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1.  

(a) Paragraph 25 of Ind AS 110 states that if a parent loses control of a subsidiary, the parent: 
(a) derecognises the assets and liabilities of the former subsidiary from the consolidated balance 

sheet. 
 

(b) recognises any investment retained in the former subsidiary at its fair value when control  is lost 
and subsequently accounts for it and for any amounts owed by or to the former subsidiary in 
accordance with relevant Ind ASs. That fair value shall be regarded as the fair value on initial 
recognition of a financial asset in accordance with Ind AS 109 or, when appropriate, the cost on 
initial recognition of an investment in an associate or joint venture. 
 

(c) recognises the gain or loss associated with the loss of control attributable to the former 
controlling interest.” 

 

Paragraph B98(c) of Ind AS 110 states that on loss of control over a subsidiary, a  parent  shall 
reclassify to profit or loss, or transfer directly to retained earnings if required by other  Ind AS, the 
amounts recognised in other comprehensive income in relation to the subsidiary on the basis 
specified in paragraph B99. 

As per paragraph B99, if a parent loses control of  a subsidiary, the parent shall account for  all 
amounts previously recognised in other comprehensive income in relation to that subsidiary on the 
same basis as would be required if the parent had directly disposed of the related assets or 
liabilities. 

Therefore, if a gain or loss previously recognised in other comprehensive income would be 
reclassified to profit or loss on the disposal of the related assets or liabilities, the parent shall 
reclassify the gain or loss from equity to profit or loss (as a reclassification adjustment) when it 
loses control of the subsidiary. If a revaluation surplus previously recognised in other 
comprehensive income would be transferred directly to retained earnings on the disposal of the 
asset, the parent shall transfer the revaluation surplus directly to retained earnings when  it loses 
control of the subsidiary. 

In view of the basis in its consolidated financial statements, AB Limited shall: 

(a) re-classify the FVOCI reserve in respect of the debt investments of Rs 5.4 crore (90% of Rs 6 
crore) attributable to the owners of the parent to the statement of profit or loss in accordance 
with paragraph B5.7.1A of Ind AS 109, Financial Instruments which requires that the 
cumulative gains or losses previously recognised in OCI shall be recycled to profit and loss 
upon derecognition of the related financial asset. This is reflected in the gain on disposal. 
Remaining 10% (i.e., Rs 0.6 crore) relating to non-controlling interest (NCI) is included as part 
of the carrying amount of the non-controlling interest that is derecognised in calculating the 
gain or loss on loss of control of the subsidiary; 
 

(b) transfer the reserve relating to the net measurement losses on the defined benefit liability of Rs 
2.7 crore (90% of Rs 3 crore) attributable to the owners of the parent within equity to retained 
earnings. It is not reclassified to profit or loss. The remaining 10% (i.e., Rs 0.3 crore) 
attributable to the NCI is included as part of the carrying amount of NCI that is derecognised in 
calculating the gain or loss on loss of control over the subsidiary. No amount is reclassified to 
profit or loss, nor is it transferred within equity, in respect of the 10% attributable to the non-
controlling interest. 
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(c) reclassify the cumulative gain on fair valuation of equity investment of  Rs 3.6 crore (90%  of  
Rs 4 crore) attributable to the owners of the same parent from OCI to retained earnings under 
equity as per paragraph B5.7.1 of Ind AS 109, Financial Instruments, which  provides that in 
case an entity has made an irrevocable election to recognise the changes in the fair value of an 
investment in an equity instrument not held for trading in OCI, it may subsequently transfer the 
cumulative amount of gains or loss within equity. Remaining 10% (i.e.,  Rs  0.4 crore) related to 
the NCI are derecognised along with the balance of NCI and not reclassified to profit and loss. 

 
(d) reclassify the foreign currency translation reserve of Rs 7.2 crore (90% × Rs 8 crore) 

attributable to the owners of the parent to statement of profit or loss as per paragraph 48  of Ind 
AS 21, The Effects of Changes in Foreign Exchange Rates, which specifies that the cumulative 
amount of exchange differences relating to the  foreign operation, recognised in OCI, shall be 
reclassified from equity to profit or loss on the disposal of foreign operation. This is reflected in 
the gain on disposal. Remaining 10% (i.e., Rs 0.8 crore) relating to the NCI is included as part 
of the carrying amount of the NCI that is derecognised in calculating the gain or loss on the loss 
of control of subsidiary, but is not reclassified to profit or loss in pursuance of paragraph 48B of 
Ind AS 21, which provides that the cumulative exchange differences relating to that foreign 
operation attributed to  NCI shall be derecognised on disposal of the foreign operation, but shall 
not be reclassified to profit or loss. 

