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Total Number of Questions: 6                      Total No. of Printed Pages: 6 

Time Allowed: 3 Hours                   Maximum Marks : 100 

 

TOPICS COVERED: CFS, BUSINESS COMBINATION, FINANCIAL INSTRUMENT, SBP AND IND AS 115 

 

Question No.1 is compulsory. Candidates are required to answer any four questions from the remaining five questions. 

Wherever necessary, suitable assumptions may be made and disclosed by way of a note. 

Working notes should form part of the answers. 

 

1.  

(a) As at the beginning of its current financial year, AB Limited holds 90% equity interest in BC 

Limited.  During the financial year, AB Limited sells 70% of  its equity interest in BC Limited   to 

PQR Limited for a total consideration of Rs 56 crore and consequently loses control of BC Limited. 

At the date of disposal, fair value of the 20% interest retained by AB Limited is Rs 16 crore and the 

net assets of BC Limited are fair valued at Rs 60 crore. 

 

These net assets include the following: 

(a) Debt investments classified as fair value through other comprehensive income (FVOCI) of  Rs 

12 crore and related FVOCI reserve of Rs 6 crore. 

 

(b) Net defined benefit liability of Rs 6 crore that has resulted in a reserve relating to net 

measurement losses of Rs 3 crore. 

 

(c) Equity investments (considered not held for trading) of  Rs 10 crore for which irrevocable 

option of recognising the changes in fair value in FVOCI has been availed and related FVOCI 

reserve of  Rs 4 crore. 

 

(d) Net assets of a foreign operation of Rs 20 crore and related foreign currency translation reserve 

of Rs 8 crore. In consolidated financial statements of AB Limited, 90% of the above reserves 

were included in equivalent equity reserve balances, with the 10% attributable to the non-

controlling interest included as part of the carrying amount of the non-controlling interest. 

 

What would be the accounting treatment on loss of control in the consolidated financial statements of 

AB Limited?                  (10 Marks) 

 

 

 

(b) On 1st April, 20X1, PQR Ltd. acquired 30% of the voting ordinary shares of XYZ Ltd. for Rs  8,000 

crore. PQR Ltd. accounts its investment in XYZ Ltd. using equity method as prescribed under Ind AS 

28. At 31st March, 20X2, PQR Ltd. recognised its share of the net asset changes of XYZ Ltd. using 

equity accounting as follows: 

 (Rs in crore) 

Share of profit or loss 

Share of exchange difference in OCI 

Share of revaluation reserve of PPE in OCI 

700 

100 

50 

The carrying amount of the investment in the associate on 31st March, 20X2 was therefore Rs  

8,850 crore (8,000 + 700 + 100 + 50). On 1st April, 20X2, PQR Ltd. acquired the remaining 70% of 

XYZ Ltd. for cash Rs 25,000 crore.  
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The following additional information is relevant at that date: 

                                                             (Rs in crore) 

Fair value of the 30% interest already owned 

Fair value of XYZ's identifiable net assets 

                                                                     9000 

                                                                  30,000 

How should such business combination be accounted for?    (10 Marks) 

 

 

 

2.  

(a) Notorola Limited has two divisions A and B. Division A has been making constant profits while 

Division B has been invariably suffering losses. On 31st March 2018, the division-wise draft extract 

of the Balance Sheet was as follows:        (Rs in crores)  

Particulars A B Total 

Fixed Assets Cost 

Depreciation 

Net Fixed Assets (A) 

Current Assets 

Less: Current Liabilities 

Net Current Assets (B) 

Total (A)+(B) 

Financed by: 

Loan Funds 

Capital: Equity Rs.10 each 

Surplus 

Total  

500 

(450) 

50 

400 

(50) 

350 

1,000 

(800) 

200 

1,000 

(800) 

200 

1,500 

(1,250) 

250 

1,400 

(850) 

550 

400 400 800 

 

- 

50 

350 

 

600 

- 

(200) 

 

600 

50 

150 

400 400 800 

 

Division B along with its assets and liabilities was sold for Rs. 50 crores to Senovo Limited a new 

company, who allotted 2 crore equity shares of Rs. 10 each at a premium of Rs. 15 per share to the 

members of Notorla Limited in full settlement of the consideration, in proportion to their 

shareholding in the company. One of the members of the Notorola Limited was holding 52% shares 

of the company. 

 

Assuming that, there are no other transactions, you are required to:  

(i) Pass journal entries in the books of Notorola Limited. 

(ii) Prepare the Balance Sheet of Notorola Limited after the entries in (i).  

(iii) Prepare the Balance Sheet of Senovo Limited. 

Balance Sheet prepared for (ii) and (iii) above should comply with the relevant Ind AS and 

Schedule III of the Companies Act, 2013. Provide Notes to Accounts, for ‘Other Equity’ in case of 

(ii) and ‘Share Capital’ in case of (iii), only.      (12 Marks) 

 

(b) On 1 January 20X1, Entity X writes a put option over 1,00,000 of its own equity shares for which it 

receives a premium of ₹  5,00,000. 

