 

Accumulated depreciation (1) 

To Asset at valuation 

Revaluation surplus (2) 

Dr. 

 

Dr. 

3,420 

 

8,980 

 

3,420 

To Asset at valuation (3)   8,980 

(1) Eliminating accumulated depreciation of Rs. 3,420 in accordance with the entity’s 

accounting 

policy. 

(2) The debit is to revaluation surplus because the deficit arising on the revaluation 

does not exceed the credit balance existing in the revaluation surplus in respect of 

the asset. 

(3) Previous valuation (before allowance for decommissioning costs) Rs.  1,26,600,  less 

cumulative depreciation Rs. 3,420, less new valuation (before allowance for 

decommissioning costs) Rs. 1,14,200. 

Following this valuation, the amounts included in the balance sheet are:  

Asset at valuation 1,14,200 

Accumulated depreciation Nil 

Decommissioning liability                    (7,200) 

Net assets                   1,07,000 

 

Retained earnings (1) (14,620) 

Revaluation surplus (2) 11,620 

Notes: 

(1) Rs. 10,600 at March 31, 2018, plus depreciation expense of Rs. 3,420  and discount 

expense of Rs. 600 = Rs. 14,620. 

(2) Rs. 15,600 at March 31, 2018, plus Rs. 5,000 arising  on  the  decrease  in the  

liability,  less Rs. 8,980 deficit on revaluation = Rs. 11,620. 

 

Question 2 

An entity has a nuclear power plant and a related decommissioning liability. The nuclear 

power plant started operating  on 1st  April,  20X1.  The plant  has a useful  life  of 40 years. 

Its  initial  cost  was  ` 1,20,000.    This included an amount  for  decommissioning  costs of ` 

10,000, which represented ` 70,400 in estimated cash flows payable in 40 years discounted 

at a risk-adjusted rate of 5 per cent. The entity’s financial year ends on 31st March. Assume 

that a market-based discounted cash flow valuation of ` 1,15,000 is obtained   at  31st    
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March,  20X4.   This  valuation   is  after   deduction  of  an  allowance of ` 11,600 for 

decommissioning costs, which represents no  change  to  the  original estimate, after the 

unwinding of three years’ discount. On 31st March, 20X5, the entity estimates that, as a 

result of technological advances, the present value of the decommissioning liability has 

decreased by ` 5,000. The entity decides that  a  full valuation of the asset is needed at 31st 

March, 20X5, in order to ensure that the carrying amount does not differ materially from 

fair value. The asset is now valued at ̀  1,07,000, which is net of an allowance for the reduced 

decommissioning obligation. 

How the entity will account for the above changes in decommissioning liability if it adopts 

revaluation model?(8 Marks Oct ‘19) 

Answer 2 

At 31st March, 20X4: 

 ` 

Asset at valuation (1) 1,26,600 

Accumulated depreciation Nil 

Decommissioning liability  (11,600) 

Net assets  1,15,000 

Retained earnings (2) (10,600) 

Revaluation surplus (3) 5,600 

Notes: 

(1) When accounting for  revalued  assets  to  which decommissioning liabilities  attach, it 

is important to understand the basis of the valuation obtained. For example: 

(a) if an asset is valued on a discounted cash flow basis, some valuers may value the 

asset without deducting any allowance for  decommissioning  costs  (a ‘gross’ 
valuation), whereas others may value the asset after deducting an allowance for 

decommissioning costs (a ‘net’ valuation), because an entity acquiring the asset will  

generally  also  assume  the  decommissioning obligation.  For financial  reporting  

purposes,  the  decommissioning obligation  is recognised as a separate liability, and 

is not deducted from the asset. Accordingly, if the asset is valued on a net basis, it is 

necessary to adjust the valuation obtained by adding back the allowance for the 

liability, so that the liability is not counted twice. 

(b) if an asset is valued on a depreciated replacement cost basis, the valuation obtained 

may not include an amount for the decommissioning component of the asset. If it 

does not, an appropriate amount will need to be added to the valuation to reflect the 

depreciated replacement cost of that component. 

Since, the asset is valued on a net basis, it is necessary to adjust the valuation obtained 

by adding back the allowance for the liability. Valuation obtained of ` 1,15,000 plus 

decommissioning costs of ` 11,600, allowed for in the valuation but recognised as a 

separate liability = ` 1,26,600. 

(2) Three years’ depreciation on original cost ` 1,20,000 × 3/40 = ` 9,000 plus cumulative 

discount on ` 10,000 at 5 per cent compound = ` 1,600; total ` 10,600. 

(3) Revalued amount ` 1,26,600 less previous net book value of ` 1,11,000 (cost ` 120,000 

less accumulated depreciation ` 9,000). 

The depreciation expense for 20X4-20X5 is therefore `  3,420 (`  1,26,600  x 1 / 37) and  

the discount expense for 20X5 is ` 600. On 31st March, 20X5,  the  decommissioning 
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liability (before any adjustment) is ` 12,200. However, as per estimate of the entity, the 

present value of the decommissioning liability  has decreased  by  ̀   5,000.  Accordingly, 

the entity adjusts the decommissioning liability from ` 12,200 to ` 7,200. 

The whole of this adjustment is taken to revaluation surplus,  because it does not exceed 

the carrying amount that would have been recognised had the asset been carried 

under the cost model. If it had done, the excess would have been taken to profit  or  loss.  

The entity makes the following journal entry to reflect the change: 

` Provision   for decommissioning liability Dr. 5,000 

To Revaluation  surplus 5,000 

As at 31st March, 20X5, the entity revalued its asset at ` 1,07,000, which is net of an 

allowance of ` 7,200 for the reduced decommissioning obligation that should be  

recognised as a separate liability. The valuation of the asset for financial reporting 

purposes, before deducting this allowance, is therefore ` 1,14,200.  The  following 

additional journal entry is needed: 

Notes: 

  ` ` 

Accumulated depreciation (1) Dr. 3,420  

To Asset at valuation   3,420 

Revaluation surplus (2) Dr. 8,980  

To Asset at valuation (3)   8,980 

(1) Eliminating accumulated depreciation of ` 3,420 in accordance with the entity’s 

accounting policy. 

(2) The debit is to revaluation surplus because the  deficit  arising  on  the  revaluation 

does not exceed the credit balance existing in the revaluation  surplus  in respect  of  

the asset. 

(3) Previous valuation (before allowance for decommissioning costs) ` 1,26,600, less 

cumulative depreciation ` 3,420, less new valuation (before allowance for 

decommissioning costs) ` 1,14,200. 

Following this valuation, the amounts included in the balance sheet are: 

Asset at valuation 1,14,200 

Accumulated depreciation Nil 

Decommissioning liability   (7,200) 

Net assets 1,07,000 

Retained earnings (1) (14,620) 

Revaluation surplus (2) 11,620 

Notes: 

(1) ` 10,600 at 31st March, 20X4, plus depreciation expense of ` 3,420 and discount 

expense of ` 600 = ` 14,620. 

(2) ` 15,600 at 31st March, 20X4, plus ` 5,000 arising on the decrease  in the liability,  

less ` 8,980 deficit on revaluation = ` 11,620. 

Following this valuation, the amounts included in the balance sheet are: 
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Asset at valuation 

Accumulated depreciation 

Decommissioning liability 

1,14,200 

Nil 

(7,200) 

Net assets 1,07,000 

Retained earnings (1) (14,620) 

Revaluation surplus (2) 11,620 

Notes:  

(1) ` 10,600 at 31st March, 20X4, plus depreciation expense of ` 3,420 and discount 

expense of ` 600 = ` 14,620. 

(2) ` 15,600 at 31st March, 20X4, plus ` 5,000 arising  on the  decrease in the  liability, 

less ` 8,980 deficit on revaluation = ` 11,620. 

 

Question 3 

Flywing Airways Ltd is a  company which manufactures aircraft parts and engines and sells 

them   to large multinational companies like Boeing and Airbus Industries. 

On 1 April 20X1, the company began the construction of a new production line in its aircraft 

parts manufacturing shed. 

Costs relating to the production line are as follows: 

 

Details Amount 

Rs.’000 

Costs of the basic materials (list price Rs.12.5 million less a 20% trade discount) 10,000 

Recoverable goods and services taxes incurred not included in the purchase 

cost 

1,000 

Employment costs of the construction staff for the three months to 30 June 

20X1 

1,200 

Other overheads directly related to the construction 900 

Payments to external advisors relating to the construction 500 

Expected dismantling and restoration costs 2,000 

Additional Information 

The construction staff was engaged in the production line, which took two months to 

make ready  for use and was brought into use on 31 May 20X1. 

The other overheads were incurred in the two months period ended on 31 May 20X1.  

They included an abnormal cost of Rs.3,00,000 caused by a major electrical fault. 

The production line is expected to have a  useful economic life of eight years. At the end 

of that  time Flywing Airways Ltd is legally required to dismantle the plant in a specified 

manner and  restore its location to an acceptable standard. The amount of Rs.2 million 

mentioned above is the amount that is expected to be incurred at the end of the useful 

life of the production line. The appropriate rate to use in  any  discounting calculations is 

5%. The present value of  Re.1  payable in eight years at a discount rate of 5% is 

approximately Re.0·68. 

Four years after being brought into use, the production line will require  a  major  overhaul  
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to ensure that it generates economic benefits for the second half of  its  useful life. The 

estimated   cost of the overhaul, at current prices, is Rs.3 million. 

The Company computes its depreciation charge on a monthly basis. No impairment of the 

plant had occurred by 31 March 20X2. 

Analyze the accounting implications of costs related to production line to be recognized in 

the balance sheet and profit and loss for the year ended 31 March, 20X2.  (12 Marks 

May ‘20) 

Answer 3 

Statement showing Cost of production line: 

 

Particulars Amount 

Rs.’000 

Purchase cost 

Goods and services tax – recoverable goods and services tax not included Employment 

costs during the period of getting the production line ready for use  (1,200 x 2 months 

/ 3 months) 

Other overheads – abnormal costs 

Payment to external advisors – directly attributable cost 

Dismantling costs – recognized at present value  where  an  obligation  exists (2,000 

x 0.68) 

10,000 

- 

800 

 

600 

500 

1,360 

Total 13,260 

Carrying value of production line as on 31st March, 20X2: 

Particulars Amount 

Rs. ’000 

Cost of Production line Less: 

Depreciation (W.N.1) 

13,260 

(1,694) 

Net carrying value carried to Balance Sheet 11,566 

Provision for dismantling cost: 

Particulars Amount 

Rs. ’000 

Non-current liabilities Add: 

Finance cost (WN3) 

1,360 

57 

Net book value carried to Balance Sheet 1,417 

Extract of Statement of Profit & Loss 

Particulars Amount 

Rs. ’000 

Depreciation (W.N.1) Finance 

cost (W.N.2) 

1,694 

57 

Amounts carried to Statement of Profit & Loss 1,751 
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Extract of Balance Sheet 

Particulars Amount 

Rs. ’000 

Assets 

Non-current assets 

 

Property, plant and equipment 11,566 

Equity and liabilities  

Non-current liabilities  

Other liabilities  

Provision for dismantling cost 1417 

Working Notes: 

1. Calculation of depreciation charge 

 

Particulars Amount 

Rs. ’000 

In accordance with Ind AS 16 the asset is split into two depreciable components: 

Out of the total capitalization amount of 13,260, 

Depreciation for 3,000 with a useful economic life (UEL) of four years 

(3,000x ¼ x10/12). 

This is related to a major overhaul to ensure that it generates economic 

benefits for the second half of its useful life 

 

 

 

625 

For balance amount, depreciation for 10,260 with an useful economic life 

(UEL) of eight years will be : 10,260 x 1/8 x 10/12 

1,069 

Total (To Statement of Profit & Loss for the year ended 31st March 20X2) 1,694 

2. Finance costs 

 

Particulars Amount 

Rs. ’000 

Unwinding of discount (Statement of Profit and Loss – finance cost) 

1,360 x 5% x 10/12 

57 

To Statement of Profit & Loss for the year ended 31st March 20X2 57 

 

Question 4 

A Ltd. owns three properties which are shown in its financial statements as ‘Property, Plant and 
Equipment’. All three properties were purchased on April 1, 20X1. The details of purchase price 
and market values of the properties are given as follows:                                            Rs. in lakhs 

Particulars Property 1 Property 2 Property 3 

 Factory Building Factory Building Let-out Building 

Purchase price 500 200 300 

Market value as 

on 31.03.20X2 

550 220 330 

Useful Life 10 Years 10 Years 10 Years 
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Subsequent Measurement Cost Model Revaluation 

Model 

Revaluation 

Model 

Property 1 and 2 are used by A Ltd. as factory building whilst property 3 is let-out to a 

non-related party at a market rent. 

A Ltd. does not depreciate any of the properties on the basis that the fair values are 

exceeding their carrying amount and recognize the difference between purchase price 

and fair value in Statement of Profit and Loss. 

Evaluate whether the accounting policies adopted by A Ltd. in relation to these properties, 

on various accounting aspects, are in accordance with Ind AS or not. If not, advise the 

correct treatment along with the workings for the same in all the cases. (16 Marks March 

‘18) 

Answer 4 

(i) For classification of assets 

Para 6 of Ind AS 16 ‘Property, Plant and Equipment’ inter alia, states that Property, plant and 
equipment are tangible items are held for use in the production or supply of goods or 

services, for rental to others, or for administrative purposes. 

As per para 6 of Ind AS 40 ‘Investment property’, Investment property is property held to 
earn rentals or for capital appreciation or both, rather than for use in the production or 

supply of goods or services or for administrative purposes; or sale in the ordinary course of 

business. 

According, to the facts given in the questions, since Property 1 and 2 are used as factory 

buildings, their classification as PPE is correct. However, Property 3 is held to earn rentals; 

hence, it should be classified as Investment Property. Thus, its classification as PPE is not 

correct. Property ‘3’ shall be presented as separate line item as Investment Property as per 
Ind AS 1. 

(ii) For valuation of assets 

Paragraph 29 of Ind AS 16 states that an entity shall choose either the cost model or the 

revaluation model as its accounting policy and shall apply that policy to an entire class of 

property, plant and equipment. Also, paragraph 36 of Ind AS 16 states that If an item of 

property, plant and equipment is revalued, the entire class of property, plant and equipment 

to which that asset belongs shall be revalued. 

However, for investment property, paragraph 30 of Ind AS 40 states that an entity shall adopt 

as its accounting policy the cost model to all of its investment property”. 

Also, paragraph 79 (e) of Ind AS 40 inter alia requires that an entity shall disclose the fair 

value of investment property. 

Since property 1 and 2 is used as factory building, they should be classified under same 

category or class i.e. ‘factory building’. Therefore, both the properties should be valued either 

at cost model or revaluation model. Hence, the valuation model adopted by A Ltd. is not 

consistent and correct as per Ind AS 16. 

In respect to property ‘3’ being classified as Investment Property, there is no alternative of 

revaluation model i.e. only cost model is permitted for subsequent measurement. However, 

A Ltd. is required to disclose the fair value of the investment property in the Notes to 

Accounts. 

(iii) For changes in value on account of revaluation and treatment thereof 
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Paragraph 39 of Ind AS 16 states that if an asset’s carrying amount is increased as a result of 
a revaluation, the increase shall be recognized in other comprehensive income and 

accumulated in equity under the heading ‘revaluation surplus’. However, the increase shall 
be recognized in profit or loss to the extent that it reverses a revaluation decrease of the 

same asset previously recognized in profit or loss. Accordingly, the revaluation gain 

shall be recognized in other comprehensive income and accumulated in equity under the 

heading of revaluation surplus. 

(iv) For treatment of depreciation 

Paragraph 52 of Ind AS 16 states that Depreciation is recognized even if the fair value of the 

asset exceeds its carrying amount, as long as the asset’s residual value does not exceed its 

carrying amount. 

Accordingly, A Ltd. is required to depreciate these properties irrespective of that their fair 

value exceeds the carrying amount. 

(v) Rectified presentation in the balance sheet 

As per the provisions of Ind AS 1, Ind AS 16 and Ind AS 40, the presentation of these three 

properties in the balance sheet should be as follows: 

Case 1: If A Ltd. has applied the Cost Model to an entire class of property, plant and 

equipment. 

Balance Sheet extracts as at 31st March 20X2                        INR in lakhs 

Assets 

Non-Current Assets 

Property, Plant and Equipment 

  

Property ‘1’ 450 

Property ‘2’ 180 630 

Investment Property   

Property ‘3’ (Fair value being 330 lakhs) (Cost = 300-30)  270 

Case 2: If A Ltd. has applied the Revaluation Model to an entire class of property, plant 

and equipment. 

Balance Sheet extracts as at 31st March 20X2                             INR in lakhs 

Assets   

Non-Current Assets   

Property, Plant and Equipment   

Property ‘1’ 550  

Property ‘2’ 220 770 

Investment Properties   

Property ‘3’ (Fair value being 330 lakhs) (Cost = 300-30)  270 

Equity and Liabilities   

Other Equity   

Revaluation Reserve*   

Property ‘1’ (550-450) 100  

Property ‘2’ (220-180) 40 140 

*The revaluation reserve should be routed through Other Comprehensive Income 
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(OCI) (subsequently not reclassified to Profit and Loss) in the Statement of Profit and 

Loss and shown as a separate column in Statement of Changes in Equity. 

Question 5 

On 1st April, 20X1, Sun ltd purchased some land for ` 10 million (including legal costs of ` 1 

million) in order to construct a new factory. Construction work commenced on 1st May, 20X1. 

Sun ltd incurred the following costs in relation with its construction: 

– Preparation and levelling of the land – ` 3,00,000. 

– Purchase of materials for the construction – ` 6·08 million in total. 

– Employment costs of the construction workers – ` 2,00,000 per month. 

– Overhead costs incurred directly on the construction of the factory – ` 1,00,000 

per month. 

– Ongoing overhead costs allocated to the construction project using the company’s 
normal overhead allocation model – ` 50,000 per month. 

– Income received during the temporary use of the factory premises as a car park 

during the construction period – ` 50,000. 

– Costs of relocating employees to work at the new factory – ` 300,000. 

– Costs of the opening ceremony on 31st  January,  20X2 – ` 150,000. 

The factory was completed on 30th November, 20X1 (which is considered as substantial 

period of time as per Ind AS 23) and production began on 1st February, 20X2. The overall 

useful life of the factory building was estimated at 40 years from the date of completion. 

However, it is estimated  that the roof will need to be replaced 20 years after the date 

of completion and that the cost of replacing the roof at current prices would be 30% of 

the total cost of the building. 

At the end of the 40-year period, Sun Ltd has a legally enforceable obligation to 

demolish the factory and restore the site to its original condition. The directors estimate 

that the cost  of demolition in 40 years’ time (based on prices prevailing at that time) 

will be ` 20  million. An  annual risk adjusted discount rate which is appropriate to this 

project is 8%. The present value of 

` 1 payable in 40 years’ time at an annual discount rate of 8% is ` 0.046. 

The construction of the factory  was  partly  financed  by  a  loan  of  ` 17·5  million taken  

out  on  1st April, 20X1. The loan was at an annual rate of interest of 6%. Sun Ltd received 

investment income of ` 100,000 on the temporary investment of the proceeds. 

Required: Compute the carrying amount of the factory in the Balance Sheet of Sun Ltd at 

31st March, 20X2. You should explain your treatment of all the amounts referred to in 

this part in your answer. (10 Marks Nov 21) 

Answer 5 

Computation of the cost of the factory 
Description Included in P.P.E. 

` ’000 

Explanation 

Purchase of land 10,000 Both the purchase of the land and the 

associated legal costs are  direct costs 

of constructing the factory. 
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Preparation and levelling 300 A direct cost of constructing the factory 

Materials 6,080 A direct cost of constructing the factory 

Employment costs of 

construction workers 

1,400 A direct cost of constructing the 

factory for a seven-month period 

Direct overhead costs 700 A direct cost of constructing the 

factory for a seven-month period 

Allocated overhead costs Nil Not a direct cost of construction 

Income from use as a car 

park 

Nil Not essential to the construction so 

recognised directly in profit or loss 

Relocation costs Nil Not a direct cost of construction 

Opening ceremony Nil Not a direct cost of construction 

Finance costs 612.50 Capitalise the interest cost incurred in 

a seven-month period (purchase of 

land would not trigger off 

capitalisation since land is not a  

qualifying  asset.  Infact, the 

construction started from 1st May, 

20X1) 

Investment income on 

temporary investment of 

the loan proceeds 

(100) offset against the amount capitalised 

Demolition cost recognised  Where an obligation must recognise as 

as a provision 

Total 

  920 part of the initial cost 

19,912.50 

 

Computation of accumulated depreciation 

Total depreciable amount 9,912.50 All of the net finance cost of 512.50 

(612.50 – 100) has been allocated  to  

the depreciable amount. 

Depreciation must be in two 

parts: Depreciation of roof 

component Depreciation of 

remainder 

 

 

 

49.56 

57.82 

 

 

 

9,912.50 x 30% x 1/20 x  4/12 

9,912.50 x 70% x 1/40 x  4/12 

Total depreciation     107.38  

Computation of carrying amount 19,805.12 19,912.50 – 107.38 
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Chapter 13  

 Ind AS 116: Leases 

Question 1 

UK Ltd. has purchased a new head office property for Rs. 10 crores.  The new office  

building  has 10 floors and the organisation structure of UK Ltd. is as follows: 

 

Floor 1st 2nd 3rd 4th 5th 6th 7th 8th 9th 10th 

Use Waiting 

Area 

Admin HR Accounts Inspection MD 

Office 

Canteen Vacant 

Since UK Ltd. did not need the floors 8, 9 and 10 for its business needs, it has leased out 

the same to a restaurant on a long-term lease basis. The terms of the lease agreement 

are as follows: 

- Tenure of Lease Agreement - 5 Years 

- Non-Cancellable Period - 3 years 

- Lease Rental-annual lease rental receivable from these floors are Rs. 10,00,000 

per floor with an escalation of 5% every year. 

Based on the certificate from its architect, UK Ltd. has estimated the cost of the 3 top 

floors as approximately Rs. 3 crores. The remaining cost of Rs. 7 crores can be allocated 

as 25% towards Land and 75% towards Building. 

As on 31st March, 2018, UK Ltd. obtained a valuation report from an independent valuer 

who has estimated the fair value of the property at Rs. 15 crores. UK Ltd. wishes to use 

the cost model for measuring Property, Plant & Equipment and the fair value model for 

measuring the Investment Property. UK Ltd. depreciates the building over an estimated 

useful life of 50 years, with no estimated residual value. 

Advise UK Ltd. on the accounting and disclosures for the above as per the applicable Ind 

AS.(10 Marks Aug ‘18) 

Answer 1 

Ind AS 16 ‘Property, Plant and Equipment’ states that property, plant and equipment 
are tangible items that are held for use in the production or supply of goods or services, 

for rental to others, or for administrative purposes. 

As per Ind AS 40 ‘Investment property’, investment property is a property held to earn 

rentals or for capital appreciation or both, rather than for use in the production or 

supply of goods or services or for administrative purposes or sale in the ordinary 

course of business. 

Further, as per para 8  of Ind AS 40, the building owned by  the entity and leased out 

under one  or more operating leases will be classified as investment property. 

Here top three floors have been leased out for 5 years with a non-cancellable period 

of 3 years. The useful life of the building is 50 years. The lease period is far less that 

the useful life of the building leased out. Further, the lease rentals of three years 

altogether do not recover the fair value of the floors leased i.e. 15 crore x 30% = 4.50 

crore. Hence the lease is an  operating  lease. Therefore, the 3 floors leased out as 

operating lease will be classified as investment property in the books of lessor ie. UK 

Ltd. 

However, for investment property, Ind AS 40 states that an entity shall adopt as its 
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accounting policy the cost model to all of its investment property.  Ind AS 40  also 

requires that an  entity shall disclose the fair value of such investment property(ies). 

(in crore) 

 Total PPE (70%) Investment property 

(30%) 

  Land (25%) Building (75%)  

Cost 10 1.75 5.25 3 

FV 15 2.625 7.875 4.5 

Valuation

 mode

l followed 

 Cost Cost Cost (as per para 30 

of Ind AS 40) 

Value recognized in 

the books 

 1.75 5.25 3 

Less: Depreciation  Nil (5.25/50) = 0.105 

crore 

(3/50) = 0.06 

Carrying value as on 

31st March, 2018 

 1.75 5.145 2.94 

Impairment loss  No impairment loss since fair value is more than the 

cost 

 

Question 2 

Company X performed a revaluation of all of its plant and machinery at  the beginning of  

20X1.  The following information relates to one of the machinery: 

 

 Amount 

(‘000) 
Gross carrying amount Rs. 200 

Accumulated depreciation (straight-line method) (Rs. 80) 

Net carrying amount Rs. 120 

Fair value Rs. 150 

The useful life of the machinery is 10 years and the company uses Straight line method of 

depreciation. The revaluation was performed at the end of 4 years. 

How should the Company account for revaluation of plant and machinery and depreciation 

subsequent to revaluation?  Support your answer with journal entries.(6 Marks March ‘21) 

Answer 2 

According to paragraph 35 of Ind AS 16, when an item of property,  plant  and  equipment  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 following ways: 

(a) The gross carrying amount is adjusted  in  a  manner  that is consistent with the 

revaluation of the carrying amount of the  asset.  For  example, the  gross  carrying  

amount may be restated by reference to  observable  market data  or  it may be  

restated  proportionately to  the  change in the carrying amount. The accumulated 

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. 

In such a situation, the revised carrying amount of the machinery will be as follows: 

 

Gross carrying amount Rs. 250 [(200/120) x 150] 
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Net carrying amount Rs. 150  

Accumulated depreciation Rs. 100 (Rs. 250 – Rs. 150) 

Journal entry 

 

Plant and  Machinery (Gross Block)  Dr. Rs. 50 

To Accumulated Depreciation Rs. 20 

To Revaluation Reserve Rs. 30 

Depreciation subsequent to revaluation 

Since the Gross Block has been restated,  the depreciation charge will  be Rs. 25 per 

annum (Rs. 250/10 years). 

Journal entry 

Accumulated Depreciation Dr. Rs. 25 p.a. 

To Plant  and Machinery (Gross Block) Rs. 25 p.a. 

(b) The accumulated depreciation is eliminated against the gross carrying 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 

the paragraphs 39 and  40 of Ind AS 16. 

In this case, the gross carrying amount is restated to Rs. 150 to reflect the fair value 

and accumulated depreciation is set at zero. 

Journal entry 

 

Accumulated Depreciation Dr. Rs. 80 

To Plant  and Machinery (Gross Block) Rs. 80 

Plant and Machinery (Gross Block) Dr. Rs. 30 

To Revaluation Reserve Rs. 30 

Depreciation subsequent to revaluation 

Since the revalued amount is the revised gross block, the useful life to be considered 

is the remaining useful life of the asset  which  results  in  the  same  depreciation  

charge  of Rs. 25 per annum as per Option A (Rs. 150 / 6 years). 

Journal entry 
Accumulated Depreciation Dr. Rs. 25 p.a. 

To Plant  and Machinery (Gross Block) Rs. 25 p.a. 

Question 3 

Buildings Limited entered into a 10-year lease for 6,000 square meter of office space. The 

annual lease payments are Rs. 60,000 payable at the end of each year. The interest rate 

implicit in the lease cannot be readily determined. Buildings Limited's incremental 

borrowing rate at the commencement date is 8% p.a. At the beginning of 6th year, Buildings 

Limited and lessor agree to amend the original lease to reduce the space to only 3,000 

square meters of the original space starting from the end of the first quarter of year 6. The 

annual fixed lease payments (from year 6 to year 10) are Rs. 35,000. Buildings Limited's 

incremental borrowing rate at the beginning of year 6 is 6% p.a.  

The CFO of the Company has requested your suggestion on how to account for the 

modification in the lease of office space? Prepare the detailed working for the modification. 

(10 Marks April ‘21) 
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Answer 3 

 In the given case, Lessee calculates the ROU asset and the lease liabilities before 

modification as follows: 

 

Year 

Lease Liability ROU asset 

Initial 

value 

Lease 

payments 

Interes

t expense 

@ 

8% 

Closing 

balance 

Initial 

Value 

Depreciation Closing 

balance 

 a b c = a x 8% d = a-b + c e f g 

1 4,02,600* 60,000 32,208 3,74,808 4,02,600 40,260 3,62,340 

2 3,74,808 60,000 29,985 3,44,793 3,62,340 40,260 3,22,080 

3 3,44,793 60,000 27,583 3,12,376 3,22,080 40,260 2,81,820 

4 3,12,376 60,000 24,990 2,77,366 2,81,820 40,260 2,41,560 

5 2,77,366 60,000 22,189 2,39,555 2,41,560 40,260 2,01,300 

6 2,39,555    2,01,300   

* Initial value of ROU asset and lease liability = Annual lease payment x annuity factor 

@ 8% 

= 60,000 x 6.71 = Rs. 4,02,600 

At the effective date of the modification (at the beginning of Year 6), Lessee 

remeasures the lease liability based on: 

(a) a five-year remaining lease term, 

(b) annual payments of Rs. 35,000 and 

(c) Lessee’s incremental borrowing rate of 6% p.a.  

Present value of modified lease = Annual lease payment x annuity factor @ 6% = 35,000 

x 4.212 = 1,47,420 

Lessee determines the proportionate decrease in the carrying amount of the ROU 

Asset on the basis of the remaining ROU Asset (i.e., 3,000 square meters corresponding 

to 50% of the original ROU Asset). 

50% of the pre-modification ROU Asset (Rs. 2,01,300) is Rs. 1,00,650 

50% of the pre-modification lease liability ( Rs. 2,39,555) is Rs. 1,19,777.50. 

Consequently, Lessee reduces the carrying amount of the ROU Asset by Rs. 1,00,650 

and the carrying amount of the lease liability by Rs. 1,19,777.50. Lessee recognizes the 

difference between the decrease in  the  lease  liability  and  the  decrease  in  the  ROU  

Asset (Rs. 1,19,777.50 – Rs. 1,00,650 = Rs. 19,127.50) as a gain in profit or loss at the 

effective date of the modification (at the beginning of Year 6).  

Lessee recognizes the difference between the remaining lease liability of Rs. 

1,19,777.50 and the modified lease liability of Rs. 1,47,420 (which equals Rs. 27,642.50) 

as an adjustment to the ROU Asset reflecting the change in the consideration paid for 

the lease and the revised discount rate. 

 

Question 4 

A retailer (lessee) entered into 3-year lease of retail space beginning at 1st April 20X1 with 

three annual lease payments of ` 2,00,000 due on 31st March  20X2, 20X3 and  20X4,  

respectively. The lease is classified as an operating lease under the erstwhile, accounting 

standard. The retailer  initially  applies  Ind  AS  116  for  the  first  time  in  the  annual  

period  beginning  at   1st April  20X3.  The  incremental  borrowing  rate  at  the  date  of  
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the  initial  application  (i.e.,  1st April 20X3) is  10%  p.a. and at the commencement of the  

lease (i.e., 1st  April 20X1) was  12% p.a. The ROU asset is subject to straight-line 

depreciation over the lease term.  Assume that no practical expedients are  elected, the 

lessee did not incur initial  direct costs, there were no lease incentives and there were no 

requirements for the lessee to dismantle and remove the underlying asset, restore the site 

on which it is located or restore the underlying asset to the condition under the terms and 

conditions of the lease. 

What would be the impact for the lessee as per Ind AS 116 using the following transition 

approaches: 

(i) Full Retrospective Approach 

(ii) Modified Retrospective Approach (when ROU asset is not equal to lease liability) 

Show the impact of adjustments through journal entries, consequent to transition for 

the year 20X2-20X3 and 20X3-20X4.(16 Marks Oct 21) 

Answer 4 

Full Retrospective Approach: 

Under the full retrospective approach, the lease liability and the ROU asset are measured on 

the commencement date (i.e., 1st April, 20X1 in this case) using the incremental borrowing 

rate  at  lease commencement date (i.e., 12% p.a. in this case). The lease liability is accounted 

for by the interest method subsequently and the ROU asset is subject to depreciation on the 

straight-line basis over the lease term of three years. The Lease Liability and ROU Asset are 

as follows: 

Year Payments 

(Cash flows) 

Present 

Value Factor 

@ 12% 

Discounted Cash 

flows / Present 

Value 

31 Mar 20X2 2,00,000 0.8929 1,78,580 

31 Mar 20X3 2,00,000 0.7972 1,59,440 

31 Mar 20X4 2,00,000 0.7118 1,42,360 

 6,00,000  4,80,380 

Lease Liability Schedule: 

Year Opening Interest Expense @ 

12% 

Payments Closing 

31 Mar 20X2 4,80,380 57,646 (2,00,000) 3,38,026 

31 Mar 20X3 3,38,026 40,563 (2,00,000) 1,78,589 

31 Mar 20X4 1,78,589 21,411* (2,00,000) - 

*Difference is due to approximation 

ROU Asset Schedule: 

Year Opening Depreciation Closing 

31 Mar 20X2 4,80,380 (1,60,126) 3,20,254 

31 Mar 20X3 3,20,254 (1,60,127) 1,60,127 

31 Mar 20X4 1,60,127 (1,60,127) - 

The following table shows account balances under this method beginning at lease 

commencement: 

Date ROU Asset Lease 

Liability 

Interest 

Expense 

Depreciation 
Expense 

Retained 

Earnings 

1 Apr 20X1 4,80,380 4,80,380 - - - 

31 Mar 20X2 3,20,254 3,38,026 - - - 
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1 Apr 20X2 3,20,254 3,38,026   (17,772) 

31 Mar 20X3 1,60,127 1,78,589 40,563 1,60,127 - 

1 Apr 20X3 1,60,127 1,78,589 - - - 

31 Mar 20X4 - - 21,411 1,60,127 - 

Ind AS 116 is applicable for the financial year beginning from 1st April, 20X3. Hence, 

20X3-20X4 is the first year of adoption and using Full retrospective method the 

comparative for 20 X2-20X3 needs to be restated and 1st April, 20X2 (i.e the opening 

of the comparative) is taken as transition date for adoption of this standard. At 

adoption, the lessee would record  the  ROU asset and  lease liability at the 1st April, 

20X2 by taking values from the above table, with the difference between the ROU 

asset and lease liability going to retained earnings as of 1st April, 20X2 (assuming that 

only the 20X2-20X3 financial information is included as comparatives). 

ROU Asset Dr. 3,20,254  

Retained Earnings Dr. 17,772  

To Lease Liability  3,38,026 

To initially recognise the lease-related asset and liability as of 1 April 20X2. 

The following journal entries would be recorded during 20X2-20X3: 

 

Interest expense Dr. 40,563  

To Lease Liability  40,563 

To record interest expense and accrete the lease liability using the interest method. 

Depreciation expense Dr. 1,60,127  

To ROU Asset  1,60,127 

To record depreciation expense on the ROU asset. 

Lease Liability Dr. 2,00,000  

To Cash  2,00,000 

To record lease payment. 

The following journal entries would be  recorded during  20X3-20X4: 

Interest expense Dr. 21,411  

To Lease Liability  21,411 

To record interest expense and accrete the lease liability using the interest method. 

Depreciation expense Dr. 1,60,127  

To ROU Asset  1,60,127 

To record depreciation expense on the ROU asset. 

Lease Liability Dr. 2,00,000  

To Cash  2,00,000 

To record lease payment. 

Modified Retrospective Approach (When ROU asset is not equal to lease liability): 

Under the modified retrospective approach (Alternative 1), the lease liability is 

measured based on the remaining lease  payments  (i.e.,  from  the  date  of  transition  

to  the  lease  end  date,  viz.,  1st  April, 20X3 to 31st  March, 20X4 in this case)  

discounted using the incremental borrowing rate  as of the date of initial application 
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being 1st April, 20X3 (i.e. 10% p.a. in this case).  The ROU asset is at its carrying amount 

as if Ind AS 116 had been applied since the commencement date (i.e., 1st April 20X1 

in this case) by using incremental borrowing rate as at transition date.  The Lease 

Liability and ROU Asset are as follows: 

 

Year Payments (Cash 

flows) 

Discounting 

Factor @10% 

Discounted Cash flows / 

Present Value 

31 Mar 20X4 2,00,000 0.9091 1,81,820 

 2,00,000  1,81,820 

Lease Liability Schedule: 

Year Opening Balance Interest Expense 

@ 10% 

Payments Closing Balance 

31 Mar 

20X4 

1,81,820 18,180* (2,00,000) - 

*Difference is due to approximation 

ROU Asset Schedule: 

Year Opening 

Balance 

Depreciation Closing Balance 

31 Mar 

20X4 

1,65,787*** (1,65,787) - 

***(Refer W.N.3) 

The following table shows account balances under this method beginning at lease 

commencement: 

 

Date ROU 

Asset 
Lease 

Liability 

Interest 

Expense 

Depreciation 

Expense 

Retained 

Earnings 

1 Apr 20X1 4,97,360

* 

4,97,360*

* 

- - - 

31 Mar 20X2 3,31,574 3,47,096 49,736 1,65,786 - 

31 Mar 20X3 1,65,787 1,81,806 34,710 1,65,787 (16,019) 

1 Apr 20X3 1,65,787 1,81,806 - - - 

31 Mar 20X4 - - 18,194 1,65,787 - 

*(Refer W.N.1) 

**(Refer W.N.2) 

At adoption, the lessee would record the ROU asset and lease liability at 1 st April 20X3 

by taking values from the above  table, with the difference between the ROU asset and 

lease liability going   to retained earnings as 1st April 20X3. 

 

ROU Asset Dr. 1,65,787  

Retained Earnings Dr. 16,019  

To Lease Liability  1,81,806 

To initially recognise the lease-related asset and liability as of 1st April 20X3. 

The following journal entries would be recorded during 20X3-20X4: 

 

Interest expense Dr. 18,194  
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To Lease Liability  18,194 

To record interest expense and accrete the lease liability using the interest method. 

 

Depreciation expense Dr. 1,65,787  

To ROU Asset  1,65,787 

To record depreciation expense on the ROU asset. 

Lease Liability Dr. 2,00,000  

To Cash  2,00,000 

To record lease payment. 

Working Notes 

1. Calculation  of  Present  value  of  lease  payments  as  at   commencement  date   

i.e., 1st April, 20X1 

Year Payments 

(Cash flows) 

Discounting 

Factor @10% 

Discounted Cash 

flows / Present 

Value 

31 Mar 20X2 2,00,000 0.9091 1,81,820 

31 Mar 20X3 2,00,000 0.8264 1,65,280 

31 Mar 20X4 2,00,000 0.7513 1,50,260 

 6,00,000  4,97,360 

2. Lease Liability Schedule: 

Year Opening Interest Expense @ 10% Payments Closing 

31 Mar 20X2 4,97,360 49,736 (2,00,000) 3,47,096 

31 Mar 20X3 3,47,096 34,710 (2,00,000) 1,81,806 

31 Mar 20X4 1,81,806 18,194* (2,00,000) - 

*Difference is due to approximation 

3. Calculation of ROU asset as at transition date i.e., 1st April, 20X3 

Year Opening Depreciation Closing 

31 Mar 20X2 4,97,360 (1,65,786) 3,31,574 

31 Mar 20X3 3,31,574 (1,65,787) 1,65,787 

31 Mar 20X4 1,65,787 (1,65,787) - 

 



  

Chapter 14 Ind AS 23: Borrowing Costs 

14.1 

Chapter 14  

 Ind AS 23: Borrowing Costs 

Question 1 

On 1 April 2019, entity A contracted for the construction of a building for Rs. 22,00,000.  

The land under the building is regarded as a separate asset and is not part of the qualifying 

asset. The building was completed at the end of March, 2020, and during the period the 

following payments were made to the contractor: 

 

Payment date Amount (Rs.) 

1 April 2019 2,00,000 

30 June 2019 6,00,000 

31 December 2019 12,00,000 

31 March 2020   2,00,000 

Total 22,00,000 

Entity A’s borrowings at its year end of 31 March 2020 were as follows: 

a. 10%, 4-year note with simple interest payable annually, which relates specifically 

to the project; debt outstanding on 31 March 2020 amounted to Rs. 7,00,000. 

Interest of Rs. 65,000 was incurred on these borrowings during the year, and 

interest income of Rs. 20,000 was earned on these funds while they were held in 

anticipation of payments. 

b. 12.5% 10-year note with simple interest payable annually; debt outstanding at 1 

April 2019 amounted to Rs. 10,00,000 and remained unchanged during the year; 

and 10% 10-year note with simple interest payable annually; debt outstanding at 1 

April 2019 amounted to Rs. 15,00,000 and remained unchanged during the year. 

What amount of the borrowing costs can be capitalized at year end as per relevant Ind AS? 

(6 Marks Oct ‘20) 
Answer 1 

As per Ind AS 23, when an entity borrows funds specifically for the  purpose  of obtaining a 

qualifying asset, the entity should determine the amount of borrowing costs eligible for 

capitalization as  the actual borrowing costs incurred on  that borrowing during the period 

less  any investment income on the temporary investment of those borrowings. 

The amount of borrowing costs eligible for capitalization, in cases where the funds are 

borrowed generally, should be determined based on the expenditure incurred  in  obtaining  

a  qualifying asset. The costs incurred should first be allocated to the specific borrowings. 

Analysis of expenditure: 

 

Date Expenditure 

 

(Rs.) 

Amount allocated in 

general borrowings 

(Rs.) 

Weighted for period 

outstanding 

(Rs.) 

1 April 2019 2,00,000 0 0 

30 June 2019 6,00,000 1,00,000* 1,00,000 × 9/12 = 75,000 

31 Dec 2019 12,00,000 12,00,000 12,00,000 × 3/12 = 3,00,000 

31 March 2020   2,00,000 2,00,000 2,00,000 × 0/12  =  0 

Total 22,00,000  3,75,000 

*Specific borrowings of Rs. 7,00,000 fully utilized on 1 April & on 30 June to the extent of 



  

Chapter 14 Ind AS 23: Borrowing Costs 

14.2 

Rs. 5,00,000 hence remaining expenditure of Rs. 1,00,000 allocated to general borrowings. 

The expenditure rate relating to general borrowings should be the weighted average of 

the borrowing costs applicable to the entity’s borrowings that are outstanding during the 
period, other than borrowings made specifically for the purpose of obtaining a qualifying 

asset. 

Capitalization rate = (10,00,000 x 12.5%) + (15,00,000 x 10%) = 11% 

10,00,000 + 15,00,000 

Borrowing cost to be capitalized: Amount 

 (Rs.) 

On specific loan 65,000 

On General borrowing (Rs. 3,75,000 × 11%)    41,250 

Total 1,06,250 

Less: Interest income on specific borrowings  (20,000) 

Amount eligible for capitalization    86,250 

Therefore, the borrowing costs to be capitalized are Rs. 86,250. 

 

Question 2 

An entity constructs a new office building commencing on  1st  September, 20X1, which 

continues  till 31st  December, 20X1 (and is  expected to go beyond a year).  Directly 

attributable expenditure  at the beginning of the month on this asset are Rs. 2 lakh in 

September 20X1 and Rs. 4  lakh in each of the months of October to December 20X1. 

The entity has not taken any specific borrowings to finance the construction of  the building 

but   has incurred finance costs on its general borrowings during the construction period. 

During the year, the entity had issued 9% debentures with a face value of Rs.  30  lakh and 

had an  overdraft  of Rs. 4 lakh, which increased to Rs. 8 lakh in December 20X1.  Interest  

was  paid  on  the overdraft at 12% until 1st October, 20X1 and then the rate was increased 

to 15%. 

Calculate  the  capitalization  rate  for  computation  of  borrowing  cost  for  the  period  

ending   31st  December 20X1, in accordance with Ind AS  23 'Borrowing Cost'.(5 Marks 

March ‘21) 
Answer 2 

Calculation of capitalization rate on borrowings other than specific borrowings 

Nature of general 

borrowings 

Period 

of 

outstandin

g 

balance 

Amount  of loan 

(Rs.) 

Rate of 

interest 

p.a. 

Weighted 

average amount  

of interest 

(Rs.) 

 a b c d = [(b x c) x (a/12)] 

9% Debentures 12 months 30,00,000 9% 2,70,000 

Bank overdraft 9 months 4,00,000 12% 36,000 

 2 months 4,00,000 15% 10,000 

1 month  8,00,000 15%   10,000 

 46,00,000  3,26,000 
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Weighted average cost of borrowings 

= {30,00,000 x(12/12)} + {4,00,000 x (11/12)} + {8,00,000 x (1/12)} 

= 34,33,334 

Capitalization rate = (Weighted average amount of interest / Weighted average of 

general borrowings) x 100 

= (3,26,000 / 34,33,334) x 100 = 9.50% p.a. 

Question 3 

ABC Ltd. has taken a loan of USD 20,000 on ApriI 1, 20X1 for constructing a plant at an 

interest rate of 5 % per annum payable on annual basis. 

On April 1, 20X1, the exchange rate between the currencies i.e. USD vs Rupees was Rs. 45 

per USD. The exchange rate on the reporting date i.e. March 31, 20X2 is Rs. 48 per USD. 

The corresponding amount could have been borrowed by ABC Ltd. from State bank of India in 

local currency at an interest rate of 11% per annum as on ApriI 1, 20X1. 

Compute the borrowing cost to be capitalized for the construction of plant by ABC Ltd. (8 Marks 

April ‘19) 
 

Answer 3 

In the above situation, the Borrowing cost needs to determine for interest cost on such 

foreign currency loan and eligible exchange loss difference if any. 

(a) Interest on Foreign currency loan for the period: 

USD 20,000 x 5% = USD 1,000 

Converted in Rs. : USD 1,000 x Rs. 48/USD = Rs. 48,000 

Increase in liability due to change in exchange difference: 

USD 20,000 x (48 -45) = Rs. 60,000 

(b) Interest that would have resulted if the loan was taken in Indian Currency: 

USD 20,000 x Rs. 45/USD x 11% = R5. 99,000 

(c) Difference between Interest on Foreign Currency borrowing and local 

Currency borrowing 

Rs. 99,000-48,000 = Rs. 51,000 

Hence, out of Exchange loss of Rs. 60,000 on principal amount of foreign currency 

loan, only exchange loss to the extent of Rs. 51,000 is considered as borrowing costs. 

Total borrowing cost to be capitalized is as under : 

 

 Interest cost on borrowing                                            Rs. 48,000 

(a) Exchange difference to the extent considered b be 

an adjustment to Interest cost                                                Rs. 51,000 

              Rs. 99,000 

 The exchange difference of Rs. 51,000 has been capitalized as borrowing cost and the 

remaining Rs. 9,000 will be expensed off in the Statement of Prost and loss. 

Question 4 

An entity enters into 1,000 contract with customers. Each contract includes the sale of 

one product for Rs. 50 (1,000 total product X Rs. 50 = Rs. 50,000 total consideration). 
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Cash is received when control of a product transfers. The entity's customary business 

practice is to allow a customer t0 return any unused product within 30 days and receive 

a full refund. The entity's cost of each product is Rs. 30. 

The entity applies the requirements in Ind AS 115 to the portfolio of 1,000 contract 

because it reasonably expects that, in accordance with paragraph 4, the effects on the 

financial statements from applying these requirements to the portfolio would not differ 

materially from applying the requirement to the individual contracts within the portfolio. 

Since the contract allows a customer to return the products, the consideration received 

from the customer is variable. To estimate the variable consideration to which the entity 

will be entitled, the entity decides to use be expected clue method (see paragraph 53(a) 

of Ind AS 115) because it is the method that the entity expects to better predict the 

amount of consideration to which it will be enticed. Using the expected value method, 

the entity estimates that 970 product will not be returned. 

The entity estimates that the costs of recovering the product will be immaterial and 

expects that the returned products can be resold at a profit. 

Determine the amount of revenue, refund liability and the asset to be recognized by 

the entity for the said contracts. (6 Marks April ‘19) 

Answer 4 

The entity also considers the requirements in paragraphs 56—58 of Ind AS 115 on 

constraining estimates of variable consideration to determine whether the estimated 

amount of variable consideration of Rs. 48,500 (Rs. 50 X 970 products not expected to be 

returned) can be included in the transaction price. The entity considers the factors in 

paragraph 57 of Ind AS 115 and determines that although the returns are outside the entity's 

influence, it has significant experience in estimating returns for this product and customer 

class. In addition, the uncertainty Will be resolved within a short time frame (i.e. the 30-day 

return period). Thus, the entity concludes that it is highly probable that a significant reversal 

in the cumulative amount of revenue recognized (i.e. Rs. 48,500) will not occur as the 

uncertainty is resolved (i.e. over the return period). 

The entity estimates that the cost of recovering the product will be immaterial and expects 

that the returned products can be resold at a profit. 

Upon transfer of control of the 1,000 product, the entity does not recognize revenue for the 

30 products that it expects to be returned. Consequently, in accordance with paragraphs 55 

and B21 of Ind A$ 115, the entity recognizes ne following: 

(a) revenue of Rs. 48,500 (Rs. 50 X 970 products not expected to be returned); 

(b) a refund liability of Rs. 1,500 (Rs. 50 refund * 30 products expected to be 

returned); and 

(c) an asset of Rs. 900 (Rs. 30 X 30 products for its right to recover products from 

customers on setting the refund liability). 
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 Ind AS 36: Impairment of Assets 

Question 1 

PQR  Ltd. is  the company which has performed well in  the past but one of its  major  

assets, an item of equipment, suffered a significant and unexpected deterioration in  

performance. Management expects to use the machine for a further four years after 31 

March 2020, but at a reduced level. The equipment will be  scrapped  after  four  years.  

The financial accountant for  PQR Ltd. has produced a set of cash-flow projections for the 

equipment for the next four years, ranging from optimistic to pessimistic. CFO thought 

that the  projections  were too  conservative, and he intended to use the highest figures 

each year. These were as follows: 

 

 Rs. 

Year ended 31 March 2021 2,76,000 

Year ended 31 March 2022 1,92,000 

Year ended 31 March 2023 1,20,000 

Year ended 31 March 2024 1,14,000 

The above cash inflows should be assumed to occur on the last day of each financial 

year. The pre-tax discount rate is 9%. The machine could have been sold at 31 March 

2020 for Rs. 6,00,000 and related selling expenses in this regard could have been  Rs.  

96,000.  The  machine  was  revalued previously, and at 31 March 2020 an amount of Rs. 

36,000  was  held  in  revaluation surplus  in  respect  of  the  asset.    The  carrying  

value  of  the  asset  at  31  March  2020  was 

Rs. 6,60,000. The Indian government has indicated that it may compensate the company 

for any  loss in value of the assets up to its recoverable amount.(5 Marks Oct ‘20) 

Answer 1 

Carrying amount of asset on 31 March 2020 = Rs. 6,60,000 

Calculation of Value in Use 

 

Year ended Cash flow 

Rs. 

Discount factor @ 9% Amount 

Rs. 

31st March, 2021 2,76,000 0.9174 2,53,202 

31st March, 2022 1,92,000 0.8417 1,61,606 

31st March, 2023 1,20,000 0.7722 92,664 

31st March, 2024 1,14,000 0.7084 80,758 

Total (Value in Use) 5,88,230 

Calculation of Recoverable amount 

Particulars Amount (Rs.) 

Value in use 5,88,230 

Fair value less costs of disposal (6,00,000 – 96,000) 5,04,000 

Recoverable amount 

(Higher of value in use and fair value less costs of disposal) 

5,88,230 
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Calculation of Impairment loss 

Particulars Amount (Rs.) 

Carrying amount 6,60,000 

Less: Recoverable amount (5,88,230) 

Impairment loss   71,770 

Calculation of Revised carrying amount 

Particulars Amount (Rs.) 

Carrying amount 6,60,000 

Less: Impairment loss  (71,770) 

Revised carrying amount  5,88,230 

Calculation of Revised Depreciation: 

Revised carrying amount – Residual value 

Remaining life = (5,88,230 - 0) / 4 = Rs. 1,47,058 per annum 

Set off of Impairment loss: 

The impairment loss of Rs. 71,770 must first be set off against any revaluation surplus 

in relation to the same asset. Therefore, the revaluation surplus of Rs. 36,000 is 

eliminated against impairment loss, and the remainder of the impairment loss Rs. 

35,770 (Rs. 71,770 – Rs. 36,000)  is  charged  to  profit and loss. 

Treatment of Government compensation: 

Any compensation by government would be accounted for  as such when  it becomes 

receivable.  At this time, the government has only stated that it may reimburse the 

company and  therefore credit should not be taken for any potential government 

receipt. 

 

Question 2 

East Ltd. (East) owns a machine used in  the manufacture of  steering  wheels, which are 

sold  directly to major car manufacturers. 

 The machine was purchased on 1st April, 20X1 at a cost of Rs. 5,00,000 through a 

vendor financing arrangement on which interest is being charged at the rate of 

10 per cent per annum. 

 During the year ended 31st March, 20X3, East sold 10,000 steering wheels  at a  

selling  price of Rs. 190 per wheel. 

 The most recent financial budget approved by  East’s management,  covering  the  

period  1st April, 20X3 – 31st March, 20X8, including that the company expects 

to  sell  each  steering wheel for Rs. 200 during 20X3-X4, the price rising in later 

years in line with a forecast inflation of 3 per cent per annum. 

 During the year ended 31st March, 20X4, East  expects  to sell  10,000  steering  

wheels. The    number    is    forecast    to    increase    by    5   per     cent     each    

year    until 31st March, 20X8. 

 East estimates that each steering wheel costs Rs.  160  to  manufacture,  which 

includes  Rs. 110 variable costs, Rs. 30 share of fixed overheads and Rs. 20 

transport costs. 
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 Costs are expected to rise by 1 per cent during 20X4-X5, and then  by  2  per cent  

per annum until 31st March, 20X8. 

 During   20X5-X6,   the  machine   will   be   subject   to   regular   maintenance   

costing  Rs. 50,000. 

 In 20X3-X4, East expects to invest in new technology costing Rs.  1,00,000.  This 

technology will reduce the variable  costs  of  manufacturing  each  steering  wheel  

from  Rs. 110 to Rs. 100 and the share of fixed overheads from Rs. 30 to Rs. 15 

(subject to the availability of technology, which is still under development). 

 East is  depreciating  the  machine  using  the  straight  line  method  over  the  

machine’s  10 year estimated useful life. The current estimate (based on similar 

assets that have reached the end of their useful lives) of the disposal proceeds 

from selling the machine is Rs. 80,000 net of disposal costs. East expects to 

dispose of the machine at the end of March, 20X8. 

 East has determined a pre-tax discount rate of 8 per cent, which reflects the 

market’s assessment of the time value of money and the risks associated with 

this asset. 