 

The impact of loss of control over BC Limited on the consolidated financial statements of AB 
Limited is summarised below: 

                                                                                                                                                (Rupees in crore) 
Particular Amount 

(Dr) 
Amount 
(Cr) 

PL 
Impact 

RE 
Impact 

Gain/Loss on Disposal on Investments     
Bank 56    
Non-controlling interest (Derecognised) 6    
Investment at FV (20% Retained) 16    
Gain on Disposal (PL) balancing figure  18 18  
De-recognition of total net assets of subsidiary  60   
Reclassification of FVTOCI reserve on debt instruments to 
profit or loss 

    

 FVTOCI reserve on debt  instruments (6 cr. x 90%) 5.4    
To Profit and loss  5.4 5.4  
Reclassification of net measurement loss reserve to profit or 
loss 

    

Reserve and Surplus 2.7   -2.7 
To Net measurement loss reserve (FVTOCI) [(3 cr. x 90%)]  2.7   
Reclassification of FVTOCI reserve on equity instruments to 
retained earnings 

    

FVTOCI reserve on equity instruments (4 cr.x 90%) 3.6    
To Reserve and Surplus  3.6  3.6 

Foreign currency translation reserve reclassified to profit or 
loss 

    

Foreign currency translation reserve (FVOCI) [8 cr. x 90%] 7.2    
To Profit and loss  7.2 7.2  
Total   30.6 0.9 
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(b) Paragraph 42 of Ind AS 103 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 recognize 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 recognized 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 recognized on the same basis as would be required if the 
acquirer had disposed directly of the previously held equity interest. 

Applying the above, PQR Ltd. records the following entry in its consolidated financial statements: 
 

                      (Rs in crore) 
 
Identifiable net assets of XYZ Ltd.                Dr. 
Goodwill (W.N.1)                                          Dr. 
Foreign currency translation reserve                Dr. 
PPE revaluation reserve                                          Dr. 
                 To Cash 
                 To Investment in associate -XYZ Ltd. 
                 To Retained earnings (W.N.2) 
                 To Gain on previously held interest in XYZ recognised in 

Profit or loss (W.N.3) 
(To recognise acquisition of XYZ Ltd.) 

Debit 
30,000 
4,000 

100 
50 

 
 
 
 
 

Credit 
 
 
 
 

25,000 
8,850 

50 
 

250 

 
 
Working Notes: 

 
1) Calculation of Goodwill 

 (Rs in crore) 
Cash consideration 
Add: Fair value of previously held equity interest in XYZ Ltd 
Total consideration 
Less: Fair value of identifiable net assets acquired 
Goodwill 

25,000 
9,000 

34,000 
(30,000) 

4,000 
 
 

2) The credit to retained earnings represents the reversal of the unrealized gain of Rs. 50 
crore in Other Comprehensive Income related to the revaluation of property, plant 
and equipment. In accordance with Ind AS 16, this amount is not reclassified to profit 
or loss. 
 
 

3) The gain on the previously held equity interest in XYZ Ltd. is calculated as follows: 
                                                                                                                          (Rs. in crore) 

Fair Value of 30% interest in XYZ Ltd. at 1st April, 20X2 
Carrying amount of interest in XYZ Ltd. at 1st April, 20X2 
 
Unrealised gain previously recognized in OCI 
Gain on previously held interest in XYZ Ltd. recognised in profit or loss 

9,000 
(8,850) 

150 
100 
250 
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2.  
(a)  

(i)                  Journal Entries in the Books of Notorola Ltd.           
(Rs in crores) 

 Particulars  Dr. Cr. 
 Loan Funds A/c Dr. 600  
 Current Liabilities A/c Dr. 800  
 Provision for Depreciation A/c Dr. 800  
         To Capital Reserve A/c (B/F)   200 
         To Fixed Assets   1,000 
         To Current Assets   1,000 
 (Being division B along with its assets and liabilities 

transferred) 
   

Notes: 

(1) Any other alternative set of entries, with the same net effect on various accounts, may be given 
by the students. 

(2) In the given scenario, this demerger will meet the definition of common control transaction. 
Accordingly, the transfer of assets and liabilities will be derecognized and recognized as per 
book value and the resultant loss or gain will be recorded as capital resave in the books of 
demerged entity (Notorola Ltd). 

 
(ii)                                                                  

Notorola Ltd. 
Balance Sheet after reconstruction 

ASSETS Note 
No. 

