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PAPER 6E: GLOBAL FINANCIAL REPORTING STANDARDS 

Suggested Answers / Hints  

 

SOLUTIONS TO CASE STUDY 5 

 

I. Answers to Multiple Choice Questions (MCQs) 

 

1. Option (a) : 10,000 will be debited in Profit and loss and 50,000 in Other 

comprehensive income 

Hints 

As per IAS 21, Exchange difference between transaction currency and functional 

currency is charged to profit and loss.  And exchange difference on translation to 

presentation currency is charged to other comprehensive income.  

2. Option (b) : Rs. 3,20,000 

Hints 

As per IAS 18, revenue is recognised once the performance obligation is satisfied.  

In the given case, performance obligation pertaining to sale of goods is satisfied , 

once the control of such goods is transferred to the customer.  Accordingly, 

company may recognize revenue pertaining to sale of goods.  For performance 

obligation of free services, revenue would be recognized over the period of three 

years as the control of such service is transferred over the period of time.  

Therefore, at the time of sale only Rs. 3,20,000 shall be recognized.  

3.  Option (b) : FVTPL 

Hints 

 This will be a debt instrument but the returns are linked to the capital value change 

and hence will fail the SPPI test and hence FVTPL.  
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4.  Option (a) : Rs. 170,000 

Hints 

Minimum lease payments includes the rent agreed by lessee to pay to lessor i.e. 

1,20,000 in the given case. It also include residual value guarantee given by the 

lessee which is Rs. 50,000 in the present case.  Contingent rent does not form part 

of minimum lease payments.   

5. Option (b) : Rs. 29,320 

Hints 

The weighted average cost of borrowing is 7.33%  

((Rs. 1 million × 6%) + (Rs. 2 million × 8%)) / Rs. 3 million.   

Therefore, the amount to be capitalised  

= 7.33% × Rs. 600,000 × 8/12 = Rs. 29,320. 

6. Option (c) : (i) and (iii) only 

7. Option (c) : FVTPL 

Hints 

This is a debt instrument but will fail the SPPI test and hence measured at FVTPL.  

8. Option (b) : Liability 

Hints 

The requirement to pay dividend mandatorily will be stated in the terms of the 

preference shares as the contract terms need to be in accordance with the 

requirements of law. Therefore, the payment of dividend is a contractual obligation. 

Accordingly, the preference shares will be classified as liability.  

9. Option (a) : The embedded derivative is closely related to the loan 

Hints 

The prepayment feature is only a compensation of lost time value due to pre -closure 

and hence this is economically closely related with the instrument and hence no 

bifurcation required. 
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10. Option (a) : Principal market 

II. Answers to Descriptive Questions 

 

1. With regard to quantitative thresholds to determine reportable segment relevant in 

context of instant case, paragraph 13(b) of IFRS 8 states as follows: 

“(b) The absolute amount of its reported profit or loss is 10 per cent or more of the 

greater, in absolute amount, of (i) the combined reported profit of all operating 

segments that did not report a loss and (ii) the combined reported loss of all 

operating segments that reported a loss.” 

ABC Limited has 5 operating segments namely A, B, C, D and E.  The segment 

profit/loss of respective segment will be compared with the greater of the following:  

(i)  All segments in profit, i.e., A, B and E – Total profit Rs. 8,280 crore. 

(ii)  All segments in loss, i.e., C and D – Total loss Rs. 6,800 crore. 

Greater of the above – Rs. 8,280 crore. 

