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Preface

It gives me immense pleasure to present the Seventh Edition of C.A. Final Financial

Reporting. This edition has updated syllabus which is applicable from May / Nov
2024 & 2025 Exam & onwards.

This book has everything which a student requires to understand & remember.

Efforts have been made to keep the book in simplest form to understand without
compromising on the coverage.

Students need to understand the concepts and logical reasoning of the Chapter.

Only mugging-up shall not suffice to score in this subject. Also, students should
practice as many illustrations as possible.

The More you Practice, the Better you Become

For all revisions, updates and notes, students are requested to join the Telegram
Channel & Youtube Channel:

Telegram Channel (@aakashkandoi_FR)
Youtube Channel Name: CA Aakash Kandoi

Every effort has been made to avoid any errors and omissions in this book. Despite all

the effort we believe some errors might have crept in. The students are welcome to
point out any errors/suggestions.

Best wishes,

- Aakash Kandoi
(FRwithAK@gmail.com)
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Particulars
Fievenoe trom operahons
KThest Income
Totsl Revenue (&)
o prefrines
Furchase of stock in trade

L mployeo beneflils expense
L'N';!'t“ iaalion

Othert e PDoNses

Total | xpenses (b)

Profit before tax (c) = (a)«(b)
i urresnl Lax

ific‘ie'ﬂnéj Lax

Total tax expense (d)

rl'rom for the year (e) = (¢) = (d)

Parvculars
FQUITY AND LIABILITIES

]
1) Shateholders Tunds

iln} Ghare Capital
kL)
‘l.’) fdoaty CLurtent | labiitios

Hoonrves & ’-‘Ulplufa

fia) Lansgy Toun Miovislons
]
i)
}

) Cartestd | inbiiliting

[aederiodd tae Habilitios

Financinl Repotting

Lner 8%uflins Quieetiova Adre sy Cavared in Reapantive IND AR are nat repeatad

me L. PO WP Moy 2“

K increases yDecrease in stock in trade

Analysis of FS

xith Ptara LK whersin inveastmeant of 55% ia daone by

¥t MM B Fopemn STy S ars Dher | ad
i ' v e by Diesepunt Ay poswers At ba given as per the proportionate share of capital
! 'y Ll PTIeN L] ¥e the subhaadiary of Iktara Ltd with two directors, and Deaapak
’ Beidenes one of the directors rrp@ay A consuitant was hirend and he charged € 30,000 for
1 ' v T i T ety e A ther mecassanry statuary registratio s T 30.000 i2 to be charged
¢ NN e I thie bowds afe o aton of compAany The company, Softbharti Pwt Lid. was
[ Vi e ¢ A pril £ e
Y franoisis of fas 114 are prepared as per ind AS
W mocountant who was hired st the trme of company’'s incorporation, has prepared the draft financials of
Wilthart 1 (0 fry the year endimg 31st March. 2020 as follows
Statement of Profit and Loss }

:Amount (|
I 10,00,000
1 1,00,000
i 11,00,000
5,00,000
50,000)
1,775,000
30,000
90,000
7,45,000
3,55,000
1,06,500
6,000
1,12,500
2,42,500

Balance fiheel
Amount ()

1,00,000
2,247,600

26,000
6,000

I FRwithAK

CA Aabliaah Handol |
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Additional information of Soltbhartl Pyt Lid.:

1,

_ There is only ono proporty, plant

. The capital advances amounting to ¥ 50,000 are grouped under

Finanoln

. An‘ll‘ u‘u'
11,000 N}

‘A FFinnl
1o fnynblon

|
: |
((;»; Olhor Curront | Inhilifios |1 A.000
(o)  Ohort Term (rrovinlons 1omo00 |
’ $,21,00¢
TOTA 621,000 \
ABBIETY
(1) Non Curronl Ansols |
(1) Proporty, plant aned oquipmont (nat) 1,00,000 |
40,000

(h)  Longtonm | onnt and Advancot

Othor Non Currant Assols 60,000

(©) |
(2) Curront Antolt |
(n)  Curront Invostmont 0,000 |
(b)  Inventorlon 40,000 E
() [rado Rocolvablot 56,000 |
(d) Cash and Bank Balancon 1,146,000 !
(0) Olhor Curront Aseolt 51,000 | l
5,21,000 |