    
Amount(Rs.) 

Non-Current asset   
      Property, Plant and Equipment(Net of Depreciation)  50 
Current assets   
      Other Current Assets  400 
  450 
EQUITY AND LIABILITIES   
Equity   
Equity share capital (of face value of Rs. 10 each)  50 
Other equity 1 350 
Liabilities   
Current liabilities   
           Current liabilities  50 
  450 
Notes to Accounts 
   (Rs in crores) 
1. Other Equity  
 Surplus 150 
 Add: Capital Reserve on reconstruction 200 
 Total 350 
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2. Consequent on transfer of Division B to newly incorporated company Senovo Ltd., the members 
of the company have been allotted 2 crore equity shares of Rs10 each at a premium of Rs. 15 per 
share of Senovo Ltd. in full settlement of the consideration in proportion to their shareholding in the 
company. 
 

(iii)  
     Balance sheet of Senovo Ltd.  

ASSETS Note 
No. 

Amount 
(Rs.) 

Non-Current asset   
       Property, Plant and Equipment  200 
Current assets   
       Other current assets  1,000 
Total  1,200 
EQUITY AND LIABILITIES   
Equity   
       Equity share capital (of face value of INR 10each) 1 20 
       Other equity  2 (220) 
Liabilities   
       Non-current liabilities   
       Financial liabilities   
           Borrowings  600 
Current liabilities   
       Current liabilities  800 
Total  1,200 

 
 
Notes to Accounts: 

  (Rs in crores) 
1. Share Capital:  
 Equity Share Capital  
 Issued and Paid –up capital   
 1 crore Equity stares of Rs 10 each fully paid up 20 
 (All the above shares have been issued for consideration other than 

cash, to the members of Notorola Ltd. on takeover of Division  from 
Entries Ltd) 

 

   
2. Other Equity  
 Security Premium 30 
 Capital Reserve on Acquisition of Unit B (250) 
 Total (220) 
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Working Note 1: 
                   Journal Entries in the Books of Senovo Ltd.                     (Rs in crores) 

 Particulars  Dr. Cr. 
1. Fixed Assets(PPE) A/c Dr. 200  
 Current Assets A/c Dr. 1,000  
 Capital Reserve A/c (B/F) Dr. 250  
         To Loan Funds A/c   600 
         To Current Liabilities A/c   800 
         To Members of Notorola Ltd. (2 crores X Rs. 25)   50 
 (Being division B of Notorola Ltd. along with its assets and 

liabilities acquired) 
   

2. Members of Notorola Ltd. A/c Dr. 50  
         To Equity Share Capital (Rs. 10)   20 
         To Security Premium A/c(B/F)   30 
 (Being PC Settled)    

Note: In the given case, since both the entities are under common control. 
 
 

(b) This derivative involves Entity X taking delivery of a fixed number of equity shares for a fixed 
amount of cash. Even though the obligation for Entity X to purchase its own equity shares for ₹ 
22,000,000 is conditional on the holder of the option exercising the option, Entity X has an obligation 
to deliver cash which it cannot avoid. 
The accounting for financial instrument in the above illustration is as below (Ind AS 32.23): 
 The financial liability is recognised initially at the present value of the redemption amount, and 

is reclassified from equity – In the illustration above, this would imply that a financial liability 
for an amount of present value of ₹ 22,000,000, say ₹ 20,000,000 will be recognised through a 
debit to equity. The initial premium received (₹ 500,000) is credited to equity. 

 Subsequently, the financial liability is measured in accordance with Ind AS 109. While a 
subsequent parapgraph will deal with measurement of financial liabilities, the financial liability 
of ₹ 20,000,000 in the aforementioned illustration will be measured at amortised cost and 
finance cost of ₹ 2,000,000 will be recognised over the exercise period. 

 If the contract expires without delivery, the carrying amount of the financial liability is 
reclassified to equity. This means, in case of illustration above, an amount of ₹ 22,000,000 will 
be reclassified from financial liability to equity. 

 
 

3.  
(a) Case A: To allocate the transaction price, the entity considers the criteria in paragraph 85 and 

concludes that the variable consideration (ie the sales-based royalties) should be allocated entirely  to 
Licence B. The entity concludes that the criteria are met for the following reasons: 

(a) the variable payment relates specifically to an outcome from the performance obligation to 
transfer Licence B (ie the customer's subsequent sales of products that use Licence B). 
 