Assume a  tax  rate  of  30%.  What  is  the value in use of  the machine in  accordance 

with Ind   AS 36? (10 Marks March ‘21) 

Answer 2 

Calculation of the value  in  use  of the  machine  owned  by East Ltd. (East)  includes the  

projected cash inflow (i.e. sales income) from the  continued  use  of  the  machine  and  

projected  cash outflows that are necessarily incurred to generate those cash inflows (i.e 

cost of goods sold). Additionally, projected cash inflows include Rs. 80,000 from the 

disposal  of the  asset in  March, 20X8. Cash outflows include routing capital expenditures 

of Rs. 50,000 in 20X5 -X6 

As per Ind AS 36, estimates of future cash flows shall not include: 

 Cash inflows from receivables 

 Cash outflows from payables 

 Cash inflows or outflows expected to arise from future  restructuring  to  which  an 

entity is not  yet committed 

 Cash inflows or outflows expected to arise from improving or enhancing the asset’s 

performance 

 Cash inflows or outflows from financing activities 

 Income tax receipts or payments. 

Hence in this case, cash flows do not include financing interest  (i.e.  10%),  tax  (i.e.  30%) 

and capital expenditures to which East has not yet committed (i.e. Rs. 100 000).  They also  

do  not include any savings in cash outflows from these capital expenditure, as required 

by Ind AS 36. 

The cash flows (inflows and outflows) are presented below in nominal terms. They include  

an increase of 3% per annum to the forecast  price  per  unit (B), in  line  with  forecast 

inflation. The  cash flows are discounted by applying a discount rate (8%) that is also 

adjusted for inflation. 

Note: Figures are calculated on full scale and then rounded off to the nearest absolute 

value. 
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Year ended 20X3-X4 20X4-X5 20X5-20X6 20X6-X7 20X7-X8 Value in 

use 

 Rs. Rs. Rs. Rs. Rs. Rs. 

Quantity (A) 10,000 10,500 11,025 11,576 12,155  

Price per 

unit(B) 

200 206 212 219 225  

Estimated cash 

inflows (C=A x B) 

20,00,000 21,63,000 23,37,300 25,35,144 27,34,875  

Misc. cash inflow 

disposal 

proceeds (D) 

    80 000  

Total 20,00,000 21,63,000 23,37,300 25,35,144 28,14,875  

estimated cash 

inflows 

(E=C+D) 

      

Cost per  unit 

(F) 

160 162 165 168 171  

Estimated cash 

outflows  (G   = A 

x F) 

(16,00,000) (17,01,000) (18,19,125) (19,44,768) (20,78,505)  

Misc. cash 

outflow: 

maintenance 

costs (H) 

  (50,000)    

Total 

estimated cash 

outflows 

(I=G+H) 

(16,00,000) (17,01,000) (18,69,125) (19,44,768) (20,78,505)  

Net cash flows 

(J=E-I) 

4,00,000 4,62,000 4,68,175 5,90,376 7,36,370  

Discount factor 

8% (K) 

0.9259 0.8573 0.7938 0.7350 0.6806  

Discounted 

future cash 

flows 

(L=J x K) 

3,70,360 3,96,073 3,71,637 4,33,926 5,01,173 20,73,169 

 

Question 3 

Himalaya Ltd. which is in a business of manufacturing and export of its product. Sometimes, 

back in 2016, the Government put restriction on export of goods exported by Himalaya Ltd. 

and due to that restriction Himalaya Ltd. impaired its assets. Himalaya Ltd. acquired 

identifiable assets won of Rs. 4,000 lakhs for Rs. 6,000 lakh at be end of the year 2012. The 

difference is treated a5 goodwill. The useful life of identifiable assets is 15 years and 

depreciated on straight line basis. When Government put the restriction at the end of 2016 

the company recognized the impairment loss by determining the recoverable amount of assets 

for Rs. 2,720 lakh. In 2018, Government lifted the restriction imposed on the export and due 

to this favorable change, Himalaya Ltd. re- estimate recoverable amount, which was estimated 

at Rs. 3,420 lakh. 

Required: 

(i) Calculation and allocation of impairment loss in 2016. 
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(ii) Reversal of impairment loss and its allocation as per AS 28 in 2018. (12 Marks April 

‘19) 
Answer 3 

(i) Calculation and allocation of impairment loss in 2016 (Amount in Rs. lakhs) 

 

 

 

Historical cost 2,000 4,000  

Accumulated depreciation/amortization (4 is.) 1600  2667 

Carrying amount before impairment 400 2,933  

Impairment loss* 400 2 3 613 

Carrying amount after impairment loss   2,720 2,720 

* Notes: 

1. As per para 87 of AS 28, an impairment loss should be allocated to reduce the carrying 

amount of the assets of the unit in the following order: 

(a) first, to goodwill allocated to the cash-generating unit (if any); and 

(b) then, to the other assets of the unit on a pro-rata basis based on the carrying amount of 

each asset in the unit. 

Hence, first goodwill is impaired at full value and then identifiable assets are impaired to 

arrive at recoverable value. 

2. Since the goodwill has arisen on acquisition of assets ,AS 14 comes into the picture. As per para 

19 of AS 14, goodwill shall amortize over a period not exceeding five years unless a somewhat 

longer period can be justified.  Therefore, the amortization per od of goodwill is considered as 

5 years. 

(ii) Carrying amount of the assets at the end of 2018 (Amount in Rs. lakhs) 

End of 2018 Goodwill Identifiable assets Total 

Carrying amount in 2018 0 2,225 2,225 

Add: Reversal of impairment 

loss(W.N.2)   

- 175 175 

Carrying amount after reversal of 

impairment loss 

- 2,400 2,400 

Working Note: 

1. Calculation of depreciation after impairmenttl1 2018 and reversal of impairment loss 

in 2018. 

Amount in Rs, lakhs 

 

 

Carrying amount after impairment loss in2016 

Goodwill 

 

0 

Identifiable 

assets 

2,720 

Total 

 

2,720 

Additional depreciation (i.e. (2,720/11)x 2) - 495 495 

Carrying amount 0 225 22 

Recoverable amount 

Excess of recoverable amount our caring amount 

  420 

   1,195 
 

 

 Good will Identifiable 

assets  

Total 
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2. Determination of the amount to be impaired by calculating depreciated historical 

cost of the identifiable assets without impairment at the end of 2018 

(Amount in Rs. lakhs) 

End of 2018 Identifiable assets 

Historical cost 4,000 

Accumulated depreciation (266.67 X 6 Years) = (1,600) 

Depreciated historical cost  2,400 

Carrying amount (in W.N.1) 2,225 

Amount of reversal of impairment loss 175 

Notes: 

1. As per para 107 of AS 28, in allocating a reversal of an impairment loss for a cash-

generating unit, the carrying amount of an asset should not be increased above the lower 
of: 

(a) its recoverable amount (if determinable); and 

(b) the carrying amount that would have been determined (net of amortization or 

depreciation) had no impairment loss been recognized for the asset in prior 

accounting periods. 

Hence impairment loss reversal is restricted to Rs. 175 lakhs only. 

2. The reversal of impairment loss took place in the 6th year. However, goodwill is amortized 
in 5 years. Therefore, there would be no balance in the goodwill account in the 6* year 

even without impairment Ioss. Hence in W.N. 2 above there is no column for recalculation 

of goodwill. 
 

Question 4 

Great Ltd., acquired a machine on 1st  April, 2012 for Rs. 7 crore that had an estimated useful 

life  of 7 years. The machine is depreciated on straight line basis and does not carry any 

residual value. On 1st April, 2016, the carrying value of the machine was reassessed at  Rs. 

5.10 crore  and the surplus arising out of the revaluation being credited to revaluation 

reserve. For the year ended March 2018, conditions indicating an impairment of the machine 

existed and the amount recoverable ascertained to be only Rs. 79 lakhs. 

Calculate the loss on impairment of the machine and show how this loss is to be treated in 

the books of Great Ltd. Great Ltd., had followed the policy of writing down the revaluation 

surplus   by  the increased charge of depreciation resulting from  the revaluation. (10 Marks 

Aug ‘18) 

Answer 4 

Statement Showing Impairment Loss 

(Rs. in crores) 

Carrying amount of the machine as on 1st April, 2012 7.00 
  

Depreciation for 4 years i.e.2012-2013 to 2015-2016 ⌊7 𝐶𝑟𝑜𝑟𝑒𝑠7 𝑦𝑒𝑎𝑟𝑠 ×4 𝑦𝑒𝑎𝑟𝑠⌋ 
 

 

(4.00) 

Note: It is assumed that the restriction by the Government has been liked at the end 

of the year 2018. 
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Carrying amount as on 31.03.2016 3.00 

Add: Upward Revaluation (credited to Revaluation Reserve 

account) 

  2.10 

Carrying amount of the machine as on 1st April 2016 (revalued) 5.10 

Less: Depreciation for 2 years i.e. 2016-2017 & 2017-2018 
 ⌊5.10 𝐶𝑟𝑜𝑟𝑒𝑠3 𝑦𝑒𝑎𝑟𝑠 × 2 𝑦𝑒𝑎𝑟𝑠⌋ 

 

 

  (3.40) 

Carrying amount as on 31.03.2018 1.70 

Less: Recoverable amount  (0.79) 

Impairment loss 0.91 

Less: Balance in revaluation reserve as on 31.03.2018:  

Balance in revaluation reserve as on 31.03.2016 2.10  

Less: Enhanced depreciation met from revaluation reserve  

2016-2017 & 2017-2018 = [(1.70 – 1.00) x  2 years] (1.40)  

Impairment loss set off against revaluation reserve balance as per 

para 

58 of AS 28 “Impairment of Assets” 

 

(0.70) 

Impairment Loss to be debited to profit and loss account    0.21 
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Chapter 16  

 Ind AS 38: Intangible Assets 

Question 1 

A Ltd. intends to open a new retail store  in a new location in the  next  few weeks.  It  has spent 

a substantial sum on a series of television advertisements  to promote  this new store. It has 

paid for advertisements costing Rs. 8,00,000 before 31st  March, 20X2.  Rs. 7,00,000 of this sum 

relates to advertisements shown before 31st March, 20X2 and Rs. 1,00,000 to advertisements 

shown in April, 20X2. Since 31st March, 20X2, A Ltd. has paid for further advertisements costing 

Rs. 4,00,000. The accountant charged all  these  costs  as expenses in the year to 31 March 

20X2. However, CFO of A Ltd. does not want to charge Rs.12,00,000 against my 20X1-20X2 

profits. He believes that these costs can be carried forward as intangible assets because the 

company’s market research indicates that  this new store is likely to be highly successful. (6 

Marks Nov ‘19) 
 

Answer 1 

Ind AS 38 specifically prohibits recognising advertising expenditure as an intangible asset. 

Irrespective of success probability in future, such expenses have to be recognized in profit or 

loss. Therefore, the treatment given by the accountant is  correct since  such costs should be 

recognised as expenses. 

However, the costs should be recognised on an accruals basis. 

Therefore, of the advertisements paid for before 31st March, 20X2, Rs. 7,00,000 would be 

recognized  as  an  expense  and  Rs.  1,00,000  as  a  pre-payment  in  the  year  ended  31st 

March 20X2. 

Rs. 4,00,000 cost of advertisements paid for since 31st March, 20X2 would be charged as 

expenses in the year ended 31st March, 20X3. 

 

Question 2 

CARP   Ltd.   is   engaged   in   developing computer  software. The expenditures incurred 

by CARP Ltd. in pursuance of its development of software is given below: 

(i) Paid Rs. 1,50,000 towards salaries of the program designers. 

(ii) Incurred Rs. 3,00,000 towards other cost of completion of program design. 

(iii) Incurred Rs. 80,000 towards cost of coding and establishing technical feasibility. 

(iv) Paid Rs. 3,00,000 for other direct cost after establishment of technical feasibility. 

(v) Incurred Rs. 90,000 towards other testing costs. 

(vi) A focus group of other software developers was invited to a conference for the 

introduction    of this new software. Cost of the conference aggregated to Rs. 60,000. 

(vii) On 15 March 2020, the development phase was completed and a cash flow budget was 

prepared. 

Net profit for the year 2019-2020 was estimated to be equal to Rs. 30,00,000. 

How CARP Ltd. should account for the above-mentioned cost as per relevant Ind AS? (4 

Marks Oct ‘20) 
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Answer 2 

Costs incurred in creating computer software, should be charged to research & development 

expenses when incurred until technical feasibility/asset recognition criteria have been 

established for the product. Here, technical feasibility is established after completion of 

detailed program design. 

In this case, Rs. 5,30,000 (salary cost of Rs. 1,50,000, program design cost of Rs. 3,00,000 and 

coding and technical feasibility cost of  Rs. 80,000) would be recorded as expense in Profit 

and Loss since   it belongs to research phase. 

Cost incurred from the point of technical feasibility are capitalized as software costs. But the 

conference cost of Rs.60,000 would be expensed off. 

In this situation, direct cost after establishment of technical feasibility of Rs.  3,00,000  and  

testing cost of Rs. 90,000 will be capitalized. 

The cost of software capitalized is = Rs. (3,00,000 + 90,000) = Rs. 3,90,000. 
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Chapter 17 

 Ind AS 40: Investment Property 

Question 1 

Shaurya Limited owns Building A which is specifically used for the purpose of  earning 

rentals.   The Company has not been using the building A or any of its facilities for its own 

use for a long  time. The company is also exploring the opportunities to sell the building if it 

gets the reasonable amount in consideration. 

Following information is relevant for Building A for the year ending 31st March, 20X2: 

Building A was purchased 5 years ago at the cost of  Rs.10  crore and building life is  estimated 

to be 20 years. The company follows straight line method for depreciation. 

During the year, the company has invested in another Building B with the purpose to hold it 

for capital   appreciation.   The   property   was   purchased   on   1st   April,   20X1   at   the   

cost   of Rs. 2 crore. Expected life of the building is 40 years. As usual, the company follows 

straight line method of depreciation. 

Further, during the year 20X1-20X2, the company earned / incurred following direct operating 

expenditure relating to Building A and Building B: 

 

Rental income from Building A =  Rs. 75 lakh 

Rental income from Building B =  Rs. 25 lakh 

Sales promotion expenses 

Fees & Taxes 

= 

= 

 Rs. 5 lakh 

Rs. 1 lakh 

Ground rent =  Rs. 2.5 lakh 

Repairs & Maintenance 

Legal & Professional 

= 

= 

 Rs. 1.5 lakh 

Rs. 2 lakh  

Commission and brokerage = Rs. 1 lakh 

The company does not have any restrictions and contractual obligations against buildings - A and 

B. For complying with the requirements of Ind AS,  the  management  sought  an  independent 

report from the specialists so as to ascertain the fair value of  buildings  A  and  B.  The 

independent valuer has valued the fair value of property as per  the  valuation  model 

recommended by International valuation standards committee. Fair value has been computed 

by the method by streamlining present value of future cash flows namely, discounted cash flow 

method. 

The other key inputs for valuation are as follows: 

The estimated rent per month  per square feet  for the period is expected to  be  in the range of    

Rs. 50 -  Rs. 60.   It is further expected to grow at the rate of 10 percent per annum for each of         

3 years. The weighted discount rate used is 12% to 13%. 

Assume that the fair value of properties based on  discounted cash flow method is  measured 

at  Rs. 10.50 crore on 31st March, 20X2. 

What would be the treatment of Building A and Building B in the balance sheet  of  Shaurya 

Limited? Provide detailed disclosures and computations in line with relevant Indian accounting 

standards. Treat it as if you are preparing a separate note or schedule, of the given assets in the 
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balance sheet. (8 Marks May ‘21) 

Answer 1 

Investment property is held to earn rentals or for capital appreciation or both. Ind AS 40 shall 

be applied in the recognition, measurement and disclosure of investment property. An 

investment property shall  be  measured  initially  at  its  cost.  After initial recognition, an 

entity shall measure all of its investment properties in accordance with the requirement of 

Ind AS 16 for cost model. 

The measurement and disclosure of Investment property as per Ind AS 40 in the  balance  

sheet would be depicted as follows: 

INVESTMENT PROPERTIES: 

 

Particulars Period ended 31st 

March, 20X2 (Rs.  in 

crore) 

Gross Amount:  

Opening balance (A) 10.00 

Additions during the year (B)  2.00 

Closing balance (C) = (A) + (B) 12.00 

Depreciation:  

Opening balance (D) 2.50 

Depreciation during the year (E) (0.5 + 0.05) 0.55 

Closing balance (F) = (D) + (E) 3.05 

Net balance (C) - (F) 8.95 

The   changes   in   the    carrying    value    of    investment    properties    for    the    year    

ended 31st March, 20X2 are as follows: 

Amount recognised in Profit and Loss with respect to Investment Properties 

 

Particulars Period ending 31st 

March, 20X2 (Rs. in 

crore) 

Rental income from investment properties (0.75 + 0.25) 1.00 

Less: Direct operating expenses generating rental

 income (5+1+2.5+1.5+2+1) 

 

(0.13) 

Profit from investment properties before depreciation and 

indirect expenses 

 

0.87 

Less: Depreciation (0.55) 

Profit from earnings from investment  properties  before  indirect 

expenses 

 

   0.32 

Disclosure Note on Investment Properties acquired by the entity 

The investment properties consist Property A and  Property  B.  As  at 31st  March, 20X2, 

the  fair value of the properties is Rs.10.50  crore.  The  valuation  is  performed  by  

independent  valuers, who are specialists in valuing investment properties. A valuation 

model as recommended by International Valuation Standards Committee has  been  

applied.  The  Company considers factors like management intention, terms of rental 

agreements, area leased out, life of the assets etc. to determine classification of assets as 
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investment properties. 

The Company has no restrictions on the realisability  of  its  investment  properties  and  

no contractual obligations to purchase, construct or develop investment properties or for 

repairs, maintenance and enhancements. 

Description of valuation techniques used and key inputs to valuation on investment 

properties: 

 

Valuation 

technique 
Significant unobservable inputs Range(Weighted 

average) 

Discounted 

cash flow (DCF) 

method 

- Estimated rental value per sq.  ft.  per 

month 

- Rent growth per annum 

- Discount rate 

- Rs. 50 to Rs. 60 

 

- 10% every 3 years 

- 12% to 13% 
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Chapter 18 

Ind AS 105: Non-Current Assets held for Sale and Discontinued Operations 

Question 1 

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 April ‘18) 
Answer 1 

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 

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. 

 

Question 2 

On June 1, 20X2, entity D Limited plans to sell a group of assets and liabilities, which is 
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classified as a disposal group.  On July  31, 20X2, the Board of  Directors approved and 

committed to the  plan to sell the manufacturing unit by entering into a firm purchase 

commitment with entity G Limited. 

However, since the manufacturing unit is regulated, the approval from the regulator is 

needed for sale. The approval from the regulator is customary and highly probable to be 

received by  November 30, 20X2 and the sale is expected to be completed by 31st March, 

20X3. Entity  D  Limited follows December year end. The assets and liabilities attributable to 

this manufacturing unit are as under: 

(` in lakh) 

 

Particulars Carrying value as on 

31st December, 

20X1 

Carrying value as on 

31st July, 20X2 

Goodwill 1,000 1,000 

Plant and Machinery 2,000 1,800 

Building 4,000 3,700 

Debtors 1,700 2,100 

Inventory 1,400 800 

Creditors (600) (500) 

Loans (4,000) (3,700) 

Net    5,500    5,200 

The fair value of the manufacturing unit as on December 31, 20X1 is ` 4,000 lakh and as 

on July 31, 20X2 is ` 3,700 lakh.  The cost to sell is ` 200 lakh on both these dates.   The 

disposal group   is not sold at, the period end i.e., December 31, 20X2.  The fair value as 

on 31st December, 20X2  is lower than the carrying value of the disposal group as on 

that date. 

Required: 

(i) Assess whether the manufacturing unit can be classified as held for sale  and  

reasons thereof. If yes, then at which date? 

(ii) The measurement of the manufacturing unit as on the date of classification as 

held for sale. 

(iii) The measurement of the manufacturing unit as at the end of the year. (10 

Marks Nov 21) 

Answer 2 

(i) Assessment of manufacturing unit whether to be classified as held for sale 

The manufacturing unit can be classified as held for sale due to the following reasons: 

(a) The disposal group is available for immediate sale and in its present condition. The 

regulatory approval is customary and it is expected to be received in  one year. The  

date at which the disposal group is classified as held for sale will be 31st July, 20X2, 

i.e. the date at which management becomes committed to the plan. 

(b) The sale is highly probable as the appropriate level of management i.e., board of 

directors in this case have approved the plan. 

(c) A firm purchase agreement has been entered with the buyer. 

(d) The sale is expected to be complete by 31st March, 20X3, i.e., within one year from 
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the date of classification. 

(ii) Measurement of the manufacturing unit as on the date of  classification as  held for  sale 

Following steps need to be followed: 

Step 1: Immediately before the initial classification of the asset (or disposal group) 

as held   for sale, the carrying amounts of the asset (or all the assets and liabilities 

in the group) shall be measured in accordance with applicable Ind AS. 

This has been done and the carrying value of the disposal group as on 31st July, 

20X2 is determined  at  `   5,200   lakh.   The   difference   between   the   carrying   

value   as   on  31st December, 20X1 and 31st July, 20X2 is accounted for as per Ind 

AS 36. 

Step 2: An  entity shall measure a  non-current asset (or disposal group) classified 

as  held  for sale at the lower of its carrying amount and fair value less costs to 

sell. 

The   fair   value   less   cost   to   sell   of   the   disposal   group   as   on   31st    July,   

20X2 is 

`  3,500  lakh  (i.e.  `  3,700  lakh  -  `  200  lakh).   This  is  lower than  the  carrying 

value  of 

` 5,200 lakh. Thus, an impairment loss needs to be recognised and allocated first 

towards goodwill and thereafter pro-rata between assets of the disposal group 

which are within the scope of Ind AS 105 based on their carrying value. 

Thus, the assets will be measured  as under: (` in lakh) 

 

Particulars Carrying value – 

31st July, 20X2 

Impairment Carrying value as 

per Ind AS 105 – 

31st July, 20X2 

Goodwill 

 

 

Plant and Machinery 

 

 

Building 

Debtors 

Inventory 

Creditors Loans 

1,000 

 

 

1,800 

 

 

3,700 

2,100 

800 

(500) 

(3,700) 

   5,200 

(1,000) 

(Refer WN) 

(229) 

(Refer WN) 

(471) 

- 

- 

- 

  - 

(1,700) 

- 

 

 

1,571 

 

 

3,229 

2,100 

800 

(500) 

(3,700) 

   3,500 

Working Note: 

(i) Allocation of impairment loss to Plant and Machinery and Building 

After adjustment of impairment loss of ` 1,000 lakh from the full value of goodwill, 

the balance ` 700 lakh (` 1,700 lakh – ` 1,000 lakh) is allocated to plant and machinery 

and Building on proportionate basis. 

Plant and machinery – ` 700 lakh x ` 1,800 lakh / ` 5,500 lakh = ` 229 lakh (rounded 
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off) Building – ` 700 lakh x ` 3,700 lakh / ` 5,500 lakh = ` 471 lakh (rounded off) 

(ii) Measurement of the manufacturing unit as on the date of classification as at the year 

end 

The measurement as at the year-end shall be on similar lines as done above. 

The assets and liabilities in the disposal group not within the scope of this Standard 

are measured as per the respective standards. 

The fair value less cost to sell of the disposal group as a whole is calculated. This 

fair value less cost to sell as at the year-end shall be compared with  the carrying 

value as at  the  date of classification as held for sale. It is provided that the fair 

value as on the year end is less  than the carrying amount as on that date – thus the 

impairment loss shall be allocated in the same way between the assets of the 

disposal group falling within the scope of this standard  as shown above. 

Measurement of the manufacturing unit as on the date of classification as at the 

year-end  shall be on similar lines as done above. 
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Chapter 19  

 Ind AS 41: Agriculture 

Question 1 

A farmer owned a dairy herd of three years old cattle as at 1 st April, 20X1 with a fair value 

of Rs. 13,750 and the number of cattle in the herd was 250. 

The fair value of three year cattle as at 31st March, 20X2 was Rs. 60 per cattle. The fair 

value of four year cattle as at 31st March, 20X2 is Rs. 75 per cattle. 

Calculate the measurement of group of cattle as at 31st March, 20X2 stating price and 

physical change separately. (4 Marks April ‘21) 

 

Answer 1 

Particulars Amount (Rs.) 

Fair value as at 1st April, 20X1 13,750 

Increase due to Price change [250 x {60 - (13,750/250)}] 1,250 

Increase due to Physical change [250 x {75-60}]   3,750 

Fair value as at 31st March, 20X2  18,750 

 

Question 1 

Entity A purchased cattle at an auction on 30th June 20X1 

Purchase price at 30th June 20X1 ` 1,00,000 

Costs of transporting the cattle back to the entity’s farm ` 1,000 

Sales price of the cattle at 31st March, 20X2 ` 1,10,000 

The company would have to incur similar transportation costs if it were to  sell  the  cattle  

at auction, in addition to an auctioneer’s fee of 2% of sales price. The auctioneer charges 
2% of the selling price, from both, the buyer as well as the seller.  

Calculate the amount at which cattle is to be recognised in  books  on  initial  recognition 

and at  year end 31st  March, 20X2. (4 Marks Nov 21) 

Answer 1 

Initial recognition of cattle 

 ` 

Fair value less costs to sell (`1,00,000 – `1,000 - `2,000) 97,000 

Cash outflow (`1,00,000 + `1,000 + `2,000) 1,03,000 

Loss on initial recognition 6,000 

Cattle Measurement at year end  

Fair value less costs to sell (`1,10,000 – 1,000 – (2% x 1,10,000)) 1,06,800 

At 31st March, 20X2, the cattle is measured at fair value of ` 1,09,000 less the estimated 

auctioneer’s fee of ` 2,200). The estimated transportation costs of  getting  the  cattle  to  
the auction of ` 1,000 are deducted from the sales price in determining fair value.  
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Chapter 20 

 Ind AS 19: Employee Benefits 
Question 1 

A Ltd. had on 1st April, 2015 granted 1,000  share  options  each to  2,000 employees.  The 

options are due to vest on 31st March, 2018 provided the employee remains in employment 

till 31st March, 2018. 

On 1st April, 2015, the Directors  of  Company estimated  that  1,800  employees  would  qualify  

for the option on 31st March, 2018. This estimate was amended to 1,850 employees on 31st  

March, 2016 and further amended to 1,840 employees on 31st March, 2017. 

On 1st April, 2015, the fair value  of an option  was Rs.  1.20.  The fair  value  increased  to  Rs.  

1.30 as on 31st March, 2016 but due to challenging business conditions, the  fair  value  

declined thereafter. In September 2016, when the fair value of an option  was  Rs.  0.90,  the  

Directors repriced the option and this caused the fair value to increase to Rs. 1.05.  Trading 

conditions improved in the second half of the year and by 31st March, 2017 the fair value of 

an option was Rs.1.25. QA Ltd. decided that additional cost incurred due to repricing of the 

options on 30th September, 2016 should be spread  over  the remaining vesting  period from 

30th  September,  2016  to 31st March, 2018. 

The Company has requested you to suggest the suitable accounting  treatment  for  these 

transaction as on 31 st  March, 2017.  (6 Marks May’19) 

Answer 1 

Paragraph 27 of Ind AS 102 requires the entity to recognise the effects of  repricing  that 

increase the total fair value of the share-based payment arrangement or are otherwise  

beneficial to the employee. 

If the repricing increases the fair  value  of the  equity  instruments  granted  paragraph  B43(a) 

of Appendix B requires the entity to include the incremental fair value granted (ie the 

difference between the fair value of the repriced equity instrument  and that  of the  original 

equity instrument, both estimated as at the date of the  modification)  in the  measurement 

of the amount recognised for services received as consideration for the equity instruments 

granted. 

If the repricing occurs during the vesting period, the  incremental  fair  value  granted  is 

included in the measurement of the amount  recognised  for  services  received  over  the 

period from the repricing date until the date when the repriced equity instruments vest, in 

addition to the amount based on the grant date fair value of the original equity instruments, 

which is recognised over the remainder of the original vesting period. 

Accordingly,  the amounts recognized in years  1 and 2 are as follows: 

Year Calculation Compensation 

expense for 

period 

Cumulative 

compensation 

expense 

  Rs. Rs. 

1 [1,850 employees× 1,000 options × Rs. 1.20] × 1/3 7,40,000 7,40,000 

2 (1,840  employees×  1,000  options  × [(Rs.1.20 

× 2/3)+  {(Rs.1.05  - 0.90)  ×0.5/1.5}]  – 7,40,000 

8,24,000 15,64,000 
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Question 2 

RKA Private Ltd is an old company established in 1995. The company started with a very small 

capital base and today it is one of the  leading companies in India  in its  industry.  The 

company has an annual turnover of Rs. 11,000 crores  and planning to  get  listed  in the next 

year. 

The company has a large employee base. The company provided a defined benefit  plan  to 

its employees. Following is the information relating to the balances of the fund’s assets and 
liabilities  as at  1st  April,  20X1 and 31st  March, 20X2. Rs. in lacs 

 

Particulars 1st 

April, 

20X1 

31st 

March, 

20X2 

Present value of benefit obligation 1,400 1,580 

Fair value of plan assets 1,140 1,275 

For the financial year ended 31st March, 20X2, service cost was Rs. 55 lacs. The company 

made a contribution of an amount of Rs. 111 lacs to the plan. No  benefits  were  paid  during 

the year. 

Consider a discount rate of 8%. 

As per Ind AS, you are required to - 

(a) Compute the balance(s) of the company to  be  included its  balance  sheet  as  on 31st 

March, 20X2 and amounts to be recognized in the statement of  profit  and loss and 

other comprehensive income for the year ended 31st March, 20X2. 

(b) Give  the  journal entries in  respect of amount(s) to be recognized.(8 Marks Oct‘19) 
Answer 2 

(a) Extract of the Balance Sheet of RKA Private Ltd as at 31st March, 20X2 

Rs. in lacs 

Closing net defined liability (1,580 – 1,275) lacs 305 

Extract of the Statement of Profit or Loss of RKA Private Ltd for the year  ended 31st 

March, 20X2 

 

Particulars Rs. in lacs 

Service cost 55 

Net interest (Refer W.N.1) 21 

Profit or loss 76 

Other comprehensive income:  

Remeasurements (Refer W.N.2)   80 

Total 156 

(b) Journal entries in the books of RKA Private Ltd 

 

Particulars Rs in lacs Rs in lacs 

Profit & Loss Dr. 76  

Other comprehensive income Dr. 80  

To Cash (Contribution)  111 
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To Net defined benefit liability (Refer WN 3)  45 

Working Notes: 

1. Computation of Net interest taken to the Statement of Profit or Loss 

= Discount rate x Opening net defined benefit liability 

= 8% x (1,400 – 1,140) lacs 

= 8% x 260 lacs 

= 21 lacs (Rounded off to nearest lacs) 

2. Computation of Remeasurements 

Actuarial gain or loss on defined benefit liability: 

Particulars Rs. in lacs 

Opening balance of liability 1,400 

Current service cost 55 

Interest on opening liability (1,400 x 8%) 112 

Actuarial loss (Bal. fig)     13 

Closing balance of liability 1,580 

Actual return on plan assets: 

Particulars Amount Rs. In lacs 

Opening balance of asset 1,140 

Cash contribution 111 

Actual return (Bal. fig)     24 

Closing balance of asset 1,275 

Net interest on opening balance of plan asset = Rs. 91 lacs (i.e.  Rs. 1,140  lacs x  8%) 

(Rounded off to nearest lacs) 

Hence there is a decrease in plan assets due to remeasurement for which 

computation is as follows: 

Actual Return – Net interest on opening plan asset 

= Rs. 24 lacs – Rs. 91 lacs 

= Rs. 67 lacs. 

Net remeasurement would be computed as follows: 

Actuarial loss on liability + Loss on return 

= Rs. 13 lacs + Rs. 67 lacs 

= Rs. 80 lacs. 

Computation of increase/ decrease in net defined benefit liability: 

Particulars ` in lacs 

Opening net liability (` 1,400 lacs – ` 1,140 lacs) 260 

Closing net liability (` 1,580 lacs – ` 1,275 lacs) 305 

Increase in liability   45 
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Question 3 

An entity which follows its financial year as per the calendar year grants 1,000 share 

appreciation rights (SARs) to each of its 40 management employees as on 1st January 20X5.  

The SARs  provide the employees with the right to receive (at the date when the rights are 

exercised) cash equal to intrinsic value of the entity’s share price. All of the rights vest on 31st 

December 20X6; and they can be exercised during 20X7  and  20X8.  Management estimates 

that,  at  grant date, the fair value of each SAR is Rs. 11; and it estimates that 10% of the 

employees will leave evenly during the two-year period. The fair values of the SARs at each 

year end are shown below: 

 

Year Fair value at year end 

31 December 20X5 12 

31 December 20X6 8 

31 December 20X7 13 

31 December 20X8 12 

10% of employees left before the end of 20X6.  On 31st  December 20X7 (when the intrinsic 

value  of each SAR was Rs. 10), six employees exercised their options and remaining 

employees exercised their options at the end of 20X8 (when the intrinsic value of each SAR 

was equal to the fair value of Rs. 12). 

How much expense and liability is to be recognized at the end of each year? Also pass Journal 

entries.(10 Marks May ‘20) 

Answer 3 

The amount recognized as an expense in each year and as a liability at  each  year  end is  as  

follows: 

Year Expense 

Rs. 

Liability 

Rs. 

Calculation of Liability 

31 December 20X5 2,16,000 2,16,000 = 36 x 1,000 x 12 x ½ 

31 December 20X6 72,000 2,88,000 = 36 x 1,000 x 8 

31 December 20X7 1,62,000 3,90,000 =30 x 1,000 x 13 

Expense comprises an increase in the 

liability of Rs. 102,000 and cash paid to 

those     exercising     their     SARs     of  Rs. 

60,000(6 x 1,000 x 10). 

31 December 20X8 (30,000) 0 Liability extinguished. 

Excess liability reversed, because  cash paid  

to  those  exercising   their   SARs   Rs. 

3,60,000 (30 x 1,000x 12) was less  than the 

opening liability Rs.3,90,000. 

Journal Entries 

31 December 20X5 

Employee benefits expenses Dr. 2,16,000  

2,16,000 
To Share based payment liability  

(Fair value of the SAR recognized)  

31 December 20X6 

Employee benefits expenses Dr. 72,000  

72,000 
To Share based payment liability  
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(Fair value of the SAR re-measured)  

31 December 20X7 

Employee benefits expenses Dr. 1,62,000  

To Share based payment liability   1,62,000 

(Fair value of the SAR recognized)    

Share based payment liability Dr. 60,000  

To Cash   60,000 

(Settlement of SAR)    

31 December 20X8 

Share based payment liability Dr. 30,000  

30,000 
To Employee benefits expenses  

(Fair value of the SAR recognized)  

Share based payment liability To 

Cash 

(Settlement of SAR) 

Dr. 3,60,000  

3,60,000 

 

Question 4 

On 1 April 20X1, the fair value of the assets of XYZ Ltdʼs defined benefit plan were valued 

at Rs.20,40,000 and the present value of the defined obligation was Rs.21,25,000. On 

31stMarch,20X2 the plan received contributions from XYZ Ltd amounting to Rs. 4,25,000 

and paid out benefits  of  Rs.  2,55,000. The current service cost for the financial year ending 

31  March  20X2 is Rs. 5,10,000. An interest rate  of 5% is to be  applied to the plan assets 

and obligations.  The fair value of the planʼs assets at 31 March 20X2 was Rs.23,80,000, and 

the present value of the defined benefit obligation was Rs.27,20,000. Provide a 

reconciliation  from  the  opening balance to the closing balance for Plan assets and Defined 

benefit obligation. Also  show how much amount should be recognised in the statement of 

profit and loss, other comprehensive  income and balance sheet? (6 Marks May ‘20) 

Answer 4 

Reconciliation of Plan asset and Defined benefit obligations 

 

 Plan Asset 

Rs. 

Defined benefit 

obligations 

Rs. 

Fair value/present value as at 1st April 20X1 20,40,000 21,25,000 

Interest @ 5% 1,02,000 1,06,250 

Current service cost  5,10,000 

Contributions received 4,25,000 - 

Benefits paid (2,55,000) (2,55,000) 

Return on gain (assets) (balancing figure) 68,000 - 

Actuarial Loss (balancing figure) - 2,33,750 

Closing balance as at March 31,20X2 23,80,000 27,20,000 

In the Statement of Profit and loss, the following will be recognized: 

Rs. 
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Current service cost 5,10,000 

Net interest on net defined liability (Rs.  1,06,250–Rs. 1,02,000) 4,250 

Defined benefit re-measurements recognised in other comprehensive income: 

Rs. 

Loss on defined benefit obligation (2,33,75) 

Gain on plan assets 68,000 

 (1,65,75) 

In the Balance sheet, the following will be recognised:  

 Rs. 

Net defined liability (Rs. 27,20,000 – Rs. 23,80,000) 3,40,000 

 

Question 5 

On 1 April 2019, the fair value of the assets of XYZ Ltd.ʼs defined benefit plan were valued 

at 

Rs.   20,40,000   and   the   present   value   of   the   defined   obligation   was   Rs.   21,25,000.  

On 31 March 2020 the plan received contributions from XYZ Ltd. amounting to Rs.  4,25,000 

and paid  out benefits  of Rs. 2,55,000.  The current service cost for the  financial year  ending 

31  March 2020 is Rs. 5,10,000. An interest rate of 5% is to be applied to the plan assets and 

obligations. The fair value of the planʼs assets at 31 March 2020 was Rs. 23,80,000, and the 

present  value  of  the  defined benefit obligation was Rs. 27,20,000. Provide a reconciliation 

from the opening balance to  the closing balance for Plan assets and Defined benefit 

obligation. Also show how much amount should be recognized in the statement of profit and 

loss, other comprehensive income  and  balance sheet?(5 Marks Oct ’20) 

Answer 5 

Reconciliation of Plan assets and Defined benefit obligation 

 

 Plan Assets 

 

Rs. 

Defined benefit 

obligation 

Rs. 

Fair value/present value as at 1st April 2019 20,40,000 21,25,000 

Interest @ 5% 1,02,000 1,06,250 

Current service cost  5,10,000 

Contributions received 4,25,000 - 

Benefits paid (2,55,000) (2,55,000) 

Return or gain (assets) (balancing figure) 68,000 - 

Actuarial Loss (balancing figure) - 2,33,750 

Closing balance as at 31 March 2020 23,80,000 27,20,000 

In the Statement of Profit and loss, the following will be recognized: Rs. 

Current service cost 5,10,000 

Net interest on net defined liability (Rs. 1,06,250 – Rs. 1,02,000) 4,250 

Defined benefit re-measurements recognized in Other Comprehensive Income: 
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Rs. 

Loss on defined benefit obligation (2,33,750) 

Gain on plan assets   68,000 

 (1,65,750) 

In the Balance sheet, the following will be recognized :  

 Rs. 

Net defined liability (Rs. 27,20,000 – Rs. 23,80,000) 

 

3,40,000 

 

Question 6 

Mr. Niranjana is working for InfoTech Ltd. Consider the following particulars: 

 

 Year 20X0-20X1 Year 20X1-20X2 

Annual salary Rs. 30,00,000 Rs. 30,00,000 

No. of working days during the year 300 days 300 days 

Leave allowed 10 days 10 days 

Leave taken 7 days 13 days 

Leave unutilized carried forward to next 

year 

3 days NIL 

Based on past experience, Infotech Ltd. assumes that Mr. Niranjan will avail the unutilized 

leaves of 3 days of 20X0-20X1 in 20X1-20X2. 

Infotech Ltd. contends that it will record Rs. 30,00,000 as employee benefits expense in 

each of the years 20X0-20X1 and 20X1-20X2, stating that the leaves will, in any case, be 

utilized by 20X1-20X2. 

Comment on the accounting treatment proposed to be followed by Infotech Ltd. Also pass 

journal entries for both the years. (8 Marks April ‘21) 

 

Answer 6 

Particulars Year 20X0-20X1 Year 20X1-20X2 

Annual Salary Rs. 30,00,000 Rs. 30,00,000 

No. of working days (A) 300 days 300 days 

Leaves Allowed 10 days 10 days 

Leaves Taken (B) 7 days 13 days 

Therefore, No. of days worked (A – B) 293 days 287 days 

Expense proposed to be recognized by 

InfoTech Ltd. 

Rs. 30,00,000 Rs. 30,00,000 

Based on the evaluation above, Mr. Niranjan has worked for 6 days more (293 days  –  

287 days) in 20X0-20X1 as compared to 20X1-20X2. 

Since he has worked more in 20X0-20X1 as compared to 20X1-20X2, the accrual 

concept requires that the expenditure to be recognized in 20X0-20X1 should be more 

as compared to 20X1-20X2. 

Thus, if Infotech Ltd. recognizes the same expenditure of Rs. 30,00,000 for each year, 

it would be in violation of the accrual concept. 
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The expenditure to be recognized will be as under: 

 

Particulars Year 20X0-20X1 Year 20X1-20X2 

Annual salary (A) Rs. 30,00,000 Rs. 30,00,000 

No. of working days (B) 300 days 300 days 

Salary cost per day (A ÷ B) Rs. 10,000 per day Rs. 10,000 per day 

No. of days worked (from above) 293 days 287 days 

Expense to be recognised: 

In 20X0-20X1:Rs. 30,00,000 + [Rs. 10,000 

per 

day x 3 days (leaves unutilized expected to 

be utilized subsequently)] 

 

 

Rs. 30,30,000 

 

In 20X1-20X2:Rs. 30,00,000 – [Rs. 10,000 

per 

day – 3 days (excess leave utilized in 20X1-

20X2)] 

  

Rs. 29,70,000 

 

Journal Entry for 20X0-20X1 

Employee Benefits Expense Account Dr. 30,30,000 

To Bank Account 30,00,000 

To Provision for Leave Encashment 30,000 

Journal Entry for 20X1-20X2 
Employee Benefits Expense Account Dr. 29,70,000  

Provision for Leave Encashment Account Dr. 30,000  

To Bank Account   30,00,000 

 

Question 7 

An employee Roshan has joined a company XYZ Ltd. in the year 2018. The annual 

emoluments  of Roshan as decided is Rs. 14,90,210. The company also has a policy of giving 

a lump sum payment of 25% of the last drawn annual salary of the employee for each 

completed year of service if the employee retires after completing minimum 5 years of 

service. The salary of the Roshan is expected to grow @ 10% per annum. 

The company has inducted Roshan in the beginning of the year and it is expected that he will 

complete the minimum five year term before retiring. 

What is the amount the company should charge in its Profit and Loss account every year as 

cost for the Defined Benefit obligation?  Also calculate the current service cost and  the 

interest cost  to be charged per year assuming a discount rate of 8%. 

(P.V factor for 8%  - 0.735, 0.794, 0.857, 0.926, 1)(8 Marks Oct ‘18) 

 

Answer 7 

Calculation of Defined Benefit Obligation 

Expected last drawn salary = Rs. 14,90,210 x 110% x 110% x 110% x 110% x 

110% 

= Rs. 24,00,000 
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Defined Benefit Obligation (DBO) = Rs. 24,00,000 x 25% x 5 = Rs. 30,00,000 

Amount of Rs. 6,00,000 will be charged to Profit and Loss Account of  the company 

every year  as cost for Defined Benefit Obligation. 

Calculation of Current Service Cost 

Year Equal apportioned amount of DBO 

[i.e. Rs. 30,00,000/5 years] 

Discounting @ 

8% 

PV factor 

Current service cost 

(Present Value) 

a b c d = b x c 

1 6,00,000 0.735 (4 Years) 4,41,000 

2 6,00,000 0.794 (3 Years) 4,76,400 

3 6,00,000 0.857 (2 Years) 5,14,200 

4 6,00,000 0.926 (1 Year) 5,55,600 

5 6,00,000 1 (0 Year) 6,00,000 

Calculation of Interest Cost to be charged per year 

Year Opening balance Interest cost Current service 

cost 
Closing balance 

a b c = b x 8% d e = b + c + d 

1 0 0 4,41,000 4,41,000 

2 4,41,000 35,280 4,76,400 9,52,680 

3 9,52,680 76,214 5,14,200 15,43,094 

4 15,43,094 1,23,447 5,55,600 22,22,141 

5 22,22,141 1,77,859* 6,00,000 30,00,000 

*Due to approximations used in calculation, this figure is adjusted accordingly. 
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Chapter 21 

 Ind AS 12: Income Taxes 

Question 1 

QA Ltd. is in the process of computation of the deferred taxes as per applicable Ind AS.  QA 

Ltd.  had acquired 40% shares in GK Ltd. for an aggregate amount of Rs. 45 crores. The 

shareholding gives QA Ltd. significant influence over GK Ltd. but not control and therefore 

the said interest in  GK Ltd. is accounted using the equity method. Under the equity method, 

the carrying value of investment in  GK  Ltd.  was  Rs.  70  crores  on  31st March,  2017  

and  Rs.  75  crores  as  on  31st March, 2018. As per the applicable tax laws, profits 

recognized under the equity method are taxed if and when they are distributed as dividend 

or the relevant investment is disposed of.QA Ltd. wants you to compute the deferred tax 

liability as on 31st March, 2018 and the charge to the Statement of Profit for the same.  

Consider the tax rate at 20%.(4 Marks Aug ‘18) 

Answer 1 

DTL created on accumulation of undistributed profits as on 31.3.2018 

 

 Carrying 

value 

Value as 

per tax 

records 

Tax base Taxable 

temporary 

differences 

Total 

Deferred tax 

liability @ 

20% 

Charged to 

P&L during 

the year 

a b c d E= b-d F = e x 20% g 

31st 

March, 

2017 

70 crore 45 crore 45 crore 25 crore 5 crore 5 crore 

31st 

March, 

2018 

75 crore 45 crore 45 crore 30 crore 6 crore 1 crore 

(6 crore – 5 

crore) 

 

Question 2 

QA Ltd. is in the process of computation of  the  deferred  taxes  as per  applicable Ind  AS  and 

wants guidance on the tax treatment for the following: 

(i) QA Ltd. does not have taxable income as per the applicable tax laws, but pays 'Minimum 

Alternate Tax’ (MAT) based on its books profits. The tax paid under MAT can be  carried 

forward for the next 10 years  and as per the  Company's  projections  submitted  to its 

bankers, it is in a position to get credit for the same by the end of eighth year. The 

Company is recognising the MAT credit as  a current  asset  under IGAAP. The amount of  

MAT  credit as on 31st March, 2016 is Rs. 8.5 crores and as on 31st March, 2017 is Rs. 

9.75 crores; 

(ii) The Company measures its head office  property  using the  revaluation  model. The 

property is revalued every year as on 31st March. On 31st March, 2016, the carrying  

value  of  the property (after revaluation) was Rs. 40 crores whereas its  tax  base  was  Rs.  

22  crores. During the year ended 31st March, 2017, the  Company charged depreciation  

in its  Statement of Profit and Loss of Rs. 2 crores and claimed a tax deduction for tax 

depreciation of Rs. 1.25 crores. On 31st March, 2017, the property was revalued to Rs.45 

crores. As per the tax laws, the revaluation  of Property,  Plant & Equipment does  not 
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affect taxable  income at  the time of revaluation. The Company has no other temporary 

differences other than those indicated above. The Company wants you to compute the 

deferred tax liability as on 31st March, 2017 and the charge/credit to the Statement of  

Profit  and Loss  and/or  Other  Comprehensive  Income for the  same. Consider the  tax 

rate at 20%. (10 Marks May ‘19) 

Answer 2 

Computation of Deferred Tax Liability 

(i) MAT credit as on 31st December of  Rs.  9.75  crore  will be presented  in the  Balance 

Sheet as    Deferred    tax    asset.    DTA   in    the    current    year    will    be    Rs.    1.25    

crore (Rs. 9.75 crore – Rs. 8.50 crore) 

(ii) (a) In case defer tax is created only on account of depreciation 

 

 Carryi

ng 

value 

witho

ut 

revalu

ation 

Value as 

per

 ta

x records 

Tax 

bas

e 

Taxable/ 

(deductibl

e) 

temporar

y 

difference 

Total 

Deferred 

tax 

liability/ 

(asset)

 

@ 20% 

Credit to 

P&L 

during 

the year 

A b c d E= b-d F = e x 20% g 

31st March, 

2016 

22 

crore 

22 crore 22 

crore 

nil nil nil 

Less: 

Depreciation 

for the year 

2016- 17 

(2 

crore) 

(1.25 

crore) 

    

Carrying value 

as on 31st 

March, 2017 

20 

crore 

20.75 

crore 

20.75 

crore 

(0.75 

crore) 

DTA 

(0.15 crore) 

DTA 

(0.15 

crore) 

(b) Computation of tax effect taking  into account the revalued  figures  and 

adjusting impact of tax effect on account of difference in depreciation 

 

S. 

No. 

 Carrying 

value 

after 

revaluati

on 

Value 

as per 

tax 

record

s 

Tax base Taxable / 

(deductibl

e) 

temporary 

difference 

Total 

Deferre

d 

tax 

liability/ 

(asset) @ 

20% 

Credit to 

P&L 

during the 

year 

Charged to 

OCI during 

the year 

 a b c d E= b-d F = e x 

20% 

g h 

I 31st March, 

2016 

40 crore 22 

crore 

22 crore 18 crore DTL 3.6 

crore 

- DTL 3.6 

crore 

IV Revalued 

again on 

31.3.2017 

(It 

is assumed 

that 

45 crore 20.75 

crore 

(22- 

1.25) 

20.75 

crore 

24.25 crore DTL 4.85 

crore 

DTA (0.15 

crore) 

(Refer 

table (a) 

above) 

DTL 5 crore 

(Refer Note 

below) [5 

DTL  (B/F) – 
0.15  DTA  = 
4.85 DTL] 
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revaluation 

has been 

done after 

taking into 

considerati

on the 

impact of 

depreciatio

n for the 
current year) 

V Additional 

DTL/DTA 

required 

during the 

year (IV-I) 

    DTL 1.25 

crore 

DTA (0.15 

crore) 

(Refer 

table (a)) 

DTL (1.40 

crore) 

(Refer Note 

below) 

Note: 

As per para 65 of Ind AS  12, when an asset is revalued  for tax purposes and  that 

revaluation is related to an accounting revaluation of an earlier period, or to one that 

is expected to be carried out in a future period, the tax effects on account of 

revaluation of asset and the adjustment of the tax base are recognised in other 

comprehensive income in the periods in which they occur. 

Here, it is important to understand that only the tax effects on account of revaluation 

of asset and the adjustment of the tax base are recognised in other comprehensive 

income. However, tax effects on account of depreciation of asset and the adjustment 

of the tax base are recognized in profit and loss. 

Accordingly, first of all the tax effect has been calculated assuming that there is no 

revaluation (Refer Table (a) above) [Since the information for the carrying  value  

before  revaluation  has not been mentioned, it is assumed to be equal to the carrying 

amount as per the tax records]. Later the DTA arrived due to  difference  in 

depreciation is adjusted  with the DTL created due  to revaluation. DTA of Rs. 0.15 

crore on account of depreciation will be charged to Profit and Loss and DTL of Rs. 1.40 

crore will be charged to OCI. Net  effect in the year  31.3.2017  will  be DTL 1.25 crore 

(DTL 1.4 crore – DTA 0.15 crore) [Refer Table (b) above. 

Question 3 

B Limited is a newly incorporated entity. lts first financial period ends on March 31, 20X1. As 

on the said date, the following temporary differences exist: 

(a) Taxable temporary differences relating to accelerated depreciation of Rs. 9,000. 

These are expected to reverse equally our next 3 years. 

(b) Deductible temporary differences of Rs. 4,000 expected to reverse equally over next 

4 years. 

It is expected that B Limited will continue to make losses for next 5 years. Tax rate is 30%. 

      Losses can be carried forward but not backwards. 

Discuss the treatment of deferred tax as on March 31, 20X1. (8 Marks April ’19) 
Answer 3 

The year-wise anticipated reversal of temporary differences is as under: 

Particulars Year ending 

on March 

31,20X2 

Year ending on 

March 

31,20X3 

Year ending 

on March 

31,20X4 

Year ending on 

March 31,20X5 
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Reversal of taxable 

temporary difference 

relating to 

accelerated 

depreciation over next 3 

years (Rs. 9,000/3) 

3,000 3,000 3,000 Nil 

Reversal of deductible 

temporary difference 

relating to preliminary 

expenses over next 4 

years (Rs.4,000/4)  

1,000 1,000 1,000 
1,000 

B Limited will recognize a deferred tax liability of Rs. 2,700 on taxable temporary difference relating 

to accelerated depreciation of Rs. 9,000 @ 30%. 

However, it will limit and recognize a deferred tax asset on reversal of deductible temporary 

difference reversal to preliminary expenses reversing up to year ending March 31, 20X4 amounting 

to Rs. 900 (Rs. 3,000 @ 30%). No deferred tax asset shall be recognized for the reversal of deductible 

temporary difference for the year ending on March 31, 20X5 as there are no taxable temporary 

differences. Further, the outlook is also a loss. However, if there are tax planning opportunities that 

could be identified for the year ending on March 31, 20X5 deferred tax asset on the remainder of 

Rs. 1,000 (Rs. 4,000 — Rs. 3,000) of deductible temporary difference could be recognized at the 30% 

tax rale. 

 

Question 4 

A Limited recognizes interest income in its books on accrual basis. However, for income tax 

purposes the method is ‘cash basis’. On December 31, 20X1, it has interest receivable of 

Rs. 10,000 and the tax rate was 25%. On February 28, 20X2, the finance bill is introduced in the 
legislation that changes the tax rate to 30%.   The finance bill is enacted as Act on 

May 21, 20X2. Determine the treatment of deferred tax, as per Ind AS, in case the reporting 

date of A Ltd.’s financial statement is December 31, 20X1 and these are approved for issued 

on May 31, 20X2. (6 Marks March ‘18) 

Answer 4 

The difference of Rs. 10,000 between the carrying value of interest receivable of Rs. 10,000 

and its tax base of NIL is a taxable temporary difference. 

A Limited has to recognise a deferred tax liability of Rs. 2,500 (Rs. 10,000 x 25%) in its financial 

statements for the reporting period ended on December 31, 20X1. 

It will not recognise the deferred tax liability @ 30% because as on December 31, 20X1, this 

tax rate was neither substantively enacted or enacted on the reporting date. However, if the 

effect of this change is material, A Limited should disclose this difference in its financial 

statements. 

 

Question 5 

On 1st April 20X1, A Ltd. acquired 12 Cr shares (representing 80% stake) in B Ltd. by means of 

a cash payment of Rs. 25 Cr. It is the group policy to value the non-controlling interest in 

subsidiaries  at  the  date  of  acquisition  at  fair  value.  The  market  value  of  an  equity  

share  in  B  Ltd.  at  1st April 20X1 can be used for this purpose. On 1st April 20X1, the market 

value of a B Ltd. share was Rs. 2.00 
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On 1st April 20X1, the individual financial statements of B Ltd. showed the net assets at Rs. 23 

Cr. 