Under the terms of the option, Entity X may be obliged to take delivery of 1,00,000 of its own shares 

in one year’s time and to pay the option exercise price of ₹  22,000,000. The option can only be 

settled through physical delivery of the shares (gross physical settlement). Examine the nature of the 

financial instrument.         (8 Marks) 
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3.  

(a) An entity enters into a contract with a customer for two intellectual property licences (Licences A  

and B), which the entity determines to represent two performance obligations each satisfied at a  point 

in time. The stand-alone selling prices of Licences A and B are Rs 1,600,000 and Rs  2,000,000, 

respectively. The entity transfers Licence B at inception of the  contract  and  transfers Licence A one 

month later. 

 

Case A: The price stated in the contract for Licence A is a fixed amount of Rs  1,600,000 and for 

Licence B the consideration is three per cent of the customer's future sales of products that use 

Licence B. For purposes of allocation, the entity estimates its sales-based royalties (ie the variable 

consideration) to be Rs 2,000,000. Allocate the transaction price. 

 

Case B: The price stated in the contract for  Licence  A  is  a  fixed  amount  of  Rs   600,000  and  for   

Licence B the consideration is five per cent of the customer's future sales of products that use Licence 

B. The entity's estimate of the sales-based royalties (ie the variable consideration) is Rs 3,000,000. 

Allocate the transaction price and  determine the  revenue to  be  recognised for  each licence and the 

contract liability, if any.         (10 Marks) 
 

 

(b) S Ltd issued redeemable preference shares to a Holding Company –H Ltd. The terms of the 

instrument have been summarized below. Analysis the given situation, applying the guidance in Ind 

AS 109, ‘Financial Instruments’, and account for this in the books of H Limited. 

Nature: Non-cumulative redeemable preference 

shares 

Repayment: Redeemable after 3 years 

Date of Allotment: 1-Apr-2015 

Date of repayment: 31-Mar-2018 

Total period: 3 Years 

Value of preference shares issued: 5,00,00,000 

Dividend rate 0.0001% Per annum   

Market rate of interest 12.00% Per annum 

Present value factor 0.7118 

     (10 Marks) 

 

4.  

 

(a) Ram Ltd acquired 60%ordinary shares of Rs 100 each of Krishna Lad. 1st October 20X1. On March 

31, 20x2 the summarized Balance Sheets of the two companies were as given below: 

 Ram Ltd Krishan Ltd. 

Assets   

Property, Plant Equipment   

Land & Buildings 3,00,000 3,60,000 

Plant& Machinery 4,80,000 2,70,000 

Investment in Krishan Ltd 8,00,000  

Inventory 2,40,000 72,800 

Financial Assets   

Trade Receivable  1,19,600 80,000 

Cash 29,00 16,000 

Total  19,68,600 7,98,800 
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Equities & Liabilities   

Equity Capital (Shares of Rs100each fully paid) 10,00,000 4,00,000 

Other Equity   

Other Reserves 6,00,000 2,00,000 

Retained earnings 1,14,400 1,64,000 

Financial Liabilities   

Bank Overdraft 1,60,000 - 

Trade Payable  94,200 34,800 

Total  19,68,600 7,98,800 

The Retained earnings of Krishan Ltd. Showed a credit balance of Rs. 60,000 on 1st April 20X1 out 

of which a dividend of 10%was paid on 1st November; Ram Ltd has credited the dividend received 

to its Retained earnings: Fair Value of P&M was Rs. 4,00,000; The rate of depreciation on 

plant&Machinery is 10%.  

Following are the increases in Fair value as per respective Ind AS from book value as on 1st 

October 20X1 which is to be considered while consolidating the Balance Sheets.  

Liabilities  Amount  Assets Amount 

Trade Payables  20,000 Land & Building 2,00,000 

    Inventories 30,000 

Note: 

1. It may be assumed that the inventory is still unsold on balance sheet date and the Trade 

Payables are also not yet settled. 

2. Also assume that the Other Reserves as on 31st March 20X2 are the same as was on 1st April 

20X1. 

Prepare consolidated Balance Sheet as on March 31, 20X2.         (15 Marks) 

 

(b) On 1 April, 20X1, KLC Ltd. enters into a contract with Mr. K to provide 

 -A machine for Rs2.5 million 

 -One year of maintenance services for Rs 55,000 per month 

-On 1 October 20X1, KLC Ltd. and Mr. K agree to modify the contract to reduce the amount of 

services from Rs  55,000 per month to Rs 45,000 per month. 

Determine the effect of change in the contract?           (5 Marks) 

 

 

5.  

(a) On 1 January 20X0, Preet Ltd. issues 10 year bonds for Rs. 10,00,000, bearing interest at 10% 

(payable annually on 31st December each year). The bonds are redeemable on 31 December 20X9 for 

Rs. 10,00,000. No costs or fees are incurred. The effective interest rate is 10%. On 1 January 20X5 

(i.e. after 5 years) Preet Ltd. and the bondholders agree to a modification in accordance with which: 

 the term is extended to 31 December 20Y1; 

 interest payments are reduced to 5% p.a.; 

 the bonds are redeemable on 31 December 20Y1 for Rs. 15,00,000; and 

 legal and other fees of Rs. 1,00,000 are incurred. 

