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PAPER 6E: GLOBAL FINANCIAL REPORTING STANDARDS 

Suggested Answers / Hints  

SOLUTIONS TO CASE STUDY 6 

 

I. Answers to Multiple Choice Questions (MCQs) 

 

1. Option (c) : Rs. 9,500 

Hints 

The investment should be classified as Fair Value through other comprehens ive 

income. As such, they will initially be valued inclusive of transaction costs.  

Therefore, the initial value is  

10,000 × Rs. 3.50 = Rs. 35,000 + Rs. 500 = Rs. 35,500. 

At year-end, these will be revalued to fair value of Rs. 4.50 each,  

therefore 10,000 x Rs. 4.50 = Rs. 45,000. 

The gain is therefore Rs. 45,000 – Rs. 35,500 = Rs. 9,500. 

2. Option (b) : Rs. 1,06,667  

Hints 

As the service is not sold separately, the discount cannot simply be applied to this 

element. Instead, the discount should be allocated to each part of the bundled sale. 

Applying the discount across each part gives revenue as follows:  

Goods Rs. 60,000 (Rs. 75,000 × Rs. 1,20,000/Rs. 1,50,000) 

Installation Rs. 20,000 (Rs. 25,000 × Rs. 1,20,000/Rs. 1,50,000) 

Service Rs. 40,000 (Rs. 50,000 × Rs. 1,20,000/Rs. 1,50,000) 

The revenue in relation to the goods and installation should be recognised on  

1st August, 2016.  As 8 months of the service has been performed (from  

1st August, 2016 to 31st March, 2017), then Rs. 26,667 should be recognised  

(Rs. 40,000 × 8/12). 
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This gives a total revenue for the year of 60,000 + 20,000 + 26,667 = Rs. 1,06,667. 

3. Option (b) : Rs. 500,000 relating to a sale of specialised equipment on  

31 March 2017. The full sales value was Rs. 700,000 but Rs. 200,000 relates to 

servicing that ABC will provide over the next 2 years, so ABC has not included that 

in revenue this year. 

Hints 

With item B, the sale of the goods has fulfilled a contractual obligation so the 

revenue in relation to this can be recognised.  The service will be recognised over 

time, so the revenue should be deferred and recognised as the obligation is fulfilled.  

For item A, ABC acts as an agent, so only the commission should be included in 

revenue. 

For item C, any profit or loss on disposal should be taken to the statement of profit 

or loss.  The proceeds should not be included within revenue. 

For item D, Rs. 1 million should be initially discounted to present value as there is a 

significant financing component within the transaction.  The revenue would initially 

be recognised at Rs. 0.826 million, with an equivalent receivable.  This would then 

be held at amortised cost with finance income of 10% being earned each year.  

4. Option (d) : Rs. 55,800 

Hints 

 Cost Net Realisable Value  

Lower of cost and Net 

Realisable Value 

 (Rs.) (Rs.) (Rs.) 

Item 1 24,000 See note 1 24,000 

Item 2 33,600 31,800 (note 2) 31,800 

    55,800 

Notes: 

The net realisable value is not known, but it must be above cost because the 

contract is expected to produce a high profit margin. The subsequent fall in the cost 

price to Rs. 20,000 is irrelevant for the inventory valuation as it is the replacement 

cost of the material. 
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The net realisable value is Rs. 31,800 (ie. Rs. 36,000 minus 50% of Rs. 8,400). 

5. Option (c) : The receipt of cash from a claim on an insurance policy for damage 

caused by a fire in a warehouse on 1 January 2017. The claim was made in January 

2017 and the amount of the claim had not been recognised at 31 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 1 June 2017. 

Hints 

The fire in the warehouse occurred before the reporting date and the claim was 

already made to the insurance company.  Therefore, settlement of insurance claim 

should be included in the financial statements as receivable. 

6. Option (c) : Rs. 8,000 

Hints 

Deferred tax asset  (30,000 × 30%)  9,000 

Opening balance as per the trial balance 12,000 

Reduction in Deferred tax liability (3,000) 

Tax expense:  

Current year estimate 15,000 

Prior year overprovision (4,000) 

Deferred tax, as above (3,000) 

Charge for year    8,000 

7. Option (b) : Owning 51%, but the constitution requires that decisions need the 

unanimous consent of shareholders 

Hints 

The fact that unanimous consent of all shareholders is required for decision making 

suggests that there is no control over the investee. 
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8. Option (b) : Rs. 91.57 million 

Hints 

The provision should be initially recognised at Rs. 91.57 million which is the present 

value of Rs. 100 million discounted at 4.5% for two years.  

9. Option (b) : It will be apportioned between the parent company and the non-

controlling interest (NCI) when the NCI is valued at fair value 

Hints 

Where the NCI is valued at fair value, impairment of goodwill splits between the 

parent and the NCI in proportion to their shareholdings. 

10. Option (a) : Operating activities. 

 

II. Answers to Descriptive Questions  

1. i)  Development stage entity 

 Appendix B para B7 of IFRS 3, inter alia, provides that a business consists of 

inputs and processes applied to those inputs that have the ability to create 

outputs. Although businesses usually have outputs, outputs are not required for 

an integrated set to qualify as a business. 

Further, para B 8 of IFRS 3 states that, ―to be capable of being conducted and 

managed for the purposes defined, an integrated set of activities and assets 

requires two essential elements—inputs and processes applied to those inputs, 

which together are or will be used to create outputs. However, a business need 

not include all of the inputs or processes that the seller used in operating that 

business if market participants are capable of acquiring the business and 

continuing to produce outputs, for example, by integrating the business with 

their own inputs and processes. 