Based on the above, reportable segments will be determined as follows:  

Segment Profit/(Loss)  

(Rs. in crores) 

As absolute % of 

8,280 crore 

Reportable 

segments 

A 780 9.4% or 9% No 

B 1,500 18.12% or 18% Yes 

C (2,300) 27.78% or 28% Yes 

D (4,500) 54.35% or 54% Yes 

E 6,000 72.46% or 72% Yes 

Total 1,480   

2. (a) ABC’s income statement (extracts) for the year ended:  

 31st March 2017 

(Rs. in crores) 

Revenue (based on work certified) (320-200) 120 

Cost of sales (balancing figure) (96) 

Profit [(320/500) x (500-400)] - 40   24 
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Statement of financial position (extracts) as on  

 31 March 2017 

(Rs. in crores) 

Current assets  

Amount due from customers  

Contract cost to date 290 

Profit recognized (40 + 24)     64 

 354 

Progress billing (320) 

Billing to be done     34 

Contract assets (amount receivable) (320 - 300) 20 

(b)  The relevant issue here is what constitutes the accounting policy for 

construction contracts. Where there is uncertainty in the outcome of a contract, 

the appropriate accounting policy would be the completed contract basis (i.e. 

no profit is taken until the contract is completed).  Similarly, any expected 

losses should be recognised immediately.  

Where the outcome of a contract is reasonably foreseeable, the appropriate 

accounting policy is to accrue profits by the percentage of completion method.  

If this is accepted, it becomes clear that the different methods of determining 

the percentage of completion of construction contracts are different accounting 

estimates. Thus the change made by ABC Ltd. in the year to 31 March 2017 

represents a change of accounting estimate.  

3. Despite the fact that the ABC Ltd. owns 25% of the voting rights and has 

representations on the board, the existence of other shareholders holding a 

significant proportion of the voting rights prevent ABC Ltd. from exerting significant 

influence.  ABC Ltd. have the power to participate in the financial and operating 

policy decision.  However, other shareholders prevent ABC Ltd.’s efforts and stop 

ABC Ltd. from actually having any influence.  Nevertheless, to examine the 

relationship between ABC Ltd. and Y Ltd. for which we have to examine the 

definition of significant influence as given in IFRS.  As per the standard, significant 

influence requires participation in decision making process which ABC Ltd. has. 

Therefore, Y Ltd would be considered as an associate of ABC Ltd.  
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Further, Y Ltd.’s policy decisions are largely taken by other two entities which  

implies that Y Ltd. is jointly controlled by the other two entities.  

4. Paragraph 42 of IFRS 3 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 recognised 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 directly of the previously held equity interest.  

Applying the above, ABC Ltd. records the following entry in its consolidated financial 

statements  

 (Rs. in crores)  

 Debit  Credit  

Identifiable net assets of XYZ Ltd.   Dr. 30,000   

Goodwill (W.N.1)     Dr. 4,000   

Foreign currency translation reserve   Dr. 100   

PPE revaluation reserve    Dr. 50   

 To Cash   25,000  

 To Investment in associate -XYZ Ltd.   8,850  

 To Retained earnings (W.N.2)   50  

 To Gain on previously held interest in XYZ 

recognised in Profit or loss (W.N.3)  

 250  

(Being acquisition of XYZ Ltd. recognised in the books of 

ABC Ltd.)  
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Working Notes  

1. Calculation of Goodwill  

 (Rs. in crores) 

Cash consideration  25,000 

Fair value of previously held equity interest in XYZ 9,000 

Total consideration  34,000 

Fair value of identifiable net assets acquired  (30,000) 

Goodwill  4,000 

2.  The credit to retained earnings represents the reversal of the unrealised gain of  

Rs. 50 crores in Other Comprehensive Income related to the revaluation of 

property, plant and equipment. In accordance with IAS 16, this amount is not 

reclassified to profit or loss.  

3.  Calculation of gain on the previously held equity interest in XYZ Ltd.  

 (Rs. in crores) 

Fair Value of 30% interest in XYZ Ltd. at 1st April 2017  9,000  

Carrying amount of interest in XYZ at 1st April 2017  (8,850)  

 150  

Unrealised gain previously recognised in OCI  100  

Gain on previously held interest in XYZ recognised in 

profit or loss  

250  

Note: 

1. IFRS are principles based standards.  Different possible views may be 

taken by the user based on the emphasis laid to particular facts and evidences.  

Therefore, alternate answers may be possible for the above questions, depending 

upon the view taken. 

2. Hints for MCQs are given only for understanding of the answer.  
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