—— J

TOTAL =

o croated due to following temporary difference: Difference in

Doforred tax llability of 2 6,000 | ’
and Accounting profit

doproclation amount as por Incomao fax
and equipment in the company, whose closing balance as at 31st

March, 2020 is as follows:

ssot description As per Books As per Income tax \

Proporly, plant and oquipment R 1,00,000 Z 80,000 ‘.l

Pre incorporation expenses are deductible on straight line basis over the period of five years as per
Income tax. However, the same are immediately expensed off in the books.

tCurr%:t tax s calculated at 30% on PBT - ¥ 3,565,000 without doing any adjustments related to Income
ax. The correct current tax after doing necessary adjustments of allowances / di
Income tax comes to ¥ 1,25,700. sallowances related to

g\:t:tr '\tﬂhe r;zporling pe'riod, the directors have recommended dividend of Z 15,000 for the year ending
s be:rc » 2020 which ‘has been dedgcted from reserves and surplus. Dividend payable of Z 15,000
n grouped under ‘other current liabilities’ alongwith other financial liabilities ’

There are ‘Government statua ' i
ik ry dues’ amounting to Z 15,000 which are grouped under ‘other current

‘Other non-current assets'.

Other current a 3 i
ssets of ¥ 51,000 comprise Interest receivable from trade receivables
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10. Actuarial gain on omp
Softbharti privato i loyoo benolit moasuromonts of € 1,000 has bhoon omlittad In - the financlals of
o limited for the yoar onding 31 st March, 2020,

Tho financial ¢ '
ancial statoments for tinancial yoar 2010-2020 hava not boon yot approved,

You are required to asc

SCO .
presented as por tho o :':l‘:" that whothor the tinancial statomeonts of Softhhartl Pt Ltd. aro corroctly
statoments of 3"“"“'"!!!"\/{ l"l‘""“ financial roporting framowork, It not, propare the rovised financial
- Ltd, altor the caroful analysls of moentionod facts and information. (16 Marks)

Solution:

If Ind AS is applicablo 3
If Ind AS s h‘o:din‘( I‘(. to any company, thon Ind AS shall automatically bo mado applicable to all tho
, g companios, associatod companios, and Joint vonturos of that company, Irrospoctive of

individual qualification of sot of standards on such companlos,

In the given cas as
Accord#\qu e :))i‘l :[‘“L‘ boon montionod that tho financlals of ktara Lid, are proparod as  por Ind AS
gly, the rosults of its subsidiary Softbharti Pvt. Ltd. should also have boon propared as por Ind AS.

Howevar, the financials : T

» the financials of Softbharti Pyt, Lid. have boon prosontod as por accounting standards (AS).

Hence 51 1SArV e . ‘

inc:)f ) illiib l\e?obsmy to revisoe the financial statomonts of Softbhartl Pvt. Ltd. as por Ind AS after the
poration of necessary adjustments mentionod in the quostion.

The r0v1§od financial statements of Softbharti Pvt. Ltd. as por Ind AS and Division Il to Schedule |l of the

Companies Act, 2013 are as follows:

STATEMENT OF PROFIT AND LOSS for tho year ended 31st March, 2020

?’Erwt._i‘c_ﬁl_é_rgmm* 2 TR Amount (%)
Revenue from operations 10,00,000
Other Income (1,00,000 + 20,000) (refer noto -1) T 120,000
Total Revenue ) " 741,20,000
Expenses: o T

Purchase of stock in trade o 5,00,000
(Increase) / Decrease in stock in trade (50,000)
Employee benefits expense - 1,75,000
Depreciation i 30,000
Other expenses | 90000
Total Expenses 7.,45,000
Profit before tax 3,75,000
Current tax 1,25,700
Deferred tax (W.N.1) 4,800
Total tax expense 1,30,500
Profit for the year (A) 2,44,500
OTHER COMPREHENSIVE INCOME

Items that will not be reclassified to Profit or Loss:

Remeasurements of net defined benefit plans o 1,000
Tax liabilities relating to items that will not be reclassified to Profit

or Loss

Remeasurements of net defined benefit plans (tax) [1000 x 30%] (300)
Other Comprehensive Income for the period (B) 700
Total Comprehensive Income for the period (A+B) 2,45,200

BALANCE SHEET as at 31st March, 2020

1.3

#FRwithAK

CA Aakash Kandoi



CA Final -

Financial Reporting

Particulars St S __\(jl\
ASSETS —
Non-cnll\‘l“ assets —— ~—‘—__\_\
Property, plant and equipment - 1,00.000
: \
~Fin;\m‘.lal assets ] S ]
Other financial assets (Long-term loans and advances) 40.000
Other non-current assets (capital advances) (refer note-2) 50,000
Current assets , R — _—
Inventorios L 000
Financial assets I
= Investments (30,000 + 20,000) (refer note -1) 50,000
Trade l\‘-L‘-:‘i\"ﬂblt‘-S o 55,000
Cash and cash equivalents/Bank : 1,15,000
Other financial assets (Interest receivable from trade receivables) 51,000
TOTAL ASSETS 5,41,000
EQUITY AND LIABILITIES
Equty
TEquity share capital ; , gg 288
Other equity 45,
Non-current liabilities
Provision (25,000 — 1,000) 54,000
Deferred tax liabilities (4800 + 300) 5,100
Current liabilities
Financial liabilities
Trade payables 11,000
_! Other financial liabilities (Refer note 5) 15,000
S Other current liabilities (Govt. statuary dues) (Refer note 3) 15.000
!Current tax liabilities 1,25,700
TOTAL EQUITY AND LIABILITIES 5,41,000

STATEMENT OF CHANGES IN EQUITY For the year ended 31st March, 2020

A. EQUITY SHARE CAPITAL

Balance (%)

As at 31st March, 2019 =

Changes in equity share capital during the year [1,00,000

As at 31st March, 2020 1,00,000

B. OTHER EQUITY

Reserves & Surplus

Retained Earnings ()

As at 31st March, 2019

&)ﬁt for the year

2,44,500
Other comprehensive income for the year 700
Total comprehensive income for the year 2,45,200
.
#FRwithAK

CA Aakash Kandni
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Lass: Divscond on equaty shares (refer note - )/ -

245,200

. N
AR 2Lt N\ oh 2020

DISCLOSURE FORMING PART OF FINANCIAL STATEMENTS:

FORNSAT FRENT N ety shares s subiect to the approval of the shareholders of the company atthe
AR SN MRRING and not recognized as lability as at the Balance Sheet date, (refer note-4)

Notes?
T Qumantamesimant ane hold for the purpose of trading. Henee, it is a financial asset classified as FVTPL.
T 20,000 (50,000 — 30,000)

Any g2 N B R value wWill be recognised through p[\\ﬁl or loss, Hence, X
MAVASS N R Vake of finandial asset will be recognised in profit and loss. However,

LKt

it will attract

SRRNTR AN Fabilyy on increasad value (Refer W.IN).
Assel far which the future economic benefit is the receipt of goods or services, rather than the right to
PSR CaRN or @another fnandial asset, are not financial assets.

ation to deliver cash or other financial asset to another

g 1 O~ NS A~ N~ A0 -3 N
1 2 DR e S ~ “ ¢
S Lixbilitias for wt G T I8 NC (\“Z‘.‘::‘c\\‘-{l!;ﬂ Ot“«l\‘..

20 As perInd AR 10, ‘Events after the Reporting Period’, If dividends are declared after the reporting period
A sue, the dividends are not recognized as a liability

