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PAPER 6E: Global Financial Reporting Standards 

CASE STUDY 5 

You are Prateek Chaddha, Finance Controller with ABC Limited (referred to as ‘Company’  or 

‘ABC’ also) and reports to CFO of the Company Mr. Ram Kumar. As Mr. Ram Kumar is not 

available for upcoming board meeting of the Company, you would be required to present 

financial statements for the year ended 31 March 2017 to the board of directors.  You are 

working with your team to finalize the separate as well as consolidated financial statements of 

ABC Limited.  One of your team member Ajay, who has recently joined the Company, is having 

certain doubts in accounting of certain items while preparing the financial statements.  

He shares the following information with you:  

1. ABC Limited has 5 operating segments namely A, B, C, D and E. The profit/loss of 

respective segments for the year ended March 31, 2017 are as follows: 

Segment  Profit/(Loss) (Rs. in crore) 

A  780 

B  1,500 

C  (2,300) 

D  (4,500) 

E  6,000 

Total  1,480 

Ajay is not able to understand how quantitative thresholds are determined based on 

profitability criteria when certain segments report profits and certain segments report losses . 

2. One of the business of ABC Ltd. is construction of commercial properties. Its current policy 

for determining the percentage of completion of its contracts is based on the proportion of 

cost incurred to date compared to the total expected cost of the contract.  

One of ABC Ltd.’s contracts has an agreed price of Rs. 500 crores and estimated total costs 

of Rs. 400 crores. The cumulative progress of this contract is:    (Rs. in Crores) 

Year ended 31st March 2016 31st March 2017 

Cost incurred 160 290 

Work certified and billed 150 320 

Amount received against bills 140 300 
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ABC Ltd. prepared and published its financial statements for the year ended  

31st March 2016. Relevant extracts are: 

 Rs. in Crores 

Revenue [(80/200) x 250] 200 

Cost of sales (160) 

Profit    40 

Balance Sheet (Extracts) 

 Rs. in Crores 

Current assets  

Amount due from customers  

Contract cost to date 160 

Profit recognized  40 

 200 

Progress billing to date (150) 

Billing to be done    50 

Contract asset (amount receivable) (150-140) 10 

 ABC Ltd. has received some adverse publicity in the financial press for taking its profit too 

early in the contract process, leading to disappointing profits in the later stages of contracts. 

Most of ABC Ltd. competitors take profit based on the percentage of completion as 

determined by the work certified compared to the contract price.  

3. ABC Ltd. owns 25% of the voting rights in Y Ltd. and is entitled to appoint one director to the 

board, which consist of five members. The remaining 75% of the voting rights are held b y 

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 ABC Ltd.’s representative.  ABC Ltd. has requested financial information 

from Y Ltd., but this information has not been provided. ABC 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 ABC Ltd.  

4. On 1 April 2016, ABC Ltd. acquired 30% of the voting ordinary shares of XYZ Ltd. for  

Rs. 8,000 crores. ABC Ltd accounts its investment in XYZ Ltd., using equity method as 

prescribed under IAS 28, ‘Investments in Associates and Joint Ventures ’. At 31 March 2017, 

ABC Ltd recognised its share of the net asset changes of XYZ Ltd. using equity accounting 

as follows:  
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 (Rs. in crores) 

Share of profit or loss  700  

Share of exchange difference in OCI  100  

Share of revaluation reserve of PPE in OCI  50  

On 1 April 2017, ABC Ltd. acquired the remaining 70% of XYZ Ltd. for cash of Rs. 25,000 

crores. The following additional information is relevant at that date  

 (Rs. in crores)  

Fair value of the 30% interest already owned  9,000  

Fair value of XYZ's identifiable net assets  30,000  

Besides above issues, Ajay has some more doubts for which he requires your assistance. 

I. OBJECTIVE TYPE QUESTIONS 

Select the most appropriate answer from the options given for each question.  (2 Mark each)  

1. ABC Ltd. has a functional currency of INR.  Suppose it elects a presentation currency of 

Euro. ABC Ltd. has made a borrowing in Japanese Yen (JPY) for 1 million JPY. The 

translation of JPY loan into INR resulted in exchange loss of 1,00,000 and translation from 

INR to Euro resulted in exchange loss of 50,000. The exchange differences will be dealt in: 

(a) 1,00,000 will be debited in Profit and loss and 50,000 in Other comprehensive income 

(b) 1,50,000 will be debited in Profit and loss 

(c) 1,50,000 will be debited in Other comprehensive income 

(d) 50,000 will be debited in Profit and loss and 1,00,000 in Other comprehensive income 

2. During the year the ABC Ltd sold a product for Rs. 350,000 to a customer and gives three 

year free servicing as an initiative to increase brand’s goodwill. The fair value of such 

servicing for three years would be Rs. 30,000. What amount of revenue should company 

recognise in the books of accounts at the time of sale assuming free service is a separate 

performance obligation and sale has been made at combined stand-alone selling price of 

both product and service? 

