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IMPORTANT QUESTIONS OF CA FINAL 
FR BY CA JAI CHAWLA SIR 

 
IND AS 38 

 

Question 1 (Illustration 5 of ICAI Module) 

Business combination: 

On 31stMarch 20X1, Earth India Ltd paid Rs 50,00,000 for a 100% interest in Sun India Ltd. 

At that date Sun Ltd‟s net assets had a fair value of Rs 30,00,000. In addition, Sun Ltd also 

held the following rights: 

Trade Mark named “GRAND” – valued at Rs 1,80,000 using a discounted cash flow technique. 

Sole distribution rights to an electronic product. Future cash flows from which are 

estimated to be Rs 1,50,000 per annum for the next 6 years. 

10% is considered an appropriate discount rate. The 6 year, 10% annuity factor is 4.36. 

Calculate goodwill and other Intangible assets arising on acquisition. 

Solution: 

Particulars Amount(Rs.) Amount(Rs.) 

Purchase Consideration (A)  50,00,000 

Net Asset acquired 30,00,000  

Trade Mark 1,80,000  

Distribution Rights (1,50,000 x 4.36) 6,54,000  

Total (B)  (38,34,000) 

Goodwill on Acquisition  11,66,000 

 

Question 2 (Illustration 8 of ICAI Module) 

Development phase: 

Expenditure on a new production process in 20X1-20X2:  

Rs 

1st April to 31st December        2,700  

1st January to 31st March        900  

3,600  

The production process met the intangible asset recognition criteria for development on 

1stJanuary 20X2. The amount estimated to be recoverable from the process is Rs 1,000. 
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Expenditure incurred in FY 20X2-20X3 is Rs 6,000. Asset was brought into use on 31st 

March, 20X3 and is expected to be useful for 6 years. 

What is the carrying amount of the intangible asset at 31stMarch 20X3 and the charge to 

profit or loss for20X2-X3? 

At 31stMarch 20X4, the amount estimated to be recoverable from the process is Rs 5,000. 

What is the carrying amount of the intangible asset at 31stMarch 20X3 and the charge to 

profit or loss for20X2-X3? 

Solution: 

1) Expenditure to be transfer to profit or loss in 20X1-20X2  

Rs 

Total Expenditure          3,600  

Less. Expenditure during Development phase     (900) 

Expenditure to be transfer to profit or loss      2,700 

 

2) Carrying Amount of Intangible Asset on 31st March, 20X2  

Expenditure during Development Phase will be capitalised    Rs900  

(Recoverable amount is higher being Rs1,000, hence no impairment)  

 

3) Carrying Amount of Intangible Asset on 31st March, 20X3 

Rs 

Opening balance of Intangible Asset       900  

Add. Further expenditure during development phase    6,000  

Expenditure for development phase       6,900 

 

4)  Expenditure to be transfer to profit or loss in 20X3-20X4 

Opening balance of Intangible Asset      6,900  

less: Amortisation for the year  (6900/6)     (1150)  

Carrying Amount of Intangible Asset     5,750 

Less: Recoverable Amount       (5,000) 

Amount Charged to Profit and Loss (impairment)   750 

 

Carrying Amount of Intangible Asset on 31st March, 20X4  5000 
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Question 3 (Illustration 9 of ICAI Module) 

Development phase: 

1. Saturn Ltd. acquired an intangible asset on 31stMarch 20X1 for Rs 1,00,000. The asset 

was revalued at Rs1,20,000 on 31stMarch20X2 and Rs85,000 on 31stMarch20X3. 

2. Jupiter Ltd. acquired an intangible asset on 31stMarch 20X1 for Rs 1,00,000. The asset 

was revalued at Rs 85,000 on 31stMarch 20X2 and at Rs 1,05,000 on 31stMarch20X3. 

Assuming that the year-end for both companies is 31stMarch, and that they both use the 

revaluation model, show how each of these transactions should be dealt with in the financial 

statements. 

Solution:  

Saturn Ltd.  