Preet Ltd. determines that the market interest rate on 1 January 20 X5 for borrowings on similar 

terms is 11%. 
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Analyse  whether  the  extinguishment  accounting  will  apply  or  not  as   per   Ind  AS. If yes, 

determine the fair value of the modified liability and compute the gain or loss on modification 

  (10 Marks) 

 

(b) An entity, a software developer, enters into a contract with a customer to transfer a software license, 

perform an installation service and provide unspecified software updates and technical support 

(online and telephone) for a two-year period. The entity sells the license, installation service and 

technical support separately. The installation service includes changing the web screen for each type 

of user (for example, marketing, inventory management and information technology). The installation 

service is routinely performed by other entities and does not significantly modify the software. The 

software remains functional without the updates and the technical support. Determine how many 

performance obligations does the entity have?            (5 Marks) 

 

 

(c) XYZ issued 20,000 Share Appreciation Rights (SARs) that vest immediately to its employees on 1 

April 2015. The SARs will be settled in cash. At that date it is estimated, using an option pricing 

model, that the fair value of a SAR is INR 95. SAR can be exercised any time upto 31 March 2018. 

At the end of period on 31 March 2016 it is expected that 95% of total employees will exercise the 

option, 92% of total employees will exercise the option at the end of next year and finally 89% will 

be vested only at the end of the 3rd year. Fair Values at the end of each period have been given 

below: 

 Fair value of SAR    INR 

 31-Mar-2016     110  

 31-Mar-2017     107  

 31-Mar-2018     112 

Discuss the applicability of Cash Settled Share Based payments under the relevant Ind AS and pass 

the journal entries.              (5 Marks) 

 

 

 

6.  

(a) Beetel Holding Inc. grants 100 shares to each of its 300 employees on 1st  January, 2015.  The 

employees should remain in service during the vesting period. The shares will  vest  at the end of the 

First year if the company's earnings increase by 13% 

Second year if the company's earnings increased by more than 21% over the two - year 

period 

Third year if the entity's earning increased by more than 23% over the three-year 

period. 

 

The fair value per share at the grant date is Rs 125. In 2015, earnings increased by  9%  and  20  

employees  left  the  organization.  The company expects that earnings will continue at a similar rate 

in 2016 and expects  that  the shares will vest at the end of the year 2016.  The company also 

expects that additional  30 employees will leave the organization in the year 2016 and that 250 

employees  will receive their shares at the end of the year 2016. 

 

At the end of 2016,  company's  earnings  increased  by  19%.  Therefore,  the  shares  did not vest. 

Only 20 employees left the organization during 2016. Company believes that additional 25 

employees will leave in 2017 and earnings will further increase so that the performance target will 

be achieved in 2017. 
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At the end of the year 2017, only  22  employees have  left  the  organization.  Assume that the 

company's earnings increased to desired level  and the performance  target  has been met. 

Determine the expense for each year and pass appropriate journal entries. 

     (10 Marks) 

 

(b) Containers Ltd provides containers for use by customers for multiple purposes. The containers are 

returnable at the end of the service contract period (3 years) between Containers Ltd and its 

customers. In addition to the monthly charge, there is a security deposit that each customer makes 

with Containers Ltd for ₹  10,000 per container and such deposit is refundable when the service 

contract terminates. Deposits do not carry any interest. Analyse the fair value upon initial recognition 

in books of customers leasing containers. Market rate of interest for 3 year loan is 7% per annum. 

 

     (5 Marks) 

 

OR 

ABC Ltd. and XYZ Ltd. are owned by four shareholders B, C, D and E, each of whom holds 25% of 

the shares in each company. However, there are no agreements between any of the shareholders that 

they will exercise their voting power jointly. Whether ABC Ltd. and XYZ Ltd. are under common 

control?  

     (5 Marks) 

 

 

(c) An investee Noor Ltd. is floated to invest in a portfolio of equity oriented mutual funds, funded by 

fixed rate debentures and equity instruments. The equity instruments will receive any residual returns 

of the investee. The transaction was marketed to potential debt investors as an inve stment in a 

portfolio of asset-backed securities with exposure to the credit risk associated with the possible 

default of the issuers of the asset-backed securities in the portfolio and to the interest rate risk 

associated with the management of the portfolio. On formation, the equity instruments represent 15% 

of the value of the assets purchased by Noor Ltd. A decision maker (the asset manager) of Noor Ltd. 

manages the portfolio by making investment decisions strictly as per investee’s prospectus. For 

services rendered by manager, receives a fixed fee (i .e. 0.5 percent of assets under management) and 

performance-related fee (i.e. 2 percent of profits) if profits exceed 10% over & above of previous 

financial year. The asset manager holds 40 per cent of the equity in the investee. The remaining 60 

per cent of the equity, and all the debentures are held by a large number of widely dispersed unrelated 

third party investors. The asset manager can be removed, without cause, by a simple majority 

decision of the other investors. 

(5 Marks) 

 