(b) allocating the expected royalty amounts of Rs 2,000,000 entirely to Licence B is consistent with 
the allocation objective in paragraph 73 of Ind AS 115. This is because the entity's estimate of 
the amount of sales-based royalties (Rs  2,000,000) approximates  the  stand- alone selling price 
of Licence B and the fixed amount of Rs 1,600,000 approximates the  stand-alone selling price 
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of Licence A. The entity allocates Rs  1,600,000 to Licence A.   This  is because, based on an 
assessment of the facts and circumstances relating  to  both licences, allocating to Licence B 
some of the fixed consideration in addition to all of the variable  consideration  would  not  meet  
the  allocation  objective  in   paragraph   73  of   Ind AS 115. 

 
The entity transfers Licence B at inception of the contract and transfers Licence A one  month  later. 
Upon the transfer of Licence B, the entity does not recognise revenue because the consideration 
allocated to Licence B is in the form  of  a  sales-based  royalty.  Therefore,  the entity recognises 
revenue for the sales-based royalty when those subsequent sales occur. When Licence A is 
transferred, the entity recognises as revenue the Rs  1,600,000 allocated to Licence A. 
 
Case B: To allocate the transaction price, the entity applies the criteria in paragraph 85 of Ind AS 
115 to determine whether to allocate the variable consideration (ie the sales-based royalties) entirely 
to Licence B. 
 
In applying the criteria, the entity concludes that even though the variable payments relate 
specifically to an outcome from the performance obligation to transfer Licence B  (ie  the  
customer's subsequent sales of products that use Licence B), allocating  the  variable consideration 
entirely to Licence B would be inconsistent with the principle for allocating the transaction price. 
Allocating Rs  600,000 to Licence A and Rs 3,000,000 to Licence B does  not reflect a reasonable 
allocation of the transaction price on the basis of the stand-alone selling  prices of Licences A and B 
of Rs  1,600,000 and RS 2,000,000, respectively. Consequently, the  entity applies the general 
allocation requirements of Ind AS 115. 
 
The entity allocates the transaction price of Rs 600,000 to Licences A and B on the  basis  of  
relative stand-alone selling prices of  Rs  1,600,000 and Rs  2,000,000, respectively. The entity also 
allocates the consideration related to the sales-based royalty on a relative  stand-alone selling price  
basis. However, when an  entity licenses intellectual property in  which the consideration is  in the 
form of a sales-based royalty, the entity cannot recognise revenue until the later of the following 
events: the subsequent sales occur or the performance obligation is satisfied  (or  partially satisfied). 
Licence B is transferred to the customer at the inception of the contract and  Licence  A  is 
transferred three months later.   When Licence B is transferred, the entity recognises as revenue Rs  
333,333 [(Rs  2,000,000 ÷  Rs  3,600,000) ×  Rs  600,000] allocated to  Licence B. When Licence A 
is transferred, the entity recognises as revenue Rs  266,667 [(Rs 1,600,000 ÷ Rs3,600,000) × Rs  
600,000] allocated to Licence A. 
 
In the first month, the royalty due from the customer's first month of sales is Rs. 400,000. 
Consequently, the entity recognises as revenue Rs 222,222 (Rs  2,000,000 ÷ Rs  3,600,000 × Rs  
400,000) allocated to Licence B (which has been transferred to the customer and is therefore a 
satisfied  performance  obligation).  The  entity  recognises  a  contract  liability  for  the  Rs  
177,778 (Rs  1,600,000 ÷ Rs  3,600,000 × Rs  400,000) allocated to Licence A. This is because 
although the subsequent sale by the entity's customer has occurred, the performance obligation to 
which the royalty has been allocated has not been satisfied. 

 
 
 

(b) Applying the guidance in Ind AS 109, a ‘financial asset’ shall be recorded at its fair value upon initial 
recognition. Fair value is normally the transaction price. However, sometimes certain type of 
instruments may be exchanged at off market terms (,ie, different from market terms for a similar 
instrument if exchanged between market participants). 
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For example, a long -term loan or receivable that carries no interest while similar instruments if 
exchanged between market participants carry interest, then fair value for such loan receivable will be 
lower from its transaction price owing to the loss of interest that the holder bears. In such cases where 
part of the consideration given or received is for something other than the financial instrument, an 
entity shall measure the fair value of the financial instrument. 
 
In the above case, since S Ltd has issued preference shares to its Holding Company – H Ltd, the 
relationship between the parties indicates that the difference in transaction price and fair value is akin 
to investment made by H Ltd. in its subsidiary. 
 