The directors of A Ltd. carried out a fair value exercise to measure the identifiable assets and 

liabilities of B Ltd. at 1st April 20X1. The following matters emerged: 

– Property having a carrying value of Rs.  15 Cr at 1st  April 20X1 had an estimated 

market value  of Rs. 18 Cr at that date. 

– Plant and equipment having a carrying value of Rs. 11 Cr at 1st April 20X1 had an 

estimated market value of Rs. 13 Cr at that date. 

– Inventory in the books of B Ltd. is shown at a cost of Rs. 2.50 Cr. The fair value of 

the inventory on the acquisition date is Rs. 3 Cr. 

The fair value adjustments have  not been reflected in  the  individual financial  

statements of  B Ltd.   In the consolidated financial statements, the fair value 

adjustments will be regarded   as temporary differences for the purposes of 

computing deferred tax.  The rate of  deferred  tax to apply to temporary 

differences is 20%. 

Calculate the deferred tax impact on  above and calculate the goodwill arising on  

acquisition of      B Ltd. (6 Marks Oct 21) 

Answer 5 

Purchase Consideration: Rs. 25 Cr 

Non-Controlling Interest [{(12 Cr x (20% / 80%)} x  Rs. 2  per share] Rs. 6 Cr 

Computation of Net Assets of B Ltd. 

As per books Rs. 23.00 Cr 

Add: Fair value differences not recognized in books of B Ltd.: 

Property (18 Cr – 15 Cr) Rs.   3.00 Cr 

Plant and Equipment (13 Cr – 11 Cr) Rs.   2.00 Cr 

Inventory (3 Cr – 2.5 Cr) Rs.   0.50 Cr 

Rs.   28.5 Cr 

Less: Deferred tax liability on fair value difference @ 20% 

[(3 Cr + 2 Cr + 0.50 Cr) x 20%] (Rs. 1.10 Cr) 

Total Net Assets at Fair Value Rs. 27.40 Cr 

Computation of Goodwill: 

Purchase Consideration Rs.  25.00 Cr 

Add: Non-Controlling Interest Rs. 6.00 Cr 

Rs.  31.00 Cr 

Less: Net Assets at Fair Value (Rs. 27.40 Cr) 

Goodwill on acquisition date  Rs. 3.60 Cr 

 

Question 6 

Narayan Ltd. provides you the following information and asks you to calculate the  tax 

expense  for each quarter, assuming that there is no difference between the estimated 

taxable income and the estimated accounting income: 

Estimated Gross Annual Income 33,00,000 (inclusive of Estimated Capital Gains 

of Rs. 8,00,000) 
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Estimated Income of Quarter I is Rs. 7,00,000, Quarter II is Rs. 8,00,000, Quarter III (including 

Estimated Capital Gains of Rs. 8,00,000) is Rs. 12,00,000 and Quarter IV is Rs. 6,00,000. 
 

Tax Rates: On Capital Gains 12%  

 On Other Income: First Rs. 5,00,000 30%  

 Balance Income· 40% (6 Marks 
Oct 21) 

Answer 6 

As per para 30(c) of Ind AS 34 ‘Interim Financial Reporting’, income tax expense is recognized 

in each interim period based on the best estimate of the weighted average annual income 

tax rate expected for the full financial year. 

If different income tax rates apply to different categories of income (such as capital gains or 

income earned in particular industries) to the extent practicable, a separate rate is applied 

to each individual category of interim period pre-tax income. 

 Rs. 

Estimated annual income exclusive of estimated capital gain 

(33,00,000 – 8,00,000) (A) 

 

25,00,000 

Tax expense on other income:  

30% on Rs. 5,00,000 1,50,000 

40% on remaining Rs. 20,00,000 8,00,000 

(B) 9,50,000 

Weighted average annual income tax rate = B/A = 9,50,000/25,00,000 = 

38% 

Tax expense to be recognised in each of the quarterly reports 

  Rs. 

Quarter I - Rs. 7,00,000 x 38%  2,66,000 

Quarter II - Rs. 8,00,000 x 38%  3,04,000 

Quarter III - Rs. (12,00,000 - 8,00,000) x 

38% 

1,52,000  

Rs. 8,00,000 x 12%    96,000 2,48,000 

Quarter IV - Rs. 6,00,000 x 38%   2,28,000 

 10,46,000 

Question 7 

A’s Ltd. profit before tax according to Ind AS for Year 20X1 -20X2 is Rs. 100 thousand and 

taxable profit for year 20X1-20X2 is Rs. 104 thousand. The difference between these 

amounts arose as follows: 

1. On 1st February, 20X2, it acquired a machine for Rs. 120 thousand. Depreciation is 

charged on the machine on a monthly basis for accounting purpose. Under the tax 

law, the machine will  be depreciated for 6 months. The machine’s useful life is 10 

years according to Ind AS as  well as for tax purposes. 

2. In the year 20X1-20X2, expenses of Rs. 8 thousand were incurred for charitable 

donations. These are not deductible for tax purposes. 

Prepare necessary entries as at 31st March 20X2, taking current and deferred tax into  

account.  The tax rate is 25%. Also prepare the tax reconciliation in absolute numbers 
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as well  as  the tax  rate reconciliation. (8 Marks Oct 21) 

Answer 7 

Current tax= Taxable profit x Tax rate = Rs. 104 thousand x 25% = Rs. 26 thousand 

Computation of Taxable Profit: 

 Rs. in thousand 

Accounting profit 100 

Add: Donation not deductible 8 

Less: Excess Depreciation (6 - 2) (4) 

Total Taxable profit 104 

 

 Rs. in 

thousand 

Rs. in 

thousand 

Profit & loss A/c Dr. 26  

26 
To Current Tax 

Deferred tax: 

Machine’s carrying amount according to Ind AS = Rs. 118 thousand (Rs. 120 thousand – Rs. 2 

thousand) Machine’s carrying amount for taxation purpose = Rs. 114 thousand (Rs. 120 

thousand – Rs. 6 thousand) Deferred Tax Liability = Rs. 4 thousand x 25% 

 Rs. in thousand 

Profit & loss A/c Dr. 1  

1 
To Deferred Tax Liability 

Tax reconciliation in absolute numbers: 

 Rs. in 

thousand 

Profit before tax according to Ind AS 100 

Applicable tax rate @ 25%  

Tax 25 

Expenses not deductible for tax purposes (Rs. 8 thousand x 

25%) 
  2 

Tax expense (Current and deferred) 27 

Tax rate reconciliation 

Applicable tax rate 25% 

Expenses not deductible for tax purposes   2% 

Average effective tax rate 27% 
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Chapter 22 

 Ind AS 21: The Effects of changes in Foreign Exchange Rates 

Question 1 

What is the functional currency of an entity? 

What are the primary and secondary factors that influence determination of functional currency? 

(4 Marks March ‘21) 

 

Answer 1 

Functional currency is the currency of the primary economic environment in which the  entity  

operates. In this regard, the primary economic environment will normally be the one in which it 

primarily generates and expends cash i.e. it operates. The functional currency is normally the 

currency of the country in which the entity is located. It might, however, be a different currency. 

The following are the factors that influence determination of an appropriate functional currency: 

(1) Primary indicators: 

(a) The currency 

(i) that mainly influences sales prices for its goods and services. This will often be the currency 

in which sales prices are denominated and settled; and 

(ii) of the country whose competitive forces and  regulations  mainly  determine  the  sales 

prices of its goods and services.  

(iii) the currency that mainly influences labour, material and other costs  of providing goods 

and services. This will often be the currency in which these costs are denominated and 

settled. 

(2) Secondary indicators: Other factors that may provide supporting evidence to determine an 

entity’s functional currency are- 

(a) the currency in which funds from financing activities (i.e. issuing debt and equity 

instruments) are generated; and 

(b) the currency in which receipts from operating activities are usually retained. 

 

Question 2 

ABC Ltd. works out translation gain/loss over the years on its investment in foreign 

subsidiary 2014-15: Rs. 2 lakhs, 2015-16: Rs. 4 lakhs, 2016-17: Rs. 3 lakhs. The foreign 

subsidiary is sold on 30th June 2017. The translation gain on sale of such investment as on  

that date is  Rs. 2  lakhs. Assuming that deferred tax effect is computed @ 30%. How should 

the company present the translation gain/loss, deferred taxation and reclassification 

adjustment in the Profit and loss, other comprehensive income, equity and liabilities?(6 

Marks Oct ‘18) 

Answer 2 

 Statement 

loss 

of Profit and Equity Liabilities 

 Profit 

and loss 

Other- 

comprehensive 

income 

Equity Liabilities 
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2014-15     

Translation Gain 2.00   

Less: Deferred Tax Expenses (0.60)   

   1.40   

Translation Reserve  1.40  

Deferred tax liabilities   0.60 

2015-16     

Translation Gain  2.00   

Less: Deferred Tax Expenses  (0.60)   

    1.40   

Translation Reserve   2.80  

Deferred tax liabilities    1.20 

2016-17 
    

Translation loss  (1.00)   

Less: Deferred Tax Expenses    0.30   

  (0.70)   

Translation Reserve   2.10  

Deferred tax liabilities    0.90 

2017-18 
    

Translation loss  (1.00)   

Less: Deferred Tax Expenses    0.30   

  (0.70)   

Translation Reserve   1.40  

Deferred tax liabilities    0.60 

Reclassification adjustment     

credited to P&L 1.40    

Current Tax    (0.60) 

Adjustment of deferred tax     

liabilities 0.60    

 

Question 3 

PQR Holdings Limited is based in London and has Pound sterling ("GBP") as its functional and 

presentation currency. On 1st April, 20X1, PQR Holdings Limited incorporated PQR India 

Limited as its wholly owned subsidiary in India. PQR India will be engaged in trading of items 

purchased from PQR Holdings. The shares of PQR India, having a  face value of  ` 10  each 

amounting to  total of ` 500 crore, were issued to PQR Holdings in GBP on 1st April, 20X1. 

PQR  India  has   adopted  Ind  AS   with  effect  from  its   incorporation.   In   accordance  

with    Ind AS, management of PQR India has concluded that its functional currency is Indian 

Rupee ("INR"). Following is the summarized trial balance of PQR  India as  on  31st  March, 

20X2, being the reporting date of PQR India and PQR Holdings: 

(Note: All amounts in the below mentioned trial balance are ` in crore) 

 

S. No. Particulars Debit 

Balances 

Credit 

Balances 

1. Share capital - 500.0 

2. Securities premium reserve on issue of equity shares - 150.0 

3. Retained earnings - 110.0 
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4. Long-term borrowings - 30.0 

5. Deferred tax liability - 10.0 

6. Income tax payable - 25.0 

7. Import duty payable - 5.0 

8. Employee benefits payable  7.5 

9. Sundry trade payables - 2.5 

10. Property, plant and equipment (net of depreciation) 550.0 - 

11. Computer software (net of amortisation) 70.0 - 

12. Inventories purchased on 15th March, 20X2 200.0  

 (there is no indicator of impairment)   

13. Cash and bank balance 5.0 - 

14. Sundry trade receivables 17.0 - 

15. Allowance for doubtful trade receivables - 2.0 

 Total 842.0 842.0 

Additional information relating to property, plant and equipment, and computer software: 

Line item Date of acquisition 

Property, plant and equipment 30th April, 20X1 

Computer software 5th May, 20X1 

PQR India has adopted the following accounting policy in relation to shareholders' 

funds to translate equity: 

 

Share capital To be translated using historical exchange rate 

Securities premium To be translated using historical exchange rate 

Retained earnings To be translated using average exchange rate 

Since the presentation currency of PQR Holdings is GBP, PQR India is required to  

translate its  trial balance from INR to GBP. Following table provides relevant foreign 

exchange rates: 

 

Closing spot rate as on 1st April, 20X1 1 INR = 0.0123 GBP 

Closing spot rate as on 30th April, 20X1 1 INR = 0.0120 GBP 

Closing spot rate as on 5th May, 20X1 1 INR = 0.0119 GBP 

Closing spot rate on 15th March, 20X2 1 INR = 0.0108 GBP 

Closing spot rate as on 31st March, 20X2 1 INR = 0.0109 GBP 

Average exchange rate for the year ended 31st March, 

20X2 

1 INR = 0.0116 GBP 

As the accountant of PQR India, you are required to do the following for its separate 

financial  statements: 

(a) Explain  the  principle  of  monetary  and  non-monetary  items. Based on 

this principle, bifurcate the line items of the trial balance into monetary and 

non-monetary items. 

(b) Translate the trial balance of PQR India from INR to GBP. (14 Marks Nov 21) 

 

 



  

Chapter 22 Ind AS 21: The Effects of changes in Foreign Exchange Rates 

 

22.4 

Answer 3 

Monetary items are units of currency held and assets and  liabilities to  be  received or  paid 

in  a  fixed or determinable number of units of currency. Para 15 of Ind AS 21 states that the 

essential feature of a monetary item is a right to receive (or an obligation to deliver) a fixed or 

determinable number of units of currency. Similarly, a contract to receive (or deliver) a 

variable number of the entity’s own equity instruments or a variable amount of assets in which 

the fair value  to  be received (or delivered) equals a fixed or determinable number of units of 

currency is a monetary item. 

Conversely, the essential feature of a non‑monetary item is the absence  of  a  right  to receive 

(or an obligation to deliver) a fixed or determinable number of units of currency. 

On the basis of above principles, the line items of trial balance should be bifurcated as  follows: 

Particulars Monetary item / Non- 

monetary item 

Share Capital Non-monetary item 

Securities Premium reserve on issue of equity shares Non-monetary item 

Retained earnings Non-monetary item 

Long-term borrowings Monetary item 

Deferred tax liability Non-monetary item 

Income tax payable Monetary item 

Import duty payable Monetary item 

Employee benefits payable Monetary item 

Sundry trade payables Monetary item 

Property, plant and equipment (net of depreciation) Non-monetary item 

Computer software (net of amortization) Non-monetary item 

Inventories purchased (there is no indicator of impairment) Non-monetary item 

Cash and bank balance Monetary item 

Sundry trade receivables Monetary item 

Allowance for doubtful trade receivables Monetary item 

As per para 38 of Ind AS 21, an  entity may present its financial statements in  any 

currency  (or currencies). If the presentation currency differs from the entity’s 
functional currency, it translates its results and financial position into the presentation 

currency. For example, when a group contains individual entities with different 

functional currencies, the results and financial position of each entity are expressed in a 

common currency so that consolidated financial statements may be presented. 

Translation of the balances for the purpose of consolidation 

 

Particulars INR in 

crore 

Rate 

(GBP) 

Amount in 

GBP 

Property, plant and equipment (net of depreciation) 550.0 0.0109 5.995 

Computer software (net of amortization) 70.0 0.0109 0.763 

Inventories 200.0 0.0109 2.18 
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Cash and bank balance 5.0 0.0109 0.0545 

Sundry trade receivables net of allowance for doubtful 

trade receivables (17.0-2.0) 

 

  15.0 

 

0.0109 

 

0.1635 

Total Assets 840.0    9.156 

Share Capital 500.0 0.0123 6.15 

Securities Premium reserve 150.0 0.0123 1.845 

Retained earnings 110.0 0.0116 1.276 

Long-term borrowings 30.0 0.0109 0.327 

Deferred tax liability 10.0 0.0109 0.109 

Income tax payable 25.0 0.0109 0.2725 

Import duty payable 5.0 0.0109 0.0545 

Employee benefits payable 7.5 0.0109 0.08175 

Sundry trade payables 2.5 

 

   

0.0109 0.02725 

Foreign Currency Translation reserve recognised  in  

OCI (balancing figure) 

  

 (0.987) 

Total Equity and liabilities 840.0     9.156 
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Question 1 

Mr. X has a 100% investment in A Ltd. He is also a member of the key management personnel 

(KMP) of B Ltd. B Ltd has a 100% investment in C Ltd. 

Examine related party relationship of A Ltd., as per Ind AS 24, in the financial statements of C 

Ltd. (4 Marks Aug ‘18)  

 

Answer 1 

Para 9 of Ind AS 24 defines the term “key management personnel” as persons having 
authority and responsibility for planning, directing and controlling the activities of the 

entity directly or indirectly, including any director (whether executive or not). Further, 

significant influence is the power to participate in the financial and operating policy 

decisions of the investee but is not control or joint control of those policies. 

Therefore, a key management personnel (KMP) has significant influence over the entity. 

Accordingly, Mr. X has significant influence over B Ltd. since he is a key management 

personnel of B Ltd. 

Now, para 9(vii) of the standard states that an entity is related to a reporting entity if the 

person identified in para 9(a)(i) (here KMP ie. Mr. X) has significant influence over the 

entity or is a member of the key management personnel of the entity (or of a parent of the 

entity)” 

Therefore, if C Ltd. is a reporting entity, A Ltd. is related to C Ltd. because a key 

management personnel of parent B Limited has control over A Limited. Therefore, the 

relationship of C Ltd.  and A Ltd. will be “Entities controlled by key management personnel 

of the Parent Entity”. 

Question 2 

An Indian company has a parent company out side India. Parent company negotiates software 

licenses with end vendor and based on number of  licences, parent  company  get  its 

reimbursement from Indian company. Say, license cost  of  Rs.  12  Lac  is charged for  calendar  

year of 2018. Parent company generates is invoice in February'18. Indian company accounts 

full invoice in February'18 and then for Indian  financial  year,  accounts  Reimbursement  

expense  of Rs. 3. 00 Lac during FY 1718 (for licencing cost relating to period January'18 to 

March'18) and Prepaid expenses of Rs. 9 Lac for licensing cost reimbursement relating  to  

Mr. X 

A Ltd 
B Ltd 

C Ltd 
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April'18  to December'18. Prepaid expense is subsequently reversed  and  expense  of Rs.  9 Lac 

is accounted for in FY 18-19. 

What amount should be disclosed  at Related party transaction?(4 Marks May ‘19) 

 

Answer 2 

Paragraph 9 of Ind AS 24 Related  Party  Disclosures  defines  Related  Party  Transactions  as 

under: 

“A related party transaction is a transfer of resources, services or obligations between a reporting 
entity and a related party, regardless of whether a price is charged.” 

Paragraph 6 of Ind AS 24 states as under: 

“6 A related party relationship could have an effect on the profit or loss and financial position of 
an entity…” 

In the given  case, there  is a transfer  of resources  to  the  extent  of Rs.12  lac  from  the  company 

to the parent towards software license. Of this transfer of resources,  the company has 

consumed the benefits relating to Rs.3 lac of software license cost which is recognise in profit 

or loss. The benefits relating to Rs.9 lac of software license cost will be consumed in the next 

reporting  period and therefore is recognised in balance sheet as prepaid expenses. 

Paragraph 18 of Ind AS 24 states as under: 

“18 If an entity has had related party transactions during the periods covered by the financial 
statements, it shall disclose the nature of the related party relationship as well as information 

about those transactions and outstanding balances, including commitments necessary for users 

to understand the potential effect of the relationship of the financial statements. At a minimum, 

disclosures shall include: 

a. The amount of the transactions; 

b. The amount of outstanding balances, including commitments, and; 

(i) Their terms and conditions, including whether they are secured, and the nature of 

the consideration to be provided in settlement; and 

(ii) Details of any guarantees given or received; 

c. Provisions for doubtful debts related to the amount of outstanding balances; and 

d. The  expense  recognised  during  the  period  in  respect  of bad  and  doubtful  debts  due 

from related parties.” 

Therefore, the company has to disclose: 

1. The amount of transaction with the parent of Rs.12 lac towards software license; 

2. Outstanding balance of Rs.9 lac presented as prepaid expense along with the terms 

and conditions and state that the same will be settled in the next reporting period 

by receipt of software licensing services. 

3. The amount of Rs.3 lac recognized as software license expense in profit or loss for  

the benefits consumed during the period to make it understandable to users. 

Paragraph 113 of Ind AS 1 Presentation of Financial Statements states as under: 

“113 An entity shall present notes in  a systematic  manner.  An  entity  shall cross-

reference  each line items in the balance sheet and in the statement of profit and loss, 

and in the statement of changes in equity and of cash flows to any related information in 

the notes.” 
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Therefore, the company shall cross-reference the software license expense recognised 

in profit or loss and prepaid expenses recognised in balance sheet to the notes disclosing 

related party transactions. 

Question 3 

Mr. Atul is  an independent director of a  company X Ltd.  He  plays a  vital role  in the 

management of X Ltd. and contributes in major decision making  process  of  the  

organisation.  X  Ltd. pays sitting fee of Rs.2,00,000 to him for every Board of Directors’ (BOD) 

meeting he attends. Throughout the year, X Ltd. had 5 such meetings which was attended 

by Mr. Atul. 

Similarly, a non-executive director, Mr. Naveen  also  attended  5  BOD  meetings  and  

charged Rs. 1,50,000 per meeting. The Accountant of X Ltd. believes that they  being not the 

employees   of the organisation, their fee should not be disclosed as per related party 

transaction. 

Examine whether the sitting fee paid to independent director and non-executive director  is  

required to be disclosed in the financial statements prepared as per Ind AS? (4 Marks May 

‘20)  

Answer 3 

As per paragraph 9 of Ind AS 24, Related Party Disclosures, “Key management personnel are 
those persons having authority and responsibility for planning, directing and controlling the  

activities of the entity, directly or indirectly, including any director  (whether  executive  or  

otherwise) of that entity.” 

Accordingly, key management personnel (KMP) includes any director of the entity who are 

having authority and responsibility for planning, directing and controlling the activities of  

the  entity.  Hence, independent director Mr. Atul and non-executive director Mr. Naveen  

are covered under the definition of KMP in accordance with Ind AS. 

Also as per paragraph 7 and 9 of Ind AS 19, ‘Employee Benefits’, an employee may provide services to 

an entity on a full-time, part-time, permanent, casual or temporary basis. For the purpose of 

the Standard, Employees include directors and other management personnel. 

Therefore, contention of the Accountant is wrong that they are not employees of X Ltd. 

Paragraph 17 of Ind AS requires disclosure about employee benefits for key management 

personnel. Therefore, an entity shall disclose key management personnel compensation in 

total 

i.e. disclosure of directors’ fee of (Rs. 10,00,000 + Rs. 7,50,000) Rs. 17,50,000 is to be made as 

employees benefits (under various categories). 

Since short-term employee benefits are expected to be settled wholly before twelve months 

after the end of the annual reporting period in which the employees render the related 

services, the sitting fee paid to directors will fall under it (as per Ind AS 19) and is required to 

be disclosed in accordance with the paragraph 17 of Ind AS 24. 

 

Question 4 

ABC Ltd. is a long-standing  customer  of  XYZ  Ltd.  Mrs.  P  whose  husband  is  a  director  in  

XYZ Ltd. purchased a controlling interest in entity ABC Ltd. on 1 June 2019.  Sales of products  

from XYZ Ltd. to ABC Ltd. in the two-month period from 1 April 2019 to 31 May 2019 totalled 

Rs. 8,00,000. Following the share purchase by Mrs. P, XYZ Ltd. began to supply the products 

at a discount of 20% to their normal selling price and allowed ABC Ltd.  three  months’  credit  
(previously ABC Ltd. was only allowed one month’s  credit,  XYZ  Ltd.’s  normal  credit  policy). 

Sales of products from  XYZ  Ltd.  to  ABC  Ltd.  in  the  ten-month  period  from  1  June  2019  

to 31 March 2020 totalled Rs. 60,00,000. On 31 March 2020, the trade receivables  of  XYZ  Ltd. 

included Rs. 18,00,000 in respect of amounts owing by ABC Ltd. 
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Analyse and show (where possible by quantifying amounts) how the above event would  be 

reported in the financial statements of XYZ Ltd. for the year ended 31 March 2020 as per Ind 

AS. You are required to mention the disclosure requirements as well.(5 Marks Oct ‘20) 

Answer 4 

XYZ Ltd. would include the total  revenue  of  Rs.  68,00,000  (Rs.  60,00,000  +  Rs.  8,00,000)  

from  ABC Ltd. received / receivable in the year ended 31st March 2020 within its revenue 

and show 

Rs. 18,00,000 within trade receivables at 31 March 2020. 

Mrs. P would be regarded as a related party of XYZ Ltd. because she is a close family member 

of one of the key management personnel of XYZ Ltd. 

From 1st June 2019, ABC Ltd. would also be regarded as a related party of XYZ  Ltd. because 

from that date ABC Ltd. is an entity controlled by another related party. 

Since ABC Ltd. is a related party with whom XYZ Ltd. has transactions, XYZ Ltd. should disclose: 

– The nature of the related party relationship. 

– The revenue of Rs. 60,00,000 from ABC Ltd. since 1st June 2019. 

– The outstanding balance of Rs. 18,00,000 at 31st March 2020. 

In the current circumstances it may well be necessary for XYZ Ltd. to  also  disclose  the  

favourable terms under which the transactions are carried out. 

 

Question 5 

Mr. X has a 100% investment in A Limited. He is also a member of the  key  management 

personnel (KMP) of C Limited. B Limited has a 100% investment in C Limited. 

Required 

Examine related party relationships from the perspective of C Limited for A 

(a) Limited. 

(b) Examine related party relationships from  the perspective of  C Limited for A 

Limited if Mr. X   is a KMP of B Limited and not C Limited. 
 

(c) Will the outcome in (a) & (b) would be different if Mr. X has joint control over A 

Limited. 

(d) Will the outcome  in  (a)  &  (b)  would  be  different  if  Mr.  X  has  significant  

influence  over A Limited. (4 Marks Nov 21) 

Answer 5 

(a) A Limited is related to  C Limited because Mr. X controls A Limited and is  a 

member of KMP of C Limited. 

(b) Still A Limited will be related to C Limited. 

(c) No, Still A Limited will be related to C Limited. 

(d) Yes, A Ltd. is not controlled by Mr. X. Therefore, despite Mr. X being KMP of C Ltd., 

A Ltd., having significant influence of Mr. X, will not be considered as related party 

of C Limited. 
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Question 1 

Mittal Motors Limited is preparing financials for the year ended March 31, 20 X2. The Company 

had some queries in preparation of certain data that is required to be presented in the financials. 

As the retainer of the Company, please advise the company for the following issues: 

(i) Mittal Motors has issued 10,00,000 numbers of 9%  cumulative  preference shares. The 

Company has arrears of Rs. 15 crores of preference dividend as on March 31, 20X2, it 

includes current year arrears of Rs. 1.75 crores. The Company did not  declare any dividend 

for equity shareholders as well as for preference shareholders. 

 What is the amount of dividend to be reduced from profit or loss for the year for calculating 

basic Earnings Per Share? 

(ii) Further Mittal Motors has also issued certain convertible debentures, which are outstanding 

as at the year end. For the purpose of computation of weighted average number of shares 

(to arrive at diluted EPS) when should the dilutive potential shares should be deemed to have 

been converted into shares? 

(A) At the start of the period. 

(B) The date of issue of the potential shares 

(C) At the start of the period or, if later, the date of the issue of the potential shares 

(D) At the end of the period.    (5 Marks Oct ‘19) 

Answer 1 

i. As per para 14 (b) of Ind AS 33 “Earnings per share”, “The after-tax amount of preference 

dividends that is deducted from profit or  loss  is the  after-tax  amount of the preference 

dividends for cumulative preference shares required for the period, whether or not the 

dividends have been declared. The amount  of  preference dividends for the period does 

not include the amount of any preference dividends for cumulative preference shares paid  

or declared during  the  current period  in  respect of previous periods”. In the given case, 

the amount of  preference dividends  Rs.1.75  crores declared for the year ended March 

31, 20X2 (i.e., the  current period) is to be deducted from profit or loss for calculating EPS. 

ii. As per para 36 of Ind AS 33 “Earnings per share’, “For the purpose of calculating diluted 

earnings per share, the number of ordinary shares shall be the weighted average number 

of ordinary shares plus the weighted average number of ordinary shares that would be 

issued on the conversion of all the dilutive potential ordinary shares into ordinary shares. 

Dilutive potential ordinary shares  shall  be deemed to have been converted into ordinary 

shares at  the beginning of the  period or,  if later, the date of the issue of the potential 

ordinary shares” 

 

Question 2 

Explain why weighted average number of shares  are used in the  calculation of  earnings per  

share and how it is calculated. 

Following is the data for company XYZ in respect of number of equity shares during the financial 

year 20X1-20X2. Find out the number of shares for the purpose of calculation of basic EPS. 
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S. 

No. 
Date Particulars Number of 

shares 

1 1-Apr-20X1 Opening balance of outstanding equity shares 1,00,000 

2 15-Jun-20X1 Issue of equity shares 75,000 

3 8-Nov-20X1 Conversion of convertible preference shares  in 

Equity 

50,000 

4 22-Feb-20X2 Buy back of shares (20,000) 

5 31-Mar-20X2 Closing balance of outstanding equity shares 205,000 

(4 Marks May ‘20) 
Answer 2 

As per para 20 of Ind AS 33, Earnings per  share,  the  weighted average  number of  ordinary 

shares outstanding during the period reflects the possibility that the amount of shareholders’ 
capital varied during the period as a result of a larger or smaller number of shares being  

outstanding at any time. The weighted average number of ordinary shares outstanding during 

the period is  the number of ordinary shares outstanding at the beginning of the period, 

adjusted by    the number of ordinary shares bought back or issued during the period multiplied 

by a time - weighting factor. The time weighting factor is the number of days that  the  shares 

are outstanding as a proportion of the total number of days in the period; a reasonable 

approximation of the weighted average is adequate in many circumstances. 

Formula 

The weighted average number of shares is calculated as follows: 

Number of shares x (number of days the shares were held during the year / 365) 

Following the above  formula, the weighted average number of shares for calculation of  EPS 

for  the year 20X1-20X2 will be as follows: 

Sr. 

No. 

Date Particulars No of 

shares 

No of days 

shares were 

outstanding 

Weighted 

average no 

of shares 

1 1April 20X1 Opening balance of 

outstanding equity shares 

 

1,00,000 

 

365 

 

1,00,000 

2 15June 20X1 Issue of equity shares 75,000 290 59,589 

3 8November 

20X1 

Conversion of convertible 

preference shares in Equity 

 

 

50,000 

 

 

144 

 

 

19,726 

4 22February 

20X2 

Buy back of shares  

(20,000) 

 

(38)* 

 

(2,082) 

5 31March 

20X2 

Closing balance of 

outstanding equity shares 

 

2,05,000 

  

1,77,233 

*These shares had already been considered in the shares issued. The same has been deducted 

assuming that the bought back shares have been extinguished immediately. 

 

Question 3 

ABC Ltd. has 1,000,000 Rs. 1  ordinary shares and 1,000 Rs. 100 10% convertible bonds (issued  

at par), each convertible into 20 ordinary shares on demand, all of  which have been  in issue 

for  the whole of the reporting period. 

ABC Ltd.’s share price is Rs. 4.50 per share and earnings for the period are Rs. 500,000. The tax 
rate applicable to the entity is 21%. 

Calculate basic EPS, earnings per incremental share for the convertible bonds and diluted EPS.  
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(4 Marks March ‘21) 

  Answer 3 

Basic EPS is Rs. 0.50 per share (ie 500,000/1,000,000) 

The earnings per incremental share for the convertible bonds is calculated as follows: 

Earnings effect = No. of bonds x nominal value x interest cost x (1 – applicable tax rate) 

= 1,000 x 100 x 10% x (1- 0.21) = Rs. 7,900. 

Incremental shares calculation 

Assume all bonds are converted to shares, even though  this  converts  Rs.  100  worth  of bonds 

into 20 shares worth only Rs. 90 and is therefore not economically rational. 

This gives 1000 x 20 = 20,000 additional shares. 

Earnings per incremental share = Rs. 7,900 / 20,000 = Rs. 0.395 

Diluted EPS = (Rs. 500,000 + Rs. 7,900) / (1,000,000 + 20,000) = Rs. 0.498 per share. 

 

Question 4 

Calculate Subsidiary’s and Group’s Basic EPS and Diluted EPS, when 

Parent: 

Profit attributable to ordinary equity 
holders of the parent entity 

Rs. 12,000 (excluding any earnings of, or 

dividends paid by, the subsidiary) 

Ordinary shares outstanding 10,000 

Instrument of subsidiary owned by 

the parent 

800 ordinary shares 

30 warrant exercisable to purchase ordinary 

shares of subsidiary 

300 convertible preference shares 

Subsidiary: 

Profit Rs. 5,400 

Ordinary shares outstanding 1,000 

Warrants 150, exercisable to purchase ordinary shares of 

the subsidiary 

Exercise price Rs.10 

Average market price of one 

ordinary share 

Rs. 20 

Convei1ible preference shares 400, each convertible into one ordinary share 

Dividends on preference shares Re 1 per share 

No inter-company eliminations or adjustments were necessary except for dividends. 

Ignore income taxes. Also, ignore classification of the components of convertible financial 
instruments as liabilities and equity or the classification of related interest and dividends 
as expenses and equity as required by Ind AS 32. 

(8 Marks April ‘19) 
Answer 4 

Subsidiary’s earnings per share 

Basic EPS                                 Rs. 5.00 calculated:                   Rs. 5,400 (a) — Rs.400                       

                                                                                                            (b) 1,000 (c) 

 

Diluted EPS                              Rs. 3.66 calculated:                          Rs. 5,400 (d) 
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                                                                                             (1,000 + 75 (e) + 400(f) 

Notes: 

(a) Subsidiary's profit attributable to ordinary equity holders. 

(b) Dividends paid by subsidiary on convertible preference shares. 

(c) Subsidiary's ordinary shares outstanding. 

(d) Subsidiary’s profit attributable to ordinary equity holders (Rs. 5,000) increased 
by Rs. 400 preference dividends for the purpose of calculating diluted earnings 

per share. 

(e) Incremental shares from warrants, calculated: [(Rs. 20 — Rs. 10) - Rs. 20] x 150. 

(I) Subsidiary's ordinary shares assumed outstanding from conversion of convertible 

preference shares, calculated: 400 convertible preference shares X conversion 

factor of 1. 

Consolidated earnings per share 

Basic EPS Rs. 1.63 calculated:  

Rs. 12.000{a) + Rs. 4.300(b)   /  10.000(c) 

Diluted EPS Rs. 1.61 calculated: Rs. 12.000 + Rs. 2.928(d) + Rs. 55(e) + Rs. 1,098(f)  /  

10,000 

(a) Parent's profit attributable to ordinary equity holders of the parent entity. 

(b) Portion of subsidiary’s Profit to be included in consolidated basic earnings per share, 
calculated: (800X Rs. 5.00) + (300X Re.1.00) 

(c) Parent's ordinary shares outstanding. 

(d) Parent’s proportionate interest in subsidiary's earnings attributable to ordinary 

shares, calculated: (800 /1,000) X (1,000 shares X Rs. 3.66 per share). 

(e) Parent's proportionate interest in subsidiary's earnings attributable to 

warrants, calculated: (30 + 150) X (75 incremental shares X Rs. 3.66 per share). 

(f)  Parent's proportionate interest in subsidiary’s earnings attributable to 
convertible preference shares, calculated: (300 + 400) X (400 shares from 

conversion X Rs. 3.66 per share). 

Question 5 

Sohan has been recently hired in Zio Life Limited. Since he is facing difficulty in computation of  

EPS as per Ind AS 33, guide him by discussing the steps for the calculation of Basic EPS and 

Diluted EPS alongwith the necessary computations for EPS of Year 1. 

The following basic facts relate to Company Zio Life Limited. 

 Net profit for Year 1 is ` 46,00,000. 

 The number of ordinary shares outstanding on 1st April Year 1 is 

30,00,000. The following facts are also relevant for Year 1. 

 On 1st April, Zio Life Limited issues 20,00,000 three-year term convertible bonds 

for ` 1 each. 

 Zio Life Limited has an option to settle the principal amount in ordinary shares 

(every 10 bonds are convertible into one ordinary share) or cash on settlement 

date. 

 The principal amount of the bonds is classified as an equity instrument and the 
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interest is classified as a financial liability. 

 The interest expense relating to the liability component of the bonds is ` 1,800. 

 The interest expense is tax-deductible. The applicable income tax rate is 40%. (7 

Marks Oct 21) 

Answer 5 

The EPS computations for Year 1 as per Ind AS 33 are as follows. 

Basic EPS Diluted EPS 

1. Determine the numerator 

No adjustment is necessary until the 

convertible bonds are converted and 

ordinary shares are issued. The 

numerator is net profit ie. ` 46,00,000. 

1. Identify Potential Ordinary Shares (POSs) 

The convertible bonds are the only POSs. 

2. Determine the denominator 

There is no change in the number of 

outstanding shares during the year. The 

denominator is therefore 30,00,000. 

2. For each POS, calculate Earnings per Incremental Share 

(EPIS) 

Since Zio Life Limited has the choice of settlement, for the 

purpose of determining the EPIS, it assumes the share-

settlement assumption. 

Potential adjustment to the numerator for EPIS: 

The convertible bonds, when settled in ordinary shares, would 

increase profit or loss for the year by the post-tax amount of 

the interest expense: 

(Interest expense on the convertible bonds) x (1 - income tax 

rate) = (` 1,800) x (1 - 40%) = ` 1,080 

Potential adjustment to the denominator for EPIS: 

The convertible bonds, when settled in ordinary shares, 

would increase  the number of outstanding shares by 

2,00,000 (20,00,000 / 10). 

EPIS is calculated as follows: 

EPIS = 1,080 / 2,00,000 = 0.01 

3. Determine basic EPS 

Basic EPS = 46,00,000 / 30,00,000 

= 1.53 

3. Rank the POSs 

This step does not apply, because the 

convertible bonds are the only class of POSs. 

 4. Identify dilutive POSs and determine diluted EPS 

The potential impact of convertible bonds is determined 

as follows. (Refer W.N. below) 

 Accordingly, Zio Life Limited includes the impact of the 

convertible bonds in diluted EPS. 

Diluted EPS = ` 1.44 

Working Note: 

Calculation of Diluted EPS 

 Earnings (`) Weighted average 

number of shares 

Per Share (`) Dilutive? 

Basic EPS 46,00,000 30,00,000 1.53  

Convertible bonds   1,080  2,00,000   

Total 46,01,080 32,00,000 1.44 Yes 
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Chapter 25 

 Ind AS 108 Operating Segments 

Question 1 

X Ltd. has identified 4 operating segments for which revenue data is given below: 

 

 External Sale (Rs.) Internal Sale (Rs.) Total (Rs.) 

Segment A 30,00,000 Nil 30,00,000 

Segment B 6,50,000 Nil 6,50,000 

Segment C 8,50,000 1,00,000 9,50,000 

Segment D 5,00,000 49,00,000 54,00,000 

Total Sales 50,00,000 50,00,000 1,00,00,000 

 Additional information: 

Segment C is a new business unit and management expect this segment to make a 

significant contribution to external revenue in coming years. 

Which of the segments would be reportable under the criteria identified in Ind AS  108? 

(5 Marks Oct ‘19) 

Answer 1 

Threshold amount is Rs. 10,00,000 (Rs. 1,00,00,000 x 10%). 

Segment A exceeds the quantitative threshold (Rs. 30,00,000 > Rs. 10,00,000) and hence 

reportable segment. 

Segment D exceeds the quantitative threshold (Rs. 54,00,000 > Rs. 10,00,000) and hence 

reportable segment. 

Segment B & C do not meet the quantitative threshold amount and may not be classified as 

reportable segment. 

However, the total external revenue generated by these two  segments A & D represent only 

70% (Rs. 35,00,000 / 50,00,000 x 100) of the entity’s total external revenue. If the total external 

revenue reported by operating segments constitutes less than  75% of the entity total 

external revenue, additional operating segments should be identified as reportable segments 

until at least 75% of the revenue is included in reportable segments. 

In case of X Ltd., it is given that Segment C is a new business unit and  management  expect 

this segment to make a significant contribution to  external  revenue  in  coming years. In 

accordance with the requirement of Ind AS 108, X Ltd. designates this start-up segment C as 

a reportable segment, making the total external revenue attributable to reportable segments 

87% (Rs. 43,50,000 / 50,00,000 x 100) of total entity revenues. 

Question 2 

T Ltd is engaged in transport sector, running a fleet of buses at different routes. T  Ltd  has 

identified 3 operating segments: 

- Segment 1: Local Route 

- Segment 2: Inter-city Route 

- Segment 3: Contract Hiring 

The characteristics of each segment are as under: 

Segment 1: The local transport authority awards the contract to ply  the  buses  at  different 
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routes for passengers. These contracts  are  awarded following a  competitive  tender 

process; the ticket price paid by passengers are controlled by the local transport authority. 

T Ltd would charge the local transport authority on a per kilometer basis. 

Segment 2: T Ltd operates buses from one city to another, prices are set by T Ltd on the 

basis   of services provided (Deluxe, Luxury or Superior). 

Segment 3: T Ltd also leases buses to schools under a long-term arrangement. 

While Segment 1 has been showing significant decline in profitability, Segment 2 is 

performing well in respect of higher revenues and improved margins. The management of  

the company is not sure why is the segment information relevant for users when  they  

should  only  be concerned about the returns from overall business.   They would like to 

aggregate the Segment   1 and Segment 2 for reporting under ‘Operating Segment’ 

Required: 

Whether it is appropriate to aggregate Segments 1 and 2 with reference to Ind AS 108 

‘Operating Segments’? and 

Discuss, in the above context, whether disclosure of segment information is relevant to an  

investor’s appraisal of financial statements?(6 Marks March ‘21) 

Answer 2 

Ind AS 108 ‘Operating Segments’ requires operating segments to be aggregated to present a 

reportable segment if  the  segments  have  similar  economic  characteristics,  and  the  segments  

are similar in each of the following aggregation criteria: 

(a) The nature of the products and services 

(b) The nature of the production process 

(c) The type or class of customer for their products and services 

(d) The methods used to distribute their products or provide their services 

(e) If applicable, the nature of the regulatory environment 

While the products and services are similar, the customers for those products and services are 

different. 

In Segment 1, the decision to award  the  contract is in the hands of the local  authority, which 

also sets prices and pays for the services.  The company is not exposed  to  passenger revenue  

risk,  since a contract is awarded by competitive tender. 

On the other hand, in the inter-city segment, the customer determines whether a bus route is 

economically viable by choosing  whether  or not to  buy tickets.  T  Ltd sets the  ticket prices but 

will be affected by customer behavior or  feedback.  T  Ltd is exposed to  passenger revenue-risk, 

as it sets prices which customers may or may not choose to pay. 

Operating Segment provides information that makes the financial statements more useful  to 

investors. In making  the  investment decisions, investors and  creditors consider  the  returns 

they  are likely to make on their investment. This requires assessment of the amount, timing  

and uncertainty of the future cash flows of T Ltd as well as of management's stewardship of T 

Ltd’s resources. How management derives profit is therefore relevant information to an 

investor. 

Inappropriately aggregating segments  reduces  the  usefulness  of  segment  disclosures  to 

investors.  Ind  AS  108  requires  information to  be disclosed that is not readily available 

elsewhere  in the financial statements, therefore it provides additional information which aids 

an investor's understanding of how the business operates and is managed. 
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In T Ltd.’s case,  if  the  segments are aggregated, then the increased profits in segment 2 will  

hide the decreased profits in segment 1. However, the fact that  profits  have  sharply  declined  

in  segment 1 would be of interest to investors as it may suggest that future cash flows from this  

segment are at risk. 

 

Question 3 

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 

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. 
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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. 

Analyze 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 April ‘18) 
Answer 3 

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. 

1. Primary Business Segment Report: The management’s interpretation of 

presenting ‘Net profit before taxes’ is incorrect. The standard requires allocating 

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. 

2. Notes to Accounts on Investment 

 

 Refer Note No. Rs. in crore 

Non-current Investment (at cost)   

X Ltd., a wholly owned subsidiary  100 
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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. 

Question 4 

X Ltd. has identified 4 operating segments for which revenue data is given below: 

 

 External Sale (Rs.) Internal Sale (Rs.) Total (Rs.) 

Segment A 30,00,000 Nil 30,00,000 

Segment B 6,50,000 Nil 6,50,000 

Segment C 8,50,000 1,00,000 9,50,000 

Segment D   5,00,000 49,00,000    54,00,000 

Total Sales 50,00,000 50,00,000 1,00,00,000 

Additional information: 

Segment C is a new business unit and management expect this segment to make a 

significant contribution to external revenue in coming years. 

Which of the segments would be reportable under the criteria identified in Ind AS 108? 

(8 Marks March ‘18) 

Answer 4 

Threshold amount is Rs. 10,00,000 (Rs. 1,00,00,000 × 10%). 

Segment A exceeds the quantitative threshold (Rs. 30,00,000 > Rs. 10,00,000) and hence 

reportable segment. 
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Segment D exceeds the quantitative threshold (Rs. 54,00,000 > Rs. 10,00,000) and hence 

reportable segment. 

Segment B & C do not meet the quantitative threshold amount and may not be classified as 

reportable segment. 

However, the total external revenue generated by these two segments A & D represent only 

70% (Rs. 35,000/50,000 x 100) of the entity’s total external revenue. If the total external 
revenue reported by operating segments constitutes less than 75% of the entity total 

external revenue, additional operating segments should be identified as reportable segments 

until at least 75% of the revenue is included in reportable segments. 

In case of X Ltd., it is given that Segment C is a new business unit and management expect 

this segment to make a significant contribution to external revenue in coming years. In 

accordance with the requirement of Ind AS 108, X Ltd. designates this start -up segment C as 

a reportable segment, making the total external revenue attributable to reportable segment s 

87% (Rs. 43,50,000/ 50,00,000 x 100) of total entity revenues. 



  

Chapter 26 Accounting and Reporting of Financial Instruments 

26.1 

Chapter 26 

 Accounting and Reporting of Financial Instruments 

Question 1 

A Limited received from the government a loan of Rs.1,00,00,000 @ 5% payable after 5 years 

in a bulleted payment. The prevailing market rate of interest is 12%. Interest is payable 

regularly at the end of each year. Calculate the amount of government grant and Pass 

necessary journal entry. Also examine how the Government grant be realized. Also state how 

the grant will be recognized in the statement of profit or loss assuming that the loan is to 

finance a depreciable asset. (6 Marks Aug ‘18) 

 

Answer 1 

The fair value of the loan is calculated at Rs. 74,76,656. 

 

Year Opening 

Balance 

Interest 

calculated 

@ 12% 

Interest paid @ 5% on 

Rs. 1,00,00,000 + principal 

paid 

Closing Balance 

(a) (b) (c) = (b) x 12% (d) (e) =(b) + (c) – (d) 

1 

2 

3 

4 

5 

74,76,656 

78,73,856 

83,18,718 

88,16,964 

93,75,000 

8,97,200 

9,44,862 

9,98,246 

10,58,036 

11,25,000 

5,00,000 

5,00,000 

5,00,000 

5,00,000 

1,05,00,000 

78,73,856 

83,18,718 

88,16,964 

93,75,000 

Nil 

A Limited will recognise Rs. 25,23,344 (Rs. 1,00,00,000 – Rs. 74,76,656) as the 

government grant and will make the following entry on receipt of loan: 

Bank Account Dr. Rs. 1,00,00,000 

To Deferred Income Rs.  25,23,344 

To Loan Account Rs.  74,76,656 

Rs. 25,23,344 is to be recognised in profit or loss on a systematic basis over the 

periods in which   A Limited recognise the related costs (which the grant intends to 

compensate) as expenses. 

If the loan is to finance a depreciable asset, Rs. 25,23,344 will be recognised in profit 

or loss on    the same basis as depreciation. 

 

Question 2 

a) An asset is sold in 2 different active markets (a market in which transaction for the asset 

or liability takes place with sufficient frequency and volume to provide pricing 

information on an ongoing basis) at different prices. 

An entity enters into transactions in both markets and can access the price in those markets 

for the asset at the measurement date. 

In Market A: 

The sale price of the asset is Rs. 26, transaction cost is Rs. 3 and the cost to transport the 

asset to Market A is Rs. 2 (i.e., the net amount that would be received is Rs. 21). 
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In Market B: 

The sale price of the asset is Rs. 25, transaction cost is Re. 1 and the cost to transport the 

asset to Market B is Rs. 2 (i.e., the net amount that would be received is Rs. 22). 

Determine the fair value of the asset by supporting your answer with proper reason. (4 

Marks Aug ‘18) 

 

Answer 2 

If Market A is the principal market for the sale of asset (i.e., the market with the greatest 

volume and level of activity for the asset), the fair value of the asset would be measured 

using the price that would be received in that market, after taking into account 

transport cost of Rs. 24. The price in the principal (or most advantageous) market used 

to measure the fair value of the asset or liability shall not be adjusted for transaction 

costs. 

If neither market is the principal market for the sale of asset, the fair value of the asset 

would be measured using the price in the most advantageous market. The most 

advantageous market is the market that maximises the amount that would be received 

by selling the asset, after taking into account transport cost (i.e., the net amount that 

would be received in the respective markets). 

Since the entity would maximise the net amount that would be received for the asset in 

Market B, the fair value of the asset would be measured using the price in that market 

ie. sale of asset Rs.  25  less transport cost  Rs. 2, resulting in a  fair value measurement 

of   Rs. 23. 

 

Question 3 

(i) On 1st  April, 2014,  S  Ltd. issued 5,000, 8%  convertible  debentures  with  a  face  value of    Rs. 

100 each maturing on 31st March, 2019. The debentures are convertible into  equity  shares of 

S Ltd. at a conversion price of Rs. 105 per share. Interest is payable annually in cash. At the date 

of issue, S Ltd. could have issued non-convertible debentures with a 5 year term bearing a 

coupon interest rate of 12%. On 1st  April, 2017, the convertible debentures have a fair value 

of Rs. 5,25,000. S Ltd. makes a tender offer to debenture holders to repurchase the debentures 

for Rs. 5,25,000, which the holders accepted. At the date of repurchase, S Ltd. could have issued 

non-convertible debt with a 2 year term bearing a coupon interest rate of 9%. 

Examine the accounting treatment in the books of S Ltd., by passing appropriate journal entries, 

for recording of equity and liability component: 

(1) At the time of initial recognition and 

(2) At the time of repurchase of the convertible debentures. 

The following present values of Re. 1 at 8%, 9% & 12% are supplied to you: 

 

Interest 

Rate 

Year 1 Year 2 Year 3 Year 4 Year 5 

8% 0.926 0.857 0.794 0.735 0.681 

9% 0.917 0.842 0.772 0.708 0.650 

12% 0.893 0.797 0.712 0.636 0.567 

(10 Marks Aug’ 18) 

 

(ii) On 1 January 2018, Entity X writes a put option for 1,00,000 of its own equity shares for 
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which it receives a premium of Rs. 5,00,000. 

Under the terms of the option, Entity X may be obliged to take delivery of 1,00,000 of  its 

own shares in one year’s time and to pay the option exercise price of Rs. 22,000,000. The 

option can only be settled through physical delivery of the shares (gross physical 

settlement). Examine the nature of the financial instrument and how it will be accounted 

assuming that the present value of option exercise price is Rs. 2,00,000? (5 Marks Aug’ 
18) 

 

Answer 3 

(a)   (i) (1) At the time of initial recognition 

 Rs. 

Liability component  

Present value of 5 yearly interest payments of Rs. 40,000, 

discounted at 12% annuity (40,000 x 3.605) 

 

1,44,200 

Present value of Rs. 5,00,000 due at the end of 5 years, 

discounted at 12%, compounded yearly (5,00,000 x 0.567) 

 

2,83,500 

 

Equity component 

4,27,700 

(Rs. 5,00,000 – Rs. 4,27,700) 72,300 

Total proceeds 5,00,000 

Journal Entry 

 Rs. Rs. 

Bank Dr. 5,00,000  

To 8% Debentures (Liability component) 4,27,700 

To 8% Debentures (Equity component) 72,300 

(Being Debentures are initially recorded a fair 

value) 

 

(2) At the time of repurchase of convertible debentures 

The repurchase price is allocated as follows: 

 

 Carryin

g Value 

@ 

12% 

Fair Value 

@ 9% 

Difference 

 Rs. Rs. Rs. 

Liability component    

Present value of 2 remaining yearly 

interest payments of Rs. 40,000, 

discounted at 12% and 9%, respectively 

 

 

67,600 

 

 

70,360 

 

Present value of Rs. 5,00,000 due in 2 

years, discounted at 12% and 9%, 

compounded yearly, respectively 

 

 

3,98,500 

 

 

4,21,000 

 

Liability component 4,66,100 4,91,360 (25,260) 

Equity component (5,25,000 -4,91,360)   72,300  33,640*   38,660 

Total 5,38,400 5,25,000   13,400 
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*(5,25,000 – 4,91,360) = 33,640 

Journal Entries 

 Rs. Rs. 

8%  Debentures (Liability component) Dr. 4,66,100  

 

4,91,360 

Profit and loss A/c (Debt  settlement expense) Dr. 25,260 

To Bank A/c  

(Being the repurchase of the liability component recognised)  

8%  Debentures (Equity component) Dr. 72,300  

To Bank A/c 33,640 

To Reserves and Surplus A/c 38,660 

(Being the cash paid for the equity component recognised) 

(ii) This derivative involves Entity X taking delivery of a fixed number of  equity 

shares for  a fixed amount of cash. Even though the obligation for Entity X to 

purchase its own equity shares for Rs. 22,000,000 is conditional on the holder of 

the option exercising the option, Entity X has an obligation to deliver cash which 

it cannot avoid. 
 

As per para 23 of Ind AS 32 ‘Financial Instruments: Presentation’, the accounting for 
financial instrument will be as below: 

 The financial liability is recognised initially at the present value of the 

redemption amount, and is reclassified from equity. This would imply that 

a  financial liability for  an amount of present value of Rs. 22,000,000, say 

Rs. 20,000,000 will be recognised through a debit to equity. The initial 

premium received ( Rs. 5,00,000) is credited to equity. 

 Subsequently, the financial liability is measured in accordance with Ind AS 

109. While  a subsequent paragraph will deal with measurement of financial 

liabilities. The  financial  liability  of  Rs.  20,000,000  will  be  measured  at  

amortised  cost as   per Ind AS 109 and finance cost of Rs. 2,000,000 will be 

recognised over the exercise period. 

 If the contract expires without delivery, the carrying amount of the financial 

liability is reclassified to equity ie. an amount of Rs. 22,000,000 will be 

reclassified from financial liability to equity. 

Question 4 

At 1 January 2017, Ambani Limited grants its CEO an option to take either cash amount 

equivalent to 990 shares or 800 shares.  The minimum service requirement is 2 years.   There 

is a condition   to keep the shares for 3 years if shares are opted. 