R are approvad for is A
e disclosed

Bt NSTAND e Faanalal abata =
ot batare the inancial statement

o because no obligation exists at that time. Such dividends ar
S Ind AS 1. Presentation of Financial Statements.
&) il
Balance of other current liabilities as per financial statements \ 45,000 J
Less: Dividend declared for FY 2019 - 2020 (Note — 4) \ (15,000) J
Redlassification of government statuary dues payable to J
‘othar current liabilities” (15,000)
Closing balance \ 15,000 J
Working Note:
Calculation of deferred tax on temporary differences as per Ind AS 12 for financial year 2019 - 2020 ~
| Hem | Carrying| Tax Difference | DTA/DTL
’5 amount base Q3] @ 30% ()
= | ®)
Property. Plant and Equipment 1,00,000/ 80,000 20,000 | 6,000-DTL |
Pre-incorporation expenses | Nil | 24,000 24,000 \ 7,200-DTA l
| Current Investment | 50,000 | 30,000 | 20,000 \ 6,000-DTL \
| NetDTL | 4.800-DTL |
Case Study 2

Mumbai Challengers Ltd., a listed entity, is a sports organization owning several cricket and hockey teams.
The issues below pertain to the reporting period ending 31 March 20X2.

a) Owing to the proposed schedules of Indian Hockey League as well as Cricket Premier Tournament,
Mumbai Challengers Ltd. needs a new stadium to host the sporting events. This stadium will form a
part of the Property, Plant and Equipment of the company. Mumbai Challengers Ltd. began the
construction of the stadium on 1 December, 20X1. The construction of the stadium was completed in
20X2-20X3. Costs directly related to the construction amounted to ¥ 140 crores in December 20X1.
Thereafter, ¥ 350 crores have been incurred per month until the end of the financial year. The

#FRwithAK CA Aakash Kandoi 1.5
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= specific borrowings lo finance the construction of the Stacliur, 2 07 N
( 1, »WH \\EQ

: 1 any

company has not taker ‘ j : _

] £ ) uring the period, S P

has incurred finance cosls on its reqular overdralt ¢ g \ [ ’ which were aVoictatyg 19 |

stadium not been constructed. Mumbai Challengers Ltd. has calculated that the weigh e, mor By
¢ i ) A - # 2 200 ¢ \&
i ' > 20X1 to < arch 20X2 arr ; 166 Fare )

of the borrowings for the period 1 December 20X1 to 31 Mé amounted to 150, Oy ‘Wrmq in
!'rﬂ

an annualized basis. o

y seeks advice on the treatment of borrowing costs in its financial staternepte for i '3
‘ 16 | 1
/oy |

~

The compan
ending 31 March 20X2.
td. acquires and sells players’ registrations on a regular basis. Fer bl
bai Challengers Ltd. must purchase registrations for that player. -rh%: /I!}r f, |
tions between the player and the company. The tosts ¢ a,'f"‘?"/‘?r ;
*lirip

b) Mumbai Challengers L
play for its team, Mum

registrations are contractual obliga | .
player registrations include transfer fees, league levy fees, and player agents’ fees INCUrrasd BY the
8

club.
At the end of each season, which happens to also be the reporting period end for Murnbai Cha!lenqm

Ltd.. the club reviews its contracts with the players and makes decisions as to whethear they Wish 1
" iy

sell/transfer any players' registrations. The company activel){ markets these rggistraﬁons by Cirttilatin,
with other clubs a list of players’ registrations and their estimated selling price. Playsrs’ regisfrafi(,r:

are also sold during the season, often with performance conditions attached. In sorne Cases i
becomes clear that a player will not play for the club again because of, f‘or example, a playsr Sustainirg
a career threatening injury or being permanently removed from the playing squad for any oftier reaee,,
The playing registrations of certain players were sold after the year end, for total procesds re of
associated costs, of ¥ 175 crores. These registrations had a net book value of Z 49 crores,

Mumbai Challengers Ltd. seeks your advice on the treatment of the acquisition, extension, review gnq
sale of players’ registrations in the circumstances outlined above.

c) Mumbai Challengers Ltd. measures its stadiums in accordance with the revaluatioq model. An zirline
company has approached the directors offering ¥ 700 crores for the property naming rights of il the
stadiums for five years. Three directors are on the management boards of both Mumbai Challergers
Ltd. and the airline. Additionally, statutory legislations regulate the financing of both the cricket anq
hockey clubs. These regulations prevent contributions to the capital from a related party which
‘increases equity without repayment in return’. Failure to adhere to these legislations could lezd te

imposition of fines and withholding of prize money.