Rs20,000 revaluation increase on 31st March, 20X2 should be credited to the revaluation 

reserve and recognised in other comprehensive income. Rs20,000 of the revaluation decrease 

on 31st March, 20X3 should be debited to revaluation reserve and remaining Rs15,000 should 

be recognised as an expense.  

Jupiter Ltd.  

Rs15,000 revaluation decrease on 31st March, 20X2 should be recognised as an expense in 

the Statement of Profit and loss. Rs15,000 out of the Rs20,000 increase on 31st March, 

20X3 should be recognised as income. The remaining Rs5,000 should be credited to 

revaluation reserve and recognised in other comprehensive income.  

Note: The above amount will be different if amortization of intangible asset is taken into 

consideration.  

 

Question 4 (Illustration 10 of ICAI Module) 

Amortization of technical know-how: 

X Limited engaged in the business of manufacturing fertilizers entered into a technical 

collaboration agreement with a foreign company Y Inc. As a result, Y Inc. would provide the 

technical know-how enabling X Limited to manufacture fertilizer in a more efficient way. X 

Limited paid Rs 10,00,00,000 for the use of know-how for a period of 5 years. X Limited 

estimates the production of fertilizer as follows: 

Year        (in metric tons) 

1 50,000 

2 70,000 

3 1,00,000 

4 1,20,000 

5 1,10,000 
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At the end of the 1st year, it achieved its targeted production. At the end of 2nd year, 

65,000 metric tons of fertilizer was being manufactured, and X Limited considered to revise 

the estimates for the next 3 years. The revised figures are 85,000, 1,05,000 and 1,15,000 

metric tons for year 3, 4 & 5 respectively. 

How will X Limited amortise the technical know-how fees as per Ind AS 38? 

SOLUTION  

Based on the above data, it may be suitable for X Ltd. to use unit of production method for 

amortisation of techinical know-how.  

The total estimated unit to be produced 4,50,00 MT. The technical know-how will be 

amortised on the basis of the ratio of yearly production to total production.  

The first year charge should be a proportion of 50,000/4,50,000 on Rs10,00,00,000 = 

Rs1,11,11,111.  

At the end of 2nd year, as per revised estimate the total number of units to be produced in 

future are 3,70,000 MT (ie 65,000 + 85,000 + 1,05,000 + 1,15,000).  

The amortisation for second year will be 65,000 / 3,70,000 on (10,00,00,000 – 1,11,11,111) ie 

1,56,15,615 and so on for remaining years unless the estimates are again revised.  

 

Question 5 (Illustration 11 of ICAI Module) 

Amortization of technical know-how: 

X Ltd. purchased a patent right on April 1, 20X1, for Rs.3,00,000; which has a legal life of 15 

years. However, due to the competitive nature of the product, the management estimates a 

useful life of only 5 years. Straight-line amortization is determined by the management to be 

the best method. As at April 1, 20X2, management is uncertain that the process can actually 

be made economically feasible, and decides to write down the patent to an estimated market 

value of Rs 1,50,000 and decides to amortise over 2 years. As at April 1, 20X3, having 

perfected the related production process, the asset is now appraised at a value of Rs 

3,00,000. Furthermore, the estimated useful life is now believed to be 4 more years. 

Determine the value of intangible asset at the end of each financial year? 

Suggested Answer:  

Value as on March 31, 20X2 

Original cost      Rs3,00,000 

Less: amortisation     (Rs60,000)  

Net Value      Rs2,40,000 

Value as on March 31, 20X3 
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On April 1, 20X2, the impairment is recorded by writing down the asset to the estimated 

value of Rs1,50,000, which necessitates a Rs90,000 charge to profit & loss (carrying value, 

Rs2,40,000 less fair value Rs1,50,000).  

Amortisation provided for the financial year 20X2-20X3 is Rs75,000 (Rs1,50,000/2)  

Net value is = Rs1,50,000 – Rs75,000 = Rs75,000.  

