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PAPER 6E: Global Financial Reporting Standards 

CASE STUDY 6 

You are Devansh, manager with XYZ Advisors LLP, a prestigious accounting and advisory firm.  

ABC Limited, a listed company has appointed your firm to assist in finalization of consolidated as 

well as separate financial statements of ABC Limited for the year ended 31 March 2017.  ABC 

Limited prepares its consolidated as well as separate financial statements in accordance with 

‘International Financial Reporting Standards’ (IFRS). The scope of work includes providing 

advice on key accounting issues.  You have been assigned as in-charge for this project.  

Finance controller Pankaj Garg of ABC Limited has shared following relevant information with 

you:  

1. Company ABC Ltd. acquires PQR Ltd., which is engaged in software development business. 

PQR‘s main operation was to build customised software for banking industry. Currently PQR 

Ltd. is engaged in researching and developing its first product and creating an active market 

for the software. PQR Ltd. has not generated any revenues and has no existing customers. 

PQR‘s workforce is composed primarily of software engineers and programmers. PQR Ltd. 

has the intellectual property, software and fixed assets required to develop the customised 

software for banks.  

2. ABC Ltd., purchases five investment properties that are fully rented to tenants.   ABC Ltd., 

also takes over the contract with the property management company, which has unique 

knowledge related to investment properties in the area and makes all decisions, both of 

strategic nature and related to the daily operations of the property. Ancillary activities 

necessary to fulfil the obligations arising from these lease contracts are also in place, 

specifically activities related to maintaining the building and administering the tenants.  

3. ABC is in the process of recording the acquisition of another subsidiary, MNO Limited, and 

has identified two items when reviewing the fair values of MNO’s assets. 

The first item relates to Rs. 1 million spent on a new research project. This amount has 

been correctly charged to profit or loss by MNO in accordance with IAS 38: Intangible 

Assets, but the directors of ABC have reliably assessed the fair value of this research to be 

Rs. 1.2 million. 

The second item relates to the customers of MNO. The directors of ABC believe MNO has a 

particularly strong list of reputable customers which could be ‘sold’ to other companies and 

have assessed the fair value of the customer list at Rs. 3 million. 

4. ABC Ltd. acquired a subsidiary, B Ltd. 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 
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Cost of sales  (2,20,000) 

Gross profit  1,60,000 

Depreciation  (30,000) 

Other operating expenses  (56,000) 

Interest cost  (4,000) 

Profit before taxation  70,000 

Taxation  (15,000) 

Profit after taxation     55,000 

 

Consolidated balance sheet for the year  2017  2016 

ended 31st March 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’ equity 2,70,000  1,70,000 

Other information: 

All of the shares of B Ltd. were acquired for Rs. 74,000 in cash. The fair values of assets 

acquired and liabilities assumed were: 

Particulars  Amount (Rs.) 

Inventories  4,000 
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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 

5. ABC Ltd. entered into a 20-year operating lease for a property on 1 April 2004 which has a 

remaining life of 8 years on 1 April 2016. The rental payments are Rs. 2.3 million per 

annum. 

Prior to 1 April 2016, ABC Ltd. obtained permission from the owner of the property to make 

some internal alterations to the property so that it can be used for a new manufacturing 

process which ABC Ltd. is undertaking. The cost of these alterations was Rs. 7 million and 

they were completed on 1 April 2016 (the time taken to complete the alterations can be 

taken as being negligible). A condition grant ing permission was that ABC Ltd. would restore 

the property to its original condition before giving back the property at the end of the lease. 

The estimated restoration cost on 1 April 2016, discounted at 8% per annum to its present 

value is Rs. 5 million. 

I. Objective Type Questions 

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

1. ABC Ltd. purchased 10,000 shares on 1st April 2016, making the election to use the 

alternative treatment under IFRS 9 i.e. FVTOCI. The shares cost Rs. 3.50 each. Transaction 

costs associated with the purchase were Rs. 500.  At 31st March 2017, the shares are 

trading at Rs. 4.50 each. 

What is the gain to be recognised on these shares for the year ended 31 st March 2017? 

a. Rs. 10,000 

b. Rs. 45,000 

c. Rs. 9,500 

d. Rs. 35,000 

2. ABC Ltd. sells machines, and also offers installation and technical support services. The 

individual selling prices of each product are shown below.  

Sale price of goods Rs. 75,000 

Installation Rs. 25,000 

A year’s service Rs. 50,000 
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 Company X bought a machine on 1st August 2016, and was charged a reduced price of Rs. 

120,000. 

ABC Ltd. offers discount only when customers purchase a full package. 

How much should be recorded in revenue for the year ended 31 st March 2017?  

(a) Rs 80,000 

(b) Rs 106,667 

(c) Rs 120,000 

(d) Rs. 1,50,000 

3. Which of the following items has correctly been included in ABC’s revenue for the year?  

(a) Rs. 2 million in relation to a fee negotiated for an advertisement contract for R Ltd., one 

of ABC’s clients. However, ABC Ltd. acted as an agent during the deal and was entitled 

only 10% commission. 

(b) Rs. 500,000 relating to a sale of specialised equipment on 31 st March 2017. The full 

sales value was Rs. 700,000 but Rs. 200,000 relates to servicing that ABC Ltd. will 

provide over the next 2 years, so ABC Ltd. has not included that in revenue this year. 

(c) Rs. 800,000 relating to a sale of some surplus land owned by ABC Ltd. 