In the instant case the elements in the acquisition seems to contain both inputs 

and processes. 

Inputs being the intellectual property used to design the customised software, 

fixed assets and employees.  The processes being the strategic and operational 

process for developing the software. 

© The Institute of Chartered Accountants of India



5 

Accordingly, given that Company PQR has access to inputs and processes 

necessary to manage and produce outputs, acquisition of Company PQR can 

be considered to be a business combination.  The lack of outputs, such as 

revenue and a product, does not prevent the entity from being considered a 

business. 

 ii)  Investment Property 

As per IAS 40, Investment Property, judgment is required to decide whether the 

acquisition of set of investment properties meets the definition of a business (to 

be accounted for as per IFRS 3) or whether it is an acquisition of investment 

properties (to be accounted for under IAS 40).  In applying judgment to 

determine whether an acquired set of investment properties qualifies as a 

business, reference should be made to IFRS 3.  Factors that may be relevant in 

making the determination include whether property management services are 

acquired and the nature of those services, and the level and nature of ancillary 

services - e.g. security, cleaning and maintenance. 

In the instant case, the acquired set of investment properties can be construed 

to be a business because it contains all of the inputs and processes necessary 

for it to be capable of creating outputs to provide a return to ABC Ltd.: 

  Inputs: Non-current assets (land and buildings) and contracts. 

Processes: Management with unique knowledge related to investment properties 

in the area. 

  Outputs: The intended outputs include rental income 

In contrast, if the property management contract is not taken over, then the 

group of assets might not be a business.  The acquired set might not represent 

an integrated set of activities and assets because the key element of the 

infrastructure of the business, i.e. property management, is not taken over.  If 

so, then ABC Ltd., would account for the transaction as the purchase of 

individual investment properties, and not as the purchase of a business.  

2. Para 2 of IFRS 3 inter alia states that IFRS 3 is not applied to the acquisition of an 

asset or a group of assets that does not constitute a business.  In such a case, the 

acquirer shall identify and recognise the individual identifiable assets acquired 

(including those assets that meet the definition of, and recognition criteria for,  

intangible assets in IAS 38 Intangible Assets) and liabilities assumed.  The cost of 

the group shall be allocated to the individual identifiable assets and liabilities on the 
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basis of their relative fair values at the date of purchase.  Such a transaction  or 

event does not give rise to goodwill. 

As per the illustrative example given in IFRS 3, a customer list consists of 

information about customers, such as their names and contact information.  A 

customer list also may be in the form of a database that inc ludes other information 

about the customers, such as their order histories and demographic information.  A 

customer list does not usually arise from contractual or other legal rights.   However, 

customer lists are often leased or exchanged.  Therefore, a customer list acquired in 

a business combination normally meets the separability criterion.  

Accordingly, both the items which the directors of ABC Ltd. have identified in the 

acquisition of MNO should be recognised as separate intangible assets on the 

acquisition of MNO.  Both IFRS 3 Business Combinations and IAS 38 Intangible 

Assets require in-process research in a business combination to be separately 

recognised at its fair value provided this can be reliably measured i.e at  

Rs. 1.2 million.  The recognition of customer list as an intangible asset should also 

be recognised at its fair value of Rs. 3 million. 

3.   Statement of cash flows (extract) for 2017  

 Amount (Rs.) Amount (Rs.) 

Cash flows from opening activities   

Profit before taxation   

Adjustments for non-cash items:  70,000  

Depreciation  30,000  

Decrease in inventories (W.N. 1)  9,000  

Decrease in trade receivables (W.N. 2)  4,000  

Decrease in trade payables (W.N. 3) (24,000)  

Interest paid to be included in financing 

activities (W.N.4) 

 

4,000 

 

Taxation (11,000 + 15,000 – 12,000) (14,000)  

Net cash inflow from operating activities   79,000 

Cash flows from investing activities   
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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, beginning of year     5,000 

Cash and cash equivalents, end of year     8,000 

Working Notes 

1. Decrease in 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. Decrease in trade receivables 

Total trade receivable 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 receivable  Rs. 50,000 

Decrease in trade receivable    Rs. 4,000 

3. Decrease in trade payables 

Trade payables at the end of the year  Rs. 68,000 

Trade payables of the subsidiary assumed during the year  (Rs. 32,000) 
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 Rs. 36,000 

Opening trade payable    Rs. 60,000 

Decrease in trade payables    Rs. 24,000 

4. Alternatively, as per para 12 of IAS 7, the interest element may be classified as 

an operating activity.  In such a situation, cash flow from operating activity will 

be Rs. 75,000 and there will be no cash outflow from financing activity. 

4. The alterations to the leased property do not affect the lease itself and this 

should continue to be treated as an operating lease and charging profit or loss 

with the annual rental of Rs. 2.3 million. 

The initial cost of the alterations should be capitalised and depreciated over the 

remaining useful life of the lease.  In addition to this, IAS 37 Provisions, 

Contingent Assets and Contingent Liabilities requires that the cost of restoring 

the property to its original condition should be provided for on 1 April 2016 as 

this is when the obligation to incur the restoration cost arises (as the time taken 

to do the alterations is negligible).  The present value of the restoration costs, 

given as Rs. 5 million, should be added to the initial cost of the alterations and 

depreciated over the remaining life of the lease.  A corresponding provision 

should be created and a finance cost of 8% per annum should be charged to 

profit or loss as accrued on this provision. 

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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