Value as on March 31, 20X4 

As of April 1, 20X3, the carrying value of the patent is Rs75,000.  

Revalued amount of patent is Rs3,00,000.  

Out of total revaluation gain of Rs2,25,000, Rs90,000 will be charged to profit & loss and 

balance amount of Rs1,35,000 (Rs2,25,000 – Rs90,000) will be credited to revaluation 

reserve.  

 

Question 6 (Illustration 12 ICAI Module) 

How the given transactions will be recorded: 

X Pharmaceutical Ltd. seeks your opinion in respect of following accounting transactions:  

1. Acquired a 4 year license to manufacture a specialized drug at a cost of Rs1,00,00,000 at 

the start of the year. Production commenced immediately.  

2. Also purchased another company at the start of year. As part of that acquisition the 

company acquired a brand with a FV of Rs3,00,00,000 based on sales revenue. The life of 

the brand is estimated at 15 years.  

3. Spent Rs1,00,00,000 on an advertising campaign during the first six months. Subsequent 

sales have shown a significant improvement and it is expected this will continue for 3 

years. 

4. It has commenced developing a new drug „Drug-A‟. The project cost would be 

Rs10,00,00,000. Clinical trial proved successful and such drug is expected to generate 

revenue over the next 5 years.  

Cost incurred (accumulated) till March 31, 20X1 is Rs5,00,00,000.  

Balance cost incurred during the financial year 20X1-20X2 is Rs5,00,00,000.  

5. It has also commenced developing another drug „Drug B‟. It has incurred Rs50,00,000 

towards research expenses till March 31, 20X2. The technological feasibility has not yet 

been established.  

How the above transactions will be accounted for in the books of account of X 

Pharmaceutical Ltd?  
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Solution:  

X Pharmaceutical Ltd. is advised as under:  

1. It should recognise the drug license as an intangible asset, because it is a separate 

external purchase, separately identifiable asset and considered successful in respect of 

feasibility and probable future cash inflows.  

The drug license should be recorded at Rs1,00,00,000.  

2. It should recognise the brand as an intangible asset because it is purchased as part of 

acquisition and it is separately identifiable. The brand should be amortised over a period 

of 15 years.  

The brand will be recorded at Rs3,00,00,000.  

3. The advertisement expenses of Rs1,00,00,000 should be expensed off.  

4. The development cost incurred during the financial year 20X1-20X2 should be capitalised.  

Cost of intangible asset (Drug A) as on March 31, 20X2  

Opening cost        Rs5,00,00,000 

Development cost       Rs5,00,00,000 

Total cost        Rs10,00,00,000 

5. Research expenses of Rs50,00,000 incurred for developing „Drug B‟ should be expensed 

off since technological feasibility has not yet established.  

 

Question 7 (Question 10 RTP November 2021) 

Can franchise be classified as Intangible asset: 

X Ltd. purchased a franchise from a restaurant chain at a cost of Rs. 1,00,00,000 under a 

contract for a period of 10 years can the franchise right be recognised as an intangible 

asset in the books of X Ltd. under Ind AS 38? 

Solution: 

Ind AS 38 „Intangible Assets‟, defines asset and intangible asset as under: An asset is a 

resource: 

 . Controlled by an entity as a result of past events; and 

a. From which future economic benefits are expected to flow to the entity. 

An intangible asset is an identifiable non-monetary asset without physical substance. 

In accordance with the above, for considering an asset as an intangible asset, an entity must 

be able to demonstrate that the item satisfies the criteria of identifiability, control over a 

resource and existence of future economic benefits. 

In the given case, the franchise right meets the identifiability criterion as it is arising from 

contract to purchase the franchise right for 10 years. In addition, X Ltd. will have future 

economic benefits and control over them from the franchise right. Accordingly, the 
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franchise right meets the definition of intangible asset. The same can be recognised if the 

following recognition criteria laid down in para 21 of Ind AS 38 is met: 

An intangible asset shall be recognised if, and only if: 

 . it is probable that the expected future economic benefits that are attributable to the 

asset will flow to the entity; and 

a. the cost of the asset can be measured reliably. 