 

Fair values of the shares INR 

Share alternative fair value (with restrictions) 212 

Grant date fair value on 1st January, 2016 213 

Fair value on 31st December, 2016 220 

Fair value on 31st December, 2017 232 

The key management exercises his cash option at the end of 2018. Pass journal entries. (10 Marks 

Aug ‘18) 
Answer 4 
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 1st Jan., 

2017 

31st Dec., 2017 31st Dec., 2018 

Cash alternative (990 x 212) 2,09,880   

Equity alternative (800 x 213) 1,70,400   

Equity option (2,09,880 – 1,70,400) 39,480   

Cash Option (cumulative) (using period end fair value) 88,000 1,85,600 

Equity Option (cumulative)  19,740 39,480 

Expense for the period   

Equity option  19,740 19,740 

Cash Option     88,000    97,600 

Total 1,07,740 1,17,340 

Journal Entries 

 

31st Dec., 2016 INR 

Employee benefits expenses Dr. 1,07,740  

To Share based payment reserve (equity) 19,740 

To Share based payment liability  88,000 

(Recognition of Equity option and cash settlement option)  

31st Dec., 2017 

Employee benefits expenses Dr. 1,17,340  

To Share based payment reserve (equity) 19,740 

To Share based payment liability  97,600 

(Recognition of Equity option and cash settlement option)  

Share based payment liability Dr. 1,85,600  

To Bank/ Cash  1,85,600 

(Settlement in cash)   

 

Question 5 

(1)   QA   Ltd.   issued   10,00,000    of   8%   Long   Term   bond-A   Series   of   Rs.   1   each   on 1st 

April, 2016. The bond tenure is 3 years. Interest is payable annually on 1st April each year. 

The investors expect an effective interest rate on the loan at 10%. QA Ltd.  wants you to 

suggest the suitable accounting entries for the issue of these bonds as per applicable Ind AS. 

Consider the discounting factor 3 years, 10% discounting factor is 0.751315 and 3 years 

cumulative discounting factor is 2.48685. 

(i) What is the principal value of the bond at the initial recognition at the  time of  issue  of 

bond as per applicable Ind AS? 

(ii) What is the present value of the interest payment to be recognised  as part of the sale  

price of the bond as per applicable Ind AS? 

(iii) What are the proceeds of the sale of the bond to be recognized at the time of initial 

recognition as per applicable Ind AS? 

(iv) What is the accounting entry to be passed at the time of accounting for payment  of 

interest for the first year? 

(2) QA Ltd.  has  also  issued  10,00,000  of  8%  Long  Term Bond-B  Series  of  Rs.  1  each  on 

1st April, 2016. The bond tenure is 3  years.  Interest  is payable  annually on  1st  April  each  
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year. However, the bond holders  of  this  series  are entitled  to  convert  the  bonds  to  

shares of Rs. 1 each on the date of maturity, instead of receiving  the principal  repayment.  

Interest rate on the similar bond without conversion option is 10%. QA Ltd. has requested  

you  to suggest the following for this type of instrument: 

(a) What is entry to be passed at the date of issuance of the bond as per applicable Ind AS? 

(b) What is entry to be passed  at  the  date  of  conversion  of  the  bond  as per  applicable 

Ind AS?  (8 Marks May ‘19) 

Answer 5 

(1) 

(i) Option (C) : Rs. 7,51,315 

(ii) Option  (C) :  Rs. 1,98,948 

(iii) Option  (B)  : Rs. 9,50,263 

(iv) Option  (B)  : Bond  Interest Expenses A/c Dr. Rs. 95,026 

To Discount on Bond A/s Rs. 15,026 

To Cash/Bank A/c Rs. 80,000 

Workings for the above 

Since the Effective   interest  rate  on the loan is 10% while the  Bond has  been 

issued at   8%, the financial liability will be recognized at fair value determined 

as follows: 

Calculation of initial recognition amount of 8% Long term Loan Bond A Series  

 

Particulars Rs. 

Present value of the principal repayable after 3 years 

(10,00,000 x .751315) 

Present value of Interest [(10,00,000 x 8%) x 2.48685] 

Total Present Value of Long term Loan Bond 

7,51,315 

 

1,98,948 

9,50,263 

Interest for the first year recognized in the books as per effective interest 

rate method 

= Rs.9,50,263 x 10% = Rs. 95,026 

However, interest paid is @ 8% i.e. Rs. 10,00,000 x 8% = Rs. 80,000 

(2) Option (B) : Cash/Bank A/c Rs. 10,00,000 

To  8% LT  Bond Series B A/c Rs. 9,50,263 

To Share Option A/c Rs. 49,737 

Workings for the above 

It is a compound instrument. 

Calculation of initial recognition amount of 8% Long term Loan Bond B Series 

liability and equity component 

Particulars Rs. 
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Present value of the principal repayable after 3 years (10,00,000 x 

.751315) 

Present value of Interest [(10,00,000 x 8%) x 2.48685] 

Total Present  Value  of  Long term  Loan Bond B I 

Issue  proceeds from convertible  bond II 

Value  of equity component (II – I) 

7,51,315 

 

1,98,948 

 

9,50,263 

10,00,000 

  49,737 

i. 8% LT  Bond Series B A/c Rs. 10,00,000 

Share Option A/c Rs. 49,737 

To Share Capital A/c Rs. 10,00,000 

To Share Premium A/c Rs. 49,737 

Reasoning: 

As per para AG32 of Ind AS 32, on conversion of a convertible instrument at  

maturity, the entity derecognizes the liability component and  recognizes  it  as 

equity. The original equity component remains as equity (although it may be 

transferred from  one line item  within  equity  to  another).  There is no gain or 

loss on conversion at maturity. 

Question 6 

On April 1, 20X1, Pluto Ltd. has advance a loan for Rs. 10 lakhs to one of its  employees  for  

an  interest rate at 4% per annum (market rate 10%) which is repayable in 5 equal annual 

installments along with interest at each year end. Employee is not required to give any 

specific performance against this benefit. 

The accountant of the company has recognised the staff loan in the  balance sheet  

equivalent  to  the amount disbursed i.e. Rs. 10 lakhs. The interest income for the period is 

recognised at the contracted rate in the Statement of  Profit  and Loss  by the company i.e.  

Rs.  40,000  (Rs.  10 lakhs x 4%). 

Analyse whether the above accounting treatment  made by  the  accountant is  in 

compliance with the Ind AS. If not, advise the correct treatment alongwith working for the 

same. (8 Marks May ‘19) 

Answer 6 

The above treatment needs to be examined in the light of  the  provisions  given  in Ind  AS  

32 and Ind AS 109 on Financial Instruments’ and Ind AS 19 ‘Employee Benefits’. 

Para 11 (c) (i) of Ind AS 32 ‘Financial Instruments: Presentation’ states that: 

“A financial asset is any asset that is: 

(c) a contractual right: 

(i) to receive cash or…..” 

Further, paragraph 5.1.1 of Ind AS 109 states that: 

“at initial recognition, an entity shall measure a financial asset or financial liability at its fair 

value”. 

Further, paragraph 5.1.1 of Appendix B to Ind AS 109 states that: 
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“The fair value of a financial instrument at initial  recognition  is normally  the transaction  
price (i.e. the fair value of the consideration given or received. However, if part of the 

consideration given or received is for something other than the financial instrument,  an 

entity shall  measure the fair value  of the financial instrument. For example, the fair 

value of a long term loan or receivable that  carries no interest can be measured as the 

present value of all future cash receipts discounted using the prevailing market(s) of 

interest rate of similar instrument with a similar credit rating. Any additional amount lent 

is an expense or reduction of income unless it qualifies for recognition as some other 

type of asset”. 

Further, paragraph 5.2.1 of Ind AS 109 states that: 

“After initial recognition, an entity shall measure a financial asset at: 

(a) amortised cost; 

(b) fair value through other comprehensive income; or 

(c) fair value through profit or loss. 

Further, paragraph 5.4.1 of Ind AS 109 states that: 

“Interest revenue shall be calculated by using the effective interest  method.  This  shall  

be calculated by applying the effective  interest  rate  to  the  gross  carrying  amount  of  

a  financial asset” 

Paragraph 8 of Ind AS 19 states that: 

“Employee Benefits are all forms of consideration given by an entity in exchange for service 

rendered by employees or for the termination of employment”. 

The Accountant of Pluto Ltd. has recognised the staff loan in the balance sheet at  Rs.  

10 lakhs being the amount disbursed and Rs. 40,000 as  interest  income for  the  period  

is  recognised  at the contracted rate in the statement of profit  and loss which is not  

correct and not in accordance with Ind AS 19, Ind AS 32 and Ind AS 109. 

Accordingly, the staff advance being a financial asset shall be initially  measured at the 

fair  value  and subsequently at the amortised cost. The interest income is calculated 

by using the effective interest method. The difference between the amount lent and 

fair value is charged as Employee benefit expense in statement of profit and loss. 

a) Calculation of Fair Value  of the  Loan 

 

Year Cash Inflow Discounting Factor (10%) Present Value 

1 2,40,000 0.909 2,18,160 

2 2,32,000 0.826 1,91,632 

3 2,24,000 0.751 1,68,224 

4 2,16,000 0.683 1,47,528 

5 2,08,000 0.621 1,29,168 

Total 8,54,712 

Staff   loan should be initially  recorded at   Rs.  8,54,712. 

b) Employee Benefit Expense 

Loan Amount – Fair Value of the loan = Rs. 10,00,000 – Rs. 8,54,712 = Rs. 1,45,288 

Rs. 1,45,288 shall be charged as Employee  Benefit  expense  in  Statement  of  Profit  

and Loss for the year ended 31.03.20X2. 
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Amortisation table: 

 

Year Opening balance of 

Staff Advance 

(a) 

Interest  (10%) 

 

(b)=  (a x 10%) 

Repaymen

t 

 

(c) 

Closing balance of 

Staff Advance 

(d)  = a + b -c 

1 8,54,712 85,471 2,40,000 7,00,183 

2 7,00,183 70,018 2,32,000 5,38,201 

3 5,38,201 53,820 2,24,000 3,68,021 

4 3,68,021 36,802 2,16,000 1,88,823 

5 1,88,823 19,177 (b.f.) 2,08,000 Nil 

Balance Sheet extracts showing the presentation of staff loan as at 31st March 20X2 

Ind AS compliant Division II of Sch III needs to  be  referred  for  presentation  

requirement  in Balance Sheet on Ind AS. 

 

Assets 

Non-Current Assets 

Financial Assets 

(i) Loan 

 

 

 

5,38,201 

Current Assets 

Financial Assets 

(i) Loans (7,00,183 - 5,38,201) 

 

 

1,61,982 

 

Question 7 

During the year, QA Ltd. delivered manufactured products  to  customer  K.  The products  were 

faulty and on 1st October, 2016 customer K commenced legal action  against  the  Company  

claiming damages in respect of losses due to the supply of faulty product. Upon investigating 

the matter, QA Ltd. discovered that the products were faulty  due to  defective  raw material  

procured from supplier F. Therefore, on 1st December, 2016, the  Company  commenced legal  

action  against F claiming damages in respect of the supply of defec tive raw materials. 

QA Ltd. has estimated that it's probability of success of both legal  actions,  the action of K 

against QA Ltd. and action of QA Ltd. against F, is very high. 

On 1st October, 2016, QA Ltd. has estimated that  the damages it  would have  to  pay  K would 

be  Rs. 5 crores. This estimate was revised to Rs. 5.2 crores as on 31st March, 2017  and Rs.  

5.25 crores as at 15th May, 2017. This case was eventually settled on  1st  June,  2017,  when  

the Company paid damages of Rs. 5.3 crores to K. 

On 1st December, 2016, QA Ltd. had estimated that it would receive damages of  Rs.  3.5  crores 

from F. This estimate was revised to Rs. 3.6  crores as at 31st  March, 2017  and  Rs. 3.7  crores 

as on 15th May, 2017. This case was eventually settled on 1st June,  2017  when  F  paid  Rs.  

3.75 crores to QA Ltd. QA Ltd. had, in its financial statements for the year ended 31 st March, 

2017, provided Rs. 3.6 crores as the financial statements were approved  by  the Board  of  

Directors  on 26th April, 2017. 

(i) Whether the Company is required to make provision for the claim from customer K as per 

applicable Ind AS? If yes, please give the rationale for the same. 
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(ii) If the answer to (a) above  is yes,  what is  the entry  to be passed  in the books  of  account 

as on 31st March, 2017? Give brief reasoning for your choice. 

 

(A) Statement  of Profit  and Loss A/c Dr. Rs. 5.2 crores Rs. 5.2 crores 

 To Current Liability A/c  Rs. 5.2 crores 

(B) Statement  of Profit  and Loss A/c Dr. Rs. 5.3 crores  

 To Non-Current Liability A/c  Rs. 5.3 crores 

(C) Statement  of Profit  and Loss A/c Dr. Rs. 5.25 crores  

 To Current Liability A/c  Rs. 5.25 crores 

(iii) What will the accounting treatment of the action of QA Ltd. against supplier F  as  per  

applicable Ind AS? (6 Marks May ‘19) 

Answer 7 

(i)  Yes, QA Ltd. is required to make provision for the claim from customer K as per Ind AS 37 since  

the claim is a present obligation as a result of delivery of faulty goods manufactured. Also, it is 

probable that an outflow of resources embodying economic benefits will be required to settle  

the obligations. Further, a reliable estimate of Rs. 5.2 crore can be made of the amount of the 

obligation while preparing the financial statements as on 31st March, 2017. 

(i) Option  (A)  : Statement  of  Profit  and Loss A/c Dr. Rs. 5.2 crore 

To Current Liability  A/c Rs. 5.2 crore 

(ii) As per para 31 of Ind AS 37, QA Ltd. shall not recognise a contingent asset.  Here  the 

probability of success of legal action is very high but there is no concrete evidence 

which  makes the inflow virtually  certain.  Hence, it  will  be  considered  as  contingent  

asset  only and shall not be recognized. 

 

Question 8 

On 1 April 2018, an 8% convertible  loan with  a nominal value  of  Rs.  6,00,000  was issued  

at par.  It is redeemable on 31 March 2022 also at par. Alternatively, it  may be  converted  

into  equity shares on the basis of 100 new shares for each Rs. 200 worth of loan. 

An equivalent loan without the conversion option would have  carried interest  at  10%.  

Interest  of  Rs. 48,000 has already been paid and included as a finance cost. 

Present value rates are as follows: 

Year End @ 8% @ 10% 

1 0.93 0.91 

2 0.86 0.83 

3 0.79 0.75 

4 0.73 0.68 

How will the Company present the above loan notes in  the  financial  statements  for  the  

year  ended 31 March 2019?(8 Marks May ‘19) 

Answer 8 

Step 1 There is an ‘option’ to convert the loans into equity i.e. the loan note holders do not have 
to accept equity shares; they could demand repayment in the form of cash. 

Ind AS 32 states  that  where  there  is an obligation  to  transfer  economic benefits  there  should 

be a liability recognised. On the other hand, where there is not an obligation to transfer 

economic benefits, a financial instrument should be recognised as equity. 
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In the above illustration we have both – ‘equity’ and ‘debt’ features in the instrument. There is an 

obligation to pay cash – i.e. interest at 8% per annum and a redemption amount – this is ‘financial 
liability’ or ‘debt component’. The ‘equity’ part of the transaction is the option to convert. So it is a 

compound financial instrument. 

Step 2 Debt element of the financial instrument so as  to  recognise  the  liability  is  the  present 

value of interest and principal 

The rate at which the same is to be discounted, is the rate of equivalent loan note without the 

conversion option would have carried interest at 10%, therefore this is the rate to be used for 

discounting 

Step 3 Calculation of the debt element of the loan note as follows: 

8% Interest discounted at a rate of 10% Present Value (6,00,000 x 8%) 

 

S. No Year Interest amount PVF Amount 

Year 1 2019 48,000 0.91 43,680 

Year 2 2020 48,000 0.83 39,840 

Year 3 2021 48,000 0.75 36,063 

    1,19,583 

Year 4 2022 648,000 0.68 4,40,640 

Amount to be recognised as a liability 5,60,223 

Initial proceeds (6,00,000) 

Amount  to  be  recognised as equity  39,777 

* In year 4, the loan note is redeemed therefore Rs. 6,00,000 + Rs. 48,000 = Rs. 6,48,000. 

Step 4 The next step is to recognise the interest component equivalent  to  the  loan  that  would 

carry if there was no option  to  cover.  Therefore,  the  interest  should  be  recognised  at 10%.  

As on date Rs. 48,000 has been recognised in  the  statement  of  profit  and loss  i.e.  6,00,000  x 

8% but we have discounted the present value of future interest  payments  and  redemption  

amount using discount factors of 10%, so the finance  charge  in  the  statement  of profit  and  

loss  must also be recognised at the same rate i.e. for the purpose of consistency. 

The additional charge to be recognised in the income statement is calculated as: 

Debt component of the financial instrument Rs. 5,60,000 

Interest charge (5,60,000 x 10%) Rs. 56,000 

Already charged to the income statement (Rs. 48,000) 

Additional charge required Rs. 8,000 

 

 

 

 

 

Journal Entries for recording additional finance cost for year ended 31 March 2019 

 

Particulars Dr. Amount 

(Rs.) 

Cr. Amount 

(Rs.) 
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Finance cost A/c Dr. 

To Debt component A/c 

(Being    interest recorded for difference between 

amount recorded earlier and that  to  be  recorded  

per Ind AS 32) 

8,000  

8,000 

 

Question 9 

ABC Company issued 10,000 compulsory cumulative convertible  preference  shares  (CCCPS) as 

on 1 April 20X1 @ Rs 150 each. The rate of dividend is 10% payable every year. The preference 

shares are convertible into  5,000 equity  shares of  the company at the end of 5th year from 

the date of allotment. When the CCCPS are issued, the prevailing market interest rate for similar 

debt without conversion options is 15% per annum. Transaction cost on the date of issuance 

is 2% of the value of the proceeds. 

Key terms: 

 

Date of Allotment 01-Apr-20X1 

Date of Conversion 01-Apr-20X6 

Number of Preference Shares 10,000 

Face Value of Preference Shares 150 

Total Proceeds 15,00,000 

Rate of dividend 10% 

Market Rate for Similar Instrument 15% 

Transaction Cost 30,000 

Face value of equity share after conversion 10 

Number of equity shares to be issued 5,000 

Effective interest rate 15.86% 

You are required to compute the liability  and equity  component and pass  journal  entries for 

entire term of arrangement i.e. from the issue of preference shares till their conversion into 

equity shares keeping in  view  the  provisions of relevant Ind AS.     (12 Marks Oct ‘19) 

 

Answer 9 

This is a compound financial instrument with two components – liability representing present 

value of future cash outflows and balance represents equity component. 

a. Computation of Liability & Equity Component 

 

Date Particulars Cash 

Flow 

Discount 

Factor 

Net present 

Value 

01-Apr-20X1  0 1 0.00 

31-Mar-20X2 Dividend 150,000 0.869565 130,434.75 

31-Mar-20X3 Dividend 150,000 0.756144 113,421.6 

31-Mar-20X4 Dividend 150,000 0.657516 98,627.4 

31-Mar-20X5 Dividend 150,000 0.571753 85,762.95 

31-Mar-20X6 Dividend 150,000 0.497177     74,576.55 

Total Liability 

Component 

   502,823.25 
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Total Proceeds    1,500,000.00 

Total Equity 

Component (Bal fig) 

    

   997,176.75 

b. Allocation of transaction costs 

 

Particulars Amount Allocation Net Amount 

Liability Component 502,823 10,056 492,767 

Equity Component   997,177 19,944   977,233 

Total Proceeds 1,500,000 30,000 1,470,000 

c. Accounting for liability at amortized cost: 

- Initial accounting = Present value of cash outflows less transaction costs 

- Subsequent accounting = At amortised cost, i.e., initial fair value adjusted for 

interest and repayments of the liability. 

Assume the effective interest rate is 15.86% 

 

 Opening 

Financial 

Liability A 

Interest B Cash 

Flow C 

Closing 

Financial 

Liability 

A+B-C 

01-Apr-20X1 492,767 - - 4,92,767 

31-Mar-20X2 492,767 78,153 150,000 4,20,920 

31-Mar-20X3 420,920 66,758 150,000 3,37,678 

31-Mar-20X4 337,678 53,556 150,000 2,41,234 

31-Mar-20X5 241,234 38,260 150,000 1,29,494 

31-Mar-20X6 129,494 20,506 150,000 - 

a. Journal Entries to be recorded for entire term of arrangement are as follows: 

 

Date Particulars Debit Credit 

01-Apr-20X1 Bank A/c Dr. 1,470,000  

 To Preference Shares A/c  492,767 

 To Equity Component of Preference 

shares A/c 

 977,233 

 (Being compulsorily convertible 

preference shares issued. The same are 

divided into equity component and 

liability component as per the calculation) 

  

31-Mar-20X2 Preference shares A/c Dr. 150,000  

 To Bank A/c  150,000 

 (Being Dividend at the coupon rate of 10% 

paid to the shareholders) 

  

31-Mar-20X2 Finance cost A/c Dr. 78,153  

 To Preference Shares A/c  78,153 

 (Being interest as per EIR method recorded)   

31-Mar-20X3 Preference shares A/c Dr. 150,000  

 To Bank A/c  150,000 
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 (Being Dividend at the coupon rate of 10% 

paid to the shareholders) 

  

31-Mar-20X3 Finance cost A/c Dr. 66,758  

 To Preference Shares A/c  66,758 

 (Being interest as per EIR method recorded)   

31-Mar-

20X4 

Preference shares A/c Dr. 150,000  

 To Bank A/c  150,000 

 (Being Dividend at the coupon rate of 

10% paid to the shareholders) 

  

31-Mar-

20X4 

Finance cost A/c Dr. 53,556  

 To Preference Shares A/c  53,556 

 (Being interest as per EIR method recorded)   

31-Mar-

20X5 

Preference shares A/c Dr. 150,000  

 To Bank A/c  150,000 

 (Being Dividend at the coupon rate of 

10% paid to the shareholders) 

  

31-Mar-

20X5 

Finance cost A/c Dr. 38,260  

 To Preference Shares A/c  38,260 

 (Being interest as per EIR method recorded)   

31-Mar-

20X6 

Preference shares A/c Dr. 150,000  

 To Bank A/c  150,000 

 (Being Dividend at the coupon rate of 

10% paid to the shareholders) 

  

31-Mar-

20X6 

Finance cost A/c Dr. 20,506  

 To Preference Shares A/c  20,506 

 (Being interest as per EIR method recorded)   

31-Mar-

20X6 

Equity Component of Preference shares 

A/c Dr. 
977,233  

 To Equity Share Capital A/c  50,000 

 To Securities Premium A/c  927,233 

 (Being Preference shares  converted  in 

equity shares and remaining equity 

component is recognised as securities 

premium) 

  

 

Question 10 

As at 31st March, 20X1, a plantation consists of 100 Pinus Radiata trees that were planted 10 

years earlier. The tree takes 30 years to mature, and will ultimately be processed into building 

material for houses or furniture. The enterprise’s weighted average  cost of capital is 6% p.a. 

Only mature trees have established fair values by reference to a quoted price in an active 

market. The fair value  (inclusive  of current  transport  costs to  get 100 logs to  market)  for a 



  

Chapter 26 Accounting and Reporting of Financial Instruments 

26.15 

mature tree of the same grade as in the plantation is: 

As at 31st March, 20X1: 171 As at 31st 

March, 20X2: 165 

Assume that there would be immaterial cash flow between now and point of harvest. The 

present value factor of Rs. 1 @ 6% for 

19th year = 0.331 20th year = 0.312 

State the value of such plantation as on 31st March, 20X1 and 20X2 and the gain or loss to be 
recognized as per Ind AS. (6 Marks Oct ‘19) 

 

Answer 10 

As at 31st  March,  20X1,  the  mature  plantation  would  have  been  valued  at  17,100 (171 x 

100). 

As at 31st  March,  20X2,  the  mature  plantation  would  have  been  valued  at  16,500 (165 x 

100). 

Assuming immaterial cash flow between now and the point of harvest, the fair value (and 

therefore the amount reported as an asset on the statement of financial position) of the 

plantation is estimated as follows: 

As at 31st March, 20X1: 17,100 x 0.312 = 5,335.20. As at 

31st March, 20X2: 16,500 x 0.331 = 5,461.50. 

Gain or loss 

The difference in fair value of the plantation between the two year end dates is 126.30 

(5,461.50 – 5,335.20), which will be reported as a gain in the statement or profit or loss 

(regardless of the fact that it has not yet been realised). 

 

Question 11 

Croton Limited is engaged in the business of trading commodities. The company’s main asset 

are investments in equity shares, preference shares, bonds,  non-convertible debenture (NCD) 

and mutual funds. 

The Company collects the periodical income (i.e. interest, dividend, etc.) from the investments 

and regularly sells the investment in case of favouable  market  conditions. Such investments 

have been classified as non-current investments in the financial statements. 

Also, the company buys and sells equity shares of companies for earning short term profits from 

the stock market. 

The CFO of company classified all the non-current investments as Fair Value Through Other 

Comprehensive Income (FVTOCI) and all the current investment as Fair value Through Profit 

and Loss (FVTPL). 

Croton Limited raised the following queries: 

(a) Can the Company classify the equity shares  previously  held  under  current investment 

as FVTOCI if the company decides to hold them for more than one-year (i.e. classify it as 

non-current)? 

(b) The Company had classified NCDs with a maturity period of less than twelve months from  

the reporting period as current.  This has been classified as FVTPL by the CFO  of the 

company. The Company wants to know whether these NCDs can  be recognized as 
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FVTOCI? (8 Marks Oct ‘19) 

 

Answer 11 

(a) It seems that the equity shares are acquired for the  purpose of selling it  in the  near term 

and therefore are held for trading. Such investments have been appropriately classified as 

subsequently measured at fair value through profit or loss. Such investments in equity 

shares cannot be classified as subsequently measured at fair value through other 

comprehensive income. The option to measure investment in equity shares at fair value 

through other comprehensive income has to be made at initial recognition. Therefore, 

equity shares that were held for trading  previously cannot be reclassified to fair value 

through other comprehensive income due to change in business model to not held for 

trading. 

(b) In absence of contractual terms  of  NCDs,  it  is assumed that  the  contractual terms give rise 

on specified dates to cash flows that are solely payment of principal and interest on the 

principal outstanding. The business model also includes  sales  of these instruments on a 

regular basis. Hence, these instruments will be classified as FVTOCI. Therefore, such NCD 

investments shall be classified as subsequently measured at Fair Value through Other 

Comprehensive Income. The classification does not change based on whether the 

investment is current or non-current  as the end of the reporting period. It seems the 

company has previously classified these investments at fair value through profit or loss. The 

company must rectify this by reclassifying as FVTOCI. 

 

Question 12 

Blueberry Ltd entered into the following transactions during the year ended 31st 

March,20X2: 

(a) Entered into a speculative interest rate option costing Rs. 10,000 on 1stApril,20X0 to 

borrow Rs. 6,000,000 from Exon Bank commencing 30th June,20X2 for 6 months at 

4%. 

The value of the option at 31stMarch.20X2 was Rs.15,250. 

(b) Purchased 6% debentures in Fox Ltd on 1stApril,20X1 (their issue date)  for Rs. 

150,000 as   an investment. Blueberry Ltd. intends to hold the debentures, until their 

redemption at a premium, in 5 years’ time. The effective rate of interest of the bond is 

8%. 

(c) Purchased 50,000 shares in Cox Ltd on 1stOctober,20X2 for Rs.3.50 each as an 

investment. The share price on 31st March,20X2 was Rs. 3.75. 

Show the accounting treatment and relevant extracts from the financial statements for the 

year ended 31st March,20X2 of transactions related to financial instruments. Blueberry Ltd 

designates financial assets at fair value through Profit or loss only when this is unavoidable. 

(10 Marks May ‘20) 

 

 

Answer 12 

Balance Sheet as at 31st March, 20X2 (Extracts) 

Financial Assets: 

 

Rs. 
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Interest rate option (W.N.1) 15,250 

6% Debentures in Fox Ltd. (W.N.2) 1,53,000 

Shares in Cox Ltd. (W.N.3) 1,87,500 

Statement of Profit and Loss (Extracts)  

Finance Income:  

Gain on interest rate option (W.N.1) 5,250 

Effective interest on 6% Debentures (W.N.2) 12,000 

Working Notes:  

 

1. Interest rate option 

This is a derivative and so it must be treated as at fair value through profit or loss 

 

Particulars Rs. Rs. 

Initial measurement (at cost) 

Financial Asset Dr. 

 

10,000 

 

To Cash A/c  10,000 

At 31st March, 20X2 

Particulars Rs. Rs. 

(Re-measured to fair value) 

Financial Asset (Rs. 15,250 - Rs.10,000) Dr. 

 

5,250 

 

To Profit and loss A/c  5,250 

Financial Assets (Rs.10,000 + Rs.5,250) = Rs.15,250 (Balance Sheet) 

Gain on interest option = Rs.5,250 (Statement of Profit and Loss) 

2. Debentures 

On the basis of information provided, this can be treated as a held-to-maturity 

investment 

 

Particulars Rs. Rs. 

Initial measurement (at cost) 

Financial Asset Dr. 

 

1,50,000 

 

To Cash A/c  1,50,000 

At 31st March, 20X2 (Amortized cost) 

Particulars Rs. Rs. 

Financial Asset (Rs.1,50,000 x 8%) Dr. 12,000  

To Finance Income  12,000 

 

Cash (Rs. 1,50,000 x 6%) Dr. 9,000  

To Financial asset  9,000 

Amortized cost at 31st March, 20X2 

(Rs. 150,000 + Rs. 12,000 – Rs. 9,000) = Rs. 153,000 (Balance Sheet) 
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Effective interest on 6% debenture = Rs. 12,000 (Statement of Profit and Loss) 

3. Shares in Cox Ltd. 

These are treated as an available for sale financial asset (shares cannot normally 

be held to maturity and they are clearly not loans or receivables) 

 

Particulars Rs. Rs. 

Initial measurement (at cost) 

Financial Asset (Rs.50,000 x Rs.3.50) Dr. 

 

1,75,000 

 

To Cash A/c  1,75,000 

At 31stMarch, 20X2 (Re-measured at fair value) 

Particulars Rs. Rs. 

Financial Asset [(Rs.50,000 x 3.75) – 1,75,000] Dr. 12,500  

To Other Equity A/c  12,500 

Shares in Cox Ltd (Rs.1,75,000 + Rs.12,500) = Rs.1,87,500 (Balance Sheet) 

Question 13 

D Ltd. issues preference shares to G Ltd. for a consideration of Rs. 10 lakhs. The holder has 

an  option to convert these preference shares to a fixed number of equity instruments of 

the issuer anytime up to a period of 3 years. If the option is not exercised by  the holder,  

the preference shares are redeemed at the end of 3 years. The preference shares carry a 

coupon of RBI  base  rate plus 1% p.a. 

The prevailing market rate for similar preference shares, without the conversion  feature  or  

issuer’s redemption option, is RBI base rate plus 4% p.a. On the date of contract, RBI base rate is 9% p.a. 

Calculate the value of the liability and  equity components. (4 Marks May ‘20) 

 

Answer 13 

The values of the liability and equity components are calculated as follows: 

Present value of principal payable at the end of 3 years ( Rs. 10 lakhs discounted at 13% for 

3 years) = Rs. 6,93,050 

Present value of interest payable in  arrears for 3  years (Rs. 100,000 discounted at  13% 

for each of 3 years) = Rs. 2,36,115 

Paragraph AG31 of Ind AS 32 states that a common form of compound financial instruments 

is a debt instrument with an embedded conversion option, such as a bond convertible into 

ordinary shares of the issuer, and without any other embedded derivatives features. 

The liability component = Present value of principal + Present value of Interest 

= Rs. 6,93,050 + Rs.2,36,115 = Rs. 9,29,165 

Equity Component = Rs. 10,00,000 –Rs. 9,29,165 = Rs. 70,835 

Question 14 

ST Limited enters into a contract with a customer to sell an asset. Control of  the  asset  will 

transfer to the customer in two years (i.e. the performance obligation will be satisfied at a 

point in time). The contract includes two alternative payment options: 

(1) Payment of Rs. 5,000 in two years when the customer obtains control of the asset or 
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(2) Payment of Rs. 4,000 when the contract is signed. The customer elects to pay Rs. 4,000  

when the contract is signed. 

ST Limited concludes that the contract contains a significant financing component because of 

the length of time between when the customer pays for the asset and when the entity transfers 

the asset to the customer, as well as the prevailing interest rates in the market. 

The interest rate implicit in the transaction is 11.8 per cent, which is the interest rate 

necessary to make the two alternative payment options economically equivalent. However,  

the  entity determines that, the rate that should be used in adjusting the  promised 

consideration is 6%,  which is the entity's incremental borrowing rate. 

Pass journal entries showing how the entity would account for the significant  financing  

component. (5 Marks May ‘20) 

 

Answer 14 

Journal Entries showing accounting for the significant financing component: 

(a) Recognise a contract liability for the Rs. 4,000 payment received at contract 

inception: Cash Dr. Rs. 4,000 

To Contract liability Rs. 4,000 

(b) During the two years from contract inception until the transfer of the asset, the entity 

adjusts the promised amount of consideration and accretes the contract liability by 

recognising interest on Rs. 4,000 at 6% for two years: 

Interest expense Dr. Rs. 494* 

To Contract liability Rs. 494 

* Rs. 494 = Rs. 4,000 contract liability × (6% interest per year for two years). 

(c) Recognise revenue for the transfer of the asset: 

Contract liability Dr. Rs. 4,494 

To Revenue Rs. 4,494 

 

Question 15 

On 1 April 2019, Shelter Ltd. issued 5,000, 8% debentures maturing on 31 March 2024. The 

debentures are convertible at the option of the holder into equity shares of Shelter Ltd. at a 

conversion price of Rs. 105 per share or redeemable at face value of Rs. 100 each. Interest is  

payable annually in cash. At the date of  issue, Shelter  Ltd. could have  issued  non-convertible 

debt with a 5 year term bearing a coupon interest rate of 12%. On 1 April 2022, the convertible 

debentures have a fair value of Rs. 5,25,000. Shelter Ltd. makes  a  tender  offer  to  debenture 

holders to repurchase the debentures for Rs. 5,25,000, which the holders accepted. At the 

date of repurchase, Shelter Ltd. could have issued non-convertible debt with a 2 year term 

bearing a coupon interest rate of 9%. 

Show accounting entries in the books of Shelter Ltd. for recording of  equity  and  liability 

component: 

(i) At the time of initial recognition and 

(ii) At the time of repurchase of the convertible debentures. 

The following present values of Rs. 1 at 8%, 9% & 12% are supplied to you: 

 

Interest Rate Year 1 Year 2 Year 3 Year 4 Year 5 
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8% 0.926 0.857 0.794 0.735 0.681 

9% 0.917 0.842 0.772 0.708 0.650 

12% 0.893 0.797 0.712 0.636 0.567 

(10 Marks Oct ‘20) 

 

Answer 15 

(i) At the time of initial recognition 

(ii)  Rs. 

Liability component  

Present value of 5 yearly interest payments of Rs. 40,000, 

discounted at  12% annuity (40,000 x 3.605) 

 

1,44,200 

Present value of Rs. 5,00,000 due at the end of  5  years, discounted  

at 12%, compounded yearly (5,00,000 x 0.567) 

 

2,83,500 

 

Equity component 

4,27,700 

(Rs. 5,00,000 – Rs. 4,27,700) 72,300 

Total proceeds 5,00,000 

Note: Since Rs. 105 is the conversion price of debentures into equity shares and not 
the redemption price, the liability component is calculated @ Rs. 100 each only. 

Journal Entry 

 

 Rs. Rs. 

Bank Dr. 5,00,000  

To 8% Debentures (Liability component) 4,27,700 

To 8% Debentures (Equity component) 72,300 

(Being Debentures are initially recorded a fair value)  

(ii) At the time of repurchase of convertible debentures 

The repurchase price is allocated as follows: 

 

 Carrying 

Value @ 12% 

Fair Value 

@ 9% 

Difference 

 Rs. Rs. Rs. 

Liability component    

Present value of 2 remaining yearly 

interest payments of Rs. 40,000, 

discounted at 12% and 9%, 
respectively 

 

 

67,600 

 

 

70,360 

 

Present value of Rs. 5,00,000 due in 2  

years, discounted at 12% and 9%, 

compounded yearly, respectively 

 

 

3,98,500 

 

 

4,21,000 

 

Liability component 4,66,100 4,91,360 (25,260) 

Equity component   72,300  33,640*   38,660 
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Total 5,38,400 5,25,000   13,400 

*(5,25,000 – 4,91,360) = 33,640 

Journal Entries 

 Rs. Rs. 

8% Debentures (Liability component) Dr. 4,66,100  

 

4,91,360 
Profit and loss A/c (Debt settlement expense) Dr. 25,260 

To Bank A/c  

(Being the repurchase of the liability component recognised)  

8% Debentures (Equity component) Dr. 72,300  

To Bank A/c 33,640 

To Reserves and Surplus A/c 38,660 

(Being the cash paid for the equity component recognised) 

 

Question 16 

An entity engaged in automobile sector has assessed the impact of COVID-19 outbreak on 

its  future viability of business model. Senior Management has identified the need for 

restructuring  some of its business activities and retrenching its  employees in many areas. 

Senior  Management is drawing up a plan for the consideration of the Board of Directors in 

their meeting scheduled in May   2020,  which  is   subsequent  to   the  reporting  date   of   

the  current  financial  year   i.e.   31 March 2020. Can the entity recognise provisions for 

restructuring costs in the financial statements of the current year  i.e. 2019-2020? (4 Marks 

Oct ‘20) 

 

Answer 16 

In accordance with paragraph 72 of Ind AS 37, ‘Provisions, Contingent Liabilities and 

Contingent Assets’, a constructive obligation to restructure arises only when an entity  has  

detailed formal plan for restructuring identifying the business or part of business 

concerned;  the  principal locations affected; the location, function, and approximate 

number of employees who will be compensated for terminating their services; the 

expenditures that will be  undertaken; and  when  the plan will be implemented; and has 

raised a valid expectation in those affected that it will carry  out the restructuring by starting 

to implement that plan or announcing its main features to those affected by it. 

Further, paragraph 75 of Ind AS 37 provides that a management or board decisi on to 

restructure taken before the end of the reporting period does not give rise to a constructive 

obligation at the  end of the reporting period unless the entity has, before the end of the 

reporting period 

(a) started to implement the restructuring plan; or 

(b) announced the main features of the restructuring plan to those affected by it in a 

sufficiently specific manner to raise a valid expectation in them that the entity will 

carry out the restructuring. 

In  the given case, since COVID-19 pandemic  impact started during March 2020, it is  likely 

that  the senior management started drawing up the plan for restructuring some of  its  

business  activities  after  the end  of the reporting period, i.e., 2019-2020. If that be so, as 

per  Ind  AS 37,  the management decisions subsequent to reporting date do not  give  rise  

to  constructive obligation  as  of  reporting  date  and  no   provision  is   required  for  

restructuring  costs  as   at  31 March 2020. 

In this regard, paragraph 75 of Ind AS 37 provides that if an entity starts to implement a  
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restructuring plan, or announces its main features to those affected, only  after  the  

reporting  period, disclosure is required under Ind AS 10, Events after the Reporting Period, 

if the restructuring is material and non-disclosure could influence the economic decisions 

that users make on the basis of the financial statements. 

 

Question 17 

KK Ltd. has granted an interest free loan  of  Rs.  10,00,000 to  its  wholly  owned  Indian 

Subsidiary YK Ltd. There is no transaction  cost attached  to  the said loan.  The  Company has 

not finalised any terms and conditions including the applicable interest rates on such loans. 

The Board of Directors of the Company are evaluating various options and has requested 

your firm to provide your views under Ind AS in following situations: 

(i) The Loan given by KK Ltd. to its wholly owned subsidiary YK Ltd. is  interest free and such 

loan is repayable on demand. 

(ii) The said Loan is interest free and will be repayable after 3 years from the date of granting  

such loan. The current market rate of interest for similar loan is 10%. Considering the same, 

the fair value of the loan at initial recognition is Rs.8,10,150. 

(iii) The said loan is interest free and will be repaid as and when YK Ltd. has funds to repay the 

Loan amount. 

Based on the same, KK Ltd. has requested you to suggest the accounting treatment of the 

above loan in the stand-alone financial statements of KK Ltd. and YK Ltd. and also in the 

consolidated financial statements of the group. Consider interest for only one year on the 

above loan for the purpose of providing  journal entries. (8 Marks Oct ‘20) 

Answer 17 

(a) Scenario (i) 

Since the loan  is  repayable  on  demand, it  has  fair  value equal to  cash consideration  

given. KK Ltd. and YK Ltd. should recognize financial asset and liability, respectively, 

at the amount of loan given (assuming that loan is repayable within a year). Upon, 

repayment, both the entities should reverse the entries that were made at the 

origination. 

Journal entries in the books of  KK Ltd. 

At origination 

Loan to YK Ltd. A/c Dr. Rs. 10,00,000  

To Bank A/c  Rs. 10,00,000 

On repayment 

Bank A/c Dr. Rs. 10,00,000  

To Loan to YK Ltd. A/c  Rs. 10,00,000 

 

 

Journal entries in the books of  YK Ltd. 

At origination 

Bank A/c Dr. Rs. 10,00,000  

To Loan from KK Ltd. A/c  Rs. 10,00,000 

On repayment 

Loan from KK Ltd. A/c Dr. Rs. 10,00,000  

To Bank A/c  Rs. 10,00,000 

In the consolidated financial statements, there will be no entry in this regard since loan 
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receivable and loan payable will get set off. 

Scenario (ii) 

Applying the guidance in Ind AS 109, a ‘financial asset’ shall be recorded at its fair value 
upon initial recognition. Fair value is normally the transaction price.   However, 

sometimes certain  type of instruments may be exchanged at off market terms (ie, 

different from market terms for a similar instrument if exchanged between market 

participants). 

If a long-term loan or receivable that carries no interest while similar instruments if 

exchange d between market participants carry interest, then fair value for such loan 

receivable will be  lower from its transaction price owing to the loss of interest that the 

holder bears. In such cases where part of the consideration given or received is for 

something other than the financial instrument, an entity shall measure the fair value 

of the financial instrument. The difference in fair value and transaction cost will treated 

as investment in Subsidiary YK Ltd. 

Both KK Ltd. and  YK Ltd. should recognise financial asset and liability, respectively, at 

fair value on initial recognition, i.e., the present value of Rs. 10,00,000 payable at the 

end of 3 years using discounting factor of 10%. Since the  question mentions fair  value  

of the loan at initial recognition as Rs. 8,10,150, the same has  been considered.  The 

difference between the loan amount and its  fair value is treated as an equity 

contribution to the subsidiary. This represents a further  investment by the parent in 

the subsidiary. 

Journal entries in the books of KK Ltd. (for one year) 

At origination 

Loan to YK Ltd. A/c Dr. Rs. 8,10,150  

Investment in YK Ltd. A/c Dr. Rs. 1,89,850  

To Bank A/c  Rs. 10,00,000 

During periods to repayment- to recognise interest 

Year 1 – Charging of Interest 

Loan to YK Ltd. A/c Dr. Rs. 81,015  

To Interest income A/c  Rs. 81,015 

Transferring of interest to Profit and Loss 

Interest income A/c Dr. Rs. 81,015  

To Profit and Loss A/c  Rs. 81,015 

On repayment   

Bank A/c Dr. Rs. 

10,00,000 

 

To Loan to YK Ltd. A/c  Rs. 10,00,000 

Note- Interest needs to be recognized in statement of profit and loss. The same 

cannot  be adjusted against capital contribution recognized at origination. 

Journal entries in the books of  YK Ltd. (for one  year) 

At origination 

Bank A/c Dr. Rs. 10,00,000  

To Loan from KK Ltd. A/c  Rs. 8,10,150 

To Equity Contribution in KK Ltd. A/c  Rs. 1,89,850 
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During periods to repayment- to recognise interest 

Year 1 

Interest expense A/c Dr. Rs. 81,015  

To Loan from KK Ltd. A/c  Rs. 81,015 

On repayment   

Loan from KK Ltd. A/c Dr. Rs. 10,00,000  

To Bank A/c  Rs. 10,00,000 

In the consolidated financial statements, there will be no entry in this regard  since  

loan  and interest income/expense will get set off. 

Scenario (iii) 

Generally, a loan which is repayable when funds are available, cannot be  stated  as  

loan repayable on demand. Rather the entity needs to estimate the repayment date 

and determine its measurement accordingly by applying the concept prescribed in 

Scenario (iv). 

In the consolidated financial statements, there will be no entry in this  regard since  

loan  and interest income/expense will get set off. 

In case the subsidiary YK Ltd. is planning to grant interest free loan to KK Ltd.,  then  

the difference between the fair value of the loan on initial recognition and its nominal 

value should be treated as dividend distribution by YK Ltd. and dividend income by the 

parent KK Ltd. 

 

Question 18 

An entity issues 2,000 convertible bonds at the beginning of Year 1.  The bonds have  a  three 

-  year term and are issued at par with a face value of Rs. 1,000 per bond, giving total proceeds 

of 

Rs. 20,00,000. Interest is payable annually in arrears at a  nominal  annual  interest  rate  of 

6%.  Each bond is convertible at any time  up  to  maturity into 250 ordinary shares.  The 

entity  has  given an option to settle the principal amount of the convertible bonds in ordinary 

shares or  in  cash. 

When the bonds are issued, the prevailing market interest rate for similar  debt  without  a 

conversion option is 9%. At the issue date, the market price of  one  ordinary  share  is  Rs.  

3. Income tax is ignored. 

Calculate basic and diluted EPS when 

 

 

Profit attributable to ordinary equity holders of the parent entity 

Year 1 

Rs. 10,00,000 

Ordinary shares outstanding 12,00,000 

Convertible bonds outstanding 2,000 

(5 Marks Oct ‘20) 

Answer 18 

Allocation of proceeds of the bond issue: 

 

Liability component (W.N.1) Rs. 18,47,720 
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Equity component   Rs. 1,52,280 

 Rs. 2,000,000 

The liability and equity components would be determined in accordance with Ind AS 32. 

These amounts are recognised as the initial carrying amounts of  the   liability  and  equity  

components. The amount assigned to the issuer conversion option  equity  element is  an  

addition to  equity and is not adjusted. 

Basic earnings per share Year 1: 𝑅𝑠.10,00,00012,00,000  = Rs.0.83 Per ordinary share 

Diluted earnings per share Year 1: 

It is presumed that the issuer will settle the contract by the issue of ordinary shares. The 

dilutive effect is therefore calculated in accordance with the Standard. 𝑅𝑠.10,00,000+𝑅𝑠.1,66,295 (𝑊.𝑁.2)12,00,000+5,00,000(𝑊.𝑁.3)  = Rs.0.69 Per ordinary share 

Working Notes: 

1. This represents the present value of the principal and interest 

discounted at 9% 1,20,000 x 2.531 = Rs. 3,03,720 

20,00,000 x 0.772 =  Rs. 
15,44,000 

Rs. 18,47,720 

2. Profit is adjusted for the accretion of  Rs. 1,66,295 (Rs. 18,47,720 × 9%)  of the 

liability because of the passage of time. However, it is assumed that interest @ 

6% for the year has already been adjusted. 

3. 5,00,000 ordinary shares = 250 ordinary shares x 2,000 convertible bonds 

 

Question 19 

An   entity    purchases    a    debt    instrument    with    a    fair    value    of    Rs.    1,000    

on 15th March, 20X1 and measures the debt instrument at fair value through other 

comprehensive income. The instrument has an interest rate of 5%  over the contractual 

term of  10 years, and  has a 5% effective interest rate.  At  initial recognition, the  entity 

determines that  the  asset is  not a purchased or original credit-impaired asset. 

On 31st March 20X1 (the  reporting date), the fair value of  the debt instrument has 

decreased to  Rs. 950 as a result of changes in market interest rates. The entity determines 

that there has not been a significant increase in credit risk since initial recognition and that  

ECL  should  be measured at an amount equal to 12 month ECL, which amounts to Rs. 30. 

On 1st  April 20X1, the entity decides to sell the debt instrument for Rs. 950, which is its 

fair value   at that date. 

Pass  journal  entries  for  recognition,   impairment   and   sale   of   debt   instruments   as   

per  Ind AS 109.  Entries relating to interest income are not to be provided.  

(5 Marks March ‘21) 

Answer 19 

On Initial recognition 

 

 Debit (Rs.) Credit (Rs.) 
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Financial  asset-FVOCI Dr. 1,000  

1,000 To Cash 

On Impairment of debt instrument 

 Debit 

(Rs.) 

Credit 

(Rs.) 

Impairment  expense (P&L) Dr. 30  

 

50 
Other comprehensive  income Dr. 20 

To Financial asset-FVOCI  

The cumulative loss in other comprehensive income at the reporting  date  was  Rs.  20.  

That  amount consists of the total fair value change of Rs. 50 (that is, Rs. 1,000-Rs. 950) 

offset by the change in the accumulated impairment amount representing 12-month  ECL,  

that was recognized (Rs. 30). 

On Sale of debt instrument 

 

 Debit 

(Rs.) 

Credit 

(Rs.) 

Cash 950  

To Financial asset –FVOCI  950 

Loss on sale (P&L) 20  

To Other comprehensive income  20 

 

Question 20 

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: 
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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. 

(vi) 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. 

(vii) 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 April ‘18) 
Answer 20 

(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 

Contractor’s profit mark-up [0.20 × (Rs. 65,625 + Rs. 52,500)] 

Expected cash flows before inflation adjustment 

   23,625 

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 
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62,500 50% 31,250 

87,500 25% 21,875 

  65,625 

 

Question 21 

(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. 

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 

Analyze the contract and pass the necessary journal entries. (14 Marks April ‘18) 

Answer 21 

(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): 
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1. Loss on derivative contract 

To Derivative liability 

(Being loss on currency 

forward) 

5  

5 

2. Inventory 

To Trade payables (financial liability) 

325  

325 

(Being inventory recorded at forward exchange rate determined on date of 

contract) 

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. 

 

Question 22 

On 1st ApriI, 2014, Shelter Ltd. issued 5,000, 8% convertible debentures with a face value of 

Rs. 100 each maturing on 31*t March, 2019. The debentures are convertible into equity 

shares of Shelter Ltd. at a conversion price of Rs. 105 per share. Interest is payable annually 

in cash. At the date of issue, Shelter Ltd. could have issued non-convertible debt with a 5-

year term bearing a coupon interest rate of 12%. On 1” ApriI, 2017, the convertible 
debentures have a fair value of Rs. 5,25,000. Shelter Ltd. makes a tender offer to debentures 

holders to repurchase be debentures for Rs. 5,25,000, which the holders accepted. At the 

date of repurchase, Shelter Ltd. could have issued non- convertible debt with a 2-year term 

bearing a coupon interest rate of 9oâ. 

Show accounting entries in the books of Shelter Ltd. for recording of equity and liability 

component: 

(i) At the time of initial recognition and 

(ii) At the time of repurchase of the convertible debentures. 

 

The following present clues of Rs. 1 at 8%, 9% & 12% are supplied to you: 

Interest 
Rate 

Year 1 Year 2 Year 3 Year 4 Year 5 

8% 0.926 0.857 0.794 0.735 0.681 

9% 0.917 0.842 0.772 0.708 0.650 

12% 0.893 0.797 0.712 0.636 g.567 

(12 Marks April ’19) 

 
Answer 22 

(i) At the time of initial recognition 

 

 Rs. 



  

Chapter 26 Accounting and Reporting of Financial Instruments 

26.30 

Liability component  

Present value of 5 yearly interest payments of Rs. 40,000, 

discounted at 12% annuity (40,000 x 3.605) 

1,44,200 

Present value of Rs. 5,00,000 due at the end of 5 years, 

discounted at 12%, compounded yearly (5,00,000 X 0.567) 

2,83,500 

 4,27,700 

Equity component  

(Rs. 5,00,000-Rs. 4,27,700) 72,300 

Total proceeds 5,00,000 

  

Note: Since Rs. 105 is the conversion price of debentures into equity shares and not the 

redemption price, the liability component is calculated @ Rs. 100 each only. 

 

Journal Entry 

Rs. Rs. 

Bank                                                               Dr. 5,00,000  

          To 8% Debentures (Liability Component)  4,27,700 

          To 8 % Debentures(Equity Component)  72,300 

(Being Debentures are initially recovered a fair value)   

 

(ii) At the time of repurchase of convertible debentures 

The repurchase price is allocated as follows: 

 Carrying 

Value @ 

12% 

Fair Value 

@ 9% 

Difference 

 Rs. Rs. Rs. 

Liability component  

Present value of 2 remaining yearly 

interest payments of Rs. 40,000, 

Discounted at 12% and 9% respectively 

 

 

 

67,600 

 

 

 

70,360 

 

Present value of Rs. 5,00,000 due in 2 

Years, discounted at 12% and 9% 

compounded yearly, respectively 

 

 

3,98,500 

 

 

4,21,000 

 

Liability component 4,66,100 4,91,360 (25,260) 

Equity Component (5,25,000-4,91,360) 72,300 33,640 38,660 

Total 5,38,400 5,25,000 13,400 

 

*(5,25,000- 4,91,360) = 33,640 

Journal Entries 

 

 

 

 

 

 

 

 

  

8% Debentures (Liability component) Dr. 4,66,100  

Profit and loss A/c (Debt settlement expense) Dr. 25,260  

To Bank A/c   4,91,360 

(Being the repurchase of the liability component   

recognized)    

8% Debentures (Equity component) Dr. 72,300  

To Bank A/c  33,640 

To Reserves and Surplus A/c  38,660 

(Being the cash paid for the equity component recognized)   
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Question 23 

ABC Bank gave loans to a customer – Target Ltd. that carry fixed interest rate @ 10% per 

annum for a 5 year term and 12% per annum for a 3 year term. Additionally, the bank 

charges processing fees @1% of the principal amount borrowed. Target Ltd borrowed 

loans as follows: 

- 10 lacs for a term of 5 years 

- 8 lacs for a term of 3 years. 

Compute the fair value upon initial recognition of the loan in books of Target Ltd. and how 

will loan processing fee be accounted? (4 Marks April ‘21) 

 

Answer 23 

The loans from ABC Bank carry interest @ 10% and 12% for 5 year term and 3 year term 

respectively. Additionally, there is a processing fee payable @ 1% on the principal amount 

on date of transaction. It is assumed that ABC Bank charges all customers in a similar 

manner and hence this is representative of the market rate of interest.  

Amortized cost is computed by discounting all future cash flows at market rate of interest. 

Further, any transaction fees that are an integral part of the transaction are adjusted in the 

effective interest rate and recognized over the term of the instrument.  

Hence loan processing fees shall be reduced from the principal amount to arrive the value 

on day 1 upon initial recognition. 

Fair value (5-year term loan) = 10,00,000 – 10,000 (1% x 10,00,000) = 9,90,000 

Fair value (3-year term loan) = 8,00,000 – 8,000 (1% x 8,00,000) = 7,92,000. 