Mumbai Challengers Ltd. wants to know how to take account of the naming rights in the valuations of
the stadium and the potential implications of the financial regulations imposed by the legislations.

Solution

a) Borrowing Costs
As per Ind AS 23 Borrowing Costs, an entity shall capitalize borrowing costs that are directly attributable to
the acquisition, construction or production of a qualifying asset (i.e. an asset that necessarily takes &
substantial period of time to get ready for its intended use or sale) as part of the cost of that aszet. The
borrowing costs that are directly attributable to the acquisition, construction or production of a qualifying
asset are those borrowing costs that would have been avoided if the expenditure on the qualifying ascet
had not been made. To the extent that an entity borrows funds generally and uses them for the purpose of
obtaining  a qualifying asset, the entity shall determine the amount of borrowing costs eligible for
capitalization by applying a capitalization rate to the expenditures on that asset. The capitalization rate shzl!
be the weighted average of the borrowing costs applicable to all borrowings of the entity that are

outstanding during the period.

Th;a capitalization rate gf the borrowings of Mumbai Challengers Ltd. during the period of construction is
15% per annum (as given in the question), and therefore, the total amount of borrowing costs to be
capitalized is the expenditures incurred on the asset multiplied by the capitalization rate, which is as under:

Particulars Zin crores |
Costs incurred in December 20X1: (X 140 crores x 15% x 4/12) | 7.000 j
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CA Finpt = 1IN LA

VD 1y 1eh
[ Coopale IEHE DI danary 204 (¢ lm” ¥l Itlb;:::l).y“'/'}.".)') H./6h0
{ ‘...,m Ietar i Fahiary 20%0 (€ 480 croros x 16%, 14976

4 ne '.l :
Cloata NENe e March 2052 (¢ 350) croros x Th x 1/1 ) 34,280
) \ \ 2]

Horowing Coata (o he capilaliza i 20X X

O -
NG LM 119 8,

Walghled average Ganying amount of e 5!.u|luuu|m|nu ) N
A AV A0 1 100) Grotesil = ® 666 Grores so oar annum. he horrowing
/\|(||»Iy’||lu e walghled avarage rale of horawings of 16% |
capltalizad s Gompiled ay:

; - e l v 3
£000 croten X (1%, % A/12) = € 34.26 grores

h) Players’ Reglatrations
Acquisition

obablo
(et oro it o pr
alble natiol wh
As pat Ind ASII Intangible Assels, an anlity should |‘m:n{|l|\||1t[) “:;,“,11?.'53;.',1 Ll i ““myl ‘:;;d' ”::;
a o 10 I8 Iributable to the , b ottt
} il thal ene ally ‘ P

I aisel T b i R 08t (asoGHac
llm'l ‘!:T ”lri asnal gan ha measiyed reslinbly, Accordingly, the u).xllnl:‘l,»“m et &l ety Gh SRk
t;'? ars' teglslialions would neead 1o he aapitalized which woulc aaulra such roglstrations. I |hu:
[ RALS y' 1."”‘ Pﬂl(l or the fal value of other agonsidoration ”lvun to nG l“” lnvy '“““' Lot [)“‘y“r “”“”“.
t?“::: “I'.h'/\'; 411 I“'f”‘[“l"ﬂ. /\h?i“lﬂ. 041G Wl)l||(| |]|¢',|H('“ ||””“h” '”“H, 'I"“”‘l /\”‘”l”"“ ““““”“/”(l wn“'(l h“
}/:',’nn ietrred by the olub, along with othe direaclly ,.n,u,m,",[,; conts, If any.,
fully amortized over the period coverad hy the playor's contract,