(d) Rs. 1 million in relation to a sale of goods to a new customer on 31st March 2017. 

Control passed to the customer on 31st March 2017. However, Rs. 1 million is payable 

on 31st March, 2019. Interest rate is 10%. 

4. ABC Ltd. has only two items of inventory on hand at its reporting date. 

Item 1 – Materials costing Rs. 24,000 bought for processing and assembly for a customer  

under a ‘one off’ order which is expected to produce a high profit margin. Since buying this 

material, the cost price has fallen to Rs. 20,000 if the sample material is bought again. 

Item 2 – A machine constructed for another customer for a contracted price of Rs. 36,000.  

This has recently been completed at a cost of Rs. 33,600. It has now been discovered that, 

in order to meet certain health and safety regulations, modifications at an extra cost of  

Rs. 8,400 will be required. The customer has agreed to meet half the extra cost.  

What should be the total value of these two items of inventory in the statement of financial 

position? 

(a) Rs. 53,600 

(b) Rs. 51,800 

(c) Rs. 51,600 

(d) Rs. 55,800 
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 5. Using the requirements set out in IAS 10 ‘Events after the Reporting Period ’, state which of 

the following events for occurred after 31st March, 2017 would be considered as an 

adjusting event. The financial statements were approved by the directors on  

31 August 2017. 

(a) A reorganisation of the enterprise, proposed by a director on 31 st January 2017 and 

agreed by the Board on 10 th July 2017. 

(b) A strike by the workforce which started on 1st May 2017 and stopped all production for 

10 weeks before being settled. 

(c) Receipt of cash from a claim on an insurance policy for damage caused by a fire in a 

warehouse on 1st January 2017. The claim was made in January 2017 and the amount 

of the claim had not been recognised in the financial statements at 31st March 2017 as 

it was uncertain whether the claim will be honoured.  The insurance enterprise settled 

the claim by paying Rs. 1.5 million on 1st June 2017. 

(d) The enterprise had made large export sales to the USA during the year. The year -end 

receivables included Rs. 2 million for amounts outstanding that was due to be paid in 

US dollars between 1st April 2017 and 1st July 2017. By the time these amounts were 

received, the exchange rate had moved in favour. 

6. ABC Ltd. has the following balances included on its trial balance at 31st March 2017: 

Taxation     Rs. 4,000 Credit 

Deferred Tax Liability   Rs. 12,000 Credit 

The balance in the head ‘Taxation’ relates to an overprovision from 31 March 2016. 

At 31st March 2017, the directors estimate that the provision necessary for taxation on 

current year profits is Rs. 15,000. The carrying amount of ABC Ltd.’s non-current assets 

exceeds the written-down value as per income tax by Rs. 30,000. The rate of tax is 30%. 

What is the charge for taxation that will appear in the Statement of Profit or Loss for the year 

ending 31st March 2017? 

(a) Rs. 23,000 

(b) Rs. 28,000 

(c) Rs. 8,000 

(d) Rs. 12,000 

7 ABC Ltd. is considering to control S Ltd. by acquiring its shares.  

 Which ONE of the following situations is unlikely to represent control over an  investee  

S Ltd.? 

(a) Owning 55% of total shares of S Ltd. and being able to elect 4 out of 7 directors in the 

board  
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 (b) Owning 51% of total shares of S Ltd. but the constitution requires that decisions need 

the unanimous consent of all shareholders 

(c) Having currently exercisable options which would take the shareholding of the company 

to 55% 

(d) Owning 40% of the shares, but having the majority of voting rights within the company . 

8. ABC Ltd. has a legal claim that is likely to be settled at the end of two years for an amount 

of Rs. 100 million.  Discounting rate is 4.5%.  Determine the amount of provision to be 

initially recognised. 

(a) Rs. 100 million 

(b) Rs. 91.57 million 

(c) Rs. 95.69 million 

(d) Rs. 95.5 million 

9. An impairment of goodwill in a subsidiary company will be accounted for by ABC Ltd. in 

which of the following ways? 

(a) It will always be deducted in full from the parent company retained earnings  

(b) It will be apportioned between the parent company and the non-controlling interest 

(NCI) when the NCI is valued at fair value 

(c) It will never be apportioned between the parent company and the NCI 

(d) It will be apportioned between the parent company and the NCI where the NCI is valued 

using the proportionate method 

10. ABC Ltd. holds securities for dealing or trading purposes as they relate to the main revenue 

generating activity of the entity. In such a situation, cash flows arising from the purchase 

and sale of such securities are classified as  

(a) Operating activities. 

(b) Investing activities 

(c) Financing activities 

(d) Not shown in the statement of cash flows 

II.  Descriptive Questions 

1. (i) Whether the acquisition of PQR Ltd. should be treated as a business and consequently 

accounted for as a business combination or whether acquisition should be accounted 

for as an asset acquisition?             (5 Marks) 

(ii) Whether the acquired set of investment properties constitutes a business or not? 

   (5 Marks) 
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 2. State whether the two items should be recognised in the consolidated statement of financial 

position of ABC Ltd on the acquisition of MNO. If yes, then state at which value the items 

will be recognised. (5 Marks) 

3. Prepare statement of cash flows under the indirect method on acquisition of B Ltd. 

    (10 Marks) 

4. Explain how the lease, the alterations to the leased property and the restoration costs 

should be treated in the financial statements of ABC Ltd. (5 Marks) 

© The Institute of Chartered Accountants of India