Now, effective interest rate shall be higher than the interest rate of 10% and 12% on 5 year 

loan and 3 year loan respectively, so that the processing fees gets recognized as interest 

over the respective term of loans. 

 

Question 24 

Besides construction activity, Buildings & Co. Limited is also engaged in the trading of 

Copper. On 1st April, 20X1, it had 100 kg of copper costing Rs. 70 per kg - totalling Rs. 7000. 

The Company has a scheduled delivery of these 100 kgs of copper to its customer on 30 th 

September, 20X1 at the rate of USD 100 on that date. To protect itself from decline in 

currency exchange rate (USD to Rs.), the entity hedges its position by entering into currency 

futures contract for equivalent currency units at Rs. 76 / USD. The future contract mature 

on 30th September, 20X1. The management performed an assessment of hedge 

effectiveness and concluded that the hedging relationship qualifies for cash flow hedge 

accounting. The entity determines and documents that changes in fair value of the currency 

futures contract will be highly effective in offsetting variability in cash flow of currency 

exchange. On 30th September, 20X1, the entity closes out its currency futures contract. On 

the same day, it also sells its inventory of copper at USD 100 when the spot rate is Rs. 72 / 

USD. 

You are required to prepare detailed working and pass necessary journal entries for the 

sale of copper and the corresponding hedge instrument taken by the company. Pass the 

journal entries as on the initial date (i.e. 1st April 20X1), first quarter end reporting (i.e. 

30th June 20X1) and date of sale of copper and settlement of forward contract (i.e. 30 th 

September 20X1). 
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Assume the exchange rates as follows and yield @ 6% per annum. 

 

Date Future price for 30th September 20X1 delivery (Rs. / 

USD) 

1st April, 20X1 76 

30th June, 20X1 74 

30th September, 20X1 71 

(10 Marks April ‘21 ) 
 

Answer 24 

Calculation of discounting factor based on yield @ 6% p.a. 

 

Date Spot rate at 

indicated 

date 

Forward rate 

for 30th 

September 

20X1 

Discount factor @ 6% 

p.a. on quarter basis 

1st April, 20X1  76 0.971 

30th June 20X1  74 0.985 

30th September, 20X1 72 71 1 

Determination of fair value change 

 

 1st April, 

20X1 

30th June, 

20X1 

30th 

September, 

20X1 

a Nominal value in Rs. @ Rs. 76 / USD 7,600 7,600 7,600 

b Nominal value in USD (100 kg for USD 

100) 

 

100 

 

100 

 

100 

c Forward rate for 30th September, 

20X1 

76 74 71 

d Value in Rs. (b x c) 7,600 7,400 7,100 

e Difference (a-d) 0 200 500 

f Discount factor (as calculated in the 

above table) 0.971 0.985 1 

g Fair value (e x f) 0 197 500 

h Fair value change for the period 0 197

303* 

* 500 – 197= 303 

Journal Entries 

 

Date Particulars Dr. Cr. 

1st April, 20X1 

30th June, 20X1 

No entry as initial fair value is zero  

197 

 

Future Contract Dr. 

To Cash Flow Hedge Reserve (Other Equity)- OCI 

(Being Change in Fair Value of Hedging Instrument 

recognised in OCI accumulated in a separate 

component in Equity) 

  197 
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30th 

September, 

20X1 

Future Contract Dr. 

To Cash Flow Hedge Reserve (Other Equity) - OCI 

(Being change in fair value of the hedging 

instrument recognised in OCI) 

303  

303 

30th 

September, 

Bank/Trade Receivable Dr. 7,200  

20X1 To Revenue from Contracts with Customers 

(Being sale of 100 kgs. of copper for USD 100 

recognised at spot rate of Rs. 72 for USD 1) 

 7,200 

30th 

September, 

20X1 

Cash Flow Hedge Reserve (Other Equity) - OCI Dr. 

To Revenue from Contracts with Customers 

(Being fair value change in forward contract 

reclassified to profit and loss and recognised in the 

line item affected by the hedge item) 

500  

500 

30th 

September, 

20X1 

Bank / Cash 

To Future Contract 

Dr. 500  

500 

 

Question 25 

CAB Limited is in the process of preparation of the consolidated financial statements of 

the group for the year ending 31st March, 20X3 and the extract of the same is as follows:  

 

Particulars Attributable 

to CAB 

Limited 

Non-controlling 

interest 

Total 

(Rs. in ‘000) 

Profit for the year 39,000 3,000 42,000 

Other Comprehensive Income 5,000 Nil 5,000 

Total Comprehensive Income 44,000 3,000 47,000 

The long-term finance of the company comprises of the following: 

(i) 20,00,00,000 equity shares at the beginning of the year and the company has 

issued 5,00,00,000 shares on 1st July, 20X2 at full market value.  

(ii) 8,00,00,000 irredeemable preference shares. These shares were in issue for the 

whole of the year ended 31st March, 20X3. The dividend on these preference 

shares is discretionary. 

(iii) Rs. 18 crores of 6% convertible debentures issued on 1st April, 20X1 and repayable 

on 31st March, 20X5 at par. Interest is payable annually. As an alternative to 

repayment at par, the holder on maturity can elect to exchange their convertible 

debentures for 10 crores ordinary shares in the company. On 1st April, 20X1, the 

prevailing market interest rate for 

four-year convertible debentures which had no right of conversion was 8%. Using 

an annual discount rate of 8%, the present value of Rs. 1 payable in four years is 

0.74 and the cumulative present value of Rs. 1 payable at the end of years one to 

four is 3.31. 

In the year ended 31st March, 20X3, CAB Limited declared an ordinary dividend of 

0.10 paise per share and a dividend of 0.05 paise per share on the irredeemable 

preference shares. 

Compute the following: 
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 the finance cost of convertible debentures and its closing balance as on 31 st 

March, 20X3 to be presented in the consolidated financial statements.  

 the basic and diluted earnings per share for the year ended 31 st March, 20X3. 

Assume that income tax is applicable to CAB Limited and its subsidiaries at 25%. (12 

Marks April ‘21) 

 

Answer 25 

Calculation of the liability and equity components on 6% Convertible debentures: 

Present value of principal payable at the end of 4th year (Rs. 1,80,000 thousand x 0.74) 

= Rs. 1,33,200 thousand 

Present value of interest payable annually for 4 years ( Rs. 1,80,000 thousand x 6% x 3.31)  

= Rs. 35,748 thousand 

Total liability component = Rs. 1,68,948 thousand 

Therefore, equity component = Rs. 1,80,000 thousand – Rs. 1,68,948 thousand 

= Rs. 11,052 thousand 

Calculation of finance cost and closing balance of 6% convertible debentures 

 

Year Opening balance 

Rs. in ’000 

Finance cost 

@ 8% 

Rs. in ’000 

Interest paid 

@ 6% 

Rs. in ’000 

Closing 

balance 

Rs. in 

’000 

 a b = a x 8% c d = a + b - c 

31.3.20X2 1,68,948 13,516 10,800 1,71,664 

31.3.20X3 1,71,664 13,733 10,800 1,74,597 

Finance cost of convertible debentures for the year ended 31.3. 20X3 is Rs. 13,733 

thousand and closing balance as on 31.3.20X3 is Rs. 1,74,597 thousand.  

Calculation of Basic EPS Rs. in ’000 

 

Profit for the year 39,000 

Less: Dividend on preference shares (80,000 thousand x Rs. 0.05) (4,000) 

Profit attributable to equity shareholders 35,000 

Weighted average number of shares = 20,00,00,000 + {5,00,00,000 x (9/12)}  

= 23,75,00,000 shares or 2,37,500 thousand shares 

Basic EPS = Rs. 35,000 thousand / 2,37,500 thousand shares 

= Rs. 0.147 

Calculation of Diluted EPS Rs. in ’000 

 

Profit for the year 39,000 

Less: Dividend on preference shares (80,000 x 0.05)  (4,000) 

 35,000 

Add: Finance cost (as given in the above table) 13,733  

Less: Tax @ 25% (3,433.28) 10,300 

 45,300 



  

Chapter 26 Accounting and Reporting of Financial Instruments 

26.35 

Weighted average number of shares = 20,00,00,000 + {5,00,00,000 x (9/12)} + 10,00,00,000 

= 33,75,00,000 shares or 3,37,500 thousand shares 

Diluted EPS = Rs. 45,300 thousand / 3,37,500 thousand 

shares 

= Rs. 0.134 

 

Question 26 

A Ltd. (the ‘Company’) makes a borrowing for Rs. 10 lacs from RBC Bank, with bullet 

repayment of Rs. 10 lacs and an annual interest rate of 12% per annum. Now, Company 

defaults at the end of 5th year and consequently, a rescheduling of the payment schedule 

is made beginning 6th year onwards. The Company is required to pay Rs. 1,300,000 at the 

end of 6th year for one time settlement, in lieu of defaults in payments made earlier.  

(a) Does the above instrument meet definition of financial liability? Please explain.  

(b) Analyze the differential amount to be exchanged for one-time settlement (4 Marks 

April ‘21) 

 

Answer 26 

a) A Ltd. has entered into an arrangement wherein against the borrowing, A Ltd. has 

contractual obligation to make stream of payments (including interest and principal). 

This meets definition of financial liability. 

b) Let’s compute the amount required to be settled and any differential arising upon one 
time settlement at the end of 6th year – 

 Loan principal amount = Rs. 10,00,000 

 Amount payable at the end of 6th year = Rs. 12,54,400 [10,00,000 x 

1.12 x 1.12 (Interest for 5th & 6th year in default plus principal 

amount)] 

 One time settlement = INR 13,00,000 

 Additional amount payable = Rs. 45,600 

The above represents a contractual obligation to pay cash against settlement of a 

financial liability under conditions that are unfavorable to A Ltd. (owing to additional 

amount payable in comparison to amount that would have been paid without one time 

settlement). Hence the rescheduled arrangement meets definition of ‘financial 
liability’. 

 

Question 27 

 In December 20X1 an entity entered into a loan agreement with a bank. The loan is repayable 

in three equal annual installments starting from December 20X5. One of the loan covenants is 

that an amount equivalent to the loan amount should be contributed by promoters by March 

24 20X2, failing which the loan becomes payable on demand. As on March 24, 20X2, the entity 

has not been able to get the promoter’s contribution. On March 25, 20X2, the entity 
approached the bank and obtained a grace period up to June 30, 20X2 to get the promoter’s 
contribution. 

The bank cannot demand immediate repayment during the grace period. The annual 
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reporting period of the entity ends on March 31, 20X2. 

(i) As on March 31, 20X2, examine the classification of the loan to be done by the entity as 

per Ind AS? 

(ii) Assume in anticipation that it may not be able to get the promoter’s contribution by due 
date. In February 20X2, the entity approached the bank and got the compliance date 

extended up to June 30, 20X2 for getting promoter’s contribution. In this case, examine 

whether the loan classification as on March 31, 20X2 be different from (a) above?(6 

Marks March ‘18) 

Answer 27 

 Paragraph 75 of Ind AS 1, inter alia, provides, “An entity classifies the liability as non - current if the 

lender agreed by the end of the reporting period to provide a period of grace ending at least twelve 

months after the reporting period, within which the entity can rectify the breach and during which 

the lender cannot demand immediate repayment.” In the present case, following the default, grace 
period within which an enti ty can rectify the breach is less than twelve months after the reporting 

period. Hence as on March 31, 20X2, the loan will be classified as current. 

(i) Ind AS 1 deals with classification of liability as current or non-current in case of breach of a loan 

covenant and does not deal with the classification in case of expectation of breach. In this case, 

whether actual breach has taken place or not is to  be assessed on  June 30, 20X2, i.e., after 

the reporting date. Consequently, in the absence of actual breach of the loan covenant as on 

March 31, 20X2, the loan will retain its classification as non-current. 

 

Question 28 

On 1 January 20X0, Preet Ltd. issues 10 year bonds for Rs. 10,00,000, bearing interest at 10% 

(payable annually on 31st December each year). The bonds are redeemable on 31 December 

20X9 for Rs. 10,00,000. No costs or fees are incurred. The effective interest rate is 10%. On 1 

January 20X5 (i.e. after 5 years) Preet Ltd. and the bondholders agree to a modification in 

accordance with which: 

 the term is extended to 31 December 20Y1; 

 interest payments are reduced to 5% p.a.; 

 the bonds are redeemable on 31 December 20Y1 for Rs. 15,00,000; and 

 legal and other fees of Rs. 1,00,000 are incurred. 

Preet Ltd. determines that the market interest rate on 1 January 20 X5 for borrowings on similar 

terms is 11%. 

Analyse whether the extinguishment accounting will apply or not as per Ind AS. If yes, determine 

the fair value of the modified liability and compute the gain or loss on modification. (14 Marks 

March ‘18) 
 

Answer 28 

(a) The repayment schedule for the original debt till the date of renegotiation is as below: 

 

Date / year ended Opening 

balance 

Interest 

accrual 

Cash flows Closing balance 

1 January 20X0 10,00,000   10,00,000 
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31 December 20X0 10,00,000 1,00,000 (1,00,000) 10,00,000 

31 December 20X1 10,00,000 1,00,000 (1,00,000) 10,00,000 

31 December 20X2 10,00,000 1,00,000 (1,00,000) 10,00,000 

31 December 20X3 10,00,000 1,00,000 (1,00,000) 10,00,000 

31 December 20X4 10,00,000 1,00,000 (1,00,000) 10,00,000 

On 1 January 20X5, the discounted present value of the remaining cash flows of the 

original financial liability is Rs. 10,00,000. 

On this date, Preet Ltd. will compute the present value of: 

 cash flows under the new terms – i.e. Rs. 15,00,000 payable on 31 December 20Y1 and 

Rs. 50,000 payable for each of the 7 years ending 31 December 20Y1. 

 any fee paid (net of any fee received) – i.e. Rs. 

1,00,000 using the original effective interest rate of 

10%. 

The total of these amounts to Rs. 11,13,158 (Refer Working Note). This differs from the 

discounted present value of the remaining cash flows of the original financial liability by 

11.32% i.e. by more than 10%. Hence, extinguishment accounting applies. 

The next step is to estimate the fair value of the modified liability. This is determined as the 

present value of the future cash flows (interest and principal), using an interest rate of 11% 

(the market rate at which Preet Ltd. could issue new bonds with similar terms). The 

estimated fair value on this basis is Rs. 958,097 (Refer Working Note). A gain or loss on 

modification is then determined as: 

Gain (loss) = carrying value of existing liability - fair value of modified liability - fees and costs 

incurred i.e. Rs. 10,00,000 – Rs. 9,58,097 – Rs. 1,00,000 = Loss of Rs. 58,097 

Working Note: 

 

Year Discount factor @ 10% Discount factor @ 11% 

1 0.909091 0.900901 

2 0.826446 0.811622 

3 0.751315 0.731191 

4 0.683013 0.658731 

5 0.620921 0.593451 

6 0.564474 0.534641 

7 0.513158 0.481658 

Annuity 4.868418 4.712195 

 

Amount Discounting 

factor @ 10% 

Present 

value 
Discounting 

factor @ 11% 

Present 

value 

15,00,000 0.513158 7,69,737 0.481658 7,22,487 

1,00,000  1,00,000   

50,000 for 7 years 4.868418 2,43,421 4.712195 2,35,610 

  11,13,158  9,58,097 
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PV of original cash 

flows @ original EIR 

  

(10,00,000) 

  

Difference      1,13,158   

Difference %  11.32%   

 

Question 29 

Discuss the need of hedge accounting and types of various hedges? (8 Marks Oct ‘18) 

 

Answer 29 

Hedge accounting may be required due to accounting mismatches in: 

 Measurement – some financial instruments (non-derivative) are not measured at 

fair value with changes being recognised in the statement of profit and loss 

whereas all derivatives, which commonly are used as hedging instruments, are 

measured at fair value 

 Recognition – unsettled or forecast transactions that may be hedged are not 

recognised on the balance sheet or are included in the statement of profit and loss 

only in a future accounting period, whereas all derivatives are recognised at 

inception. 

Recognition mismatches include the hedge of a contracted or expected but not yet 

recognised sale, purchase or financing transaction in a foreign currency and future 

committed variable interest payments. 

Types of hedge accounting 

1. Fair value hedge accounting model 

 A fair value hedge seeks to offset the risk of changes in the fair value of an 

existing asset or liability or an unrecognised firm commitment that may give 

rise to a gain or loss being recognised in the statement of profit and loss. 

 A fair value hedge is a hedge of the exposure to changes in fair value of a 

recognised asset or liability or an unrecognised firm commitment, or an 

identified portion of such an asset, liability or firm commitment, that is 

attributable to a particular risk and could affect the statement of profit and 

loss. 

2. Cash flow hedge accounting model 

 A cash flow hedge seeks to offset certain risks of the variability of cash flows 

in respect  of an existing asset or liability or a highly probable forecast 

transaction that may be reflected in the statement of profit and loss in a 

future period. 

 A cash flow hedge is a hedge of the exposure to variability in cash flows that 

(i) is attributable to a particular risk associated with a recognised asset or 

liability (such as all or some future interest payments on variable rate debt) 

or a highly probable forecast transaction or a firm commitment in respect of 

foreign currency and (ii) could affect the statement of profit and loss. 

3. Net investment hedging 
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 An investor in a non-integral operation is exposed to changes in the carrying 

amount of the net assets of the foreign operation  (the  net investment) 

arising from the translation of those assets into the reporting currency of the 

investor. 

Question 30 

Hello Limited borrowed Rs. 500,000,000 from a bank on 1 January 2017. The original terms 

of the loan were as follows: 

 Interest rate: 11% 

 Repayment of principal in 5 equal  instalments 

 Payment of interest annually on  accrual basis 

 Upfront processing fee: Rs. 5,870,096 

Effective interest rate on loan: 11.50% 

On 31 December 20X2, Hello Limited approached the bank citing liquidity issues in meeting 

the cash flows required for immediate instalments and re-negotiated the terms of the loan 

with banks as follows: 

 Interest rate 15% Repayment of outstanding principal in 10 equal instalments 

starting 31 st December 2018. 

 Payment of interest on an annual basis Record journal entries in the  books of 

Hello Limited till 31st  December 2018, after giving effect  of the changes in the 

terms of the loan on 31st December 2017. (14 Marks Oct ‘18) 

Answer 30 

On the date of initial recognition, the effective interest rate of the loan shall be computed 

keeping    in view the contractual cash flows and upfront processing fee paid. The following 

table shows the amortization of loan based on effective interest rate: 

 

Date Cash flows 

(principal) 

Cash 

flows 

(interest 

and 

fee) 

Amortized 

cost (opening + 

interest 

– cash flows) 

Interest @ 

EIR (11.50%) 

1-Jan-2016 (500,000,000) 5,870,096 494,129,904  

31-Dec-2016 100,000,000 55,000,000 395,954,843 56,824,939 

31-Dec-2017 100,000,000 44,000,000 297,489,650 45,534,807 

31-Dec-2018 100,000,000 33,000,000 198,700,959 34,211,310 

31-Dec-2019 100,000,000 22,000,000 99,551,570 22,850,610 

31-Dec-2020 100,000,000 11,000,000 (0) 11,448,430 

a. 1 January 2016 

 

Particulars Dr. Amount 

(Rs.) 

Cr. Amount 

(Rs.) 

Cash A/c Dr. 

To Loan from bank A/c 

(Being loan recorded at its fair value less transaction 

costs on the initial recognition date) 

494,129,904  

494,129,904 

b. 31 December 2016 
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Particulars Dr. Amount 

(Rs.) 

Cr. Amount 

(Rs.) 

Loan from bank A/c Dr. 98,175,061  

Interest expense (profit and loss) Dr. 56,824,939  

To Cash A/c  155,000,000 

(Being first instalment of loan and payment of 
interest 

  

accounted for as an adjustment to the amortised 
cost of 

  

loan)   

c. 31 December 2017 – Before Hello Limited approached the bank – 

Particulars Dr

. 

Amoun

t 

(Rs.) 

Cr. 

Amoun

t 

(Rs.) 

Interest expense (profit and loss) Dr. 45,534,807  

To Loan from bank A/c   1,534,80

7 

To cash A/c   44,000,00
0 

(Being loan payment of interest recorded by the 

Company before it approached the Bank for deferment 

of principal) 

  

Upon receiving the new terms of the loan, Hello Limited, re-computed the carrying 

value of the loan by discounting the new cash flows with the original effective 

interest rate and comparing the same with the current carrying value of  the  loan. 

As  per  requirements of Ind AS 109, any change of more than 10% shall be 

considered a substantial modification, resulting in fresh accounting for the new 

loan: 

 

Date Cash flows 

(principal) 

Interest outflow 

@15% 

Discount 

factor 

PV of cash 

flows 

31-Dec-2017 (400,000,000)    

31-Dec-2018 40,000,000 60,000,000 0.8969 89,686,099 

31-Dec-2019 40,000,000 54,000,000 0.8044 75,609,805 

31-Dec-2020 40,000,000 48,000,000 0.7214 63,483,092 

31-Dec-2021 40,000,000 42,000,000 0.6470 53,053,542 

31-Dec-2022 40,000,000 36,000,000 0.5803 44,100,068 

31-Dec-2023 40,000,000 30,000,000 0.5204 36,429,133 

31-Dec-2024 40,000,000 24,000,000 0.4667 29,871,422 

31-Dec-2025 40,000,000 18,000,000 0.4186 24,278,903 

31-Dec-2026 40,000,000 12,000,000 0.3754 19,522,235 

31-Dec-2027 40,000,000 6,000,000 0.3367 15,488,493 

PV of new contractual cash flows discounted at 11.50% 451,522,791 

Carrying amount of loan  397,489,650 

Difference 54,033,141 

Percentage of carrying amount 13.59% 

Note: Above calculation have been done on full decimal, though in the table 

discount factor is limited to 4 decimals. 
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Considering a more than 10%  change in  PV of cash flows compared to the 

carrying value of the loan, the existing loan shall be considered to have been 

extinguished and the new loan shall be accounted for as a separate financial 

liability. The accounting entries for the same are included below: 

d. 31 December 2017 – accounting for extinguishment 

 

Particulars Dr. Amount 

(Rs.) 

Cr. Amount 

(Rs.) 

Loan from bank (old) A/c Dr 

Finance cost (profit and loss)                               Dr To 

Loan from bank (new) A/c 

(Being new loan accounted for at its principal amount in 

absence of any transaction costs directly related to such 

loan and correspondingly a de-recognition of existing 

loan) 

397,489,650 

2,510,350 

 

 

400,000,000 

 

e. 31 December 2018 

 

Particulars Dr. Amount 

(Rs.) 

Cr. Amount 

(Rs.) 

Loan from bank A/c Dr. 40,000,000  

Interest expense (profit and loss)  Dr. 60,000,000  

To cash A/c  100,000,000 

(Being first instalment of the new loan and 
payment of 

  

interest accounted for as an adjustment to the   

amortized cost of loan)   

 

Question 31 

Which of the following would meet and not meet the definition of financial instruments 

and fall outside the scope of Ind AS 32? 

(1) Cash deposited in banks 

(2) Gold deposited in banks 

(3) Trade receivables 

(4) Investments in debt instruments 

(5) Investments in equity instruments 

(6) Prepaid expenses 

(7) Inter-corporate loans and deposits 

(8) Deferred revenue 

(9) Tax liability 

(10) Provision for estimated litigation losses. (4 Marks Oct ‘21) 

 

 



  

Chapter 26 Accounting and Reporting of Financial Instruments 

26.42 

Answer 31 

Table showing classification of various items: 

S. No. Item Classification 

(1) Cash deposited in banks Financial Instrument 

(2) Gold deposited in banks Not a financial instrument 

(3) Trade receivables Financial Instrument 

(4) Investments in debt instruments Financial Instrument 

(5) Investments in equity instruments Financial Instrument 

(6) Prepaid expenses Not a financial instrument 

(7) Inter-corporate loans and deposits Financial Instrument 

(8) Deferred revenue Not a financial instrument 

(9) Tax liability Not a financial instrument 

(10) Provision for estimated litigation losses Not a financial instrument 

 

Question 32 

NKT Limited sells a product to a customer for ` 1,21,000 that is payable 24 months after 

delivery. The customer obtains control of the product at contract inception. The contract 

permits the customer to return the product within 90 days. The product is new and the entity 

has no relevant historical evidence of product returns or other available market evidence. The 

cash selling price of the product is ` 1,00,000 which represents the amount that the customer 

would pay upon delivery for the same product sold under otherwise identical terms and 

conditions as at contract inception. The entity's cost of the product is ` 80,000. The contract 

includes an implicit interest rate of 10 per cent. 

Analyse the above transaction with respect to its financing component and compute the 

amount to be charged in each year as  financing component. (5 Marks Oct ‘21) 

Answer 32 

The contract includes a significant financing component. This is evident from the  difference 

between the amount of promised consideration of ` 1,21,000 and the cash selling price of ` 

1,00,000 at the date that the goods are transferred to the customer. 

The contract includes an implicit  interest  rate  of  10  per  cent  (i.e.  the  interest  rate  that  

over 24 months discounts the promised consideration of ` 1,21,000 to the cash selling price 

of ` 1,00,000). The entity evaluates the rate and concludes that it is commensurate with the 

rate that would be reflected in a separate financing transaction between the entity and its 

customer at contract inception. 

Until the entity receives the cash payment from the customer, interest revenue would be 

recognised in accordance with Ind  AS  109.  In  determining the  effective  interest  rate in 

accordance  with  Ind AS 109, the entity would consider the remaining contractual term. 

Calculation of interest income: 

 

Year Opening balance 

(a) 

Interest @ 10% 

(b) = (a) x 10% 

Payment 

(c) 

Closing balance 

(d) = (a) + (b) -(c) 

1 1,00,000 10,000 - 1,10,000 

2 1,10,000 11,000 1,21,000 - 
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Hence, the interest revenue with respect to financing component of the 

transaction to be  recognized in the Year 1 and Year 2 is ` 10,000 and ` 11,000 
respectively. 

 

Question 33 

ABC  Company issued 10,000 compulsory cumulative convertible preference shares (CCCPS) 

as   on 1st April 20X1 @ ` 150 each. The rate of dividend is 10% payable every year. The 

preference shares are convertible into 5,000 equity shares of the company at the end of 5 th 

year from the date of allotment. When the CCCPS are issued, the prevailing market interest 

rate for similar debt without conversion options is 15% per annum. Transaction cost on the 

date of issuance is 2% of  the value of the proceeds. 

Key terms: 
 

Face Value of Preference Shares 150 

Face value of equity share after conversion 10 

Effective interest rate 15.86% 

You are required to compute the liability and equity component and pass journal entries 

for entire term of arrangement i.e. from the issue of preference shares till their 

conversion into equity shares keeping in view the provisions of  relevant Ind AS. (12 

Marks Oct 21) 

Answer 33 

This is a compound financial instrument with two components – liability 

representing present value of future cash outflows and balance represents equity 

component. 

a. Computation of Liability & Equity Component 

 

Date Particulars Cash 

Flow 

Discount 

Factor 

Net present 

Value 

1 Apr 20X1  0 1 0.00 

31 Mar 20X2 Dividend 1,50,000 0.870 1,30,500 

31 Mar 20X3 Dividend 1,50,000 0.756 1,13,400 

31 Mar 20X4 Dividend 1,50,000 0.658 98,700 

31 Mar 20X5 Dividend 1,50,000 0.572 85,800 

31 Mar 20X6 Dividend 1,50,000 0.497   74,550 

Total Liability Component    5,02,950 

Total Proceeds    15,00,000 

Total Equity

 Component (Bal 

fig) 

     9,97,050 

b. Allocation of transaction costs 

 

Particulars Amount Allocation Net Amount 

Liability Component 5,02,950 10,059 4,92,891 

Equity Component   9,97,050 19,941   9,77,109 

Total Proceeds 15,00,000 30,000 14,70,000 

c. Accounting for liability at amortised cost: 
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- Initial accounting = Present value of cash outflows less transaction costs 

- Subsequent accounting = At amortised cost, ie, initial fair value adjusted 

for interest and repayments of the liability. 

The effective interest rate is 15.86% 

 Opening Financial 

Liability 

A 

Interest 

 

B 

Cash Flow 

 

C 

Closing Financial 

Liability 

A+B-C 

1 Apr 20X1 4,92,891 - - 4,92,891 

31 Mar 20X2 4,92,891 78,173 1,50,000 4,21,064 

31 Mar 20X3 4,21,064 66,781 1,50,000 3,37845 

31 Mar 20X4 3,37,845 53,582 1,50,000 2,41,427 

31 Mar 20X5 2,41,427 38,290 1,50,000 1,29,717 

31 Mar 20X6 1,29,717 20,283 1,50,000 - 

d. Journal Entries to be recorded for entire term of arrangement are as follows: 

 

Date Particulars Debit Credit 

1 Apr 20X1 Bank A/c Dr. 14,70,00

0 

 

To Preference Shares A/c 4,92,891 

 To Equity Component of Preference 

shares A/c 

 9,77,109 

 (Being compulsorily convertible 

preference shares issued. The same are 

divided into equity component and liability 

component as per the calculation) 

  

31 Mar 20X2 Preference shares A/c Dr. 1,50,000  

 To Bank A/c  1,50,000 

 (Being Dividend at the coupon rate of 10% 

paid to the shareholders) 

  

31 Mar 20X2 Finance cost A/c Dr. 78,173  

 To Preference Shares A/c  78,173 

 (Being interest as per EIR method recorded)   

31 Mar 20X3 Preference shares A/c Dr. 1,50,000  

 To Bank A/c  1,50,000 

 (Being Dividend at the coupon rate of 10% 

paid to the shareholders) 

  

31 Mar 20X3 Finance cost A/c Dr. 66,781  

 To Preference Shares A/c  66,781 

 (Being interest as per EIR method recorded)   

31 Mar 20X4 Preference shares A/c Dr. 1,50,000  

 To Bank A/c  1,50,000 

 (Being Dividend at the coupon rate of 10% 

paid to the shareholders) 

  

31 Mar 20X4 Finance cost A/c Dr. 53,582  

 To Preference Shares A/c  53,582 

 (Being interest as per EIR method recorded)   

31 Mar 20X5 Preference shares A/c Dr. 1,50,000  

 To Bank A/c  1,50,000 
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 (Being Dividend at the coupon rate of 10% 

paid to the shareholders) 

  

31 Mar 20X5 Finance cost A/c Dr. 38,290  

 To Preference Shares A/c  38,290 

 (Being interest as per EIR method recorded)   

31-Mar-20X6 Preference shares A/c Dr. 1,50,000  

 To Bank A/c  1,50,000 

 (Being Dividend at the coupon rate of 10% 

paid to the shareholders) 

  

31 Mar 20X6 Finance cost A/c Dr. 20,283  

 To Preference Shares A/c  20,283 

 (Being interest as per EIR method recorded)   

31 Mar 20X6 Equity Component of Preference shares A/c 

Dr. 

9,77,109  

 To Equity Share Capital A/c  50,000 

 To Securities Premium A/c  9,27,109 

 (Being Preference shares converted in equity 

shares and remaining equity component is 

recognised as securities premium) 

  

 

Question 34 

Telco T Ltd. enters into a two-year contract for internet services with Customer C. C also buys 

a modem and a router from T Ltd. and obtains title to the equipment. T Ltd. does not require 

customers to purchase its modems and routers and will provide internet services to 

customers using other equipment that is compatible with T Ltd.’s network. There is a 

secondary market in which modems and routers can be bought or sold for amounts greater 

than scrap value. Determine how many performance obligations does the entity T Ltd. have?

 (6 Marks Oct 21) 

Answer 34 

T Ltd. concludes that the modem and router are each distinct and that the arrangement 

includes three performance obligations (the modem, the router and the internet services) 

based on the following evaluation: 

Criterion 1: Capable of being distinct 

 C can benefit from the modem and router on their own because they can be 

resold for more than scrap value. 

 C can benefit from the internet services in conjunction with readily available 

resources – 

i.e. either the modem and router are already delivered at the time of contract set- 

up, they could be bought from alternative retail vendors or the internet service 

could be used with different equipment. 

Criterion 2: Distinct within the context of the contract 

 T Ltd. does not provide a significant integration service. 

 The modem, router and internet services do not modify or customise one 

another. 

 C  could benefit from the internet services using routers and modems that are 

not sold by     T Ltd. Therefore, the modem, router and internet services are not 
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highly dependent on or highly inter-related with each other. 

 

Question 35 

On 1 April 20X1, Sun Limited guarantees a  Rs.10,00,000 loan of  Subsidiary –  Moon  Limited,   

which Bank STDK has provided to Moon Limited for three years at 8%. 

Interest payments are made at the end of each year and the principal is repaid at the end of 

the  loan term. 

If Sun Limited had not issued a guarantee, Bank STDK would have charged Moon Limited an 

interest rate of 11%. Sun Limited does not charge Moon Limited for providing the guarantee. 

On 31 March 20X2, there is 1% probability that Moon Limited may default on  the loan in  

the next 12 months. If Moon Limited defaults on the loan, Sun Limited does not expect to 

recover any  amount from Moon Limited. 

On 31 March 20X3, there is 3% probability that Moon Limited may default on  the loan in  

the next 12 months. If Moon Limited defaults on the loan, Sun Limited does not expect to 

recover any amount from Moon Limited. 

Analyze and provide the accounting treatment of financial guarantee along with journal 

entries as per Ind AS 109 in the books  of  Sun  Ltd.,  on  initial  recognition and in  subsequent 

periods  till  31 March 20X3. (12 Marks Nov 21)  

Answer 35 

1 April 20X1 

A financial guarantee contract is initially recognised at fair value. The fair value of the 

guarantee will be the present value of the difference between the net contractual cash 

flows required under the loan, and the net contractual cash flows that  would  have  been  

required  without the guarantee. 

Particulars Year 1 

(`) 

Year 2 

(`) 

Year 3 

(`) 

Total 

(`) 

Cash flows based on interest rate of 11% (A) 1,10,000 1,10,000 1,10,000 3,30,000 

Cash flows based on interest rate of 8% (B) 80,000 80,000 80,000 2,40,000 

Interest rate differential (A-B) 30,000 30,000 30,000 90,000 

Discount factor @ 11% 0.901 0.812 0.731  

Interest rate differential discounted at 11% 27,030 24,360 21,930 73,320 

Fair value of financial guaranteed  

contract  (at inception) 

    

73,320 

Journal Entry 

 

Particulars Debit (`) Credit (`) 

Investment in subsidiary Dr. 73,320  

73,320 To Financial guarantee (liability) 

(Being financial guarantee initially recorded) 

31 March 20X2 
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Subsequently at the end of the reporting period, financial guarantee is measured 

at  the  higher of: 

- the amount of loss allowance; and 

- the amount initially recognised less cumulative amortization, where appropriate. 

At 31 March 20X2, there is 1% probability that Moon Limited may default on the 

loan in the next 12 months. If Moon Limited defaults  on  the loan, Sun Limited does  not 

expect to  recover  any amount from Moon Limited. The 12-month expected credit 

losses are therefore `10,000 (`10,00,000 x 1%). 

The initial amount recognised less amortisation is `51,385 (`73,320 + 

`8,065(interest accrued based on EIR)) – `30,000 (benefit of the guarantee in year 1) 

Refer table below. The unwound amount is recognised as income in  the books of Sun 

Limited, being the benefit derived  by Moon Limited not defaulting on the loan during 

the period. 

Year Opening 

balance 

EIR @ 11% Benefits 

provided 

Closing balance 

` ` ` 

1 73,320 8,065 (30,000) 51,385 

2 51,385 5,652 (30,000) 27,037 

3 27,037 2,963

* 

(30,000) - 

* Difference is due to approximation 

The carrying amount of the financial guarantee liability after amortisation is 

therefore ` 51,385, which is higher than the 12-month expected credit losses of ` 10,000. 

The liability is therefore adjusted to ` 51,385 (the higher of the two amounts) as follows: 

Particulars Debit (`) Credit (`) 

Financial guarantee (liability) Dr. 21,935  

21,935 To Profit or loss 

(Being financial guarantee subsequently adjusted) 

31 March 20X3 

At 31 March 20X3, there is 3%  probability that Moon Limited will default on the loan in 

the  next 12 months. If Moon Limited defaults  on  the loan, Sun Limited does  not expect 

to  recover  any amount from Moon Limited. The 12-month expected credit losses are 

therefore ` 30.000 (` 10,00,000 x 3%). 

The initial amount recognised less  accumulated amortisation is ` 27,037, which is 

lower  than the 12-month expected credit losses (` 30,000). The liability is therefore  

adjusted  to  ` 30,000 (the higher of the two amounts) as follows: 

Particulars Debit (`) Credit (`) 

Financial guarantee (liability) Dr. 21,385*  

21,385 To Profit or loss (Note) 

(Being financial guarantee subsequently adjusted) 

* The carrying amount at the end of 31 March 20X2 = ` 51,385 less 12-month 

expected credit losses of ` 30,000. 
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Chapter 27 

 Business Combination and Corporate Restructuring 

Question 1 

In March 2018, Pharma Ltd. acquires Dorman Ltd. in a business combination for a total cost 

of Rs. 12,000 lakhs. At that time Dorman Ltd.'s assets and liabilities are as follows: 

 

Item Rs. in lakhs 

Assets  

Cash 780 

Receivables (net) 5,200 

Plant and equipment 7,000 

Deferred tax asset 360 

Liabilities  

Payables 1,050 

Borrowings 4,900 

Employee entitlement liabilities 900 

Deferred tax liability 300 

The plant and equipment has a  fair value of  Rs.  8,000 lakhs  and a  tax  written down  value 

of  Rs. 6,000 lakhs. The receivables are short-term trade receivables net of a doubtful debts 

allowance of Rs. 300 lakhs. 

Bad debts are deductible for tax purposes when written off against the allowance account by 

Dorman Ltd. Employee benefit liabilities are deductible for tax when paid. 

Dorman Ltd. owns a popular brand name that meets the recognition criteria for intangible 

assets under Ind AS 103 'Business Combinations’. Independent valuers have  attributed a 

fair value of  Rs. 4.300 lakhs for the brand. However, the brand does  not have  any  cost for 

tax purposes and  no tax deductions are available for the same. 

The tax rate of 30% can be considered for all items. Assume that unless otherwise stated, all 

items have a fair value and tax base equal to their carrying amounts at the acquisition date. 

You are required to: 

(i) Calculate deferred tax assets and liabilities arising from the business combination 

(do not offset deferred tax assets and liabilities) 

(ii) Calculate the goodwill that should be accounted on consolidation. (10 Marks Aug’ 
18 ) 

Answer 1 

Breakdown of assets and liabilities acquired as part of the business combination, including 

deferred taxes and goodwill. 

 
Item Rs. In lakhs 

 Book 

value 

Fair value Tax 

base 

Taxable 

(deductible) 

temporary 
 difference 

Deferred tax 

asset 

(liability) @ 

30% 

Cash 780 7801) 7801) - - 

Receivables 5,200 5,2001) 5,5003) (300) 90 

Plant and equipment 7,000 8,0002) 6,0004) 2,000 (600) 
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Brands  4,3002) -5) 4,300 (1,290) 

Goodwill (Balancing figure)  2,1009)    

Deferred tax asset 360 3,607)    

Total assets  20,740   

 

 

 

(900) 

 

 

 

 

270 

Payables (1,050) (1,050) 1) (1,050) 1) 

Borrowings (4,900) (4,900)1) (4,900)1) 

Employee Entitlement 
liabilities 

(900) (900)1) -6) 

Deferred tax liability (300) (1,890)8)  

Total liabilities  (8,740)  

Consideration paid  12,000  

Notes 

(1) This amount has been derived from Dorman Ltd.'s Balance Sheet as it is stated 

that 'unless otherwise stated, all items have a fair value and tax base  equal  to 

their  carrying amounts in Dorman Ltd.'s Balance Sheet at the acquisition date’. 

(2) Stated fair value in the fact pattern (different to the carrying amount i n Dorman 

Ltd.'s Balance Sheet at the acquisition date). 

(3) Because bad debts are only deductible when written off against the allowance 

account by Dorman Ltd. the tax base of the receivables is their gross value, i.e., 

(Rs. 5,200 + Rs. 300) lakhs allowance account. 

(4) Tax written down value of the plant and equipment as stated in the fact pattern. 

(5)  As the brand name does not have a cost for tax purposes and no tax deduction 

is available in relation to it, its tax base is nil. 

(6)  As the employee entitlement liabilities are only deductible for tax purposes 

when paid, their tax base is nil. 

(7)  The aggregate deferred tax asset is Rs. 360 lakhs, comprised of  Rs.90 lakhs in  

relation  to the receivables and Rs.270 lakhs in relation to the employee 

entitlement liabilities. 

(8) The aggregate deferred tax liability is Rs. 1,890 lakhs calculated as follows: 

Rs. In lakhs DTL amount in Dorman 

Ltd.’s Balance Sheet 

Deferred tax 

impact of fair 

value adjustments 

Total DTL in 

Pharma Ltd’s 
consolidated 

financial 

statements 

Plant and 

equipment 

300 ([7,000-6,000] × 30%) 300 ([1,000 × 30%) 600 

Brand names 0 1,290 (4,300 × 30%) 1,290 

TOTAL 300 1,590 1,890 

(9) Goodwill is effectively the 'balancing item'  in  the  equation,  applying  the  

requirements  of lnd AS 103, para 32. The consideration transferred is Rs. 12,000 

lakhs and the net of the acquisition date amounts of the identifiable assets 

acquired and the liabilities assumed measured in accordance with Ind AS 103, 

including the deferred tax assets and liabilities arising, is Rs. 9,900 lakhs. 

Question 2 

H Ltd. acquired equity shares of S Ltd., a listed company, in two tranches as mentioned  in  

the below table: 
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Date Equity stake 

purchased 

Remarks 

1st November, 2016 15% The shares were purchased  based  on 

the quoted price on the  stock 

exchange on the relevant dates. 1st January, 2017 45% 

Both the above-mentioned companies have INR  as  their  functional  currency.  

Consequently, H Ltd. acquired control over S Ltd.  on 1st  January,  2017.  Following is the 

Balance Sheet  of  S Ltd. as on that date: 

 

Particulars Carrying value 

(Rs. in crore) 

Fair value 

(Rs. in crore) 

ASSETS:   

Non-current assets   

(a) Property, plant and equipment 40.0 90.0 

(b) Intangible assets 20.0 30.0 

(c) Financial assets 100.0 350.0 

- Investments   

Current assets   

(a) Inventories 20.0 20.0 

(b) Financial assets   

- Trade receivables 20.0 20.0 

- Cash held in functional currency 4.0 4.5 

(c) Other current assets   

Non-current asset held for sale 4.0 4.5 

TOTAL ASSETS 208  

EQUITY AND LIABILITIES:   

Equity 

(a) Share capital (face value Rs.100) 

(b) Other equity 

Non-current liabilities 

(a) Financial liabilities 

- Borrowings 

 

12.0 

141.0 

 

 

20.0 

 

50.4 

Not applicable 

 

 

20.0 

Current liabilities 

(a) Financial liabilities 

- Trade payables 

(b) Provision for warranties 

(c) Current tax liabilities 

 

28.0 

3.0 

4.0 

 

28.0 

3.0 

4.0 

TOTAL EQUITY AND LIABILITIES 208.0  

Other information: 

Property, plant and equipment in the above Balance  Sheet  include  leasehold  motor  

vehicles having carrying value of Rs. 1 crore and fair value of Rs. 1.2 crore.  The date  of 

inception of the  lease was 1st April, 2010.  On the  inception of  the lease,  S Ltd.  had 

correctly classified  the  lease as a finance lease. However,  if  facts  and circumstances  

as  on  1st  April,  2017  are  considered, the lease would be classified as an operating 

lease. 

Following is the statement of contingent liabilities of S Ltd. as on 1st January, 2017: 
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Particulars Fair value 

(Rs. in crore) 

Remarks 

Law suit filed  by  a customer 

for a claim of Rs. 2 crore 

0.5 It is not probable that an outflow of 

resources embodying  economic 

benefits will be required to settle the 

claim. 

Any amount which would be paid in 

respect of law suit will be  tax  

deductible. 

Income tax demand of Rs. 7  

crore raised by tax authorities; S 

Ltd. has challenged the demand 

in the court. 

2.0 It is not probable that an outflow of 

resources embodying  economic 

benefits will be required to settle the 

claim. 

In relation to the above-mentioned contingent liabilities, S Ltd. has given an 

indemnification undertaking to H Ltd. up to a maximum of Rs. 1 crore. 

Rs. 1 crore represents the acquisition date fair value of the indemnification undertaking. 

Any amount which would be received in respect of the above undertaking shall not be 

taxable. 

The tax bases of the assets and liabilities of S Ltd. is equal to  their  respective  carrying  

values  being recognised in its Balance Sheet. 

Carrying value of non-current  asset  held for sale of  Rs. 4 crore represents  its  fair value  

less cost to sell in accordance with the relevant Ind AS. 

In consideration of the  additional  stake  purchased by  H Ltd.  on 1st  January,  2017,  it  

has issued  to the selling shareholders of S Ltd. 1  equity  share  of  H Ltd.  for  every  2 

shares  held  in  S Ltd. Fair value of equity shares of H Ltd. as on 1st January, 2017 is Rs. 

10,000 per share. 

On 1st January, 2017, H Ltd. has paid Rs. 50 crore in cash to the selling shareholders of S 

Ltd. Additionally, on 31st March, 2019, H Ltd. will pay Rs.  30  crore  to  the  selling  

shareholders  of  S Ltd. if return on equity of S Ltd.  for the year  ended 31st  March, 2019 

is more than 25% per annum. H Ltd. has estimated the fair value of  this  obligation  as  

on  1st January,  2017  and  31st  March, 2017 as Rs. 22 crore and Rs. 23 crore 

respectively. The change in fair value of the obligation is attributable to the change in 

facts and circumstances after the acquisition date. 

Quoted price of equity shares of S Ltd.  as on various  dates  is  as follows: As   on November, 

2016  Rs. 350 per share 

As  on 1st January,  2017 Rs. 395 per share 

 As  on 31st  March, 2017 Rs. 420 per share 

On 31st May, 2017, H Ltd. learned that certain customer relationships existing as on 

1st January, 2017, which met the recognition criteria  of an intangible  asset  as on that  

date,  were not considered during the accounting of business combination for the  year  

ended  31st  March, 2017. The fair value of such customer relationships as on 1st 

January, 2017 was Rs. 3.5 crore (assume that there are no  temporary  differences  

associated  with  customer  relations; consequently, there is no impact of income taxes 

on customer relations). 

On 31st May, 2017 itself, H  Ltd.  further  learned  that  due  to  additional  customer  
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relationships being developed during the period 1st January, 2017 to 31st March, 2017, 

the fair value of such customer relationships has increased to Rs. 4 crore as on 31st 

March, 2017. 

On 31st December, 2017, H Ltd. has established that it has obtained all the information  

necessary  for the accounting of the business combination and that more information is 

not obtainable. 

H Ltd. and S Ltd. are not related parties and follow Ind AS for financial reporting. Income 

tax rate applicable is 30%. 

You are required to provide your detailed responses to the following, along with 

reasoning and computation notes: 

(a) What should be the goodwill or bargain purchase gain to be recognised by H  Ltd.  in  

its financial statements for the year ended 31st March, 2017. For this purpose, 

measure non- controlling interest using proportionate share  of  the  fair  value  of  

the  identifiable  net  assets of S Ltd. 

(b) Will the  amount of non-controlling  interest,  goodwill, or bargain purchase gain  so 

recognised in (a) above change subsequent to  31st March,  2017?  If  yes,  provide  

relevant  journal  entries. 

(c) What   should   be   the   accounting   treatment   of   the   contingent   consideration   

as   on 31st  March, 2017?  (20 Marks May ‘19) 

Answer 2 

(i) As an  only  exception  to  the  principle  of classification  or  designation  of assets  as  they  

exist  at the acquisition date is that for lease contract and insurance contracts classification 

which will be based on the basis of the conditions existing at inception and not on 

acquisition date. 

Therefore, H Ltd. would be required to retain the original lease classification of the lease 

arrangements and thereby recognise the lease arrangements as finance lease. 

(ii) The requirements in Ind AS 37 ‘Provisions, Contingent Liabilities and Contingent Assets’, do 
not apply in determining which contingent liabilities to  recognise  as  of  the  acquisition  

date  as  per Ind AS 103 ‘Business Combination’. Instead, the acquirer shall recognise as of 
the acquisition date a contingent liability assumed in a business combination if  it  is  a  

present  obligation  that arises from past  events  and its  fair  value  can be measured  

reliably.  Therefore, contrary  to  Ind AS 37, the acquirer recognises a contingent liability 

assumed in a business combination at the acquisition date even if it is not probable that an 

outflow  of  resources  embodying  economic  benefits will be required  to  settle  the  

obligation.  Hence H Ltd.  will recognize contingent liability of Rs. 2.5 cr. 

Since S Ltd. has indemnified for Rs. 1 cr., H Ltd. shall recognise an indemnification asset at 

the same time for Rs. 1 cr. 

As per the information given  in the  question,  this  indemnified  asset  is  not  taxable.  

Hence, its  tax base will be equal to its carrying amount. No deferred tax will arise on it. 

(iii) As per Ind AS 103, non-current  assets  held  for  sale should  be measured  at  fair  value  less  

cost to sell in accordance with Ind AS 105 ‘Non-current Assets Held for Sale and 

Discontinued Operations’. Therefore, its carrying value as per balance sheet has been 

considered in the calculation of net assets. 

(iv) Any equity interest in S Ltd. held by H Ltd. immediately before obtaining control over S Ltd. 

is  adjusted to acquisition-date fair value. Any resulting gain or loss is recognised in the profit or 
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loss of H Ltd. 

Calculation of purchase consideration as  per  Ind AS  103 Rs. in lakh 

 

(ii) Calculation of defer tax on assets and liabilities acquired as part of the business 

combination, including current tax and goodwill. 

Item Rs.  in crore 

Book 

value 

Fair 

value 

Tax 

base 

Taxable 

(deductible) 

temporary 

difference 

Deferred tax 

assets (liability) 

@ 30% 

Property, plant and 

equipment 
40 90 40 50 (15) 

Intangible assets 20 30 20 10 (3) 

Investments 100 350 100 250 (75) 

Inventories 20 20 20 - - 

Trade receivables 20 20 20 - - 

Cash held in functional 

currency 

4 4 4 - - 

Non-current asset held for 

sale 

4 4 4 - - 

Indemnified asset - 1 1 - - 

Borrowings 20 20 20 - - 

Trade payables 28 28 28 - - 

Provision for warranties 3 3 3 - - 

Current tax liabilities 4 4 4 - - 

Contingent liability  0.5 - (0.5)     0.15 

Deferred tax Liability     (92.85) 

(iii) Calculation of identifiable net assets acquired 

 Rs. in crore Rs. in crore 

Property, plant and equipment 90  

Intangible assets 30  

Investments 350  

Inventories 20  

Trade receivables 20  

Cash held in functional currency 4  

Non-current asset held for sale 4  

Indemnified asset 1  

Total asset  519 

Less: Borrowings 20  

Trade payables 28  

Investment in S Ltd.    

On 1st Nov. 2016 15% [(12/100) x 395 x 15%] 7.11 

On 1st Jan. 2017 45%   

Own equity given  10,000 x 12% x 45% x 1/2 270 

Cas

h 

  50 

Contingent consideration    22 

   349.11 
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Provision for warranties 3  

Current tax liabilities 4  

Contingent liability (2 + 0.5) 2.50  

Deferred tax liability (W.N.2) 92.85 (150.35) 

Net identifiable assets   368.65 

(a) Calculation of NCI by proportionate share of net assets 

Net identifiable assets of S Ltd. on 1.1.2017 (Refer  W.N.3)  = 372.85  

crore NCI on 1.1.2017 = 368.65 crore x 40% = 147.46 crore 

Calculation of Goodwill as per Ind AS 103 

Goodwill on 1.1.2017 = Purchase consideration + NCI – Net assets 

= 349.11  + 147.46  – 368.65 

= 127.92 crore 

(b) As per para 45 of Ind AS 103 ‘Business Combination’, if the initial accounting for a 
business combination is incomplete by the end of the reporting period in  which  

the  combination occurs, the acquirer shall report in its financial statements 

provisional  amounts for the  items for which the accounting is incomplete. 

During the measurement period, the acquirer shall retrospectively adjust the 

provisional amounts recognised at the acquisition date to reflect  new information  

obtained  about facts  and circumstances that existed as of the acquisition date 

and, if known, would have  affected the measurement of the amounts recognised 

as of that date. 

During the measurement period, the acquirer shall also recognise additional  assets  

or  liabilities if new information is obtained  about  facts  and  circumstances that  

existed  as  of  the acquisition date and, if known, would  have  resulted  in the  

recognition  of  those  assets and liabilities as of that date. 

The measurement period ends as soon as the acquirer receives the  information  it  

was seeking about facts and circumstances that existed as of the acquisition date 

or learns that more information is not obtainable. However, the measurement 

period shall not exceed one year from the acquisition date. 

Further, as per para 46 of Ind AS 103, the measurement period is the period after  

the acquisition date during which the  acquirer  may adjust  the  provisional  

amounts  recognised for a business combination. The measurement period 

provides the  acquirer  with  a reasonable time to obtain  the  information  necessary  

to  identify  and measure the  fo llowing as of the acquisition date in accordance 

with the requirements of this Ind AS: 

(a) the identifiable assets acquired, liabilities assumed and any non-controlling  

interest  in  the acquiree; 

(b) ….. 

(c) ……; and 

(d) the resulting goodwill or gain on a bargain purchase. 

Para 48 states that the acquirer recognises an  increase  (decrease)  in  the  

provisional  amount recognised for an identifiable asset (liability) by means of a 

decrease (increase) in goodwill. 
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Para 49 states that during the  measurement  period,  the  acquirer  shall  recognise 

adjustments to the provisional amounts as if the  accounting  for  the  business  

combination had been completed at the acquisition date. 

Para 50 states that after the measurement period ends, the acquirer shall  revise  

the accounting for a business  combination  only  to  correct  an error  in 

accordance with  Ind  AS 8 ‘Accounting Policies, Changes in Accounting Estimates and 

Errors’. 

On 31st December, 2017, H Ltd. has established that it has obtained all the 

information necessary for the accounting of the business combination and the 

more information is not obtainable. Therefore, the measurement period for 

acquisition of S Ltd. ends on 31 st December, 2017. 

On 31st May, 2017 (ie within the measurement period), H Ltd. learned that certain 

customer relationships existing as on 1st January, 2017 which met the recognition  

criteria  of  an intangible asset as on that date were not considered during the 

accounting of business combination for the year ended 31st March, 2017. 

Therefore, H Ltd. shall account for the acquisition date fair value of customer 

relations existing on 1st January,  2017  as  an identifiable  intangible  asset.  The 

corresponding  adjustment  shall  be  made in  the  amount of goodwill. 