Following is the able summarising the computations on initial recognition: 

 
Market rate of interest 
Present value factor 
Present value 
Loan component 
Investment in subsidiary 

12.00% 
0.7118 

                             3,55,90,000 
                              3,55,90,000

                         1,44,10,000 
  
Subsequently, such preference shares shall be carried at amortised cost at each reporting date. The computation of 
amortised cost at each reporting date has been done as follows: 

Instalment Date Opening Balance Interest Amount @12% Instalment Amount Closing Balance 
1-Apr-2015 

31-Mar-2016 
31-Mar-2017 
31-Mar-2018 

3,55,90,000 
3,55,90,000 
3,98,60,800 
4,46,44,096 

- 
42,70,800 
47,83,296 
53,55,904 

(B/F) 

0 
0 
0 

5,00,00,000 

3,55,90,000 
3,98,60,800 
4,46,44,096 

0 

 
Journal Entries to be done at every reporting date 

 
Date  Particulars     Amount   Amount 
Date of transaction  (1-Apr-2015)      

Investment - Equity portion Dr.  3,55,90,000 
Loan receivable   Dr.  1,44,10,000   

            To Bank        5,00,00,000 
  (Being 12% preference acquired)       
 
Interest income - 31-Mar-2016 

Loan receivable   Dr.    42,70,800 
                                     To Interest income          42,70,800 
  (Being Interest Income recorded) 
 
Interest income - 31-Mar-2017 

Loan receivable   Dr.  47,83,296 
                            To Interest income          47,83,296 
  (Being Interest Income recorded) 
 
Interest income - 31-Mar-2018 

Loan receivable   Dr.    53,55,904 
                      To Interest income          53,55,904 

  (Being Interest Income recorded) 
 
Settlement of transaction - 31-Mar-2018 

Bank A/c    Dr.   5,00,00,000 
        To Loan receivable A/c      5,00,00,000 
(Being loan receivable received) 

Note: Dividend income @ 0.0001% Per annum is being ignored due to materiality. 
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4.  
(a)  

Consolidated Balance Sheet of Ram Ltd. and its subsidiary, Krishan Ltd. as on 31st March, 20X2 
Particulars Note No. Rs  
 I. Assets 
(1) Non-current assets 
(i) Property, Plant & Equipment 
(ii) Goodwill 
(2) Current Assets 
(i) Inventories 
(ii) Financial Assets 
(a) Trade Receivables 
(b) Cash & Cash equivalents 

                                                Total Assets 
II. Equity and Liabilities 
(1) Equity 
(i) Equity Share Capital 
(ii) Other Equity 
(2) Non-controlling Interest (WN 5) 
(3) Current Liabilities 
(i) Financial Liabilities 
(a) Trade Payables 
(b) Short term borrowings 

Total Equity & Liabilities 

 
 

1 
2 
 

3 
 

4 
5 
 
 
 

6 
7 
 
 
 

8 
9 

 
 

17,20,000 
1,65,800 

 
3,42,800 

 
1,99,600 

45,000 
24,73,200 

 
 

10,00,000 
7,30,600 
4,33,600 

 
 

1,49,000 
1,60,000 

24,73,200 
 
Notes to accounts 

    
1. 
 
 
2. 
3. 
 
 
4. 
 
 
5. 
 
 
8 
 
 
9 
 

Property Plant &amp; Equipment 
Land and Building 
Plant and Machinery 
Goodwill 
Inventories  
Ram Ltd.  
Krishan Ltd  
Trade Receivables  
Ram Ltd.  
Krishan Ltd. 
Cash & Cash equivalents 
Ram Ltd.  
Krishan Ltd 
Trade Payables 
Ram Ltd.  
Krishan Ltd 
Short-term borrowings 
Bank overdraft 

 
8,60,000 
8,60,000 

 
 

2,40,000 
1,02,800 

 
1,19,600 

80,000 
 

29,000 
16,000 

 
94,200 
54,800 

 
 

 
 

17,20,000 
1,65,800 

 
 

3,42,800 
 
 

1,99,600 
 
 

45,000 
 
 

1,49,000 
 

1,60,000 

 
Statement of Changes in Equity: 
 
6. Equity share Capital 

Balance at the beginning of the 
reporting period 

Changes in Equity share 
capital during the year 

Balance at the end of the reporting 
period 

10,00,000 0 10,00,000 
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7.  Other Equity 