(a) Rs. 350,000 

(b) Rs. 320,000 

(c) Rs. 380,000 

(d) None of the above 

3.  ABC Ltd. has invested in debt oriented mutual funds.  The investment should be 

subsequently measured under IFRS 9 as: 

(a) FVOCI 
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 (b) FVTPL 

(c) Amortise cost 

(d) Cost. 

4.  ABC Ltd. has taken a machine from Apex Ltd on lease of 1 year for a rent of Rs. 120,000 

per annum. Further, there is a contingent rent of Rs. 60,000. Apex Ltd has guaranteed a 

residual value of Rs. 50,000 after a year. Calculate minimum lease payments as per  

IAS 17. 

(a) Rs. 170,000 

(b) Rs. 120,000 

(c) Rs. 2,30,000 

(d) Rs. 1,80,000 

5. ABC Ltd. has the following loan finance in place during the year:  

(i) Rs. 1 million of 6% loan finance  

(ii) Rs. 2 million of 8% loan finance 

It constructed a new factory which cost Rs. 600,000 and this was funded out of the existing 

loan finance. The factory took 8 months to complete. 

Determine the borrowing costs to be capitalised to the cost of factory. 

(a)  Rs. 43,980 

(b)  Rs. 29,320 

(c)  Rs. 24,000 

(d)  Rs. 32,000 

6.  Ajay has identified following potential liabilities as at 31 March 2017:  

(i) The signing of a non-cancellable contract in March 2017 to supply goods in the 

following year on which due to a pricing error, a loss will be made. 

(ii) The cost of reorganisation which was approved by the board in August 2016 but has 

not yet been implemented, communicated to interested parties or announced publicly.  

(iii) An amount of deferred tax relating to the gain on the revaluation of a property during 

the current year. ABC Ltd has no intention of selling the property in the foreseeable 

future. 

(iv) The balance on the warranty provision which relates to products for which there are no 

outstanding claims and whose warranties had expired by 31 March 2017. 
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 Which of the above should be recognized as liabilities as at 31 March 2017?  

(a)  (i) (ii) (iii) and (iv) 

(b)  (i) and (ii) only 

(c) (i) and (iii) only 

(d)  (iii) and (iv) only 

7. ABC Ltd. has invested in an optionally convertible debenture with a coupon rate of 5%.  How 

this instrument will be subsequently measured in the financial statements of ABC Ltd. under 

IFRS 9? 

(a) Amortised cost 

(b) FVOCI without recycling 

(c) FVTPL 

(d) FVOCI with recycling. 

8. ABC Ltd. has issued preference shares in a jurisdiction where the law mandatorily requires 

to declare dividend every year @ 10%.  How should ABC Ltd.  classify the instrument in its 

financial statement assuming that the preference shares are redeemable?  

(a) Equity 

(b) Liability 

(c) Hybrid instrument 

(d) Compound instrument. 

9. ABC Ltd. has borrowed a loan from a bank which has a prepayment penalty to compensate 

the bank for any pre-closure of the loan.  State which of the following is correct with respect 

to the embedded derivative. 

(a) The embedded derivative is closely related to the loan 

(b) The embedded derivative is not closely related to the loan 

(c) The embedded derivative is an insurance contract 

(d) There is no embedded derivative. 

10. Ajay wants to value some of its asset/ liability at fair value.  He has collected data from 

various sources like principal market, most advantageous market, foreign market and 

specified market participants.  He could not understand which source should be referred first 

while measuring fair value of an asset/liability? 

(a) Principal market 

(b) Most advantageous market 

(c) Foreign market 
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 (d) Market participants specified 

II.  Descriptive Type Questions 

1. Determine the reportable segments of ABC Ltd.   (5 Marks)  

2.   (a) Assume that ABC Ltd. changes its method of determining the percentage of completion 

of contracts to that used by its competitors, as this would represent a change in an 

accounting estimate.  Prepare equivalent extracts to the above for the year ended 31st 

March 2017.  (6 Marks) 

(b) Identify, whether the change made by ABC Ltd. with respect to recognition of revenue 

for the construction contract represents a change in accounting estimate or a change in 

accounting policy and why? (4 Marks) 

3. Examine the relationship between ABC Ltd. and Y Ltd.  Also examine the relationship 

between Y Ltd and other two entities?  (5 Marks) 

4. Pass the journal entry for business combination of ABC Ltd. and XYZ Ltd. on 1 st April, 2017.

 (10 Marks) 
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