Accordingly, the amount of goodwill will be changed due to identification of new 

asset from retrospective date for changes in fair value of assets and liabilities earlier 

recognised on provisional amount (subject to meeting the condition above for 

measurement period). NCI changes would impact the consolidated retained earnings 

(parent’s share). Also NCI will be increased or decreased based on the profit during the 

post-acquisition period. 

Journal entry 

 

  Customer relationship……….  Dr.                                  3.5 crore 

To NCI 1.4 crore 

 

To Goodwill 2.1 crore 

 

However, the increase in the value  of customer relations  after  the acquisition date  

shall not  be accounted by H Ltd., as the customer relations developed after 1st  

January,  2017 represents internally generated intangible  assets  which are  not  

eligible  for  recognition  on the balance sheet. 

(c) Since the contingent considerations payable by H Ltd  is  not  classified  as  equity  

and  is within the scope of Ind AS 109 ‘Financial Instruments’, the changes in the fair 
value shall be recognised in profit or loss.  Change  in  Fair  value  of contingent  

consideration  (23 -22) Rs. 1 crore will be recognized in the Statement of Profit and 

Loss. 

Question 3 

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 20X1, A Ltd. acquires 100% interest in B Ltd. As per the terms  of 

agreement the purchase consideration is payable in the following 2 tranches: 
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• an immediate issuance of 10 lakhs shares of A Ltd. having face value of Rs. 10 

per share; 

• 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 Rs. 1 crore. 

The fair value of the shares of A Ltd. on the date of acquisition is Rs. 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 20X2, the profit before interest and tax of B Ltd. 

exceeded Rs. 1 crore. As on 31 March 20X2, 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 Oct ‘19) 

Answer 3 

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 

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: 
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• 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 unfavorable 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 

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 20X2, (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. 

Question 4 

On 1 July 20X1, FA Ltd acquired 75% of the equity shares of Bolton Ltd and gained control of 

Bolton Ltd. Bolton Ltd has 12 million equity shares in issue. 

Details of the purchase consideration are as follows: 

– On 1  July 20X1, FA Ltd issued two  shares for every three shares  acquired in Bolton 

Ltd. On  1 July 20X1, the market value of an equity share in FA Ltd was Rs.6.50 and 



  

Chapter 27 Business Combination & Corporate Restructuring 

27.11 

the market value  of an equity share in Bolton Ltd was Rs. 6.00. 

– On 30 June 20X2, FA Ltd will make a cash payment of Rs. 7.15 million to the former 

shareholders of Bolton Ltd. who sold their shares to FA Ltd on 1 July 20X1. On 1 

July 20X1,  FA Ltd would have needed to pay interest at an annual rate of 10% on 

borrowings. 

– On 30 June 20X3, FA Ltd may make a cash payment of Rs. 30 million to the former 

shareholders of Bolton Ltd who sold their shares to FA on 1 July 20X1. This 

payment is contingent upon  the revenues  of  FA  Ltd.  growing  by  15% over the 

two-year  period  from  1 July 20X1 to 30 June 20X3. On 1 July 20X1, the fair value 

of this contingent consideration was Rs. 25 million. On 31 March 20X2, the  fair 

value of  the contingent consideration  was  Rs. 22 million. 

On 1 July 20X1, the carrying values of  the identifiable net assets of  Bolton Ltd in the  books  

of  that company totaled Rs. 60 million. On 1 July  20X1, the fair values of  these net  assets  

totaled Rs. 70 million. The rate of deferred tax to apply to temporary differences is 20%. 

During the nine months ended on 31 March 20X2, Bolton Ltd had a poorer than  expected  

operating performance. Therefore on 31 March 20X2, it was necessary for FA Ltd to recognize 

an impairment of the goodwill arising on acquisition of Bolton Ltd, amounting to 10% of its 

total computed value. 

Compute the impairment of goodwill on acquisition of Bolton Ltd under  both  the  methods 

permitted in the relevant Ind AS for the initial computation of the non-controlling interest 

in Bolton Ltd at the date of acquisition.  (8 Marks May ‘20) 

Answer 4 

Method I : NCI measured at Fair value 

Method II: NCI measured at proportionate share of identifiable net assets 

Method I     Method II 

    Rs.’000      Rs.’000 

Cost of investment 

 

Share exchange (12 million x 75% x2/3 xRs.6·50) 39,000 39,000 

Deferred consideration (7.15 million/1.10) 6,500         6,500 

Contingent consideration 25,000      25,000 

Non-controlling interest at date of acquisition:   

Fair value – 3 million x Rs.6·00 18,000  

% of net assets – 68,000 (W.N.1) x 25% 17,000  

 88,500      87,500 

Net assets at date of  acquisition (W.N.1)    (68,000)          (68,000) 

                     20,500                 19,500  

Impairment – 10% 2,050    1,950 

 

Goodwill on acquisition 

Where the NCI is measured at fair value, the impairment should be attributed partly to 
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retained earnings and partly to NCI. The allocation is normally based on the group 

structure (75/25 in this case). 

Where the NCI is measured at % of net assets, the impairment should be attributed 

wholly to retained earnings. 

Working Notes: 

Net assets at date of acquisition 

Rs. ’000 

Fair value at acquisition date 70,000 

Deferred tax on fair value adjustments (20% x(70,000  – 60,000)) (2,000) 

    68,000 

Question 5 

Deepak Ltd., an automobile group acquires 25% of the voting ordinary shares  of  Shaun  

Ltd., another automobile business, by paying, Rs. 4,320 crore on 01.04.2019. Deepak Ltd. 

accounts its investment in Shaun Ltd. using equity method as prescribed under Ind AS 28. 

At 31.03.2020, Deepak Ltd. recognised its share of the net asset changes of Shaun Ltd. 

using equity accounting  as follows: 

                                                                                                              (Rs. in crore) 

 

Share of Profit or Loss 378 

Share of Exchange difference in OCI 54 

Share of Revaluation Reserve of PPE in OCI 27 

On 01.04.2020, Deepak Ltd. acquired remaining 75% of Shaun Ltd. for cash Rs. 13,500 

crore. Fair value of the 25% interest already owned was Rs. 4,860 crore and fair value of 

Shaun Ltd.'s  identifiable net assets was Rs. 16,200 crore as on 01.04.2020. 

How should such business  combination  be  accounted  for  in  accordance  with  the  

applicable Ind AS? (8 Marks Oct ‘20) 

Answer 5 

Paragraph 42 of Ind AS 103 provides that in a business combination achieved in stages, the 

acquirer shall remeasure its previously held equity interest in the acquiree at its acquisition-

date fair value and recognise the resulting gain or loss, if any, in profit or loss or other 

comprehensive income, as appropriate. In prior reporting periods, the acquirer may have 

recognized changes in the value of its equity interest in the acquiree in other comprehensive 

income. If so, the amount that was recognised in other comprehensive income shall be 

recognised on the same basis as would be required if the acquirer had disposed of directly 

the previously held equity interest. 

Applying the above, Deepak Ltd. records the following entry in its consolidated financial 

statements: 

 

 (Rs. in 

crore) 

 Debit Credit 

Identifiable net assets of Shaun Ltd. Dr. 16,200  

Goodwill (W.N.1) Dr. 2,160  

Foreign currency translation reserve Dr. 54  

PPE revaluation reserve Dr. 27  

To Cash  13,500 
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To Investment in associate (4,320 + 378 + 54 + 27)  4,779 

To Retained earnings (W.N.2)  27 

To Gain on previously held interest in Shaun Ltd. recognised 

in Profit or loss (W.N.3) 

  

135 

(Recognition of acquisition of Shaun Ltd.)   

Working Notes: 

1. Calculation of Goodwill 

 Rs. in crore 

Cash consideration 13,500 

Add: Fair value of previously held equity interest in Shaun Ltd.     4,860 

Total consideration 18,360 

Less: Fair value of identifiable net assets acquired (16,200) 

Goodwill    2,160 

2. The credit to retained earnings represents the reversal of the unrealized gain of 

Rs. 27 crore in Other Comprehensive Income related to the revaluation of property, 

plant and equipment. In accordance with Ind AS 16, this amount is not reclassified to 

profit or loss. 

3. The gain on the previously held equity interest in Shaun Ltd. is calculated as 

follows: 

Rs. in crore 

Fair Value of 30% interest in Shaun Ltd. at 1st April, 2020 4,860 

Carrying amount of interest in Shaun Ltd. at 1st April, 2020 (4,779) 

 81 

Unrealised gain previously recognised in OCI  54 

Gain on previously held interest in Shaun Ltd. recognised in profit or loss 135 

 

Question 6 

(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; 

• 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. 
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• 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 April ‘18) 

Answer 6 

(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 

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. 
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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 

recognized 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 

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. 

 

Question 7 

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 
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generating units and their recoverable amounts are as follows: 

Unit Carrying value 

(before goodwill allocation) 

Recoverable amount 

 Rs. ’000 Rs. ’000 

A 600 740 

B 550 650 

C 450 400 

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 April ‘18) 

Answer 7 

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. 

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) 
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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. 

Question 8 

MS Ltd. has acquired a heavy machinery at a cost of Rs. 1,00,00,000 (with no breakdown of 
the component parts). The estimated useful life is 10 years. At the end of the sixth year, one 
of the major components, the turbine requires replacement, as further maintenance is 
uneconomical. The remainder of the machine is perfect and is expected to last for the next 
four years. The cost of a new turbine is Rs. 45,00,000. 

Advise a per Ind AS whether the cost of the new turbine be recognized as an asset, and, if so, 

what treatment should be used. Also calculate the revised carrying amount of the machinery? 

Consider the discount rate of 5% per annum. (8 Marks March ‘18) 

Answer 8 

The new turbine will produce economic benefits to MS Ltd., and the cost is measurable. Hence, 

the item should be recognized as an asset. The original invoice for the machine did not specify 

the cost of the turbine; however, the cost of the replacement (Rs. 45,00,000) can be used as 

an indication (usually by discounting) of the likely cost, six years previously. 

If an appropriate discount rate is 5% per annum, Rs. 45,00,000 discounted back six years 

amounts to Rs. 33,57,900 [Rs. 45,00,000 / (1.05)6], i.e., the approximate cost of turbine before 

6 years. 

The current carrying amount of the turbine which is required to be replaced of Rs. 13,43,160 

would be derecognized from the books of account, (i.e., Original Cost Rs. 33,57,900 as 

reduced by accumulated depreciation for past 6 years Rs. 20,14,740, assuming depreciation 

is charged on straight-line basis.) 

The cost of the new turbine, Rs. 45,00,000 would be added to the cost of machine, resulting 

in a revision of carrying amount of machine to Rs. 71,56,840. (i.e., Rs. 40,00,000* – Rs. 

13,43,160 + 

Rs. 45,00,000). 

*Original cost of machine Rs. 1,00,00,000 reduced by accumulated depreciation (t ill the end 

of 6 years) Rs. 60,00,000. 

 

Question 9 

X Ltd.  and Y Ltd.  amalgamated on and from 1st April, 2017.  A new company XY Ltd.  with 

shares of  Rs. 10 each was formed to take over the businesses of the existing companies. 

Summarized Balance Sheet as on 31st March, 2018 

INR in '000 

ASSETS Note No. X Ltd Y Ltd 

Non-current assets    

Property, Plant and Equipment  8,500 7,500 

Financial assets    
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Investment  1,050 550 

Current assets    

Inventories  1,250 2,750 

Trade receivables  1,800 4,000 

Cash and Cash equivalents      450   400 

  13,050 15,200 

EQUITY AND LIABILITIES    

Equity    

Equity share capital (of face value of INR 10 each)  6,000 7,000 

Other equity 1 3,050 2,700 

Liabilities    

Non-current liabilities    

Financial liabilities    

Borrowings (12% Debentures)  3,000 4,000 

Current liabilities    

Trade payables    1,000  1,500 

  13,050 15,200 

Notes to Accounts: 

1. Other equity X Ltd Y Ltd 

 General Reserve 1,500 2,000 

 Profit & Loss 1,000 500 

 Investment Allowance Reserve 500 100 

 Export Profit Reserve     50    100 

  3,050 2,700 

XY Ltd. issued requisite number of shares to discharge the claims of the equity shareholders 

of the transferor companies. Also the new debentures were issued in exchange of the old 

series of both the companies. 

Prepare a note showing purchase consideration and discharge thereof and draft the 

Balance Sheet of XY Ltd: 

(i) Assuming that both the entities are under common control 

(ii) Assuming Y Ltd is a larger entity and their management will take the control of the 

entity XY Ltd. The fair value of net assets of X and Y limited are as follows: 

Assets X Ltd. (‘000) Y Ltd. (‘000) 

Property, Plant and Equipment 9,500 1,000 

Inventories 1,300 2,900 

Fair value of the business 11,000 14,000 

 (20 Marks Oct ‘18) 
Answer 9 

(i) (Assumption:  Common control transaction) 

1. Calculation of Purchase Consideration 

 

  X Ltd.  Y Ltd. 

  Rs. ’000  Rs. ’000 
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Assets taken over: 

Property, Plant and 

Equipment Investment 

Inventory 

Trade receivables 

Cash & Cash equivalent 

Gross Assets 

Less: Liabilities 

12% Debentures 

Trade payables 

Net Assets taken over 

Less: Reserves and Surplus: 

General Reserve 

P & L A/c 

Investment Allowance Reserve 

Export Profit Reserve 

Purchase Consideration 

  

85,00 

  

75,00 

 10,50  5,50 

 12,50  27,50 

 18,00  40,00 

 4,50  4,00 

 130,50  152,00 

30,00 
 

40,00 
 

10,00 (40,00) 15,00 (55,00) 

 90,50  97,00 

15,00 
 

20,00 
 

10,00  5,00  

5,00  1,00  

50 (30,50) 1,00 (27,00) 

   60,00    70,00 

Total Purchase Consideration = 130,00 (60,00 of AX Ltd. & 70,00 of BX Ltd.) 

2. Discharge of Purchase Consideration 

No. of shares to be issued to X Ltd = Net Assets taken over of X Ltd.Net Assets taken over of X ltd.and Y ltd. × Purchase Consideration 

 
  

No. of shares to be issued to Y Ltd = Net Assets taken over of Y Ltd.Net Assets taken over of X ltd.and Y ltd. × Purchase Consideration 

 
 

 X Ltd. Y Ltd. 

 Rs. ’000 Rs. ’000 

   
130,00 × 

90.50187.50= 6,27,500* Equity shares of Rs. 10 each                    

 

 

62,75 

 

130,00 × 97,00 / 187,50 = 6,27,500 Equity shares of Rs. 10 

each 

  

67,25 

3.                            Balance Sheet of XY Ltd. as on 1st April, 2018 

INR in '000 

 

ASSETS Note No. Amount 

Non-current assets    

Property, Plant and Equipment   16,000 

Financial assets    

Investment   1,600 

Current assets    
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Inventories   4,000 

Trade receivables   5,800 

Cash and Cash equivalents     850 

   28,250 

EQUITY AND LIABILITIES    

Equity    

Equity share capital (of face value of INR 10 each) 1  13,000 

Other equity 2  5,750 

Liabilities    

Non-current liabilities    

Financial liabilities    

Borrowings  3 7,000 

Current liabilities    

Trade payables    2,500 

   28,250 

Notes to Accounts 

  (Rs. 000) (Rs. 000) 

1. Share Capital 

13,00,000 Equity Shares of Rs. 10 each 

Reserves and surplus 

General Reserve (15,00 + 20,00) 

Profit & Loss (10,00 + 5,00) 

Investment Allowance Reserve (5,00 + 

1,00) 

 

 

 

35,00 

15,00 

6,00 

 

 130,00 

2.  

  

 Export Profit Reserve (50 + 1,00) 

Long Term Borrowings 

12% Debentures 

 1,50 57,50 

3.   

  70,00 

(ii) Assuming Y Ltd is a larger entity and their management will take the control of the 

entity XY Ltd. 

In this case Y Ltd. and X Ltd. are not under common control and hence accounting 

prescribed under Ind AS 103 for business combination will be applied. A question arises 

here is who is the accounting acquirer XY Ltd which is issuing the shares or X Ltd. or Y Ltd. 

As per the accounting guidance provided in Ind AS 103, sometimes the legal acquirer may 

not be the accounting acquirer. In the given scenario although XY Ltd. is issuing the shares 

but Y Ltd. post-merger will have control and is bigger in size which is a clear indicator that 

Y Ltd. will be an accounting acquirer. This can be justified by the following table:(In ‘000s) 
 

 X Ltd. Y Ltd. 

Fair Value 11,000 14,000 

Value per share 10 10 

No. of shares 1,100 1,400 

i.e. Total No. of shares in XY Ltd. = 2,500 thousand shares   

Thus, % Held by each Company in Combined Entity 44% 56% 

Note: It is a case of Reverse Acquisition. 
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Accordingly, Y Ltd.’s assets will be recorded at historical cost in the merged financial 

statements. 

(1) Calculation and discharge of Purchase Consideration (All figures are in thousands) 

We need to calculate the number of shares to be issued by Y Ltd. to X Ltd. to 

maintain the same percentage i.e. 56%: 

Thus, 700 thousand shares of Y Ltd. (given in the balance sheet) represents 56%. This 

means that total no. of shares would be 1,250 thousand shares ie 700 thousand 

shares / 56%. 

This implies Y Ltd. would need to issue 550 thousand shares (1,250 - 700) to X Ltd. 

Purchase Consideration = 550 thousand shares x Rs. 20 per share (ie. 14,000 

thousand / 700 thousand shares) = Rs. 11,000 thousand. 

(2) Balance Sheet of XY Ltd. as on 1st April, 2018 

INR in '000 

ASSETS Note No. Amount 

Non-current assets   

Property, Plant and Equipment (9500+7500) 17,000 

Goodwill (Refer Working Note) 900 

Financial assets   

Investment (1050+550) 1,600 

Current assets  

Inventories (1300+2750) 4,050 

Trade receivables (1800+4000)   5,800 

Cash and Cash equivalents (450+400)     850 

   30,200 

EQUITY AND LIABILITIES    

Equity    

Equity share capital (of face value of INR 10 each) 1  12,500 

Other equity 2  8,200 

Liabilities    

Non-current liabilities    

Financial liabilities    

Borrowings (12% Debentures)  3 7,000 

Current liabilities    

Trade payables    2,500 

   30,200 

Notes to Accounts 

 

  (Rs. 000) (Rs. 000) 

1. Share Capital   

 1,250,000 Equity Shares of Rs. 10 each 

(700,000 to BX Ltd and 550,000 as computed 

above to 

 1,25,00 

 AX LTD)   

2. Reserves and Surplus   

 General reserve of BX Ltd 20,00  

 P&L of BX Ltd 5,00  

 Export Profit Reserve of BX Ltd 1,00  

 Investment Allowance Reserve of BX Ltd 1,00  



  

Chapter 27 Business Combination & Corporate Restructuring 

27.22 

 Security Premium (550 shares x Rs. 10) 5,500 8,200 

3. Long Term Borrowings   

 12% Debentures (Assumed that new debentures   

 were issued in exchange of the old series)  70,00 

Working Note: 

Computation of Goodwill: 

Assets: Rs. in 000s 

Property, Plant and Equipment 9,500 

Investment 1,050 

Inventories 1,300 

Trade Receivables 1,800 

Cash & Cash Equivalents   450 

Total Assets 14,100 

Less : Liabilities:  

Borrowings 3,000 

Trade Payables  1,000 

Net Assets 10,100 

Purchase Consideration 11,000 

Goodwill   900 

 

Question 10 

On 1st April 20X1, A Limited acquired 80% of the share capital of S Limited. On 

acquisition date the  share  capital  and  reserves  of  S  Ltd.  stood  at  `  5,00,000  and  `  

1,25,000 respectively. 

A Limited paid initial cash consideration of ` 10,00,000. Additionally, A Limited issued 

2,00,000 equity shares with a nominal value of ` 1 per share at current market value of ` 1.80 

per share. 

It was also  agreed  that  A  Limited  would  pay  a  further  sum  of  `  5,00,000  after  three  

years. A Limited's cost of capital is 10%. The appropriate discount factor for ` 1 @ 10% 

receivable at the end of 

1st year: 0.91 

2nd year: 0.83 

3rd year: 0.75 

The shares and deferred consideration have not yet been recorded by A limited. Below 

are the Balance Sheet of A Limited and S Limited as at 31 st March, 20X3: 

 A Limited (` 000) S Limited (` 000) 

Non-current assets:   

Property, plant & equipment 5,500 1,500 

Investment in S Limited at cost 1,000  

Current assets:   

Inventory 550 100 

Receivables 400 200 

Cash    200   50 

 
Equity: 

7,650 1,850 
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Share capital 2,000 500 

Retained earnings 1,400    300 

 3,400 800 

Non-current liabilities 3,000 400 

Current liabilities 1,250    650 

 7,650 1,850 

Further information: 

(i) On the date of acquisition the fair values of S Limited's plant exceeded its book 

value by ` 2,00,000. The plant had a remaining useful life of five years at this date; 

(ii) The consolidated goodwill has been impaired by ` 2,58,000; and 

(iii) The A Limited Group, values the non-controlling interest using the fair value 

method. At the date of acquisition, the fair value of the 20% non-controlling 

interest was ` 3,80,000. 

You are required to prepare Consolidated Balance Sheet of A Limited as at 31st March, 

20X3. (Notes to Account on Consolidated Balance Sheet is not required). (15 Marks Oct 

21) 

Answer 10 

Consolidated Balance Sheet of A Ltd. and its subsidiary, S Ltd. 

as at 31st March, 20X3 

 

Particulars ` in 000s 

I. Assets  

(1) Non-current assets  

(i) Property Plant & Equipment (W.N.4) 7,120.00 

(ii) Intangible asset – Goodwill (W.N.3) 1,032.00 

(2) Current Assets  

(i) Inventories (550 + 100) 650.00 

(ii) Financial Assets  

(a) Trade Receivables (400 + 200) 600.00 

(b) Cash & Cash equivalents (200 + 50) 250.00 

Total Assets 9,652.00 

II. Equity and Liabilities  

(1) Equity  

(i) Equity Share Capital (2,000 + 200) 2,200.00 

(ii) Other Equity  

(a) Retained Earnings (W.N.6) 1190.85 

(b) Securities Premium 160.00 

(2) Non-Controlling Interest (W.N.5) 347.40 

(3) Non-Current Liabilities (3,000 + 400) 3,400.00 

(4) Current Liabilities (W.N.8) 2,353.75 

Total Equity & Liabilities 9,652.00 

Working Notes: 

1. Calculation of purchase consideration at  the acquisition date i.e. 1 st  April, 20X1 
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 ` in 000s 

Payment made by A Ltd. to S Ltd.  

Cash 1,000.00 

Equity shares (2,00,000 shares x ` 1.80) 360.00 

Present value of deferred consideration (` 5,00,000 x 0.75)   375.00 

Total consideration 1,735.00 

2. Calculation of net assets i.e. net worth at the acquisition date i.e. 1st April, 

20X1 

 ` in 000s 

Share capital of S Ltd. 500.00 

Reserves of S Ltd. 125.00 

Fair value increase on Property, Plant and Equipment 200.00 

Net worth on acquisition date 825.00 

3. Calculation of Goodwill at the acquisition date i.e. 1st April, 20X1 and 31st 

March, 20X3 

 

 ` in 000s 

Purchase consideration (W.N.1) 1,735.00 

Non-controlling interest at fair value (as given in the question)    380.00 

 2,115.00 

Less: Net worth (W.N.2)  (825.00) 

Goodwill as on 1st April 20X1 1,290.00 

Less: Impairment (as given in the question)    258.00 

Goodwill as on 31st March 20X3 1,032.00 

4. Calculation of Property, Plant and Equipment as on 31st March 20X3 

 

  ` in 000s 

A Ltd.  5,500.00 

S Ltd. 1,500.00  

Add: Net fair value gain not  recorded yet 200.00   

Less: Depreciation [(200/5) x 2] (80.00)    120.00 1,620.00 

7,120.00 

5. Calculation of Post-acquisition gain (after adjustment of impairment on 

goodwill) and value of NCI as on 31st March 20X3 

 ` in 000s ` in 000s 

 NCI 

(20%

) 

A Ltd. 

(80%) 

Acquisition date balance 380.00 Nil 

Closing balance of Retained Earnings 300.00   

Less: Pre-acquisition balance (125.00)   

Post-acquisition gain 175.00   
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Less: Additional Depreciation on PPE [(200/5) x 2] (80.00)   

Share in post-acquisition gain    95.00 19.00 76.00 

Less: Impairment on goodwill 258.00 (51.60) (206.40) 

  347.40 (130.40) 

6. Consolidated Retained Earnings as on 31st March 20X3 

 

 ` in 000s 

A Ltd. 1,400.00 

Add: Share of post-acquisition loss of S Ltd. (W.N.5) (130.40) 

Less: Finance cost on deferred consideration (37.5 + 41.25) (W.N.7)   (78.75) 

Retained Earnings as on 31st March 20X3 1,190.85 

7. Calculation of value of deferred consideration as on 31 st March 20X3 

 

 ` in 000s 

Value of deferred consideration as on 1st April 20X1 (W.N.1) 375.00 

Add: Finance cost for the year 20X1-20X2 (375 x 10%)   37.50 

 412.50 

Add: Finance cost for the year 20X2-20X3 (412.50 x 10%)   41.25 

Deferred consideration as on 31st March 20X3 453.75 

8. Calculation of current Liability as on 31st March 20X3 

 

 ` in 000s 

A Ltd. 1,250.00 

S Ltd. 650.00 

Deferred consideration as on 31st March 20X3 (W.N.7)    453.75 

Current Liability as on 31st March 20X3 2,353.75 

 

Question 11 

Ram Ltd. acquired 60%  ordinary shares  of  ` 100 each of  Krishan Ltd. on  1st  October 

20X1.  On 31st March, 20X2, the summarised Balance Sheets of the two companies 

were as given below: 

 

 Ram Ltd. Krishan Ltd. 

Assets   

Property, Plant and Equipment   

Land & Buildings 3,00,000 3,60,000 

Plant & Machinery 4,80,000 2,70,000 

Investment in Krishan Ltd. 8,00,000 - 

Inventory 2,40,000 72,800 

Financial Assets   

Trade Receivables 1,19,600 80,000 

Cash    29,000   16,000 
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Total 19,68,600 7,98,800 

Equity & Liabilities   

Equity Capital (Shares of ` 100 each fully paid) 10,00,000 4,00,000 

Other Equity   

Other Reserves 6,00,000 2,00,000 

Retained earnings 1,14,400 1,64,000 

Financial Liabilities   

Bank Overdraft 1,60,000 - 

Trade Payable     94,200    34,800 

Total 19,68,600 7,98,800 

The Retained earnings of Krishan Ltd. showed a  credit balance of  ` 60,000 on 1st  April 

20X1 out  of which a dividend of 10% was paid on 1st November. Ram Ltd. has  credited  

the  dividend received to its Retained earnings. Fair value of plant and machinery as 

on 1st October 20X1 was 

` 4,00,000. The rate of depreciation on plant & machinery is 10%. 

Following are the increases on  comparison of  Fair value as  per respective Ind AS  with 

book  value as on 1st October 20X1 which are to be considered while consolidating 

the Balance Sheets: 

Liabilities Amount Assets Amount 

Trade Payables 20,000 Land & Buildings 2,00,000 

Inventories 30,000 

Notes: 

I. It may be assumed that the inventory is still unsold on balance sheet date and the 

Trade Payables are also not yet settled. 

II. Also assume that the Other  Reserves  as  on  31st  March  20X2  are  the  same  as  

was  on 1st April, 20X1. 

Prepare consolidated Balance Sheet as on 31st   March, 20X2. (16 Marks Nov 21) 

Answer 11 

Consolidated Balance Sheet of Ram Ltd. and its subsidiary,  

Krishan Ltd. as on 31st March, 20X2 

 

Particulars Note 

No. 

` 
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I. Assets 

(1) Non-current assets 

(i) Property, Plant & Equipment 

(ii) Goodwill 

(2) Current Assets 

(i) Inventories 

(ii) Financial Assets 

(a) Trade Receivables 

(b) Cash & Cash equivalents 

Total Assets 

II. Equity and Liabilities 

(1) Equity 

(i) Equity Share Capital 

(ii) Other Equity 

(2) Non-controlling Interest (WN 4) 

(3) Current Liabilities 

(i) Financial Liabilities 

(a) Trade Payables 

(b) Short term borrowings 

Total Equity & Liabilities 

 

 

 

1 

2 

 

 

3 

 

 

4 

5 

 

 

 

 

 

6 

7 

 

 

 

 

 

8 

9 

 

 

 

17,20,000 

1,65,800 

 

 

3,42,800 

 

 

1,99,600 

    45,000 

24,73,200 

 

 

 

10,00,000 

7,30,600 

4,33,600 

 

 

 

1,49,000 

 1,60,000 

24,73,200 

Notes to accounts 

   ` 

1. Property Plant & Equipment   

 Land & Building (3,00,000 + (3,60,000 + 

2,00,000)) 

8,60,000  

 Plant & Machinery (W.N.6) 8,60,000 17,20,000 

2. Goodwill  1,65,800 

3. Inventories   

 Ram Ltd. 2,40,000  

 Krishan Ltd. (72,800 + 30,000) 1,02,800 3,42,800 

4. Trade Receivables   

 Ram Ltd. 1,19,600  

 Krishan Ltd.   80,000 1,99,600 

5. Cash & Cash equivalents   

 Ram Ltd. 29,000  

 Krishan Ltd. 16,000 45,000 

8. Trade Payables   
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 Ram Ltd. 94,200  

 Krishan Ltd. (34,800 + 20,000) 54,800 1,49,000 

9. Short-term borrowings  

 Bank overdraft 1,60,000 

Statement of Changes in Equity: 

6. Equity share Capital 

 

Balance at the 

beginning of the 

reporting period 

Changes in Equity share 

capital during the year 

Balance at the end of

 the reporting period 

10,00,000 0 10,00,000 

7. Other Equity 

 

 Reserves & Surplus Total 

Capital 

reserve 

Retained 

Earnings 

Other 

Reserves 

Balance at the beginning of 

the reporting period 

  

0 

 

6,00,00

0 

 

6,00,000 

Total comprehensive  

income for the year 

 

0 

 

1,14,400 

 

1,14,400 

Dividends 0 (24,000) (24,000) 

Total comprehensive income 

attributable to parent 

 

0 

 

40,200 

  

40,200 

Balance at the end of 

reporting period 

  

1,30,600 

 

6,00,00

0 

 

7,30,600 

Working Notes: 

1. Adjustments of Fair Value 

The  Plant  &  Machinery  of  Krishan  Ltd.  would  stand  in   the  books  at   ̀   2,85,000  

on  1st October, 20X1, considering only six months’ depreciation  on  `  3,00,000  

total depreciation being ̀  30,000. The value put on the assets being ` 4,00,000 there 

is an appreciation to the extent of ` 1,15,000. 

2. Acquisition date profits of Krishan  Ltd. 

Reserves on 1.4.20X1 

Profit & Loss Account Balance on 1.4.20X1 

Profit for 20X1-20X2: Total (` 1,64,000 less depreciation ` 20,000) x 

6/12 i.e. ` 72,000; 

upto 1.10. 20X1 

Total Appreciation (1,15,000 + 2,00,000 + 30,000 – 20,000) 

 

 

Holding Co. Share (60%) 

2,00,000 

60,000 

 

 

 

72,000 

3,25,000 

6,57,000 

3,94,200 
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3. Post-acquisition profits of Krishan Ltd. 

 

Profit after 1.10.20X1 [1,64,000-20,000]x 6/12 

Less: 10% depreciation on ` 4,00,000 for 6  months  less 

depreciation already charged for 2nd half of 20X1-20X2 

on 

` 3,00,000 (20,000-15,000) 

Total 

Share of holding Co. (60%) 

72,000 

 

 

(5,000) 

67,000 

40,200 

4. Non-controlling Interest 

 

Par value of 1600 shares 

Add: 2/5 Acquisition date profits (6,57,000 – 40,000) 

Add: 2/5 Post-acquisition profits [WN 3] (67,000 x 40%) 

160,000 

2,46,800 

  26,800 

4,33,600 

5. Goodwill 

 

Amount paid for 2,400 

shares Par value of shares 

Acquisition date profits share of Ram Ltd. 

Goodwill 

 

2,40,000 

3,94,200 

8,00,000 

 

 

(6,34,200) 

  1,65,800 

6. Value of Plant & Machinery 

 

Ram Ltd. 

Krishan Ltd. 

Add: Appreciation on 1.10.20X1 

 

Add: Depreciation for 2nd half charged on pre-

revalued value 

Less: Depreciation on ` 4,00,000 for 6 months 

 

2,70,000 

1,15,000 

3,85,000 

 

15,000 

(20,000) 

4,80,000 

 

 

 

 

 

3,80,000 

8,60,000 

7. Profit & Loss account consolidated 

Ram Ltd. (as given) 

Less: Dividend 

Share of Ram Ltd. in post-acquisition profits (W.N. 3) 

1,14,400 

(24,000) 

 

90,400 

  40,200 

1,30,600 

 

Question 12 

Blue Ltd. acquired 25%  of the equity share capital of Green Ltd.  on the first day of  the  

financial  year  for  ` 1,25,000. As  of  that  date,  the  carrying value  of  the  net  assets  of  

Green  Ltd.  Was ` 3,00,000 and the fair value was ` 4,00,000.  The excess of  fair value over 

the carrying value  was attributable to one of the buildings owned by Green Ltd. having a 

remaining useful life of 20 years. Green Ltd. earned profit of ` 40,000 and other 

comprehensive income of ` 10,000 during  the year. Calculate the goodwill / capital reserve 



  

Chapter 27 Business Combination & Corporate Restructuring 

27.30 

on  the date of  acquisition, Blue  Ltd.’s  share in the profit and other comprehensive income 

for the year and closing balance of investment at the end of the year. (8 Marks Nov 21) 

Answer 12 

(1) Goodwill / capital reserve on the date of acquisition 

The cost of the investment is higher than the net fair value of the investee’s identifiable 

assets and liabilities. Hence there is goodwill. Amount of goodwill is calculated as 

follows 

 ` 

Cost of acquisition of investment 1,25,000 

Blue Ltd.’s share in fair value of net assets of Green Ltd. on the date 

of acquisition (4,00,000 *25%) 

 

(1,00,000) 

Goodwill   25,000 

Above goodwill will be recorded as part of carrying amount of the 

investment. 

(2) Share in profit and other comprehensive income of Gren Ltd.  

 

 ` 

Share in profit of Green Ltd. (40,000 x 25%) 10,000 

Adjustment for depreciation based on fair value 

(1,00,000 ÷ 20) x 25% 

 

(1,250) 

Share in profit after adjustment    8,750 

Share in other comprehensive income (10,000 x 25%) 2,500 

(3) Closing balance of investment at the end of the year 

 

 ` 

Cost of acquisition of investment (including goodwill of ` 25,000) 1,25,000 

Share in profit after adjustments 8,750 

Share in other comprehensive income     2,500 

Closing balance of investment 1,36,250 

 

 

Question 13 

Enterprise Ltd. has 2 divisions Laptops and Mobiles. Division Laptops has been making 

constant profits while division Mobiles has been invariably suffering losses. 

On 31st March, 20X2, the division-wise draft extract of the Balance Sheet was: (Rs. in crores) 

 

 Laptops Mobiles Total 

Property, Plant and Equipment cost 250 500 750 

Depreciation (225) (400) (625) 

Net Property, Plant and Equipment (A)     25   100   125 

Current assets: 200 500 700 

Less: Current liabilities   (25) (400) (425) 

(B)   175   100   275 
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Total (A+B)   200   200   400 

Financed by:    

Loan funds - 300 300 

Capital : Equity Rs. 10 each 25 - 25 

Surplus 175 (100)  75 

 200   200 400 

Division Mobiles along with its assets and liabilities was  sold  for Rs.  25  crores  to  

Turnaround Ltd. a new company, who allotted 1 crore equity shares of Rs.  10 each at a 

premium of Rs.   15   per share to  the members of Enterprise Ltd. in  full settlement of  the 

consideration, in proportion  to their shareholding in the company. One of the members  of  

the  Enterprise Ltd. was  holding 52% shareholding of the Company. 

Assuming that there are no other transactions, you are asked to: 

(i) Pass journal entries in the books of Enterprise Ltd. 

(ii) Prepare the Balance Sheet of Enterprise Ltd. after the entries in (i). 

(iii) Prepare the Balance Sheet of  Turnaround Ltd.(10 Marks March ‘21) 

Answer 13 

Journal of Enterprise Ltd. (Rs. in crores) 

 

   Dr. Cr. 

(1) Loan Funds Dr. 300  

 Current Liabilities Dr. 400  

 Provision for Depreciation Dr. 400  

 To Property, Plant and Equipment   500 

 To Current Assets   500 

 To Capital Reserve   100 

 (Being division Mobiles along with  its  assets  and  

liabilities  sold to Turnaround Ltd. for Rs. 25 crores) 

   

Notes : 

(1) Any other alternative set of entries, with the same  net  effect  on  various accounts, 

may be given by the students. 

(2) In the given scenario, this demerger will meet the definition of common control 

transaction. Accordingly, the transfer of assets and liabilities will be derecognized 

and recognized as per book value and the resultant loss or gain will be recorded as 

capital reserve in the books of demerged entity (Enterprise Ltd). 

Enterprise Ltd. 

Balance Sheet after reconstruction (Rs. R in crores) 

 

ASSETS Note No. Amount 

Non-current assets   

Property, Plant and Equipment  25 

Current assets   

Other current assets    200 

    225 

EQUITY AND LIABILITIES   
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Equity   

Equity share capital (of face value of Rs. 10 each)  25 

Other equity (Surplus)  175 

Liabilities   

Current liabilities   

Current liabilities    25 

    225 

Notes to Accounts 

  (Rs. in crores) 

1. Other Equity  

 Surplus (175-100) 75 

 Add: Capital Reserve on reconstruction 100 

  175 

Notes to Accounts: Consequent on transfer of Division Mobiles to newly incorporated 

company Turnaround Ltd.,  the  members  of  the  company  have  been  allotted  1  crore  

equity  shares  of  Rs. 10 each at a premium of Rs. 15 per share of Turnaround Ltd., in full 

settlement of the consideration in proportion to their shareholding in the company. 

Balance Sheet of Turnaround Ltd. (Rs. in crores) 

 

ASSETS Note 

No. 

Amount 

Non-current assets   

Property, Plant and Equipment  100 

Current assets   

Other current assets    500 

    600 

EQUITY AND LIABILITIES   

Equity   

Equity share capital (of face value of Rs. 10 each) 1 10 

Other equity 2 (110) 

Liabilities   

Non-current liabilities   

Financial liabilities   

Borrowings  300 

Current liabilities   

Current liabilities    400 

    600 

Notes to Accounts 

  (Rs. in crores) 

1. Share Capital:  

 Issued and Paid-up capital  

 1 crore Equity shares of Rs. 10 each fully paid up 10 

 (All the above shares have been issued for consideration  other  
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than cash, to the members of Enterprise Ltd. on takeover of 

Division 

 Mobiles from Enterprise Ltd.)  

2. Other Equity:  

 Securities Premium 15 

 Capital reserve [25- (600 – 700)] (125) 

  (110) 

Working Note: 

In the given case, since both the entities are under common control, this will be 

accounted as follows: 

• All assets and liabilities will be recorded at book value 

• Identity of reserves to be maintained. 

• No goodwill will be recorded. 

• Securities issued will be recorded as per the nominal value. 
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Chapter 28 

 Consolidated and Separate Financial Statements of Group Entities 
Question 1 

Preet Pvt.  Ltd.  has a number of wholly-owned subsidiaries including   Stuti   Pvt.  Ltd.   at 31st 

March, 2018. Preet Pvt. Ltd.’s consolidated balance sheet and the carrying amount of assets 

and liabilities of Stuti Pvt. Ltd., included in the respective amount of respective grouped assets 

and liabilities of the consolidated balance sheet as at 31st March, 2018 are as follows: 

 

Particulars Consolidated 

balance sheet 

 

(Rs. in million) 

Carrying amount of 

asset and liabilities of 

Stuti Pvt. Ltd. included in 

the CFS 

(Rs. in million) 

Assets 

Non-current Assets 

Goodwill 

Buildings 

Current Assets 

Inventories 

Trade Receivables 

Cash and cash equivalents 

Total Assets 

Equities & 

Liabilities Equity 

Share Capital 

Other Equity 

Retained Earnings 

Current liabilities 

Trade Payables 

Total Equity & Liabilities 

 

 

380 

3,240 

 

140 

1,700 

3,100 

8,560 

 

 

1600 

 

4,260 

 

2,700 

8,560 

 

 

180 

1,340 

 

40 

900 

1000 

3,460 

 

 

 

 

 

 

900 

900 

Prepare Consolidated Balance Sheet after disposal as on 31st March, 2018 when Preet 

Pvt. Ltd. group sold 100% shares of Stuti Pvt. Ltd. to independent party for Rs. 3,000 

millions. (16 Marks Aug ‘18) 

 

Answer 1 

When 100% shares sold to independent party Consolidated Balance Sheet of Preet Pvt. Ltd. 

and its remaining subsidiaries as on 31st March, 2018. 

Particulars Note 

No. 

(Rs. in million) 

I. Assets 

(1) Non-current assets 

(i) Property Plant & Equipment 

(ii) Goodwill 

 

(2) Current Assets 

(i) Inventories 

 

 

1 

 

 

1,900 

2 200 

 

3 

 

100 
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(ii) Financial Assets 

(a) Trade Receivables 

(b) Cash & Cash equivalents 

Total Assets 

II. Equity and Liabilities 

(1) Equity 

(i) Equity Share Capital 

(ii) Other Equity 

(2) Current Liabilities 

(i) Financial Liabilities 

(a) Trade Payables 

Total Equity & Liabilities 

4 800 

5 5,100 

 8,100 

 
6 

 
1,600 

7 4,700 

 
8 

 

1,800 

 8,100 

Notes to Financial Statements: 
   (Rs. in million) 

1. Property Plant & Equipment   

 Land & Building   

 Group 3,240  

 Less: Stuti Pvt. Ltd. (1,340) 1,900 

2. Intangible Assets 
  

 Goodwill   

 Group 380  

 Less: Stuti Pvt. Ltd. (180) 200 

3. Inventories 
  

 Group 140  

 Less: Stuti Pvt. Ltd. (40) 100 

4. Trade Receivables 
  

 Group 1,700  

 Less: Stuti Pvt. Ltd. (900) 800 

5. Cash & cash equivalents 
  

 Group (WN 2) 5,100 5,100 

8. Trade Payables 
  

 Group 2,700  

 Less: Stuti Pvt. Ltd.    900 1,800 

Statement of Changes in Equity: 

6. Equity Share Capital 

Balance at the beginning of 

the reporting period 

Changes in Equity share 

capital during the year 

Balance at the end of 

the reporting period 

1600 0 1600 

 

 

 

7. Other Equity 

 Share 

applicatio

n money 

Equity 

component 

Reserves & Surplus Total 

Capital 

reserve 

Retained 

Earnings 

Securities 

Premium 
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Balance at the 

beginning 

   4,260  4,260 

Total comprehensive 

income for the year 

  0    

Dividend   0    

Total comprehensive 

income attributable 

to the parent 

  0    

Gain on disposal of 

Stuti Pvt. Ltd. 

   440  440 

Balance at the end of 

the reporting period 

  0 4,700  4,700 

Working Notes: 

1. When sold, the carrying amount of all assets and liabilities attributable to Stuti 

Pvt. Ltd.  were eliminated from the consolidated statement of financial position. 

2. Cash in hand (in million) 

 

Cash before disposal of Stuti Pvt. Ltd. 

Less: Stuti Pvt. Ltd. Cash 

Add: Cash realized from disposal 

3,100 

(1,000) 

3,000 

Cash in hand 5,100 

3. Gain / Loss on disposal  of entity (in million) 

 

Proceeds from disposal 

Less: Net assets of Stuti Pvt. Ltd. 

3,000 

(2,560) 

Gain on disposal     440 

4. Retained Earnings (in million) 

 

Retained earnings before disposal 

Add: Gain on disposal 

4,260 

   440 

Retained earnings after disposal 4,700 

 

Question 2 

Sumeru Limited holds 35% of total equity shares of Meru Limited, an associate company. The 

value of Investments in Meru Limited on March 31, 20X1 is Rs. 3 crores in the consolidated 

financial statements of Sumeru Limited. 

Sumeru Limited sold goods worth Rs.  3,50,000  to  Meru Limited. The cost of  goods sold. is Rs. 

3,00,000. Out of these, goods costing Rs. 1,00,000 to Meru Limited were in the closing stock of 

Meru Limited. 

During the year ended March 31, 20X2 the profit and loss statement of Meru  Limited showed 

a loss of Rs. 1 crore. 

(A) What is the value of investment in Meru Limited as on March 31, 20 X2 in the consolidated 

financial statements of Sumeru Limited, if equity method is adopted for valuing the 

investments in associates? 

(B) Will your answer be different if Meru Limited had earned a profit of Rs.  1.50  crores  and 

declared a dividend of Rs. 75 lacs to the equity shareholders of the Company? (5 Marks 
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Oct ‘19) 
Answer 2 

(A) Value of investment in Meru Ltd. as on 31st  March, 20X2 as per equity method in the 

consolidated financial statements of Sumeru Ltd. 

 

 Rs. 

Cost of Investment 3,00,00,000 

Less: Share in Post-acquisition Loss (1,00,00,000 x 35%) (35,00,000) 

Less: Unrealised gain on inventory left unsold with Meru Ltd.  

[{(50,000/3,00,000) x 1,00,000} x 35%]   (5,833) 

Carrying value as per Equity method 2,64,94,167 

(B)  Value of investment in Meru Ltd. as on 31st March, 20X2 as per equity method in the 

consolidated financial statements of Sumeru Ltd. 

 

 Rs. 

Cost of Investment 3,00,00,000 

Add: Share in Post-Acquisition Profit (1,50,00,000 x 35%) 52,50,000 

Less: Unrealised gain on inventory left unsold with Meru Ltd.  

[{(50,000/3,00,000) x 1,00,000} x 35%] (5,833) 

Less: Dividend (75,00,000 x 35%) (26,25,000) 

Carrying value as per Equity method 3,26,19,167 

 

Question 3 

Tee Limited is carrying on the business of developing  light  weight and  medium weight guns 

for the Indian  defence industry.  Tee Limited acquired 48%  of shares in Kay Limited, a company 

engaged in advanced research in weapons. Tee Limited acquired shares in  Kay Limited to 

substantiate their position in the industry. 

The remaining 52% of shares are held by the key management personnel of the Company Kay 

Limited. The Kay management consists of eleven people who are experts in the fields of 

advanced weapons and the core of the Company. 

Tee Limited has the option to purchase remaining 52% at any time by paying 6 times the market 

price of the share. But on purchase of the shares it is highly possible that the key management 

personnel will leave the company. 

(A) State whether Tee Limited has control over Kay Limited. 

(B) What will be your answer if Tee Limited had 51% of shares in Kay Limited and Kay Limited 

can start the research, development and production of weapon only with the stringent 

approval process of the defence ministry of the Central Government. (5 Marks Oct ‘19) 
 

Answer 3 

As per para 7 of Ind AS 110 / IFRS 10, an investor controls an investee if and only if the investor has 

all the following: 

1. Power over the investee 

Further, as per para 10 of the standard, an investor has power over an investee when 
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the investor has existing rights that give it the current ability to direct the relevant 

activities, ie the activities that significantly affect the investee’s returns. 

2. Exposure, or rights, to variable returns from its involvement with the investee 

As per para 15 of the standard, an investor is exposed, or has rights, to  variable  

returns from its involvement with the investee when the investor’s returns from its 

involvement have the potential to vary as a result of the investee’s performance. 

3. The ability to use its power over the investee to affect the amount of the investor’ s 

returns 

An investor is exposed, or has rights,  to  variable  returns  from its  involvement  with 

the investee when the investor’s returns from its involvement have the potential to 

vary as a result of the investee’s performance. The investor’s returns can be only positive, 

only negative or both positive and negative. 

Based on the above guidance, following can be concluded: 

(A) Tee limited has acquired 48% in Kay Limited. The purpose of acquiring the shares by Tee 

limited in it is to substantiate their position in the industry. Kay Limited is a specialist entity 

that is engaged in advanced research in weapons. Acquiring Kay Limited will help Tee limited 

to gain access to their research which would complement Tee limited’s operations and business of 

developing 

light weight and medium weight guns. 

The key management personnel who holds 52% shares of Kay Limited are key for running Kay 

Limited’s business of advanced research and will help Tee limited to acquire the market through 

ground breaking advanced researches of Kay Limited. In case of acquisition of 52% stake of Kay 

Limited, the key management personnel may leave the organisation and in such a situation Tee 

limited will not enjoy any economic benefit or infact will lose  the  benefit  of unique technical 

knowledge of those 11 experts. 

Hence, Tee limited would not be able to use its power over Kay Limited to affect the amount of 

its returns which is one of the essential criteria to assess the control, so there is no control of 

Tee limited on Kay Limited. 

(B) Even though Tee limited has acquired 51% stake in Kay Limited yet it does not have power over 

Kay Limited as it would not be able  to  exercise its  existing rights that give it the current ability 

to direct the relevant  activities,  ie  the activities that significantly affect the investee’s returns. In 

other words, the relevant activity of Kay Limited is advance research in weapons which will help 

Tee limited to substantiate their position. However, the research, development and production 

will start only after stringent approval process of the defence ministry of the Central 

Government. Thus regulations prevent Tee limited to direct the relevant activity of Kay Limited 

which ultimately lead to prevent Tee Limited to have control. 

 

Question 4 

Entity A acquired a subsidiary, entity B, during the year. Summarised information from 

the consolidated statement of profit and loss and balance sheet is provided, together 

with some supplementary information. 

 

Consolidated statement of profit and loss Amount(Rs.) 

Revenue 3,80,000 

Cost of sales (2,20,000) 

Gross profit 1,60,000 

Depreciation (30,000) 

Other operating expenses (56,000) 
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Interest cost (4,000) 

Profit before taxation 70,000 

Taxation (15,000) 

Profit after taxation 55,000 

 

Consolidated balance sheet 20X2 20X1 

 Amount(Rs.) Amount(Rs.) 

Assets   

Cash and cash equivalents 8,000 5,000 

Trade receivables 54,000 50,000 

Inventories 30,000 35,000 

Property, plant and equipment 1,60,000 80,000 

Goodwill 18,000   — 

Total assets 2,70,000 1,70,000 

Liabilities   

Trade payables 68,000 60,000 

Income tax payable 12,000 11,000 

Long term debt 1,00,000 64,000 

Total liabilities 1,80,000 1,35,000 

Shareholders’ equity 90,000 35,000 

Total liabilities and shareholders’ 2,70,000 1,70,000 

Other information 

All of the shares of entity B were acquired for Rs. 74,000 in cash. The fair values of  assets  

acquired and liabilities assumed were: 

 

Particulars Amount (Rs.) 

Inventories 4,000 

Trade receivables 8,000 

Cash 2,000 

Property, plant and equipment 1,10,000 

Trade payables (32,000) 

Long term debt (36,000) 

Goodwill 18,000 

Cash consideration paid 74,000 

Prepare statement of cash flows  of Entity A.(10 Marks May ‘20) 

 

 

Answer 4 

This information will be incorporated into the consolidated statement of cash flows as follows: 

 

Statement of cash flows for 20X2 (extract) Amount Amount 

(Rs.) (Rs.) 

Cash flows from operating activities   
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Profit before taxation 70,000  

Adjustments for non-cash items:  

Depreciation 30,000 

Decrease in inventories (Note 1) 9,000  

Decrease in trade receivables (Note 2) 4,000  

Decrease in trade payables (Note 3) (24,000)  

Interest paid to be included in financing activities 4,000  

Taxation (11,000 + 15,000 – 12,000) (14,000)  

Net cash inflow from operating activities  79,000 

Cash flows from investing activities   

Cash paid to acquire subsidiary (74,000 – 2,000) (72,000)  

Net cash outflow from investing activities  (72,000) 

Cash flows from financing activities   

Interest paid (4,000)  

Net cash outflow from financing activities  (4,000) 

Increase in cash and cash equivalents  3,000 

Cash and cash equivalents at the beginning of the year  5,000 

Cash and cash equivalents at the end of the year  8,000 

Working Notes: 

1. Inventories 

Total inventories of the Group at the end of the year Rs. 30,000 

Inventories acquired during the year from subsidiary (Rs. 4,000) 

 Rs. 26,000 

Opening inventory (Rs. 35,000) 

Decrease in inventory Rs. 9,000 

2. Trade Receivables 

Total trade receivables of the Group at the end of the year Rs.54,000 

Trade receivables acquired during the year from subsidiary (Rs.8,000) 

 Rs.46,000 

Opening trade receivables (Rs.50,000) 

Decrease in trade receivables Rs. 4,000 

3. Trade Payables 

Trade payables at the end of the year 

Trade payables of the subsidiary assumed during the year 

Rs. 68,000 

(Rs.32,000) 

Rs. 36,000 

Opening Trade payable Decrease 

in Trade payables 

(Rs. 60,000) 

Rs. 24,000 

 

Question 5 

Prepare the Consolidated Balance Sheet as on 31st March, 20X2 of a group of companies 

comprising P Limited, S Limited and SS Limited. Their balance sheets on that date are given  

below:                                                                                                                         Rs.in lakhs  

 P Ltd. S Ltd. SS Ltd. 

Assets    
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Non-Current Assets  

320 

 

360 

 

300 Property, Plant and Equipment 

Investment :    

32 lakhs shares in S Ltd. 340   

24 lakhs shares in SS Ltd.  280  

Current Assets    

Inventories 220 70 50 

Financial Assets    

Trade Receivables 260 100 220 

Bills 

Receivable 

72 - 30 

Cash in hand and at Bank 228  40  40 

 

Equity and Liabilities 
1440 850 640 

Shareholder's Equity    

Share capital (Rs. 10 per Share) 600 400 320 

Other Equity    

Reserves 180 100 80 

Retained earnings 160 50 60 

Current Liabilities    

Financial Liabilities    

Trade Payables 470 230 180 

Bills Payable    

P Ltd.  70  

SS Ltd.    30   

 1440 850 640 

The following additional information is available : 

(i) P Ltd. holds 80% shares in S Ltd. and S Ltd. holds 75% shares in SS  Ltd. Their 

holdings  were acquired on 30th September, 20X1. 

(ii) The business activities of all the companies are not seasonal in nature and 

therefore, it  can  be assumed that profits are earned evenly throughout the year. 

(iii) On 1st April, 20X1 the following balances stood in the books of S Limited and SS 

Limited.                                                                       Rs. in lakhs 

 

 S Limited SS Limited 

Reserves 80 60 

Retained earnings 20 30 

(iv) Rs. 10 lakhs included in the inventory figure of S Limited, is inventory which has 

been purchased from SS Limited at cost plus 25%. The sale of goods by SS Ltd. is 

done after acquisition of shares by S Ltd. 