         Share 
application 
money 

Equity 
component 

Reserves & Surplus 
Capital 
reserve 

Retained 
Earnings 

Other 
Reserves 

Total 

Balance at the beginning of 
the reporting period 

   0 6,00,000 6,00,000 

Total comprehensive income 
for the year 

  0 1,14,400   

Dividends   0 (24,000)   
Total comprehensive income 
attributable to parent 

  0 40,200  40,200 

Gain on Bargain purchase    0  0 
Balance at the end of 
reporting period 

   1,30,600 6,00,000 7,30,600 

 

Working Notes: 

1. Adjustments of Fair Value: The Plant & Machinery of  Krishan  Ltd.  would  stand  in  the  books  at  Rs  
2,85,000 on 1st October, 20X1, considering only six months’ depreciation on Rs 3,00,000 total depreciation being 
Rs  30,000. The value put on the assets being Rs 4,00,000 there is an appreciation to the extent of Rs 1,15,000. 
 

2. Acquisition date profits of Krishan Ltd. 

Reserves on 1.4. 20X1 
Profit & Loss Account Balance on 1.4. 20X1 
Profit for 20X1-20X2: Total (Rs. 1,64,000 less Rs. 20,000) x 6/12 i.e.  
Rs. 72,000; upto 1.10. 20X1 
Total Appreciation Total 
Holding Co. Share (60%) 

 2,00,000 
60,000 
72,000 

3,25,000 
6,57,000 
3,94,200 

 
 

3. Post-acquisition profits of Krishan Ltd 

Profit after 1.10. 20X1 [1,64,000-20,000]x 6/12 
Less: 10% depreciation on Rs 4,00,000 for 6 months less depreciation already 
charged for 2nd half of 20X1-20X2 on Rs 3,00,000 (20,000-15,000) 
Total 
Share of holding Co. (60%) 

72,000 
         

             (5,000) 
67,000 
40,200 

 
 

4. Non-controlling Interest 

 Par value of 1600 shares 
Add: 2/5 Acquisition date profits (6,57,000 – 40,000)  
         2/5 Post-acquisition profits [WN 4] 

160,000 
2,46,800 

 26,800  
4,33,600 

 
 

5. Goodwill: 

 Amount paid for 2,400 shares  
Par value of shares 
Acquisition date profits share of Ram Ltd. 
Goodwill 

 
2,40,000 
3,94,200 

 

 8,00,000 
 

(6,34,200) 
  1,65,800 
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6. Value of Plant & Machinery: 

 Ram Ltd.  
Krishan Ltd. 
Add: appreciation on 1.10. 20X1 
 
Add: Depreciation for 2nd half charged on pre-revalued value 
Less: Depreciation on Rs  4,00,000 for 6 months 

  
2,70,000 
1,15,000 
3,85,000 

15,000 
(20,000) 

 4,80,000 
 
 
 
 

3,80,000 
8,60,000 

  
7. Profit & Loss account consolidated 

 Ram Ltd. (as given) 
Less: Dividend 
Share of Ram Ltd. in post-acquisition profits 

 1,14,400 
(24,000) 

 

 
  90,400 
  40,200  

1,30,600 
 
 

(b) The next six months of services are distinct from the services provided in  the  first six  months 
before modification in contract, 
Therefore, KLC Ltd. will account for the contract modification as if it  were a termination of  the 
existing contract and the creation of a new contract. 
The consideration allocated to remaining performance obligation is Rs  270,000, which is the sum 
of 
 The consideration promised by the customer (including amounts already received from the 

customer) that was included in the estimate of  the  transaction price and  had  not yet been 
recognized as revenue. This amount is zero. 

 The consideration promised as part of the contract modification ie Rs  270,000. 
 
 

5.  
(a) The repayment schedule for the original debt till the date of renegotiation is as below: 

Date / year 
ended 

Opening 
balance 

Interest 
accrual 

Cash flows Closing 
balance 

1 January 20X0 10,00,000   10,00,000 
31 December 20X0 10,00,000 10,00,000 (10,00,000) 10,00,000 
31 December 20X1 10,00,000 10,00,000 (10,00,000) 10,00,000 
31 December 20X2 10,00,000 10,00,000 (10,00,000) 10,00,000 
31 December 20X3 10,00,000 10,00,000 (10,00,000) 10,00,000 
31 December 20X4 10,00,000 10,00,000 (10,00,000) 10,00,000 

 
On 1 January 20X5, the discounted present value of the remaining cash flows of the original 
financial liability is Rs. 10,00,000. 
 