In the instant case, identifiability criterion is fulfilled, future economic benefits from 

franchise right are expected to flow to the entity and cost can also be measured reliably, 

therefore, X Ltd. should recognise the franchise right as an intangible asset. 

 

Question 8 (RTP May 2021) 

Discuss the accounting treatment: 

PQR Ltd. is a gaming developer company. Few years back, it developed a new game called 

'Cloud9'. This game sold over 10,00,000 copies around the world and was extremely 

profitable. Due to its popularity, PQR Ltd. released a new game in the „Cloud9‟ series every 

year. The games continue to be the bestseller. Based on Management‟s expectations, 

estimates of cash flow projections for the „cloud9 videogame series‟ over the next five years 

have been prepared. Based on these projections, PQR Ltd. believes that cloud9 series brand 

should be recognised at INR 20,00,000 in its financial statement. PQR Ltd. has also paid INR 

10,00,000 to MNC Ltd. to acquire rights of another video game series called the „Headspace‟ 

videogame series. The said series have huge demand in the market.   

Discuss the accounting treatment of the above in the financial statements of PQR Ltd. 

Solution: 

In order to determine the accounting treatment of „cloud9 videogame series‟ and 

„Headspace‟, definition of asset and intangible asset given in Ind AS 38 may be noted: 

“An asset is a resource:   

 . controlled by an entity as a result of past events; and 

a. from which future economic benefits are expected to flow to the entity.” 

“An intangible asset is an identifiable non-monetary asset without physical substance.” 

In accordance with the above, for recognising an intangible asset, an entity must be able to 

demonstrate that the item satisfies the criteria of identifiability, control and existence of 

future economic benefits.  

In order to determine whether „cloud9 videogame series‟ meet the aforesaid conditions, 

following provisions of Ind AS 38 regarding Internally Generated  Intangible Assets may 

be noted: 
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As per paragraph 63 and 64 of Ind AS 38, internally generated brands, mastheads, 

publishing titles, customer lists and items similar in substance should not be recognised as 

intangible assets. Expenditure on such items cannot be distinguished from the cost of 

developing the business as a whole. Therefore, such items are not recognised as intangible 

assets.  

Accordingly, though the cash flow projections suggest that the cloud9 brand will lead to 

future economic benefits, yet the asset has been internally generated; therefore, the 

Cloud9 brand cannot be recognised as intangible asset in the financial statements. 

In order to determine whether „Headspace meet the aforesaid conditions, following 

provisions of Ind AS 38 regarding „Separately acquired Intangible Assets‟ should be 

analused. 

As per paragraphs 25 and 26 of Ind AS 38, normally, the price an entity pays to acquire 

separately an intangible asset will reflect expectations about the  probability that the 

expected future economic benefits embodied in the asset will flow to the entity. In other 

words, the entity expects there to be an inflow of economic benefits, even if there is 

uncertainty about the timing or the amount of the inflow. Therefore, the probability 

recognition criterion in paragraph 21(a) is always considered to be satisfied for separately 

acquired intangible assets. In addition, the cost of a separately acquired intangible asset can 

usually be measured reliably. This is particularly so when the purchase consideration is in the 

form of cash or other monetary assets. 

The Headspace game has been purchased for INR 10,00,000 and it is expected to generate 

future economic benefits to the entity. Since Headspace game is a separately acquired asset 

and the future benefits are expected to flow to the entity, therefore, an intangible asset 

should be recognised in respect of the „Headspace‟ asset at its cost of INR 10,00,000. After 

initial recognition, either cost model or revaluation model can be used to measure headspace 

intangible asset as per guidance given in paragraphs 74-87 of Ind AS 38. In accordance with 

this, Headspace intangible asset should be carried at its cost/revalued amount (as the case 

may be) less any accumulated amortisation and any accumulated impairment losses.  

 

 