(v) The parent company has adopted an  accounting policy  to  measure non-

controlling interest at fair value (quoted market price) applying Ind AS 103. 

Assume market prices of S Limited and SS Limited are the same as respective face 

values.  (16 Marks May ‘20) 

Answer 5 
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(a) Consolidated Balance Sheet of the Group as on 31st March, 20X2 

 

Particulars Note No. (Rs. in lakh) 

ASSETS 

Non-current assets 

Property, plant and equipment 

 

 

1 

 

 

980 

Current assets 

(a) Inventory 

(b) Financial assets 

Trade receivables 

Bills receivable 

Cash and cash equivalents 

 

2 

 

338 

3 580 

4 2 

5 308 

Total assets  2,208 

EQUITY & LIABILITIES   

Equity attributable to owners of the parent  

Share capital 600 

Other Equity  

Reserves (W.N.5) 194 

Retained Earnings (W.N.5) 179.8 

Capital Reserve (W.N.3) 188 

Non-controlling interests (W.N.4) 166.2 

Total equity  1,328 

LIABILITIES 

Non-current liabilities 

  

Nil 

Current liabilities   

(a) Financial Liabilities   

(i) Trade payables 6 880 

Total liabilities  880 

Total equity and liabilities  2,208 
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Notes to Accounts   (Rs. in lakh) 

1. 

 

 

 

2. 

 

 

 

3. 

 

 

 

4. 

 

 

5. 

Property, Plant & Equipment 

P Ltd. 

S Ltd. 

SS Ltd. 

Inventories 

P Ltd. 

S Ltd. (70-2) 

SS Ltd. 

Trade Receivables 

P Ltd. 

S Ltd. 

SS Ltd. 

Bills Receivable 

P Ltd. (72-70) 

SS Ltd. (30-30) 

Cash & Cash equivalents 

P Ltd. 

S Ltd. 

SS Ltd. 

 

320 

360 

300 

 

220 

68 

50 

 

260 

100 

220 

 

2 

    - 

 

228 

40 

40 

 

 

 

980 

 

 

 

338 

 

 

 

580 

 

 

2 

 

 

 

308 

6. Trade Payables 

P Ltd. 

S Ltd. 

SS Ltd. 

 

 

470 

230 

180 

 

 

 

 

880 

Working Notes: 

1. Analysis of Reserves and Surplus (Rs. in lakh) 

 

  S Ltd.  SS Ltd. 

Reserves as on 31.3.20X1  

20 

80  

20 

60 

Increase during the year 20X1-20X2   

Increase for the half year till 30.9.20X1 10 10 

Balance as on 30.9.20X1 (A) 90 70 

Total balance as on 31.3.20X2 100 80 

Post-acquisition balance 10 10 

 

  S Ltd.  SS Ltd. 

Retained Earnings as on 31.3.20X1  

30 

20  

30 

30 

Increase during the year 20X1-20X2   

Increase for the half year till 30.9.20X1 15 15 

Balance as on 30.9.20X1 (B) 35 45 

Total balance as on 31.3.20X2 50 60 

Post-acquisition balance 15 15 

Less: Unrealised Gain on inventories (10 x 25%)    -    (2) 

Post-acquisition balance for CFS 15 13 

Total balance on the acquisition date 

ie.30.9.20X1 (A +B) 

125 115 
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2. Calculation of Effective Interest of P Ltd. in SS Ltd. 

Acquisition by P Ltd. in  S Ltd. = 80% 

Acquisition by S Ltd. in  SS Ltd. = 75% 

Acquisition by Group in SS Ltd. (80% x 75%) = 60% 

Non Controlling Interest = 40% 

3. Calculation of Goodwill / Capital Reserve on the acquisition date 

 

 S Ltd. SS Ltd. 

Investment or consideration 340 (280 × 80%) 224 

Add: NCI at Fair value   

(400 x 20%) 80 

   

 

(320 x 40%) 128 

 

Less: Identifiable net assets (Share 

capital + Increase in

 the 

420 352 

Reserves and Surplus

 till acquisition date) 

(400+125) (525) (320+115) (435) 

Capital Reserve 105 83 

Total Capital Reserve (105 + 83) 188 

4. Calculation of Non-Controlling Interest 

 

 S Ltd. SS Ltd. 

At Fair Value (See Note 3) 80 128 

Add: Post Acquisition Reserves (See Note 1) (10× 20%) 2 (10× 40%) 4 

Add: Post Acquisition Retained Earnings (See 

Note 1) 
(15× 20%) 3 (13× 40%) 5.2 

Less: NCI share of investment in SS Ltd. (280x20%) (56)*   

 29 137.2 

Total (29+ 137.2) 166.2 

* Note: The Non-controlling interest in S Ltd. will take  its proportion in  SS  Ltd.  so 

they  have to bear their proportion in the investment by S Ltd. (in SS Ltd.) also. 

5. Calculation of Consolidated Other Equity 

 

 Reserves Retained Earnings 

P Ltd. 180 160 

Add: Share in S Ltd. (10 x 80%) 8 (15× 80%) 12 

Add: Share in SS Ltd. (10× 60%)6 (13× 60%)7.8 

 194 179.8 

 

 

Question 6 

Summarized Balance Sheets of PN Ltd. and SR Ltd. as on 31 March 2020 were given as 

below: 
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(Amount in Rs.) 

 

Particulars PN Ltd. SR Ltd. 

Assets   

Land & building 4,68,000 5,61,600 

Plant & Machinery 7,48,800 4,21,200 

Investment in SR Ltd. 12,48,000 - 

Inventories 3,74,400 1,13,600 

Trade Receivables 1,86,500 1,24,800 

Cash & Cash equivalents 45,200 24,900 

Total Assets 

30,70,900 12,46,100 

Equity & Liabilities   

Equity Share Capital (Shares of Rs. 100 each fully paid) 15,60,000 6,24,000 

Other Reserves 9,36,000 3,12,000 

Retained Earnings 1,78,400 2,55,800 

Trade Payables 1,46,900 34,300 

Short-term borrowings 2,49,600 20,000 

Total Equity & Liabilities 

30,70,900 12,46,100 

(i) PN Ltd. acquired 70% equity shares of Rs. 100 each of SR Ltd. on 1 October 2019. 

(ii) The Retained Earnings of SR Ltd. showed a credit balance of  Rs. 93,600 on 1 April 

2019 out    of which a dividend of 12% was paid on 15 December 2019. 

(iii) PN Ltd. has credited the dividend received to its Retained Earnings. 

(iv) Fair value of Plant & Machinery of SR Ltd. as on 1 October  2019  was  Rs. 6,24,000.  

The rate  of depreciation on Plant & Machinery was 10% p.a. 

(v) Following are the increases on comparison of Fair Value as per respective Ind AS 

with book value as on 1 October 2019 of SR Ltd. which are to be considered while 

consolidating the Balance Sheets: 

(a) Land & Buildings Rs. 3,12,000 

(b) Inventories Rs. 46,800 

(c) Trade Payables Rs. 31,200. 

(vi) The inventory is still unsold on Balance Sheet date and the Trade Payables are 

not yet  settled. 

(vii) Other Reserves as on 31 March 2020 are the same as was on 1 April 2019. 

(viii) The business activities of both the company are not seasonal in nature and 

therefore, it can be assumed that profits are earned evenly throughout the year. 

Prepare the Consolidated Balance Sheet as on 31 March  2020 of the group of entities 

PN  Ltd.  and SR Ltd.(16 Marks Oct’20) 

 

 

 

Answer 6 

Consolidated Balance Sheet of PN Ltd. and its subsidiary SR Ltd. as on 31 March 2020 
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Particulars Note No. Rs. 

I. Assets 

(1) Non-current assets 

(i) Property, Plant & Equipment 

(ii) Goodwill 

(2) Current Assets 

(i) Inventories 

(ii) Financial Assets 

(a) Trade Receivables 

(b) Cash & Cash equivalents 

Total Assets 

II. Equity and Liabilities 

(1) Equity 

(i) Equity Share Capital 

(ii) Other Equity 

(2) Non-controlling Interest (W.N.3) 

(3) Current Liabilities 

(i) Financial Liabilities 

(a) Trade Payables 

(b) Short term borrowings 

Total Equity & Liabilities 

 

 

1 

2 

 

3 

 

4 

5 

 

 

 

6 

7 

 

 

 

8 

9 

 

 

26,83,200 

89,402 

 

5,34,800 

 

3,11,300 

70,100 

36,88,802 

 

 

15,60,000 

11,39,502 

5,07,300 

 

 

2,12,400 

2,69,600 

36,88,802 

Notes to accounts 

   Rs. 

1. Property, Plant & Equipment   

 Land & Building (4,68,000 + 5,61,600 + 3,12,000) 13,41,600  

 Plant & Machinery (W.N.5) 13,41,600 26,83,200 

2. Goodwill (W.N.4)  89,402 

3. Inventories   

 PN Ltd. 3,74,400  

 SR Ltd. (1,13,600 +46,800) 1,60,400 5,34,800 

4. Trade Receivables   

 PN Ltd. 1,86,500  

 SR Ltd. 1,24,800 3,11,300 

5. Cash & Cash equivalents   

 PN Ltd. 45,200  

 SR Ltd. 24,900 70,100 

8. 

 

 

9. 

Trade Payables 

PN Ltd. 

SR Ltd. (34,300 + 31,200) 

Short-term borrowings 

PN Ltd. SR Ltd. 

 

1,46,900 

65,500 

 

2,49,600 

   20,000 

 

 

2,12,400 

 

 

2,69,600 

Statement of Changes in Equity: 

6. Equity share Capital 

 

Balance at the beginning of the 

reporting period 

Rs. 

Changes in Equity 

share capital during 

the year 

Balance at the end of 

the reporting period 

Rs. 
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Rs. 

15,60,000 0 15,60,000 

7. Other Equity 

 

 Reserves & Surplus Total 

 

 

Rs. 

Capital 

reserve 

Rs. 

Retained 

Earnings 

Rs. 

Other 

Reserves 

Rs. 

Balance at the beginning of  the  reporting 

period 

 0 9,36,000 

 

 

 

 

 

   

9,36,000 

Total comprehensive income for the year 0 1,78,400 1,78,400 

Dividends 0 (52,416) (52,416) 

Total comprehensive income attributable to 

parent (W.N.2) 

0 77,518 77,518 

Gain on Bargain purchase    0   0 

Balance at the end of reporting period  2,03,502 9,36,000 11,39,502 

Working Notes: 

1. Adjustments of Fair Value 

The   Plant   &   Machinery   of   SR   Ltd.   would   stand   in   the   books   at   Rs.   

4,44,600  on 1 October 2019, considering only six months’ depreciation on 

Rs.(4,21,00090% ) = 4,68,000; total depreciation being Rs. 4,68,000 × 10% × 
612 = 23,400. 

Being the fair value of the asset Rs. 6,24,000, there is an appreciation to the extent of 

Rs. 1,79,400 (Rs. 6,24,000 – Rs. 4,44,600). 

Acquisition date profits of SR Ltd. 

Reserves on 1.4.2019 

Profit& Loss Account Balance on 1.4.2019 

Profit for 2019-2020: Total [Rs.2,55,800-(93,600-74,880)]x 6/12 

i.e. 

Rs. 1,18,540 upto 1.10.2019 

Total Appreciation Total 

Holding Co. Share (70%) NCI 

3,12,000 

93,600 

 

1,18,540 

5,07,000* 

10,31,140 

7,21,798 

3,09,342 

*Appreciation = Land & Building Rs. 3,12,000 + Inventories Rs. 46,800+ Plant & 

Machinery 

Rs. 1,79,400 –Trade Payables (Rs. 31,200) = Rs. 5,07,000 

2. Post-acquisition profits of SR Ltd                                                                                                  Rs. 

 

Profit after 1.10.2019 [2,55,800 - (93,600-74,880)] x 6/12 

Less:10% depreciation on Rs.6,24,000 for 6 months less depreciation already charged 

for 2nd half of 2019-2020 on Rs.4,68,800 (ie 31,200-23,400) 

Total 

Share of holding Co. (70%) Share of NCI 

(30%) 

1,18,540 

 

  (7,800) 

1,10,740 

77,518 

33,222 

3. Non-controlling Interest                                                                                               Rs. 

 



  

Chapter 28 Ind AS 28, 27,109,111, 110: Consolidated and Separate Financial Statements of Group Entities 

28.15 

Par value of 1872 shares 

Add:30% Acquisition date profits [(10,31,140 – 74,880) x 30%] 30% 

Post-acquisition profits [W.N.2] 

1,87,200 

2,86,878 

   33,222 

5,07,300 

4. Goodwill                                                                                                                       Rs. 

 

Amount paid for 4,368 shares 

Less : Par value of shares 

Acquisition date profits-share of PN Ltd. (W.N.1) 

Goodwill 

 

4,36,800 

7,21,798 

12,48,000 

 

(11,58,598) 

  89,402 

5. Value of Plant & Machinery:                                                                                  Rs. 

 

PN Ltd. SR Ltd. 

Add: Appreciation on 1.10.2019 

 

Add: Depreciation for 2nd half charged on pre-revalued value 

Less: Depreciation on Rs. 6,24,000 for 6 months 

 

4,21,200 

1,79,400 

6,00,600 

23,400 

(31,200) 

7,48,800 

 

 

 

 

 5,92,800 

13,41,600 

6. Consolidated Profit & Loss account                                                                                 Rs. 

 

PN Ltd. (as given) 

Less: Dividend 

Share of PN Ltd. in post-acquisition profits (W.N.2) 

1,78,400 

(52,416) 

 

1,25,984 

   77,518 

2,03,502 

 

Question 7 

DEF Ltd. acquired 100% ordinary shares of Rs. 100 each  of  XYZ Ltd. on  1st  October 20X1. 

On 31st March, 20X2 the summarised Balance Sheets of the two companies were as given 

below: 

 

 DEF Ltd. XYZ Ltd. 

Assets   

Property Plant Equipment   

Land & Buildings 15,00,000 18,00,000 

Plant & Machinery 24,00,000 13,50,000 

Investment in XYZ Ltd. 34,00,000 - 

Inventory 12,00,000 3,64,000 

Financial Assets   

Trade Receivable 5,98,000 4,00,000 

Cash  1,45,000    80,000 

Total 92,43,000 39,94,000 

Equity & Liabilities   

Equity Capital (Shares of Rs. 100 each fully paid) 50,00,000 20,00,000 

Other Equity   
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Other reserves 24,00,000 10,00,000 

Retained Earnings 5,72,000 8,20,000 

Financial Liabilities   

Bank Overdraft 8,00,000 - 

Trade Payable   4,71,000  1,74,000 

Total 92,43,000 39,94,000 

The retained earnings of XYZ  Ltd. showed a credit balance of Rs. 3,00,000 on 1st  April 20X1 

out    of which a dividend of 10% was paid on 1st November; 20X1 DEF Ltd.  has  recognised  

the  dividend received to profit or loss account; Fair Value of Plant & Machinery as  on  1st  

October  20X1 was Rs. 20,00,000. The rate of depreciation on plant & machinery is 10%. 

Following are the increases on comparison of  Fair value as  per respective Ind  AS with 

Book  value as on 1st October 20X1 which are to be considered while consolidating the 

Balance Sheets. 

 

Liabilities Amount Assets Amount 

Trade Payables 1,00,000 Land & Buildings 10,00,000 

Inventories 1,50,000 

Notes: 

1. t may be assumed that the inventory is still unsold on balance sheet date and the 

Trade Payables are also not yet settled. 

2. Also assume that the Other Reserves of both the companies as on 31st March 20X2 

are the same as was on 1st April 20X1. 

3. All fair value adjustments have not yet started impacting consolidated  post-

acquisition profits. 

4. Investment in XYZ Ltd is carried at cost in the separate financial statements of DEF 

Ltd. 

5. Appreciation of Rs.10 lakhs in land & buildings is entirely attributable to land 

element only. 

6. Depreciation on plant and machinery is on WDV method. 

7. Acquisition-date fair value adjustment to inventories of XYZ Ltd. existing at  the 

balance sheet  date does not result in need for any write-down. 

Prepare consolidated Balance Sheet as on 31st   March, 20X2.(14 Marks May ‘21) 

Answer 7 

Consolidated   Balance   Sheet   of   DEF   Ltd.   and   its    subsidiary,    XYZ    Ltd.   as   

on  31st March, 20X2 

 

 

 

 

Particulars Note No. Rs. 

I. Assets   

(1) Non-current assets   
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(i) Property Plant & Equipment 1 86,00,000 

(2) Current Assets   

(i) Inventories 2 17,14,000 

(ii) Financial Assets   

(a) Trade Receivables 3 9,98,000 

(b) Cash & Cash equivalents 4   2,25,000 

Total Assets  1,15,37,000 

II. Equity and Liabilities   

(1) Equity   

(i) Equity Share Capital 5 50,00,000 

(ii) Other Equity 6 49,92,000 

(2) Current Liabilities   

(i) Financial Liabilities   

(a) Trade Payables 7 7,45,000 

(b) Short term borrowings 8     8,00,000 

Total Equity & Liabilities  1,15,37,000 

Notes to Accounts 

   Rs. 

1. Property Plant & Equipment   

 Land & Building 43,00,000  

 Plant & Machinery (W.N. 7) 43,00,000 86,00,000 

2. Inventories   

 DEF Ltd. 12,00,000  

 XYZ Ltd. 5,14,000 17,14,000 

3. Trade Receivables   

 DEF Ltd. 5,98,000  

 XYZ Ltd. 4,00,000 9,98,000 

4. Cash & Cash equivalents   

 DEF Ltd. 1,45,000  

 XYZ Ltd. 80,000 2,25,000 

7. Trade payable   

 DEF Ltd. 4,71,000  

 XYZ Ltd. 2,74,000 7,45,000 

8. Shorter-term borrowings  

 Bank overdraft 8,00,000 

Statement of Changes in Equity: 

5. Equity share Capital 

 

Balance at the beginning of 

the reporting period 

Changes in Equity share 

capital during the year 

Balance at the end of the 

reporting period 

50,00,000 0 50,00,000 

6. Other Equity 
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 Share 

application 

money 

pending 

allotment 

Equity 

component of 

compound 

financial 

instrument 

Reserves & Surplus Total 

Capital 

reserve 

Retained 

Earnings 

Other 

Reserves 

Balance at 

the beginning 

     

0 

  

24,00,000 

 

24,00,000 

Total 

comprehensi 

ve income 

for the year 

 

 

0 

  

 

5,72,000 

 

 

5,72,000 

Dividends 0 (2,00,000) (2,00,000) 

Total 

comprehensi 

ve income 

attributable 

to parent 

 

 

 

0 

  

 

 

3,35,000 

 

 

 

3,35,000 

Gain on 

Bargain 

purchase 

 

 

18,85,000 

   

 

18,85,000 

Balance at 

the end of 

reporting 

period 

    

18,85,000  7,07,000 24,00,000 49,92,000 

It is assumed that  there  exists no  clear evidence  for classifying  the  acquisition  of the  

subsidiary as a bargain purchase and, hence, the bargain purchase gain has been  

recognized  directly  in capital reserve. If, however, there  exists  such  a  clear  evidence, 

the bargain purchase gain would be recognized in other comprehensive income and  then  

accumulated  in  capital  reserve. In  both the cases, closing balance of capital reserve will 

be Rs. 18,85,000. 

Working Notes: 

1. Adjustments of Fair Value 

The  Plant  &  Machinery  of  XYZ  Ltd.  would   stand   in   the   books  at  Rs.   14,25,000  

on   1st October, 20X1, considering only six months’ depreciation on  Rs.  15,00,000  
total depreciation being Rs. 1,50,000. The value  put on  the  assets  being  Rs. 

20,00,000  there  is an appreciation to the extent of Rs. 5,75,000. 

2. Acquisition  date profits  of XYZ Ltd. Rs. 

 

Reserves on 1.4. 20X1 10,00,000 

Profit & Loss Account Balance on 1.4. 20X1 3,00,000 

Profit  for  20X2: Total Rs. 8,20,000 less Rs. 1,00,000 (3,00,000 – 

2,00,000) i.e. Rs. 7,20,000; for 6 months i.e. up to 1.10.20X1 

3,60,000 

Total Appreciation including machinery appreciation 

(10,00,000 1,50,000 + 5,75,000 – 1,00,000) 

16,25,000 

Share of DEF Ltd. 32,85,000 

3. Post-acquisition  profits  of XYZ Ltd. Rs. 

 

Profit after 1.10. 20X1 [8,20,000-1,00,000]x 6/12 3,60,000 
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Less: 10% depreciation on Rs. 20,00,000 for 6 months less 

depreciation already charged for 2nd half of 20X1-20X2 on 

Rs. 15,00,000 (1,00,000-75,000) 

(25,000) 

Share of DEF Ltd. 3,35,000 

4. Consolidated  total comprehensive income Rs. 

 

DEF Ltd.  

Retained earnings on 31.3.20X2 5,72,000 

Less: Retained earnings as on 1.4.20X1 Profits for the 

year 20X1-20X2 

   (0) 

5,72,000 

Less: Elimination of intra-group dividend (2,00,000) 

Adjusted profit for the year 3,72,000 

XYZ Ltd.  

Adjusted profit attributable to DEF Ltd. (W.N.3)  3,35,000 

Consolidated profit or loss for the year  7,07,000 

5. No Non-controlling Interest as 100% shares of XYZ Ltd. are held by DEF Ltd. 

6. Gain  on Bargain Purchase Rs. 

 

Amount paid for 20,000 shares Par 

value of shares 

DEF Ltd.’s share in acquisition date profits of XYZ Ltd. 
Gain on Bargain Purchase 

 

20,00,000 

32,85,000 

34,00,000 

 

(52,85,000) 

  18,85,000 

7. Value  of Plant & Machinery Rs. 

 

DEF Ltd. XYZ 

Ltd. 

Add: Appreciation on 1.10. 20X1 

 

13,50,000 

5,75,000 

24,00,000 

 

Add: Depreciation for 2nd half  charged  on  pre- 

revalued value 

Less:  Depreciation on Rs. 20,00,000 for 6 

months 

19,25,000 

 

75,000 

(1,00,000) 

 

 

 

19,00,000 

43,00,000 

 

Question 8 

X Ltd. owns 20% of the voting rights in Y Ltd. and is entitled to appoint one director to the board, 

which consist of five members. The remaining 80% of the voting rights are  held by  two  entities, 

each of which is entitled to appoint two directors. 

A quorum of four directors and a majority of those present are required  to  make decisions.  

The other shareholders frequently call board meeting at the short notice and make decisions 

in the absence of X Ltd’s representative. X Ltd has requested financial information from Y Ltd, 

but this information has not been provided. X Ltd’s representative has attended board 
meetings, but suggestions for items to be included on the agenda have been ignored and the 

other  directors oppose  any suggestions made by X Ltd. Is  Y Ltd an associate of X Ltd.?  (4 

Marks May ‘19) 
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Answer 8 

Despite the fact that the X Ltd owns 20% of the  voting  rights  and  has representations  on  the 

board, the existence of other shareholders holding a significant proportion of  the  voting  rights 

prevent X Ltd. from exerting significant influence. Whilst it appears the X  Ltd  should  have  the  

power to participate in the  financial  and operating  policy decision, the  other shareholders  

prevent X Ltd’s efforts and stop X Ltd from actually having any influence. 

In this situation, Y Ltd would not be an associate of X Ltd. 

 

Question 9 

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 April ‘18) 

 

Answer 9 

 

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). 

(ii) One entity is an associate or joint venture of the other entity (or an associate or 

 

 

 

 

 

 

 

 

 

Huge Ltd. 
Associat e B 

Associat e A 

Associat e 3 

Subsidiary p Subsidiary Q 

Subsidiary 3 
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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 

 

Question 10 

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 April ‘18) 

 

Answer 10 

(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 
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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 

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 

 

Question 11 

The balance sheet of P Ltd. and D Ltd. as of 31• March, 20X2 is given below: 
 

   

Non-Current Assets: 

Property, plant and 

equipment Investment 

Current assets: 

Inventories 

Financial assets 

Trade receivables 

Cash and cash equivalents 

Others 

Total 

Equity and Liabilities 

Equity 

Share capital- Equity shares of Rs. 100 each 

Other Equity 

Non-Current IiabiIities: 

Long term 

borrowings Long 

term provisions 

Deferred tax 

Current Liabilities: 

Short term 

borrowings Trade 

payables 

Total 

 

300 

 

500 

400 00 

250 150 

450 300 

200 100 

  

2,000 1,380 

 

500 

 

400 

810 225 

250 200 

50 70 

40 35 

100 
 

 

   250 

2,000 

 300 

1,380 

Other information 

(a) P Ltd. acquired 70o/ shares of D Ltd. on 1st ApriI, 20M by issuing its own shares in the 

ratio of 1 share of P Ltd. for every 2 shares of D Ltd. The fair clue of the shares of P 

Ltd. was Rs. 40 per Share. 

(b) The fair value exercise resulted in the following: (all nos in Lakh) 

a. Fair value of PPE on 1st April, 20X2 was Rs. 350 lakhs. 

b. P Ltd. also agreed to pay an additional payment as consideration that is higher of 

35 lakh and 25% of any excess profits in the first year, after acquisition, our its 

profit in the preceding 12 months made by D Ltd. This additional amount will be 

due after 2 years. D Ltd. has earned Rs. 10 lakh profit in the preceding year and 
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expect to earn another Rs. 20 Lakh. 

c. In addition b above, P Ltd. also had agreed to pay one of the founder shareholder 

a parent of Rs. 20 lakh provided he stays with the Company for two year after the 

acquisition. 

d. D Ltd. had certain equity settled share ba5ed payment award (original award) 

which got replaced by the new awards issued by P Ltd. As per the original term 

the testing period was 4 years and as of the acquisition date the employees of D 

Ltd. have already served 2 years of service. As per the replaced awards the 

vesting period has been reduced to one year (one year from the acquisition 

date). The fair value of the award on the acqui5ition date was as follows: 

i. Original award- Rs.  5 lakh 

ii. Replacement award- Rs. 8 lakh. 

e. D Ltd had a lawsuit pending with a customer who had made a claim of Rs. 50 

lakh. Management reliably estimated the fair value of the liability to be Rs. 5 lakh. 

f. The applicable tax rate for both entities is 30%. 

You are required to prepare opening consolidated balance sheet of P Ltd.  as on  1st ApriI, 

20X2. Assume 10% discount rate. (20 Marks April ‘19) 
 

 

 

Answer 11 

Consolidated Balance Sheet of P Ltd as on 1st ApriI, 20X2           (Rs. in Lakhs) 

 Amount 

Assets 

Non-Current Assets: 

Property, plant and equipment 

Investment 

Current assets: 

 

 

 

 

650 

500 

Inventories 

Financial assets: 

 400 

Trade receivables  750 

Cash and cash equivalents  300 

Others  630 

 Total 230 

Equity and Liabilities   

Equity   

Share capital- Equity shares of Rs. 100 each  514 

Other Equity  1 28.62 

NCI  154.95 

Non-Current liabilities:   

Long term borrowings  450 

Long term provisions (50+70+28.93)  448.93 

Deferred tax  28.5 

Current Liabilities:   
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Short term borrowings  250 

Trade payables  550 

Provision for Law suit damages  5 

 Total 3230 

 

Notes: 

a. Fair value adjustment- is per Ind US 103, the acquirer is required to record the assets 
and liabilities at their respective fair clue. Accordingly, be PPE will be recorded at Rs. 
350 lakhs. 

b. The value of replacement award is allocated between consideration transferred and 
post combination expense. The portion attributable to purchase consideration is 
determined based on the fair value of the replacement award for the service 
rendered till the date of the acquisition. Accordingly, 2.5 (5 x 2/4) is considered as a 
part 0f purchase consideration and is credited to P Ltd 9§Uity d5 this will be settled 
in its own equity. The balance of 2.5 will be recorded as employee expense in the 
books of D Ltd. over the remaining life, which is 1 year in this scenario. 

c. There is a difference between contingent consideration and deferred consideration. 
In the given case 35 is the minimum payment to be paid after 2 years and accordingly 
will be considered as deferred consideration. The other element is if company meet 
certain target then they will get 25 % of that or 35 whichever is higher. In the given 
case since the minimum what is expected to be paid the fair value of the contingent 
consideration has been considered as zero. The impact of time value on deferred 
consideration has been given @ 10%. 

d. The additional consideration of Rs. 20 lakhs to be paid to the founder shareholder is 
contingent to him/her continuing in employment and hence this will be considered 
as employee compensation and will be recorded as post combination expenses in 
the income statement of D Ltd. 

Working for Purchase consideration Rs. in lakhs 

 

   

Share capital of D Ltd  400 

Number of shares 4,00,000  

Shares to be issued 2:1 2,00,000  

Fair value per share    40 

PC (2,00,000 x 70% x Rs. 40 per share) (A)  56.00 

Deferred consideration after discounting Rs. 3S lakhs for 2   

years @ 10 % (B)  28.93 

Replacement award Market based measure of the acquiree   

 award (5) x ratio of the portion of the testing period completed   
(2) / greater of the total testing period (3) or the original   

testing period (4) of the acquiree award ie (5 x 2 / 4) (C)   2.50 

PC in lakhs (A+B+C)  87.43 

 

Purchase price allocation workings 

 

   
Property, plant and equipment 

Investment 

Inventories  

500 350 (150) 

100 100  

150 150  
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Financial assets: 

Trade receivables 

Cash and cash equivalents 

Others 

Less.' Long term borrowings 

Long term provisions 

Deferred tax 

Short term borrowings 

Trade Payables  

Contingent liability  

Net assets (X) 

Deferred tax Asset on FV adjustment 
(155 x 30%) (Y) 

Net assets (X+Y) 

Non-controlling interest (516.50 x 30%) 
rounded off 

Capital Reserve 

(Net assets - NCI - PC) 

Purchase consideration (PC) 

300 300 
 

100 100  

230 230  

(200) (200)  

(70) (70)  

(35) (35)  

(150) (150)  

(300) (300)  

   5  
 

625 470 (155) 

 46.50 155 

 
5165 

 

 154.95  

 
274.12 

 

 
 

87.43 

 

Consolidation workings 

 

 P Ltd. D Ltd.(Pre-

acquisition) 

PPA 

Allocation 

Total 

Assets 

Non-Current Assets: 

Property, plant and equipment 

Investment 

 

 

 

 

300 

400 

 

 

500 

100 

 

 

(150) 

 

 

650 

500 

Current assets: 

Inventories 

Financial assets: 

Trade receivables 

Cash and cash equivalents 

Others 

Total 

Equity and Liabilities 

Equity 

Share capital- Equity shares of 

Rs. 100 each 

Shares allotted to D Ltd. 

(2,00,000 x 70% x Rs. 10 per 

share) 

 

 

250 

 

150 

  

400 

450 300 
 

750 

200 100  300 

 400  230     630 

2,000 1,380 50 230 

 

 

500 

   

   

14 

 

514 

 
 

318.62 1128.62 



  

Chapter 28 Ind AS 28, 27,109,111, 110: Consolidated and Separate Financial Statements of Group Entities 

28.26 

Other Equity 

Non-controlling interest 

Non-Current liabilities: 

Long term borrowings 

Long term provisions 

Deferred tax 

Current Liabilities: 

Short term 

borrowings Trade 

payable 

Liability for lawsuit damages 

Total 

Other Equity 

Other Equity 

Replacement award 

Security Premium Reserve 

(2,00,000 shares x 70% x Rs.30) 

Capital Reserve 

810 

0  154.95 154.95 

250 200 
 

450 

50 70 28.93 148.93 

40 35 (46.5) 28.5 

100 150 
 

250 

250 300 0 550 

      5   5 

2,000   755 475 3,230 

 

810 

  
 

810 

  2.5 2.5 

  
42 42 

    274.12   274.12 
 

810 
  

318.62 
 

1,128.62 

Question 12 

On 1” ApriI, 2017, J Ltd. began to lease a property on a 20-year lease. J Ltd. paid a lease premium 

of Rs. 30,00,000 on 1 s‘ ApriI, 2017. The terms of the lease required J Ltd. to make annual 

payments of Rs. 500,000 in arrears, the first of which was made on 31st  March, 2018. 

On 1 ApriI, 2017 the fair values of the leasehold interests in the leased property were as 

follows: 

— Land Rs. 30,00,000. 

— Buildings Rs. 45,00,000. 

There is no opportunity to extend the lease term beyond 31st   March, 2037.  On 1st ApriI, 

2017, the estimated useful economic life of the buildings was 20 pars. 

The annual rate of interest implicit in finance leases can be taken to be 9.2%. The present 

value of 20 payments of Re. 1 in arrears at a discount rate of 9.2% is Rs. 9. 

Required: 

Explain the accounting treatment for the above property lease and produce appropriate 

extract from the financial statements of J Ltd. for the year ended 31 March, 2018. (12 Marks 

April ‘19) 
 

Answer 12 

Statement of Profit and Loss 

 Rs.’000 

Operating Lease rental (260) 

Amortization of asset leased on finance lease (225) 

Finance cost relating to finance leases (248.4) 

Balance Sheet 

 Rs.’000 

Property, plant and equipment 

 

4,275 
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Prepaid Operating lease rentals:  

In non-current assets 1,080 

In Current assets 60 

Lease liability:  

In non-current liabilities (2,592.1) 

In Current liabilities (56.3) 

Explanation and supporting calculations: 

Separate decisions are made for the land and buildings elements of the lease. 

(1) The land lease is an operating lease because land has an indefinite useful economic life and 

the lease term is 20 years. 

The lease premium and annual rentals are apportioned 40o/ (3/7 5) to the land element. 

Therefore, the premium for the land element is Rs. 12,00,000 (Rs. 30,00,000 x40%) and the 

annual rentals for the land element Rs. 200,000 (Rs. 500,000X40%).This makes the total 

lease payment Rs. 52,00,000 (Rs. 12,00,000 + 20 x Rs. 200,000). 

The rental expense for the current period is Rs. 2,60,000 (Rs. 52,00,000 x 1/20). 

The amount paid in the current period regarding the land element is Rs. 14,00,000 (Rs. 

12,00,000 + Rs. 200,000). Therefore, there is a prepayment of Rs. 1,140,000 (Rs 14,00,000— 

Rv2,60,000) at the year end. 

In the next 19 periods, the rental expense will be Rs. 260,000 and the rental payment will be 

Rs. 200,000. Therefore, Rs. 60,000 of the rental prepayment will reverse in each period. This 

means that Rs. 60,000 of the prepayment will be a current asset, and the balance a non-

current asset. 

(2) The buildings element of the lease will be a finance lease because the lease term is for 

substantially all of the useful life of the buildings. 

The premium apportioned to the buildings element is Rs. 18,00,000(Rs.30,00,000x 60%)and 

the annual rental apportioned to the buildings is Rs. 300,000(Rs. 500,000 x60%) 

The initial carrying value of the leased asset in PPE is Rs. 45,00,000 (Rs. 18,00,000 + Rs. 

300,000 x 9). 

Therefore, the annual depreciation charge is Rs. 2,25,000 (Rs. 45,00,000 x 1/20) and the 

closing PPE = Rs. 42,75,000 (Rs. 45,00,000 — Rs. 2,25,000). 

The finance cost in respect of the finance lease and the closing non-current liability is shown 

in the working below. 

The closing current liability is Rs. 56,300 (Rs. 26,48,400 — Rs. 25,92,100). 

Lease liability profile — working 

* Balance brought forward is equal to net of lease premium of Rs. 8,00,000 i.e. 

Rs.45,00000 -Rs 18,00,000 =Rs.57,00,000 

Question 13 
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A parent purchased an 80% interest in a subsidiary for Rs. 1,60,000 0n 1 ApriI 20X1 when 

the fair value of the subsidiary’s net assets was Rs. 1,75,000. Goodwill of Rs. 20,000 arose 
on consolidation under the partial goodwill method. An impairment of goodwill of Rs. 8,000 

was charged in the consolidated financial statements to 31 March 20X3. No other 

impairment charges have been recorded. The parent sold its investment in the subsidiary on 

31 March 20X4 for Rs. 2,00,000. The book value of the subsidiary’s net assets in the 
consolidated financial statement on the date of the sale was Rs. 2,25,00d (not including 

goodwill of Rs. 12,000). When the subsidiary met the criteria to be classified as held for sale 

under Ind AS 105, no write down was required because the expected fair clue less cost to 

sell (of 100% of the subsidiary) was greater than the carrying value. 

The parent carried the investment in the subsidiary at cost, as permitted by Ind AS 27. 

Calculate gain or loss on disposal of subsidiary in parents separate and consolidated 

financial statement as on 31st March 20X4.(6 Marks April 19) 

 

Answer 13 

The parent’s separate statement of profit and loss for 20X3-20X4 would show a gain on the 

sale of investment of Rs. 40,000 calculated as follow: 

Rs. ‘000 

Sale proceeds 200 

Less.' Cost of investment in subsidiary (160) 

Gain on sale in parent’s account   40 

However, the group's statement of profit & loss for 20X3-20X4 would show a gain on the 

sale of subsidiary of Rs. 8,000 calculated as follows: 

                            Rs. ‘000 

Sale proceeds                              200 

Less: share of net assets at date of disposal (Rs. 2,25,000 X 80%)   (180)                    

Goodwill on consolidation at date of sale (W.N 1)                               (12)  (192) 

Gain on sale in the group’s account                                                                      8 

Working Note 

The goodwill on consolidation (assuming partial goodwill method) is calculated as 

follows: Rs.’000 

Fair value of consideration at the date of acquisition 160 

Non- controlling interest measured at proportionate share of the 

acquiree’s identifiable net assets (1,75,000 X 20%)    35 

Less.' fair value of net assets of subsidiary at date of acquisition (175)   (140) 

Goodwill arising on consolidation 20 

Impairment at 31 March 20X3                                                                    (8) 

Goodwill at 31 March 20X4  12 

 

Question 14 
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Bright Ltd. acquired 30% of East India Ltd. shares for Rs. 2,00,000 on 01-06-20X1. By such an 

acquisition Bright can exercise significant influence over East India Ltd. During the financial year 

ending on 31-03-20X1 East India earned profits Rs. 80,000 and declared a dividend of Rs. 50,000 

on 12-08-20X1. East India reported earnings of Rs. 3,00,000 for the financial year ending on 31-

03-20X2 and declared dividends of Rs. 60,000 on 12-06-20X2. 

Calculate the carrying amount of investment in: 

(i) Separate financial statements of Bright Ltd. as on 31-03-20X2; 

(ii) Consolidated financial statements of Bright Ltd.; as on 31-03-20X2; 

(iii) What will be the earring amount as on 30-06-20X2 in consolidated financial 

statements? (6 Marks April 19) 

 

Answer 14 

(i) Carrying amount of investment in Separate Financial Statement of Bright Ltd. as on 

31.03.20X2 

 Rs. 

Amount paid for investment in Associate (on 1.06.20X1) 2,00,000 

Less: Pre – acquisition dividend (Rs. 50,000 X30%) (15,000) 

Carrying amount as on 31.3.20X2 as per AS 13 1,85,000 

 

(ii) Carrying amount of investment in Consolidated Financial Statements of Bright Ltd. as 

on 31.3.20X2 as per AS 23 

 Rs. 

Carrying amount as per separate financial statements 1,85,000 

Add: Proportionate share of profit of investee as per equity 

Method (30% of Rs. 3,00,000 for 10 months) 

(75,000) 

Carrying amount as on 31.3.20X2 as per AS 13 2,60,000 

 

(iii) Carrying amount of investment in Consolidated Financial Statement of Bright Ltd. as on 

30.6.20X2 as per AS 23 

 Rs. 

Carrying amount as on 31.3.20X2 2,60,000 

Less: Dividend received (Rs.60,000 X 30% X 10/12) (15,000) 

Carrying amount as on 30.6.20X2 2,45,000 

 

Question 15 

The Balance Sheet of David Ltd. and Parker Ltd. as of 31st March, 20X1 is given below: 

(Rs. in lakh) 

 

Assets David Ltd. Parker Ltd. 

Non-current assets: 

Property, plant and equipment 

Investment 

 

400 

 

600 

300 200 
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Current assets: 

Inventories 

Financial assets 

Trade receivables 

Cash and cash equivalents 

Others 

Total 

Equity and Liabilities 

Equity 

Share capital - Equity shares of Rs. 100 each for 

Parker Ltd. &Rs. 10each for David Limited 

Other Equity 

Non-current liabilities: 

Long term borrowings 

Long term provisions 

Deferred tax 

Current liabilities: 

Short term borrowings 

Trade payables 

Total 

300 100 

400 200 

150 200 

   300    300 

1,850 1,600 

 

 

500 

 

 

400 

700 275 

200 300 

100 80 

20 55 

130 170 

  200    320 

1,850 1,600 

Other Information: 

(i) David Ltd. acquired 70% shares of Parker Ltd. on 1st April, 20X1·by issuing its own 

shares in the ratio of 1 share of David Ltd. for every 2 shares of Parker Ltd. The fair 

value of the shares of David Ltd. was Rs. 50 per share. 

(ii) The fair value exercise resulted in the following : 

(1) Fair value of property, plant and equipment (PPE) on 1st April, 20X1 was Rs. 

450 lakh. 

(2) David Ltd. agreed to pay an additional payment as consideration that is higher 

of Rs. 30 lakh and 25% of any excess profits in the first year after acquisition, 

over its profits in the preceding 12 months made by Parker Ltd. This additional 

amount will be due after 3 years. Parker Ltd. has earned Rs. 20 lakh profit in 

the preceding year and expects to earn another Rs. 10 lakh. 

(3) In addition to above, David Ltd. also has agreed to pay one of the founder 

shareholder- Director a payment of Rs. 25 lakh provided he stays with the 

Company for two years after the acquisition. 

(4) Parker Ltd. had certain equity settled share-based payment award (original 

award) which got replaced by the new awards issued by David Ltd. As per the 

original term, the vesting period was 4 years and as of the acquisition date 

the employees of Parker Ltd. have already served 2 years of service. As per 

the replaced awards, the vesting period has been reduced to one year (one 

year from the acquisition date). The fair value of the award on the acquisition 

date was as follows: 

Original award - Rs. 6 lakh 

Replacement award - Rs. 9 

lakh 

(5) Parker Ltd. had a lawsuit pending with a customer who had  made a claim of 
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Rs. 35 lakh. Management reliably estimated the fair value of the liability to 

be Rs. 10 lakhs. 

(6) The applicable tax rate for both entities is 40%. 

You are required to prepare opening consolidated balance sheet of David Ltd. as on 1 

st April, 20X1 along with workings. Assume discount rate of 8%. (16 Marks April ‘21) 

 

Answer 15 

   Consolidated Balance Sheet of David Ltd as on 1st April, 20X1 (Rs. in lakh) 

 

 Amount 

Assets 

Non-current assets: 

Property, plant and equipment 

Investment 

Current assets: 

Inventories 

Financial assets: 

Trade receivables 

Cash and cash equivalents 

Others 

 

 

 

 

 

 

 

 

 

 

 

 

Total 

 

 

850.00 

500.00 

400.00 

600.00 

350.00 

   600.00 

3,300.00 

Equity and Liabilities   

Equity   

Share capital - Equity shares of Rs. 100 each  514.00 

Other Equity  1,067.49 

Non-Controlling Interest  173.70 

Non-current liabilities:   

Financial liabilities:   

Long term borrowings  500.00 

Long term provisions (100+80+23.81)  203.81 

Deferred tax  11.00 

Current liabilities:   

Financial liabilities:   

Short term borrowings  300.00 

Trade payables  520.00 

Provision for law suit damages      10.00 

 Total 3,300.00 

Working Notes: 

a. Fair value adjustment- As per Ind AS 103, the acquirer is required to record the 

assets and liabilities at their respective fair value. Accordingly, the PPE will be 

recorded at Rs. 450 lakh. 

b. The value of replacement award is allocated between consideration transferred 

and post combination expense. The portion attributable to purchase 

consideration is determined based on the fair value of the replacement award for 
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the service rendered till the date of the acquisition. Accordingly, Rs. 3 lakh (6 x 

2/4) is considered as a part of purchase 

consideration and is credited to David Ltd equity as this will be settled in its own 

equity. The balance of Rs. 3 lakh will be recorded as employee expense in the 

books of Parker Ltd over the remaining life, which is 1 year in this scenario. 

c. There is a difference between contingent consideration and deferred 

consideration. In the given case, Rs. 30 lakh is the minimum payment to be paid 

after 3 years and accordingly will be considered as deferred consideration. The 

other element is if company meet certain target then they will get 25% of that or 

Rs. 30 lakh whichever is higher. In the given case, since the criteria is the minimum 

what is expected to be paid, the fair value of the contingent consideration has 

been considered as zero. The impact of time value on deferred consideration has 

been given @ 8%. 

d. The additional consideration of Rs. 25 lakh to be paid to the founder shareholder 

is contingent to him/her continuing in employment and hence this will be 

considered as employee compensation and will be recorded as post combination 

expenses in the income statement of Parker Ltd. 

Working Notes: 

1. Computation of Purchase Consideration Rs. in lakh 

 

Particulars  Amount 

Share capital of Parker Ltd.  400 

Number of shares 4,00,000  

Shares to be issued 2:1 2,00,000  

Fair value per share   50 

Purchase consideration (2,00,000x70%xRs. 50 per share) (A)  70.00 

Deferred consideration after discounting Rs. 30 lakh for 3 years   

@ 8% (B)  23.81 

Replacement award - Market based measure of the acquiree 
award 

  

ie Fair value of original award (6) x ratio of the portion of the   
vesting period completed (2) / greater of the total vesting 
period (3) 

  

or the original vesting period (4) of the acquiree award ie (6 x 2 
/ 4) 

  

(C)  3.00 

Purchase consideration (A+B+C)  96.81 

2. Allocation of Purchase consideration 

 

Particulars Book 

valu

e 

(A) 

Fair 

valu

e 

(B) 

FV 

adjustment 

(A-B) 

Property, plant and 

equipment Investment 

Inventories 

Financial assets: 

Trade receivables 

600 450 (150) 

200 200 - 

100 100 - 

  - 

200 200 - 

200 200 - 
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Cash and cash 

equivalents Others 

Less: Financial Liabilities 

Long term 

borrowings Long term 

provisions 

300 300  

(300) (300) - 

(80) (80) - 

Deferred tax 

Financial Liabilities 

Short term 

borrowings Trade 

payables 

Contingent liability 

Net assets (X) 

Deferred tax asset on fair value 

adjustment (160 x 40%) (Y) 

Net assets (X+Y) 

Non-controlling interest (NCI) 

(579 x 30%) rounded off 

Capital reserve (Net assets – NCI – 

PC) Purchase consideration (PC) 

(55) (55) - 

(170) (170) - 

(320) (320) - 

  -     (10)    (10) 

675 515 (160) 

 
  64 160 

 579  

 
173.70 

 

 308.49  

 96.81  

3. Computation of Consolidated amounts of consolidated financial statements 

 

 David 

Ltd. 

Parker Ltd. 

(pre

- 

acquisition) 

PPA 

Allocation 

Total 

Assets 

Non-current assets: 

Property, plant and equipment 

Investment 

Current assets: 

Inventories 

Financial assets: 

Trade receivables 

Cash and cash equivalents 

Others 

Total 

Equity and Liabilities 

Equity 

Share capital- Equity

 shares of Rs. 100 each 

Shares allotted to Parker

 Ltd. (2,00,000 x 70% x 

Rs. 10 per 

share) 

 

 

400 

 

 

600 

 

 

(150) 

 

 

850 

300 200  500 

300 100 
 

400 

400 200 
 

600 

150 200  350 

   300 300    600 

1,850 1,600 (150) 3300 

 

500 

   

   

14 

 

514 

 

700 

   

700 
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Other Equity 

Other Equity 

Replacement award 

Security premium 

(2,00,000 shares x 70% x Rs. 40) 

Capital reserve 

Non-controlling 

interest 

  3 3 

  
56 56 

  308.49 308.49 

0  173.70 173.70 

Non-current liabilities: 

Financial Liabilities 

Long term borrowings 

Long term provisions 

Deferred tax 

Current liabilities: 

Financial Liabilities 

Short term 

borrowings Trade 

payable 

Liability for lawsuit 

damages 

 

 

 

 

 

 

 

 

 

 

 

 

Total 

 

 

200 

 

 

300 

  

 

500 

100 80 23.81 203.81 

20 55 (64) 11 

 

130 

 

170 

  

300 

200 320 0 520 

        10     10 

1,850 925 525 3,300 

Question 16 

The following information relates to the results of the parent and subsidiary (jointly) and 

the investment in associate and joint venture: (All figures are in rupees) 

Summarized Balance Sheet as at 31.3.20X1 

 

 Holding and 

subsidiary 

Associate Joint Venture 

Equity and Liabilities    

Called up equity shares of Rs. 1 

each 

1,00,000 40,000 10,000 

General reserve 40,000  - 

Profit and loss account 37,000 27,000 83,000 

Minority Interest 20,000 - - 

Current Liabilities    

Trade payables -Creditors 20,000 32,000 6,000 

Provision for tax    19,000    11,000    11,000 

 2,36,000 1,10,000 1,10,000 

Assets    

Non-current assets    

Fixed assets- Tangible assets 1,95,000 74,000 41,000 

Investments:    

8,000 shares in Associate 15,000 - - 

5,000 shares in Joint Venture 5,000 - - 

Current assets    21,000    36,000    69,000 

 2,36,000 1,10,000 1,10,000 



  

Chapter 28 Ind AS 28, 27,109,111, 110: Consolidated and Separate Financial Statements of Group Entities 

28.35 

Details of Profit and Loss account for the year ended 31.3.20X1 

 

 Holding and subsidiary Associate Joint Venture 

Retained profit for the year 15,000 11,000 23,000 

Add: Retained profit brought 

forward 

22,000 16,000 60,000 

Retained profit carried forward 37,000 27,000 83,000 

You are given the following additional information: 

(a) The parent company purchased its investment in the associate two years ago when 
the balance on the profit and loss account was Rs. 17,000. There are no signs of 
impairment of the goodwill. 

(b) The parent company entered into a joint venture to access a lucrative market in the 

former East Germany. It set up a company two years ago and has 50 per cent of the 

voting rights of the company set up for this joint venture. 

Prepare the consolidated balance sheet for the Group as per relevant Accounting 

Standards for the year ended 31.3.20X1. (16 Marks March ‘18) 
 

Answer 16 

(a) Consolidated Balance Sheet as on 31.3.20X1 

 

Particulars Note No. Rs. 

I. Equity and Liabilities 

(1) Shareholder's Funds 

(a) Share Capital 

(b) Reserves and Surplus 

(2) Minority Interest 

(3) Current Liabilities 

(a) Trade Payables 

(b) Short Term Provisions 

 

II. Assets 

(1) Non-current assets 

(a) Fixed assets 

Tangible assets 

(b) Non-current investment 

(2) Current assets 

 

 

 

 

 

 

 

 

 

 

Total 

 

 

 

 

 

 

 

Total 

 

 

1 

 

 

1,00,000 

2 1,20,700 

 20,000 

3 23,000 

4 24,500 

 2,88,200 

 

 

 

5 

 

 

 

2,15,500 

6 17,200 

7 55,500 

 2,88,200 

Notes to Accounts 

 

   Rs. 

1. Share Capital 

Called up equity shares of Rs. 1 each 

Reserves and Surplus 

General Reserve 

  

  

40,000 

 

1,00,000 
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 Profit and Loss A/c (W.N.3) 

Trade Payables 

Holding & Subsidiary 

Joint Venture (50%) 

Short term provisions 

Provisions for Tax 

Holding & Subsidiary 

Joint Venture (50%) 

Tangibles Assets 

Holding & Subsidiary 

Joint Venture (50%) 

Non-current investment 

Investment in Associate (W.N.4) 

Current Asset 

Holding & Subsidiary 

Joint Venture (50%) 

80,700 1,20,700 

3.   

 20,000  

   3,000 23,000 

4.   

 
19,000 

 

   5,500 24,500 

5.   

 1,95,000  

   20,500 2,15,500 

6.   

  17,200 

7.   

 21,000  

 34,500 55,500 

 

Working Notes: 

1. Analysis of Profit & Loss of Associate / Joint Venture 

 

 Pre-acquisition Post-acquisition 

 Rs. Rs. 

Profit as on 31.3.20X1 27,000 16,000 11,000 

Share of Associate company (20%)   3,200   2,200 

Analysis of Profit and Loss of Joint Venture Nil 83,000 

Share of Joint Venture (50%)  41,500 

2. Calculation of Goodwill/Capital Reserve 

 

 Associate Joint Venture 

 Rs. Rs. 

Investment  15,000  5,000 

Less: Nominal Value 8,000  5,000  

Capital Profit 3,200 (11,200)   - (5,000) 

Goodwill      3,800    Nil 

3. Calculation of Consolidated Profit and Loss Account 

 

 Rs. 

Profit and Loss Account of Holding & Subsidiary 37,000 

Add: Share of Associate (W.N.1) 2,200 

Joint Venture (W.N.1) 41,500 

 80,700 

4. Calculation of Investment in Associate 

 

 Rs. 
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Goodwill (W.N.2) 3,800 

Net worth 11,200 

Cost 15,000 

Add: Share of Revenue Profit   2,200 

 17,200 

Note: Out of Rs. 17,000 existed at the time of acquisition, only Rs. 16,000 (Opening Balance) is 

continuing in the books of the associate. Therefore, Rs. 16,000 is taken as capital profit 

assuming that it is a part of that Rs. 17,000 existed at the time of acquisition. 

 

Question 17 

Sun Ltd. is an entity with various subsidiaries. The entity closes its books of account at 

every  year ended on 31st March. On 1st  July 2015 Sun ltd acquired an 80% interest in 

Pluto ltd. Details of the acquisition were as follows: 

– Sun Ltd. acquired 800,000 shares in Pluto Ltd. by issuing two equity shares for every 

five acquired. The fair value of Sun Ltd.’s share on 1st July 2015 was Rs. 4 per share 

and the fair value of a Pluto’s share was Rs. 1.40 per share. The cost of issue was 5% 

per share. 

– Sun ltd incurred further legal and professional costs of Rs. 100,000 that was directly 

related to the acquisition. 

– The fair values of the identifiable net assets of Pluto Ltd at 1st July 2015 were 

measured at Rs. 1.3 million. Sun Ltd. initially measured the non-controlling interest 

in Pluto Ltd. at fair value.  They used the market value of a  Pluto  Ltd. share for this 

purpose.  No  impairment of goodwill arising on the acquisition of Pluto Ltd. was 

required at 31st March 2016 or 2017. 