On this date, Preet Ltd. will compute the present value of: 

 cash flows under the new terms – i.e. Rs 15,00,000 payable on 31 December 20Y1 and Rs 
50,000 payable for each of the 7 years ending 31 December 20Y1. 

 any fee paid (net of any fee received) – i.e. Rs 1,00,000 using the original effective interest rate 
of 10%. 

The total of these amounts to Rs 11,13,158 (Refer Working Note). This differs from the discounted 
present value of the remaining cash flows of the original financial liability by 11.32% i.e. by more 
than 10%. Hence, extinguishment accounting applies. 
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The next step is to estimate the fair value of the modified liability. This is determined as the present 
value of the future cash flows (interest and principal), using an interest rate of 11% (the market rate 
at which Preet Ltd. could issue new bonds with similar terms). The estimated fair value on this basis 
is Rs 958,097 (Refer Working Note).  
 
A gain or loss on modification is then determined as:  
Gain (loss) = carrying value of existing liability - fair value of modified liability - fees and costs 
incurred i.e. Rs 10,00,000 – Rs 9,58,097 – Rs 1,00,000 = Loss of Rs 58,097 

Working Note: 
Year Discount factor @ 10% Discount factor @ 11% 

1 
2 
3 
4 
5 
6 
7 
Annuity 

0.909091 
0.826446 
0.751315 
0.683013 
0.620921 
0.564474 
0.513158 

             4.868418 

0.900901 
0.811622 
0.731191 
0.658731 
0.593451 
0.534641 
0.481658 

             4.712195 
 
 

Amount Discounting 
factor @ 10% 
 

Present 
value 

Discounting 
factor @ 11% 
 

Present 
Value 

15,00,000 
1,00,000 
50,000 for 7 years 

 
PV of original cash 
flows @ original EIR 
Difference 
Difference % 

0.513158 
 

4.868418 

7,69,737 
1,00,000 
2,43,421 

11,13,158 
 

(10,00,000) 
1,13,158 
11.32% 

0.481658 
 

4.712195 

7,22,487 
 

2,35,610 
9,58,097 

 

 
 
 

(b) The entity assesses the goods and services promised to the customer to determine which goods and 
services are distinct. The entity observes that the software is delivered before  the other  goods and 
services and remains functional without the updates and the technical support. Thus, the entity 
concludes that the customer can benefit from each of the goods and services either on their own or 
together with the other goods and services that are readily available. 
 
The entity also considers the factors of Ind AS 115 and determines that the promise to transfer each 
good and service to the customer is separately identifiable from  each  of  the  other  promises. In 
particular, the entity observes that the installation service does not sign ificantly modify or customise 
the software itself and, as such, the software and the installation service are separate outputs promised 
by the entity instead of inputs used  to  produce  a  combined output. 
On the basis of this assessment, the entity identifies four performance obligations in the contract for 
the following goods or services: 

 The software license 
 An installation service 
 Software updates 
 Technical support 
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(c)  

Period  Fair value  To be vested  Cumulative  Expense 
a   b   c= a x b x 10,000  d= c-prev. period c 
1 April 2015   95   100%   19,00,000  19,00,000  
31-Mar-2016 110   95%   20,90,000    1,90,000  
31-Mar-2017 107   92%   19,68,800  (1,21,200)  
31-Mar-2018 112   89%   19,93,600      24,800  
 

Journal Entries 
1-Apr-2015          
Employee benefits expenses   Dr.   19,00,000     
 To Share based payment liability      19,00,000 
(Being Fair value of the SAR recognized)         

  
 
31-Mar-2016          
Employee benefits expenses   Dr.     1,90,000     
 To Share based payment liability         1,90,000 
(Being Fair value of the SAR re-measured)       
 
31-Mar-2017          
Share based payment liability    Dr.    1,21,200    

To Employee benefits expenses      1,21,200 
(Being Fair value of the SAR re-measured and reversed)        
 
31-Mar-2018          
Employee benefits expenses   Dr.       24,800     
 To Share based payment liability         24,800 
(Being Fair value of the SAR re-measured)         
 
Share based payment liability  Dr.   19,93,600 
 To Bank A/c         19,93,600 
(Being SAR Settled)            
 
 
 

6.  
(a) Since the earnings of the entity is non-market  related,  hence it  will not  be  considered in fair value 

calculation of the shares given. However, the same will be considered while calculating number of shares to be 
vested. 

Determination of expenses for each year: 
  2015 2016 2017 
A 
b 
c 
d 
e 
f 
g 
h 
i 

Total employees 
Cumulative- Employees left (Actual) 
Employees expected to leave in the next year 
Year end – No of employees 
Shares per employee 
Fair value of a share at grant date 
Vesting period 
Cumulative expenses (d x e x f x g) 
Expenses to be recognised  (h-h  of previous year) 

300 
(20) 
(30) 
250 
100 
125 
1/2 

15,62,500 

300 
(40) 
(25) 
235 
100 
125 
2/3 

19,58,333 
3,95,833 

300 
(62) 
    - 
238 
100 
125 
3/3 

29,75,000 
10,16,667 

 
Journal Entries 

31st  December, 2015 
Employee benefits expenses                              Dr. 
To Share based payment reserve (equity) 
(Equity settled shared based payment expected vesting amount) 

15,62,500  
15,62,500 
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31st December, 2016 
Employee benefits expenses                             Dr. 
To Share based payment reserve (equity) 
(Equity settled shared based payment expected vesting 
amount) 

3,95,833  
3,95,833 

 31st December, 2017 
Employee benefits expenses                             Dr. 
To Share based payment reserve (equity) 
(Equity settled shared based payment expected vesting 
amount) 

10,16,667 
 
 
 

29,75,000 

 
10,16,667 

 
 
 

2,97,5,000 
Share based payment reserve (equity) Dr. 
To Share Capital 
(Share capital issued) 

 
 
 

(b) In the above case, lessee (ie, customers leasing the containers) make interest free deposits, which are 
refundable at the end of 3 years. Now, this money if it was to lent to a third party would fetch interest 
@ 7% per annum. 

Hence, discounting all future cash flows (ie, ₹ 10,000) 
Fair value on initial recognition = 10,000/ (1+0.07)3 = 8,163. 
Differential on day 1 = 10,000 – 8,163 = 1,837 
The differential on day 1 shall be treated as follows: 
- Scenario 1 – If fair valuation is determined using level 1 inputs or other observable inputs, 

difference on day 1 recognised in profit or loss 
- Scenario 2 – If fair valuation is determined using other inputs, difference on day 1 shall be 

recognised in profit or loss unless it meets definition of an asset or liability. 

In the above case, the fair valuation is made based on unobservable inputs and hence applying 
scenario 2, difference can be recognised as an asset if it meets the definition. 

Now, since the lessee gets to use the premises in return for making an interest free deposit plus 
monthly charges, the lost interest representing day 1 difference between value of deposit and its fair 
value is like ‘’prepaid lease rent’ and can be recognised as such. Prepaid rent shall be charged off to 
profit or loss in a straight lined manner as ‘lease rent’. 

OR 
 

Appendix C to Ind AS 103 defines ‘Common control business combination’ as business 
combination involving entities or businesses in which all the combining entities or businesses are 
ultimately  controlled by the same party or parties both before and after the business combination, 
and that control is not transitory. Further as per paragraphs 6 and 7 of Appendix C to Ind AS 103, 
an entity can be controlled by an individual, or by a group of individuals acting together under a 
contractual arrangement, and that individual or group of individuals may  not be  subject  to  the  
financial reporting  requirements  of  Ind AS. Therefore, it is not necessary for combining entities to 
be included as part of the same consolidated financial statements for a control. Also a group of 
individuals are regarded as  controlling an entity when, as a result of contractual arrangements, they 
collectively have the power to govern its financial and operating policies so as to obtain benefits 
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from its activities, and that ultimate collective power is not transitory. In the present case, there is 
no contractual arrangement between the shareholders who exercise control collectively over either 
company. Thus, ABC Ltd. and XYZ Ltd. are not considered to be  under common control even if 
there is an established pattern of voting together. 
 

(c) The asset manager is paid fixed and performance -related fees that depends on variability of 
portfolio performance backed by equity oriented mutual funds i.e the remuneration and inter est of 
other investors aligns to increase the value of the fund. The asset manager has exposure to 
variability of returns from the relevant activities of the fund because it holds 40 per cent of the 
equity and from its remuneration. Although operating within the guidelines set out in the investee’s 
prospectus, the asset manager has the current ability to make investment decisions that significantly 
affect the investee’s returns—the removal rights held by widely unrelated dispersed investors 
receive little weighting because those rights are held by a large number of widely unrelated 
dispersed investors. 
In given illustration, the asset manager has greater exposure to variability of returns of the fund 
from its 40 per cent equity interest, which is subordinate to the debt instruments. Holding 40 per 
cent of the equity creates exposure to losses and rights to returns of the investee, which are of such 
significance that it indicates that the asset manager is a principal and not mere an agent. Therefore, 
it is concluded that the asset manager controls the investee Noor Ltd. 