Pluto ltd comprises three cash generating units A, B and C. When Pluto Ltd. was acquired 

the directors of Sun 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 (before goodwill 

allocation) 

Recoverable 

amount 

 Rs. ’000 Rs. ’000 

A 600 740 

B 550 650 

C 450 400 

Compute the carrying value of the goodwill arising on acquisition of Pluto Ltd. in the 

consolidated Balance Sheet of Sun Ltd. at 31st March 2018 following the impairment review. 

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 

Pluto Ltd. (6 Marks Oct ‘18) 

 

Answer 17 

1. Computation of goodwill on acquisition 
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Particular Amount (Rs. ‘000) 
Cost of investment (8,00,000 x 2/5 x Rs. 4) 1,280 

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) 

So goodwill equals 260 

Acquisition costs are not included as part of the fair value of the consideration 

given under Ind AS 103, Business Combination. 

2. Calculation of impairment loss 

 

Uni

t 

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 

 

Goodwill arising on acquisition (W1) 260 

Impairment loss (W2) (56) 

So closing goodwill equals 204 

4. Calculation of overall impairment loss 

 

On goodwill (W3) 56 

On assets in unit C (450 – 400) 50 

So total loss equals 106 

Rs. 21.2 (20%) of the above is allocated to the NCI with the balance allocated to 

the shareholders of Sun ltd. 

 
Question 18 

Trust Ltd. has a number of wholly-owned subsidiaries including Trust Infocomm Ltd. at 31st 

March 2018. 

Trust Ltd. consolidated statement of financial position and the group carrying amount of 

Trust Infocomm Ltd. assets and liabilities (ie the amount included in that consolidated 

statement of financial position in respect of Trust Infocomm Ltd. assets and liabilities) at 

31st March 2018 are as follows: 

Particulars Consolidated 

(Rs. In ‘000) 
Carrying amount of 

Trust Infocomm Ltd. 

asset and liabilities Ltd. 

in the  Group 

(Rs. In ‘000) 
Assets   

Non-current Assets   

Goodwill 190 90 
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Buildings 1,620 670 

Current Assets   

Inventories 70 20 

Trade Receivables 850 450 

Cash 1,550   500 

Total Assets 4,280 1,730 

 

Equity & Liabilities 

 

800 

 

Equity   

Share Capital   

Other Equity 2,130  

Retained Earnings 2,930  

Current liabilities   

Trade Payables 1,350 450 

Total Equity & Liabilities 4,280 450 

Prepare Consolidated Balance Sheet after disposal as on 31st March, 2018 when Trust 

Ltd. group sold 90% shares of Trust Infocomm Ltd. to independent party for Rs. 1000 

(‘000). (12 Marks Oct ‘18) 

Answer 18 

When 90% shares sold to independent party 

Consolidated Balance Sheet of Trust Ltd. and its remaining subsidiaries 

as on 31st March, 2018 

Particulars Note No. (Rs. In ‘000) 
I. Assets 

(1) Non-current assets 

(i) Property Plant & Equipment 

(ii) Goodwill 

(iii) Financial Assets 

 

 

1 

2 

 

 

950 

100 

(a) Investments 

(2) Current Assets 

(i) Inventories 

(ii) Financial Assets 

(b) Trade Receivables 

(c) Cash & Cash equivalents 

Total Assets 

II. Equity and Liabilities 

(1) Equity 

(i) Equity Share Capital 

(ii) Other Equity 

(2) Current Liabilities 

(i) Financial Liabilities 

(a) Trade Payables 

Total Equity & Liabilities 

3 128 

4 50 

5 400 

6 2,050 

 3,678 

 
7 

 
800 

8 1,978 

 

9 

 

   900 

3,678 

Notes to accounts: 
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   (Rs. In ‘000) 
1. Property Plant & Equipment   

 Land & Building 1620  

 Less: Trust Infocomm Ltd. (670) 950 

2. Goodwill 190 
 

 Less: Trust Infocomm Ltd. (90) 100 

3. Investments 
  

 Investment in Trust Infocomm Ltd. (WN 2) 128 128 

4. Inventories 
  

 Group 70  

 Less: Trust Infocomm Ltd. (20) 50 

5. Trade Receivables 
  

 Group 850  

 Less: Trust Infocomm Ltd. (450) 400 

8. Cash & Cash equivalents   

 Group (WN 3) 2,050 2,050 

 Trade Payables   

 Group 1,350  

 Less: Trust Infocomm Ltd. 450 900 

Statement of changes in Equity: 

6. Equity share Capital 

 

Balance at the  beginning of 

the reporting period 

Changes in Equity share 

capital during the year 

Balance at the end of 

the reporting period 

800 0 800 

7. Other Equity 

 

 Share 

application 

money 

Equity 

component 

Reserves & Surplus Total 

Capital 

reserve 

Retained 

Earnings 

Securities 

Premium 

Balance at the 

beginning 

   2,130  2,130 

Total 

comprehensive 

income for the 
year 

0   

Dividends 0   

Total 

comprehensive 

income 

attributable to 
parent 

0   

Loss on disposal 

of Trust 
Infocomm Ltd. 

 (152) (152) 

Balance at the 

end of reporting 

period 

0 1,978 1,978 
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Working Notes: 

1. When 90% being sold, the carrying amount of all assets and liabilities attributable 

to Trust Infocomm Ltd. were eliminated from the consolidated statement of 

financial position and further financial asset is recognized for remaining 10%. 

2. Fair value of remaining investment (in ‘000): 
Net Assets of Trust Ltd. 1,280 

Less: 90% disposal (1152) 

Financial Asset 128 

3. Cash on hand (in ‘000): 
Cash before disposal of Trust Infocomm Ltd. 1,550 

Less: Trust Infocomm Ltd. Cash (500) 

Add: Cash realized from disposal 1,000 

Cash on Hand 2,050 

4. Gain/ Loss on disposal of entity (in ‘000): 
Proceeds from disposal 1,000 

Less: Proportionate (90%) Net assets of Trust 
Infocomm 

 

Ltd. (90% of 1,280) (1,152) 

Loss on disposal (152) 

5. Retained Earnings (in ‘000): 
Retained Earnings before disposal 

Less: Loss on disposal 

2,130 

(152) 

Retained earnings after disposal 1,978 

 
Question 19 

A holding company [being the entity under consideration] gives a loan / intercorporate 

deposit to a subsidiary that is recoverable on demand, at a rate of interest at 10%. 

(a) Should such loan be disclosed as a current/non-current asset in the books of the holding 

company? How relevant would the commercial reality of the transaction be in comparison 

to the legal terms of the transaction? 

(b) How this loan / inter-corporate deposit that is repayable on demand would be classified 

in the books of the subsidiary? (4 Marks Oct 21) 

Answer 19 

(a) Paragraph 66 (c) of Ind AS 1  provides that  an  asset shall be  classified as  current when 

an entity expects to realise the asset within a period of twelve months after the reporting 

period. To determine the expectation of the entity, the commercial reality of the 

transaction should also be considered. If the loans have been given with an  

understanding that these loans  would not be called for repayment even though a clause 

may have been added that these are recoverable on demand, it should be classified as a 

non-current asset. 

(b) Paragraph 69(c) of Ind AS 1 provides that a liability should be classified as current if the 

liability is due to be settled within twelve months after the reporting period. Since the 

loan/inter- corporate deposit would become due immediately as and when demanded 

and presuming that the entity does not have an unconditional right to defer settlement 

of the liability for at least twelve months after the reporting period, it should be 

classified as current liability. 
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Chapter 29 

 Analysis of Financial Statements 
Question 1 

Following are the Financial Statements of Abraham Ltd.: 

Balance Sheet 

Particulars Note 

No. 

As at 31 March, 2020 

(Rs. in lakh) 

EQUITY AND LIABILITIES:   

Shareholders’ funds   

Share capital (shares of Rs. 10 each)  1,000 

Reserves and surplus 1 2,400 

Non-current liabilities   

Long term borrowings 2 5,700 

Deferred tax liabilities 3 400 

Current liabilities   

Trade payables  300 

Short-term provisions  300 

Other current liabilities 4     200 

Total  10,300 

ASSETS   

Non-current assets   

Property, plant and equipment  5,000 

Deferred tax assets 3 700 

Current assets   

Inventories  1,500 

Trade receivables 5 1,100 

Cash and bank balances   2,000 

Total  10,300 

Statement of Profit & Loss 

Particulars Note No. Year ended 31 March 2020 

(Rs. in lakh) 

Revenue from operations  6,000 

Expenses:  

Employee benefit expense 1,200 

Operating costs 3,199 

Depreciation 450 

Total expenses 4,849 

Profit before tax 1,151 

Tax expense 201 

Profit after tax 950 

Notes to Accounts: 

Note 1:  Reserves and surplus (Rs. in lakh) 
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Capital reserve 500 

Surplus from P & L  

Opening balance 550  

Additions 950 1,500 

Reserve for foreseeable loss    400 

Total 2,400 

Note 2: Long-term borrowings 

Term loan from bank 5,700 

Total 5,700 

Note 3: Deferred tax 

Deferred tax asset 700 

Deferred tax liability 400 

Total 300 

Note 4: Other current liabilities 

Unclaimed dividends 10 

Billing in advance 150 

Other current liabilities   40 

Total 200 

Note 5: Trade Receivables 

Considered good (outstanding within 6 months) 1,065 

Considered doubtful (due from past 1 year) 40 

Provision for doubtful debts     (5) 

Total 1,100 

Additional information: 

(i) Share capital comprises of 100 lakh shares of Rs. 10 each. 

(ii) Term Loan from bank for Rs. 5,700 lakh also includes  interest accrued and due of  

Rs. 700 lakh  as on the reporting date. 

(iii) Reserve for foreseeable loss is created against a service contract due within 6 

months. 

(iv) Inventory should be valued at cost Rs. 1,500 lakh, NRV as on date is Rs. 1,200 lakh. 

(v) A dividend of 10% was declared by the Board of directors of the company. 

(vi) Accrued Interest income of Rs. 300 lakh is not booked in the books of the company. 

(vii) Deferred taxes related to taxes on income are levied by the same governing tax 

laws. 

Identify and report the errors and misstatements in the  above  extracts  and  

prepare corrected Balance Sheet and Statement of Profit & Loss and where 

required the relevant notes to the accounts with  explanations thereof. (14 

Marks Oct ‘20) 

Answer 1 

Following adjustments /rectifications are required to be done 

1. Reserve for foreseeable loss for Rs. 400 lakh, due within 6 months, should be a part 

of provisions. Hence, it needs to be regrouped. If it was also part of previous year’s 
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comparatives, a note should be added in the notes to account on the regrouping 

done this year. 

2. Interest accrued and due of Rs. 700 lakh on term loan  will  be  a  part of  current 

liabilities.  Thus, it should be shown under the heading “Other Current Liabilities”. 

3. As per Ind AS 2, inventories are measured  at  the  lower  of  cost and  net  realisable 

value. The amount of any write down of inventories to net realisable value is 

recognised as an expense in the period the write-down occurs. Hence, the 

inventories should be valued at 

Rs. 1,200 lakh and write down of Rs. 300 lakh (Rs. 1,500 lakh – Rs. 1,200 lakh) will be 

added to the 

operating cost of the entity. 

4. In the absence of the declaration date of dividend in the question, it is presumed 

that the dividend is declared after the reporting date. Hence, no adjustment for 

the same is made in the financial year 2019-2020. However, a note will be given 

separately in this regard (not forming part of item of financial statements). 

5. Accrued income will be shown in the Statement of Profit and Loss as ‘Other 
Income’ and as ‘Other Current Asset’ in the Balance Sheet.  

6. Since the deferred tax liabilities and deferred tax assets relate to  taxes on income 

levied by the same governing taxation laws, these shall be set off, in accordance 

with Ind AS 12. The  net DTA of Rs. 300 lakh will be shown in the balance sheet. 

7. As per Division II of Schedule III to the Companies Act, 2013, the Statement of 

Profit and  Loss should present the Earnings per Equity Share. 

8. The presentation of the notes to ‘Trade Receivables’ will be modified as per the 

requirements of Division II of Schedule III. 

Balance Sheet of Abraham Ltd. For the year ended 31 March 2020 

 Note 

No. 

(Rs. in lakh) 

ASSETS   

Non-current assets   

Property, plant and equipment  5,000 

Deferred tax assets 1 300 

Current assets   

Inventories  1,200 

Financial assets   

Trade receivables 2 1,100 

Cash and cash equivalents  2,000 

Others financial asset (accrued interest)     300 

TOTAL  9,900 

EQUITY AND LIABILITIES   

Equity   

Equity share capital 3 1,000 

Other equity 4 2,000 

Non-current liabilities   

Financial liabilities   

Long-term borrowings 5 5,000 

Current liabilities   

Financial liabilities   
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Trade payables  300 

Others 6 710 

Short-term provisions (300 + 400) 7 700 

Other current liabilities 8    190 

TOTAL  9,900 

Statement of Profit and Loss of Abraham Ltd. 

For the year ended 31st March, 2020 

 Note No. (Rs. in lakh) 

Revenue from operations  

 

 

 

 

9 

6,000 

Other income    300 

Total income 6,300 

Expenses  

Operating costs 3,199 

Change in inventories cost 300 

Employee benefits expense 1,200 

Depreciation    450 

Total expenses 5,149 

Profit before tax 1,151 

Tax expense (201) 

Profit for the period     950 

 

Earnings per equity share 

 

Basic 9.5 

Diluted 9.5 

Number of equity shares (face value of Rs. 10 each) 100 lakh 

Statement of Changes in Equity of Abraham Ltd. 

For the year ended 31 March 2020 

3. Equity Share Capital (Rs. in lakh) 

 

Balance at the beginning of the 

reporting period 

Changes in Equity share 

capital during the year 

Balance at the end of 

the reporting period 

1,000 0 1,000 

 

4. Other Equity (Rs. in lakh) 

 

Particulars Reserves & Surplus Total 

Capital reserve Retained Earnings 

Balance at the beginning of the year 500* 550 1,050 

Total comprehensive income for the year 950 950 

Balance at the end of the year 500 1,500 2,000 
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*Note: Capital reserve given in the Note 1 of the question is assumed to be brought 

forward from the previous year. However, alternatively, if it may be assumed as 

created during the year. 

1. Deferred Tax (Rs. in lakh) 

 

Deferred Tax Asset 700 

Deferred Tax Liability 400 

 300 

2. Trade Receivables (Rs. in lakh) 

 

Trade receivables considered good  1,065 

Trade receivables which have significant increase in credit risk 40  

Less: Provision for doubtful debts (5)     35 

Total  1,100 

3. Long Term Borrowings (Rs. in lakh) 

 

Term Loan from Bank (5,700 - 700) 5,000 

Total 5,000 

4. Other Financial Liabilities (Rs. in lakh) 

 

Unclaimed dividends 10 

Interest on term loan 700 

Total 710 

5. Short-term provisions            (Rs. in lakh) 

 

Provisions 300 

Foreseeable loss against a service contract 400 

Total 700 

6. Other Current Liabilities     (Rs. in lakh) 

 

Billing in Advance 150 

Other   40 

Total 190 

At year end, the directors have recommended the payment of dividend of 10% ie 

Rs. 1 per equity share. This proposed  dividend is  subject to  the approval of 

shareholders in  the ensuing annual general meeting. 

Question 2 

During 20X4-X5, Cheery Limited discovered  that  some  products  that  had  been  sold  

during  20X3-X4 were incorrectly included in inventory at 31st March, 20X4 at Rs. 6,500. 

Cheery Limited’s accounting records for 20X4-X5 show sales of  Rs. 104,000, cost of  goods 

sold  of Rs. 86,500 (including Rs. 6,500  for  the  error  in  opening  inventory),  and  income  

taxes  of Rs. 5,250. 

 In 20X3-X4, Cheery Limited reported: 

 Rs. 

Sales 73,500 

Cost of goods sold (53,500) 

Profit before income taxes 20,000 
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Income taxes   (6,000) 

Profit   14,000 

Basic and diluted EPS 2.8 

The 20X3-X4 opening retained earnings was  Rs.  20,000  and  closing  retained  earnings  

was  Rs. 34,000.  Cheery Limited’s income tax  rate was  30% for 20X4-X5 and 20X3-X4.  

It had no  other income or expenses. 

Cheery Limited had Rs. 50,000 (5,000 shares of Rs. 10 each) of  share capital 

throughout, and  no other components of equity except for retained earnings. 

State how the above will be treated /accounted in Cheery  Limited’s  Statement  of  

profit and  loss, statement of changes in equity and in notes wherever required for 

current  period  and earlier period(s) as per relevant  Ind AS.(8 Marks March ‘21) 

Answer 2 

Cheery Limited Extract from the Statement of profit and loss 

  (Restated) 

20X4-X5 20X3-X4 

Rs. Rs. 

Sales 1,04,000 73,500 

Cost of goods sold (80,000) (60,000) 

Profit before income taxes 24,000 13,500 

Income taxes   (7,200)   (4,050) 

Profit   16,800     9,450 

Basic and diluted EPS 3.36 1.89 

Cheery Limited Statement of Changes in Equity 

 Share 

capital 

Retained 

earnings 

Total 

Balance at 31st March, 20X3 50,000 

 

   

20,000 70,000 

Profit for the year ended 31st March,  20X4  as 

restated 

 

  9,450 

 

  9,450 

Balance at 31st March, 20X4 50,000 

   

29,450 79,450 

Profit for the year ended 31st March, 20X5 16,800 16,800 

Balance at 31st March, 20X5 50,000 46,250 96,250 

Extract from the Notes 

Some  products  that  had  been  sold  in   20X3-X4   were   incorrectly   included   in   

inventory  at 31st March, 20X4 at Rs. 6,500.  The  financial  statements  of  20X3-X4  have  

been  restated  to correct this error. The effect of the restatement  on  those  financial  

statements  is  summarized below: 

 Effect on 20X3-X4 

(Increase) in cost of goods sold (6,500) 

Decrease in income tax expenses 1,950 

(Decrease) in profit (4,550) 

(Decrease) in basic and diluted EPS (0.91) 

(Decrease) in inventory (6,500) 

Decrease in income tax payable 1,950 

(Decrease) in equity (4,550) 
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There  is  no  effect  on   the   balance   sheet   at   the   beginning   of   the   preceding   

period   i.e. 1st April, 20X3. 

 

Question 3 

Master Creator Private Limited (a subsidiary of listed company) is an Indian company to 

whom Ind AS are applicable. Following draft balance sheet is prepared by the accountant 

for year ending 31st March 20X2. 

Balance Sheet of Master Creator Private Limited as at 31st March, 20X2 
Particulars Rs. 

ASSETS  

Non-current assets  

Property, plant and equipment 85,37,500 

Financial assets  

Other financial assets (Security deposits) 4,62,500 

Other non-current assets (capital advances) 17,33,480 

Deferred tax assets 2,54,150 

Current assets  

Trade receivables 7,25,000 

Inventories 5,98,050 

Financial assets  

Investments 55,000 

Other financial assets 2,17,370 

Cash and cash equivalents 1,16,950 

TOTAL ASSETS 1,27,00,000 

EQUITY AND LIABILITIES  

Equity share capital 10,00,000 

Non-current liabilities  

Other Equity 25,00,150 

Deferred tax liability 4,74,850 

Borrowings 64,00,000 

Long term provisions 5,24,436 

Current liabilities  

Financial liabilities  

Other financial liabilities 2,00,564 

Trade payables 6,69,180 

Current tax liabilities 9,30,820 

TOTAL EQUITY AND LIABILITIES 1,27,00,000 

 

Additional Information: 

1. On 1st April 20X1, 8% convertible loan with a nominal value of Rs. 64,00,000 was 

issued by the entity. It is redeemable on 31st March 20X5 also at par. Alternatively, 

it may be converted into equity shares on the basis of 100 new shares for each Rs. 

200 worth of loan. 

An equivalent loan without the conversion option would have carried interest at 

10%. Interest of Rs. 5,12,000 has already been paid and included as a finance cost.  

Present Value (PV) rates are as follows: 

 

Year End @ 8% @ 10% 

1 0.93 0.91 
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2 0.86 0.83 

3 0.79 0.75 

4 0.73 0.68 

2. After the reporting period, the board of directors have recommended dividend of 

Rs. 50,000 for the year ending 31st March, 20X1. However, the same has not been 

yet accounted by the company in its financials. 

3. ‘Other current financial liabilities’ consists of the following: 

 

Particulars Amount (Rs.) 

Wages payable 21,890 

Salary payable 61,845 

TDS payable 81,265 

Interest accrued on trade payables 35,564 

4. Property, Plant and Equipment consists following items: 

 

Particulars Amount 

(Rs.) 

Remarks 

Building 37,50,250 It is held for administration purposes 

Land 15,48,150 It is held for capital appreciation 

Vehicles 12,37,500 These are used as the conveyance for 

employees 

Factory premises 20,01,600 The construction was started on 31st March 

20X2 and consequently no depreciation has 

been charged on it. The construction activities 

will continue to happen, and it will take 2 years 

to complete and be available for use. 

5. The composition of ‘other current financial assets’ is as follows:  

Particulars Amount (Rs.) 

Interest accrued on bank deposits 57,720 

Prepaid expenses 90,000 

Royalty receivable from dealers 69,650 

6. Current Investments consist of securities held for trading which are carried at fair 

value through profit & loss. Investments were purchased on 1st January,20X2 at 

Rs. 55,000 and accordingly are shown at cost as at 31st March 20X2. The fair value 

of said investments as on 31st March 20X2 is Rs. 60,000. 

7.  Trade payables and Trade receivables are due within 12 months. 

8. There has been no changes in equity share capital during the year.  

9. Entity has the intention to set off a deferred tax asset against a deferred tax 

liability as they relate to income taxes levied by the same taxation authority and 

the entity has a legally enforceable right to set off taxes. 

10. Other Equity consists retained earnings only. The opening balance of retained 

earnings was Rs.21,25,975 as at 1st April 20X1. 

11. No dividend has been actually paid by company during the year. 

12. Assume that the deferred tax impact, if any on account of above adjustments is 

correctly calculated in financials. 
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Being Finance & Accounts manager, you are required to identify the errors and 

misstatements if any in the balance sheet of Master Creator Private Limited and 

prepare corrected balance sheet with details on the face of the balance sheet i.e. no 

need to prepare notes to accounts, after considering the additional information. 

Provide necessary explanations/workings for the treated items, wherever 

necessary.(16 Marks April ‘21) 

Answer 3 

Balance Sheet of Master Creator Private Limited as at 31st March, 20X2 

 

Particulars Working

/ Note 

referenc

e 

(Rs.) 

ASSETS 

Non-current  assets 

Property, plant and 

equipment Capital work-in-

progress investment 

Property 

Financial assets 

Other financial assets (Security 

deposits) Other non-current assets 

(capital advances) Current assets 

Inventories 

Financial 

assets 

Investments (55,000 + 5,000) 

Trade receivables 

Cash and cash 

equivalents Other 

financial assets 

Other current assets (Prepaid expenses) 

 

 

1 

 

 

49,87,750 

2 20,01,600 

3 15,48,150 

 
4,62,500 

4 17,33,480 

 
5,98,050 

5 60,000 

6 7,25,000 

7 1,16,950 

8 1,27,370 

8 90,000 

TOTAL ASSETS  1,24,50,850 

EQUITY AND LIABILITIES   

Equity   

Equity share capital A 10,00,000 

Other equity B 28,44,606 

Non-current liabilities   

Financial liabilities   

8% Convertible loan 11 60,60,544 

Long term provisions  5,24,436 

Deferred tax liability 12 2,20,700 

Current liabilities   

Financial liabilities   

Trade payables 13 6,69,180 
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Other financial liabilities 14 1,19,299 

Other current liabilities (TDS payable) 15 81,265 

Current tax liabilities  9,30,820 

TOTAL EQUITY AND LIABILITIES  1,24,50,850 

Statement of changes in equity For the year ended 31st March, 20X2 

A. Equity Share Capital 

 

 Balance (Rs.) 

As at 31st March, 20X1 10,00,000 

Changes in equity share capital during the year   - 

As at 31st March, 20X2 10,00,000 

B. Other Equity 

 

 Retained 

Earnings 

(Rs.) 

Equity 

component 

of 

Compound 

Financial 

Instrument 

(Rs.) 

Total (Rs.) 

As at 31st March, 20X1 21,25,975 - 21,25,975 

Total comprehensive income for the 
year 

   

(25,00,150 + 5,000 - 85,504- 

21,25,975) 
2,93,671 - 2,93,671 

Issue of compound financial 
instrument 

   

during the year   - 4,24,960  4,24,960 

As at 31st March, 20X2 24,19,646 4,24,960 28,44,606 

Disclosure forming part of Financial Statements: 

Proposed dividend on equity shares is subject to the approval of the shareholders of 

the company at the annual general meeting and not recognized as liability as at the 

Balance Sheet date. (Note 9) 

Notes/ Workings: (for adjustments/ explanations) 

1. Property, plant and equipment are tangible items that: (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 expected to be used during more than one 

period. Therefore, the items of PPE are Buildings (Rs. 37,50,250) and Vehicles (Rs. 

12,37,500), since those assets are held for administrative purposes. 

2. Property, plant and equipment which are not ready for intended use as on the 

date of Balance Sheet are disclosed as “Capital work-in-progress”. It would be 
classified from PPE to Capital work-in-progress. 

3. Investment property is property (land or a building—or part of a building—or 

both) held (by the owner or by the lessee as a right-of-use asset) to earn rentals 

or for capital appreciation or both, rather than for: 

(a) use in the production or supply of goods or services or for administrative 

purposes; or 

(b) sale in the ordinary course of business. 
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Therefore, Land held for capital appreciation should be classified as Investment 

property rather than PPE. 

4. Assets for which the future economic benefit is the receipt of goods or services, 

rather than the right to receive cash or another financial asset, are not financial 

assets. 

5. Current investments here are held for the purpose of trading. Hence, it is a 

financial asset classified as FVTPL. Any gain in its fair value will be recognised 

through profit or loss. Hence, Rs. 5,000 (60,000 – 55,000) increase in fair value of 

financial asset will be recognized in profit and loss. 

6. A contractual right to receive cash or another financial asset from another entity 

is a financial asset. Trade receivables is a financial asset in this case and hence 

should be reclassified. 

7. Cash is a financial asset. Hence it should be reclassified. 

8. Other current financial assets: 

Particulars Amount (Rs.) 

Interest accrued on bank deposits 57,720 

Royalty receivable from dealers 69,650 

Total 1,27,370 

Prepaid expenses does not result into receipt of any cash or financial asset. 

However, it results into future goods or services. Hence, it is not a financial asset.  

9. As per Ind AS 10, ‘Events after the Reporting Period’, If dividends are declared 
after the reporting period but before the financial statements are approved for 

issue, the dividends are not recognized as a liability at the end of the reporting 

period because no obligation exists at that time. Such dividends are disclosed in 

the notes in accordance with Ind AS 1 , Presentation of Financial Statements.  

10. ‘Other Equity’ cannot be shown under ‘Non-current liabilities’. Accordingly, it is 
reclassified under ‘Equity’. 

11. There are both ‘equity’ and ‘debt’ features in the instrument. An obligation to pay 
cash 

i.e. interest at 8% per annum and a redemption amount will be treated as 

‘financial liability’ while option to convert the loan into equity shares is the equity 
element in the instrument. Therefore, convertible loan is a compound financial 

instrument. 

Calculation of debt and equity component and amount to be recognised in the 

books: 

S. No Year Interest amount @ 

8% 

Discounting factor @ 

10% 

Amount 

Year 1 20X2 5,12,000 0.91 4,65,920 

Year 2 20X3 5,12,000 0.83 4,24,960 

Year 3 20X4 5,12,000 0.75 3,84,000 

Year 4 20X5 69,12,000 0.68   47,00,160 

Amount to be recognized as a liability 59,75,040 

Initial proceeds (64,00,000) 

Amount to be recognized as equity     4,24,960 

* In year 4,  the loan note will be  redeemed; therefore, the cash outflow would 

be  Rs. 69,12,000 (Rs. 64,00,000 + Rs. 5,12,000).  
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Presentation in the Financial Statements:  

In Statement of Profit and Loss for the year ended on 31 March 20 X2  

Finance cost to be recognized in the Statement of Profit and Loss Rs. 5,97,504 

(59,75,040 x 10%)  

Less: Already charged to the Statement of Profit and Loss (Rs.5,12,000) 

Additional finance charge required to be recognised in the 
Statement 

 

of Profit and Loss    Rs. 85,504 

In Balance Sheet as at 31 March 20X2 

Equity and Liabilities  

Equity  

Other Equity (8% convertible loan) 4,24,960 

Non-current liability  

Financial liability [8% convertible loan – [(59,75,040+ 5,97,504– 60,60,544 

5,12,000)]  

12. Since entity has the intention to set off deferred tax asset against deferred tax 

liability and the entity has a legally enforceable right to set off taxes, hence their 

balance on net basis should be shown as: 

 

Particulars Amount (Rs.) 

Deferred tax liability 4,74,850 

Deferred tax asset (2,54,150) 

Deferred tax liability (net)    2,20,700 

13. A liability that is a contractual obligation to deliver cash or another financial asset 

to another entity is a financial liability. Trade payables is a financial liability in this 

case. 

14. ‘Other current financial liabilities’: 
 

Particulars Amount (Rs.) 

Wages payable 21,890 

Salary payable 61,845 

Interest accrued on trade payables 35,564 

Total 1,19,299 

15. Liabilities for which there is no contractual obligation to deliver cash or other 

financial asset to another entity, are not financial liabilities. Hence, TDS payable 

should be reclassified from ‘Other current financial liabilities’ to ‘Other current 
liabilities’ since it is not a contractual obligation.  

Question 4 

Deepak started a new company Softbharti Pvt. Ltd. with Iktara Ltd. wherein investment of 55% 

is  done by Iktara Ltd. and rest by Deepak. Voting powers are to be given as per the 

proportionate share of capital contribution. The new company formed was the subsidiary of 

Iktara Ltd. with two directors, and Deepak eventually becomes one of the directors of 

company. A  consultant was  hired and he charged ` 30,000 for the incorporation of company 

and to do other  necessary statuary registrations. ` 30,000 is to  be  charged as  an  expense in 
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the books after incorporation  of company. The company, Softbharti Pvt. Ltd. was 

incorporated on 1st April 20X1. 

The financials of Iktara Ltd. are prepared as per Ind AS. 

An accountant who was hired at the time of company’s incorporation, has prepared the draft 

financials of Softbharti Pvt. Ltd. for the year ending 31st March, 20X2 as follows: 

Statement of Profit and Loss 

Particulars Amount (`) 

Revenue from operations 10,00,000 

Other Income   1,00,000 

Total Revenue (a) 11,00,000 

Expenses:  

Purchase of stock in trade 5,00,000 

(Increase)/Decrease in stock in trade (50,000) 

Employee benefits expense 1,75,000 

Depreciation 30,000 

Other expenses    90,000 

Total Expenses (b) 7,45,000 

Profit before tax (c) = (a)-(b) 3,55,000 

Current tax 1,06,500 

Deferred tax   6,000 

Total tax expense (d) 1,12,500 

Profit for the year (e) = (c) – (d) 2,42,500 

Balance Sheet 

Particulars Amount 

(`) 

EQUITY AND LIABILITIES  

(1) Shareholders’ Funds  

(a) Share Capital 1,00,000 

(b) Reserves & Surplus 2,27,500 

(2) Non-Current Liabilities  

(a) Long Term Provisions 25,000 

(b) Deferred tax liabilities 6,000 

(3) Current Liabilities  

(a) Trade Payables 11,000 

(b) Other Current Liabilities 45,000 

(c) Short Term Provisions 1,06,500 

TOTAL 5,21,000 

ASSETS  

(1) Non Current Assets  

(a) Property, plant and equipment (net) 1,00,000 

(b) Long-term Loans and Advances 40,000 
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(c) Other Non Current Assets 50,000 

(2) Current Assets  

(a) Current Investment 30,000 

(b) Inventories 80,000 

(c) Trade Receivables 55,000 

(d) Cash and Bank Balances 1,15,000 

(e) Other Current Assets    51,000 

TOTAL 5,21,000 

Additional information of Softbharti Pvt Ltd.: 

i. Deferred tax liability of ` 6,000 is created due to following temporary difference: 

Difference in depreciation amount as per Income tax and Accounting profit 

ii. There is only one property, plant and equipment in  the company, whose  closing 

balance as  at 31st March, 20X2 is as follows: 

Asset description As per Books As per Income tax 

Property, plant and equipment ` 1,00,000 ` 80,000 

iii. Pre incorporation expenses are deductible on straight line basis over the period 

of five years as per Income tax. However, the same are immediately expensed 

off in the books. 

iv. Current tax is calculated at 30%  on PBT - ` 3,55,000 without doing any adjustments 

related  to Income tax. The correct current tax after doing necessary adjustments 

of allowances / disallowances related to Income tax comes to ` 1,25,700. 

v. After the reporting period, the directors have recommended dividend of  `  15,000 

for the   year ending 31st March, 20X2 which has been deducted from  reserves  

and  surplus. Dividend payable of ` 15,000 has been grouped under ‘other current 
liabilities’ alongwith other financial liabilities. 

vi. There are ‘Government statuary dues’ amounting to ` 15,000 which  are  grouped  

under ‘other current liabilities’. 

vii. The capital advances amounting to ` 50,000 are grouped under ‘Other non-current 

assets’. 

viii. Other current assets of ` 51,000 comprise Interest receivable from trade 

receivables. 

ix. Current investment of ` 30,000 is in shares of  a company which was done with the 

purpose  of trading; current investment has been carried at cost in the financial 

statements. The fair value of current investment in this case is ` 50,000 as at 31st 

March, 20X2. 

x. Actuarial gain on employee benefit measurements of ` 1,000 has been omitted in 

the financials of Softbharti private limited for the year ending 31st March, 20X2. 

The financial statements for financial year 20X1-20X2 have not been yet approved. 

You are required to ascertain that whether the financial statements of Softbharti Pvt. 

Ltd. are correctly presented as per the applicable financial reporting framework. If  not,  

prepare  the  revised financial statements of Softbharti Pvt. Ltd. after the careful  

analysis of mentioned facts  and information. (16 Marks Nov 21) 

 



  

Chapter 29 Analysis of Financial Statements 

29.15 

Answer 4 

If Ind AS is applicable to any company, then Ind AS shall automatically be made 

applicable to all   the subsidiaries, holding companies, associated companies, and joint 

ventures of that company, irrespective of individual qualification of set of standards on 

such companies. 

In the given case it has been mentioned that the financials of Iktara Ltd. are prepared as 

per Ind AS. Accordingly, the results of its subsidiary Softbharti Pvt. Ltd. should also have 

been prepared as  per Ind AS.  However, the financials of Softbharti Pvt. Ltd. have been 

presented as  per accounting standards (AS). 

Hence, it is necessary to  revise  the  financial  statements  of  Softbharti  Pvt.  Ltd.  as  

per  Ind AS after the incorporation of necessary adjustments mentioned in the 

question. 

The revised financial statements of Softbharti Pvt. Ltd. as per Ind AS and Division II to 

Schedule III of the Companies Act, 2013 are as follows: 

STATEMENT OF PROFIT AND LOSS 

for the year ended 31st  March, 20X2 

Particulars Amount (`) 

Revenue from operations 10,00,000 

Other Income (1,00,000 + 20,000) (refer note -1) 1,20,000 

Total Revenue 11,20,000 

Expenses:  

Purchase of stock in trade 5,00,000 

(Increase) / Decrease in stock in trade (50,000) 

Employee benefits expense 1,75,000 

Depreciation 30,000 

Other expenses 90,000 

Total Expenses 7,45,000 

Profit before tax 3,75,000 

Current tax 1,25,700 

Deferred tax (W.N.1) 4,800 

Total tax expense 1,30,500 

Profit for the year (A) 2,44,500 

OTHER COMPREHENSIVE INCOME  

Items that will not be reclassified to Profit or Loss: 

Remeasurements of net defined benefit plans 

 

1,000 

Tax liabilities relating to items that will not be reclassified to Profit or 

Loss 

Remeasurements of net defined benefit plans (tax) [1000 x 30%] 

 

 

  (300) 

Other Comprehensive Income for the period (B)   700 

Total Comprehensive Income for the period (A+B) 2,45,200 
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BALANCE SHEET 

as at 31st  March, 20X2 

Particulars (`) 

ASSETS  

Non-current assets  

Property, plant and equipment 1,00,000 

Financial assets  

Other financial assets (Long-term loans and advances) 40,000 

Other non-current assets (capital advances) (refer note-2) 50,000 

 

Current assets 

 

Inventories 80,000 

Financial assets  

Investments (30,000 + 20,000) (refer note -1) 50,000 

Trade receivables 55,000 

Cash and cash equivalents/Bank 1,15,000 

Other financial assets (Interest receivable from trade receivables) 51,000 

TOTAL ASSETS 5,41,000 

EQUITY AND LIABILITIES  

Equity  

Equity share capital 1,00,000 

Other equity 2,45,200 

Non-current liabilities  

Provision (25,000 – 1,000) 24,000 

Deferred tax liabilities (4,800 + 300) 5,100 

Current liabilities  

Financial liabilities  

Trade payables 11,000 

Other financial liabilities (Refer note 5) 15,000 

Other current liabilities (Govt. statuary dues) (Refer note 3) 15,000 

Current tax liabilities 1,25,700 

TOTAL EQUITY AND LIABILITIES 5,41,000 

STATEMENT OF CHANGES IN EQUITY For the year ended 31st March, 20X2 

A. EQUITY SHARE CAPITAL 

 Balance 

(`) 

As at 31st March, 20X1 - 

Changes in equity share capital during the year 1,00,000 

As at 31st March, 20X2 1,00,000 

B. OTHER EQUITY 

 Reserves & Surplus 

 Retained Earnings 

(`) 

As at 31st March, 20X1 - 
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Profit for the year 2,44,500 

Other comprehensive income for the year 700 

Total comprehensive income for the year 2,45,200 

Less: Dividend on equity shares (refer note – 4)   - 

As at 31st March, 20X2 2,45,200 

DISCLOSURE FORMING PART OF FINANCIAL STATEMENTS: 

Proposed dividend on equity shares is subject to the approval of  the  shareholders  of  

the company at the annual general meeting and not recognized as liability as at the 

Balance Sheet date. (refer note 4) 

Notes: 

1. Current investment are held for the purpose of trading. Hence, it is a  financial  

asset  classified as FVTPL. Any gain in its fair value will be recognised through profit 

or  loss.  Hence, ` 20,000 (` 50,000 – ` 30,000) increase in fair value of financial asset 

will be recognised in profit and loss. However, it will attract deferred tax liability 

on increased value (Refer W.N). 

2. Assets for which the future economic benefit is the receipt of goods or services, 

rather than the right to receive cash or another financial asset, are not financial 

assets. 

3. Liabilities for which there is no contractual obligation to deliver cash or other 

financial asset   to another entity, are not financial liabilities. 

4. As per Ind AS 10, ‘Events after the Reporting Period’, If dividends are declared after 

the reporting period but before the financial statements are approved for issue, 

the dividends    are not recognized as a liability at the end of the reporting period 

because no  obligation exists at that time. Such dividends are disclosed in the notes 

in accordance with Ind AS 1, Presentation of Financial Statements. 

5. Other current financial liabilities: 

 (`) 

Balance of other current liabilities as per financial statements 45,000 

Less: Dividend declared for FY 20X1 – 20X2 (Note – 4) (15,000) 

Reclassification of government statuary dues  payable  

to ‘other current liabilities’ 
 

(15,000) 

Closing balance   15,000 

Working Note: 

Calculation of deferred tax on temporary differences as  per Ind AS  12  for financial year 

20X1 – 20X2 

Item  Carrying 

amount 

(`) 

Tax base 

(`) 

Difference 

(`) 

DTA / DTL @ 

30% (`) 

Property, Plant and Equipment 1,00,000 80,000 20,000 6,000-DTL 

Pre-incorporation expenses Nil 24,000 24,000 7,200-DTA 

Current Investment 50,000 30,000 20,000 6,000-DTL 

Net DTL 4,800-DTL 
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Chapter 30 

 Integrated Reporting 

Question 1 

What is Integrated Reporting and  what are its salient features? (5 Marks May ‘19) 
Answer 1 

Integrated reporting is a concept that has been created to better articulate the broader 

range of measures that contribute  to  long-term  value  and  the  role  organizations  play  in  

society. Integrated Reporting is enhancing the way organizations think, plan and report the 

story of their business. Central  to  this is the proposition  that value  is increasingly shaped  

by factors  additional to financial performance, such as reliance on the environment, social 

reputation, human capital  skills and others. 

This value creation concept is the backbone of integrated reporting and is the  direction  

for  the future of corporate reporting. In addition to financial capital, integrated reporting 

examines five additional capitals that should guide an organization’s decision-making and long-

term success 

— its value creation in the broadest sense. 

An integrated report is a concise communication about how an organization’s: 

 Strategy 

 Governance 

 Performance And 

 Prospects 

In the context of its external environment leads to the creation of value over: 

 Short 

 Medium And 

 Long term 

It’s a portal by which the organization communicates a holistic view of: 
 Its Current position 

 Where it’s going And 

 How it intends to get there 

The report enables readers to make an assessment of the organization’s ability to create 

value in the future, with value creation referring to the value created for both the 

organization  and for others. 

Salient features of Integrated Reporting Framework Principle Based Approach 

The International <IR> Framework (the Framework) takes a principles-based approach. This 

Framework identifies information to be included in an integrated report for use in 

assessing an organization’s ability to create value; it does not set benchmarks for such things as the 

quality of an organization’s strategy or the level of its performance. 

It intent to strike an appropriate balance between flexibility  and prescription  that  

recognizes  the wide variation in individual circumstances of different organizations while 

enabling a suffici ent degree of comparability across organizations to meet relevant 

information needs. 

Targets the Private Sector or Profit Making Companies 

This Framework is written primarily in the  context of private  sector,  for-profit  companies 
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of any  size but it can also be applied, adapted as necessary, by public sector and not-for-

profit organizations. 

Identifiable Communication 

An integrated report may be prepared in response to  existing  compliance requirements,  

and may be either a standalone  report  or be included as  a distinguishable,  prominent 

and accessible part  of another report or communication. It should  include, transitionally  

on  a comply or explain  basis, a statement by those charged with governance accepting 

responsibility for the report. 

An integrated report is intended to be more than a summary  of  information  in  other 

communications (e.g., financial statements, a  sustainability  report,  analyst  calls,  or  on  

a website); rather, it makes explicit the connectivity of information to communicate how 

value  is created over time. 

Financial and Non-financial Items 

The primary purpose of an integrated report is to explain to providers of financial capital 

how an organization creates value over time.  It,  therefore,  contains  relevant  information,  

both  financial and other. 

Value Creation, Preservation or Erosion for the Organization and Others 

Value created by an organization over time manifests itself in increases, decreases  or 

transformations of the capitals caused by the organization’s business activities and outputs. That 

value has two interrelated aspects – value created for: 

 The organization itself, which enables financial returns to the providers of financial capital 

 Others (i.e., stakeholders and society at large) 

 

Question 2 

Answer the following issues: 

(i) State  the  categories  defined  in  the  International  IR  Framework  for  capitals. Comment 

whether an organization has to follow these categories rigidly. 

(ii) Can a Not-for Profit organization do the Integrated Reporting as per the Framework? 

(iii) Can an Integrated reporting be done in compliance to the requirements of the local laws to 

prepare a management commentary or other reports? (5 Marks March ‘21) 

Answer 2 

Various categories of capital are: 

 Financial 

 Manufactured 

 Intellectual 

 Human 

 Social and Relationship 

 Natural 

(i) Organizations preparing an integrated  report  are  not  required  to  adopt this 

categorization or to structure their report along the above lines of the capitals. 

(ii) The Framework is written primarily in the  context  of  private  sector,  for-profit 

companies  of any size but it can also be applied, adapted as necessary, by public 

sector and not-for-profit organizations. 
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(iii) An integrated report may be prepared in response to existing compliance 

requirements. For example, an organization may be required by local  law  to  prepare  

a  management commentary or other report that provides context for its  financial  

statements.  If that report is also prepared  in  accordance  with  this  Framework, it 

can be considered an integrated report.  If the report is required to include specified 

information beyond that  required  by  this Framework, the report can still be 

considered an  integrated  report if that other  information  does not obscure the 

concise information required by this Framework. 

Question 3 

What are the guiding principles for preparation and presentation of Integrated Report? (6 

Marks March ‘18) 

Answer 3 

The following Guiding Principles underpin the preparation and presentation of an integrated 

report, informing the content of the report and how information is presented: 

1. Strategic Focus and Future Orientation 

An integrated report should provide insight into the organization’s strategy and how it 
relates to the organization’s ability to create value and to its use of and effects on the 
capitals in short, medium and long term period. The report should clearly show the 

linkages between strategy, risks and opportunities, current performance, as well as future 

outlook and targets. 

2. Connectivity of Information 

An integrated report shows the connections between the different components: 

 Organization’s business model 

 External factors that affect the organization 

 Various resources and relationships on which the organization and its performance are 

dependent upon 

3. Stakeholder Relationships 

An integrated report should provide insight into nature and quality of the organization’s 
relationships with its key stakeholders including how and to what extent the organization 

understands, takes into account and responds to their legitimate needs and interests. 

4. Materiality 

A focus on materiality should assist in avoiding irrelevant and detailed information from 

cluttering the report. The integrated report is a high-level, concise report that contains 

only the most material matters and information affecting the organization and its ability 

to create value over time. Additional information can be placed in supporting reports. 

5. Conciseness 

An integrated report should be concise. It implies that the information should be 

accessible through crisp presentation, the omission of immaterial information, and a 

logical easy-to-follow structure. 

6. Reliability and Completeness 

An integrated report should include all material matters, both positive and negative, in a 

balanced way and without material error. Integrated reporting requires that 

consideration is given to both good and bad news and performance. Furthermore, both 

the increases and reductions in the value of the important capitals should be reflected. 
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Question 4 

What is the organizational structure and role of IIRC in relation to integrated reporting. 

What considerations are kept in mind by IIRC while developing the framework. (5 Marks 

Oct 21) 

Answer 4 

In 2010, the International Integrated Reporting Council (IIRC) was set up which aims to 

create the globally accepted integrated reporting framework. 

The International Integrated Reporting Council (IIRC) is a global coalition of: 

 Regulators 

 Investors 

 Companies 

 Standard setters 

 The accounting profession and NGOs 

Together, this coalition shares the view that communication about value creation 

should be  the next step in the evolution of corporate reporting. With this purpose, 

they issued the International Integrated Reporting (IR) Framework. 

The framework has been developed keeping in mind the greater flexibility to be given to 

the entity and the management in the reporting but at the same time should target to 

report the value created by the organization through various capital. 
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 Corporate Social Responsibility 

Question 1 

ABC Ltd. is a company which has a net worth of Rs. 200 crores, it manufactures rubber parts for 

automobiles. The sales of the company are affected due to low demand of its products. 

The previous  year’s financials state: (Rs. in Crores) 

Required 

Does the Company have an obligation to form a CSR committee since the applicability criteria is not 

satisfied in  the  current financial year?(6 Marks Oct ‘19) 

Answer 1 

A company which meets the net worth, turnover or net profits criteria in  immediate preceding 

financial year will need to constitute a CSR Committee and comply with provisions of sections 135 

(2) to (5) read with the CSR Rules. As per the criteria to constitute CSR committee - 

1) Net worth greater than or equal to Rs. 500 Crores: This criterion is not satisfied. 

2) Sales greater than or equal to Rs. 1000 Crores: This criterion is not satisfied. 

3) Net Profit greater than or equal to Rs. 5 Crores: This criterion is satisfied in financial year ended 

March 31, 20X3 ie immediate preceding financial year. 

Hence, the Company will be required to form a CSR committee. 

 

Question 2 

ABC Ltd. is a company which has a net worth of Rs. 200 crore, it manufactures rubber parts for 

automobiles. The sales of the company are affected due to low demand of its products. Required 

financial details of the following financial years are as follows: (Rs. in crore) 

 

 March 31, 20X4 (Current 

year) projected 

March 31, 

20X3 

March 31, 

20X2 

March 31, 

20X1 

Net Profit 3.00 8.50 4.00 3.00 

Sales (turnover) 850 950 900 800 

Does ABC Ltd. has an obligation to form a CSR committee since the applicability criteria is 

not satisfied in the current financial year? (4 Marks May ’20) 

Answer 2 

A company which meets the net worth, turnover or net profits criteria in immediate preceding 

financial year will need to constitute a CSR Committee and comply with provisions of sections 

135(2) to (5) read with the CSR Rules. 

As per the criteria to constitute CSR committee - 

(1) Net worth greater than or equal to Rs. 500 Crore: This criterion is not satisfied. 

(2) Sales greater than or equal to Rs. 1000 Crore: This criterion is not satisfied. 

 March 31, 20X4 

(Current year) 

March 31, 20X3 March 31, 20X2 March 31, 20X1 

Net Profit 3.00 8.50 4.00 3.00 

Sales (turnover) 850 950 900 800 
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(3) Net profit greater than or equal to Rs. 5 crore: This criterion is satisfied in financial 

year ended March 31, 20X3 ie immediate preceding financial year. 

Hence, the Company will be required to form a CSR committee. 

 

Question 3 

Discuss whether any unspent amount of CSR expenditure is to be provided for?(6  Marks April 

‘18) 

 

Answer 3 

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. 

 

Question 4 

I. When an entity is required to form a CSR committee? 

II. ABC Ltd. is a company which has a net worth of INR 200 crores, it manufactures rubber 

parts for automobiles. The sales of the company are affected due to low demand of its 

product. 

The previous year's financials state:  (INR in Crores) 

Does the Company have an obligation t0 form a CSR committee since the applicability 

criteria is not satisfied in the current financial par? (8 Marks April ‘19) 
 

Net Profit 3.00 8.50 4.00 3.00 

Sales (turnover) 850 950  800 
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Answer 4 

(i) As per section 135 of the Companies Act 2013 

Every company having either 

 net worth of Rs. 500 crore or more, or 

 turnover of Rs. 1,000 crore or more or  

 a net profit of Rs. 5 crore or more 

during immediate preceding financial year shall constitute a Corporate Social 

Responsibility (CSR) Committee of the Board consisting of three or more directors 

(including at least one independent director). 

(ii) A company which meets the net worth, turnover or net profits criteria in immediate preceding 

financial years, will need to constitute a CSR Committee and comply with provisions of 

sections 135 (2) to (5) read with the CSR Rules. 

As per the criteria to constitute CSR committee 

1) Net worth greater than or equal to INR 500 Crores: This criterion is not satisfied. 

2) Sales greater than or equal to INR 1000 Crores: This criterion is not satisfied 

3) Net Profit greater than or equal to INR 5 Crores: This criterion is satisfied in financial year 

ended March 31, 20X3. 

Hence, the Company will be required to form a CSR committee. 

 

Question 5 

Royal Ltd. is a company which has a net worth of ` 200 crore engaged in the manufacturing of 

rubber products. The sales of the company are badly affected due to pandemic during the 

financial year 20X3-20X4. 

Relevant financial details of the following financial years are as follows: (` in crore) 

 

Particulars 31st March 20X4 

(Current year) 

estimated 

31st March 

20X3 

31st March 

20X2 

31st March 

20X1 

Net Profit 3.00 8.50 4.00 3.00 

Sales (turnover) 850 950 900 800 

During the pandemic period (till 31st March 20X4) various commercial activities were 

undertaken with considerable concessions/discounts, along the related affected areas. The 

management intends to highlight the expenditure incurred on such activities as expenditure 

incurred, on activities undertaken to discharge corporate social  responsibility, while 

publishing its  financial  statements for the year 20X3-20X4. 

You are requested to advise CFO of Royal Ltd on the below points along with reasons for  

your advise: 

(i) Whether the Company has an obligation to form a CSR committee since the 

applicability criteria are not satisfied in the current financial year? 

(ii) Whether the accounting of expenditure during the pandemic period be treated as 

expenditure on CSR in the financial statements according to the view of the 

accountant of the company? (6 Marks Oct 21) 
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Answer 5 

(i) A company which meets the net worth, turnover or net profits criteria in 

immediately preceding financial year will need to constitute a CSR Committee 

and comply with provisions of sections 135(2) to (5) read with the CSR Rules. 

As per the criteria to constitute CSR committee - 

(1) Net worth should be greater than or equal to ` 500 Crore: This criterion is 

not satisfied as per the facts given in the question. 

(2) Sales should be greater than or equal to ` 1,000 Crore: This criterion is not  

satisfied  as per the facts given in the question. 

(3) Net profit should be greater than or equal to ` 5 Crore: as per the facts given 

in the question, this criterion is satisfied in financial year ended 31 st March, 

20X3 i.e. immediate preceding financial year. 

Hence, the Company will be required to form a CSR committee. 

(ii) The Companies Act, 2013 mandated the corporate entities that the expenditure 

incurred for Corporate Social Responsibility (CSR) should not be the expenditure 

incurred for the activities in the ordinary course of business. If expenditure 

incurred is for the activities in  the ordinary course of business, then it will not 

be qualified as expenditure incurred on CSR activities. 

Further, it is presumed that the commercial activities performed at concessional 

rates are the activities done in the ordinary course of business of the company 

other than  the activities defined in Schedule VII of the Companies Act, 2013. 

Therefore, the treatment  done by the Management by showing the expenditure 

incurred on such  commercial activities in its financial statements as the 

expenditure incurred on activities undertaken to discharge CSR, is not correct. 
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 Dividion II 

Question 1 

(a) What are the disclosures required in the Combined/Carved-out Financial Statements as 

described in the Guidance Note on Combined and Carved-out Financial Statements?  (4 

Marks Aug ‘18) 

Answer 1 

Disclosure is required in the notes to the combined / carve-out financial statements of 

the fact  that the information presented may not be representative of the position which 

may prevail after the transaction. Similarly, the fact that resulting financial position may 

not be that which might have existed if the carve-out business/combining businesses 

had been a stand-alone business should also be disclosed. Comparatives are not 

necessarily required to be given for the combined/carve-out financial statements. 

The following should also be disclosed in the combined/carve-out financial statements: 

(i) The purpose of preparation of combined/carve-out financial statements; 

(ii) A list of combining businesses together with brief description of activities; 

(iii) Statement of compliance with the applicable Accounting Standards; 

(iv) The principal accounting policies followed in preparing the combined/carve-out 

financial statements; 

(v) The basis for allocation, critical assumptions, judgments, and estimates involved in 

the preparation of combined/ carve-out financial statements; 

(vi) Other disclosures as per the requirements of applicable Accounting Standards to the 

extent relevant; 

(vii) Where the accounting policies are not uniform in respect of the combining 

businesses, disclosure of that fact along with the accounting framework followed; 

(viii) Extent of balances (not having the characteristics of debt) treated as part of equity; 

(ix) The basis of pricing inter-group transfers and any change therein. 
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