Sale of reglstrations

8 105 Non- Curront Assols
Player roglatrations would e classiflod an ansots hold f‘nr nlulu ::::(l:‘,:'"::":n/\(:xl‘nu‘.lu(l to bo rocovarad
Held for Sale and Dincontinued Oporations whon thel (,nnym,ll bR LEEID, ToEarslHar masls B
prineipally through a sale ransaction and o nalo It consldorad .tn ");1 |‘(’| o, ¥BlUsly FarkelH fof Sl o
ba "highly probable’, tha ansols (In this cana, playor roglstrations) s l()l‘l HN." 1 would nppon tht the
Price that is teasonablo in relation 10 s curront falr valua, In tho V.”.“ (".-l “.v“““hl” el
managoemaoent 1 commiltod 1o i plan to noll tho roglstration, lltlgll’tllaca“n.\‘i(«‘vlm.).w Ind AS 105 stiouloton (et
and that an active plan to locato o buyor Is alroady In place by (A:u;.u A'l.| n'um;“”.".y R B AT
it should bo unlikely that the plan o soll thao rogistrations woulc m..‘. (‘,,‘ :l -muu;d ”‘.‘. H61d for i atar
fulfit thiss requiremont, it would ho prudont it only thoso rogistrations aro clast g
unconditional offors have baon recolvoed prior to tho roporting dio,

\ Q10K
Onca tho conditions for classifying assols as hold for salo In accordanco with Ind AS 105 havoe l):)()|[|\
1 ' i (Y oyl o 3
fultittod, the playor rogistrations would ho statod al lowaor of carrylng amount and falr valuo loss costs (o se .
. , tho

N . n ) [ * ~
with the carrying amount statod i accordanco with Ind AS 38 prior to application of Ind AS 105, subjoectod
to impairmont, If oy,

Profits and lossos on salo of playors' rogistritions would bo computod by doducting the carrying amount of
the playors' rogistrations from the falr valuo of tho considoration rocolvablo, not of transactions costs, In
case a portion of the considoration iy rocoivablo on the oceurronce of afuture porformance condition (i.e,

contingent considoration), this amount would bao rocognizod in tho Statomont of Profit and Loss only when
tha conditions aro mol,

The playors registrations disposod of, subsoquont o the yoar ond, for 2 175 Crores, having g
corresponding book valuo of 2 19 crores would bho disclosod as hon-adjusting ovent in accordance with
Ind AS 10 Evonts alter tho Reporting Pariod,

Impairment roviow

Ind AS 36 Impairment of Assols requires companios lo annual
assol is said to po impaired if (ho o]:
recoverable amount g higher of the ass
present value of future

Yy tost thoir assots for impairment. An
Trying amount of the assol OxXe

00ds s recoverable amount, The
oll and its value In use (which is the

Q- from the yse of tho assel). In the given Scenario, it g

ssel's fair valuo less costs o ¢
cash flows expected to arie

——
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_ Financinl Reporting a that playoer cannol gonorat
S . in use ol any player In inolullnn‘n.. T V'Vhli-;l nr‘ny |ll(”V|(l|m|“ ;: CAth 116y,
to determine the vnlll(" transaclion or an Ins;urnlif’” mmvnrv.l : |--l { loaumn or a | Por ““'Hm; |
not easy wn unless via @ sele S0 gh-generating unit (CGU), boing & crickol foiim or i hockay I
on hisMer 2% " | ed from the singlo cas Jancos wheroe a playor 18 takon out of tho CGU whon It b, "
really be sep{;ré (‘hcrc may be cortain Inslé ';“; if such circumslancos ariso, tho carrying amount of ":;,
b ' ) ' )

, ¢ the club ag
y will not play mrlnst the bost estimat

assessed aga e profit or
houtd b2 ';Sjuwgo should be recognized in the p
ment ché

o of tho playor's fair valuo loss any costy to Bol|
loss, which roflocts any losg arlaing,

layer S

and an impair
iums

adiu ont, stadiums would bo valued at tho prico which woulqg .

ment, n between market participants at ¢,

c) Valuation of st
ly transactio \ |
derly hich maximizes tho value of tho agggy or

of Ind AS 113 Fair Value Measurcr
| I”ézzcl,sd to sell the as'set. in ?Eo grice Iy s ' e
l ::easurement ey (i.'e. gt p:ilr(\:siglo of the highest and best use. T}\O price V;/(f]“ld}](i)(i);(f;‘rl(l;’:?/) ””"J-Wr,l 9
iho groue 2 asse'ts usmgtt:er Ft)han quoted market prices incl_udod' within I._f)vul (‘Orva] )Ii'c"xl‘ions)w?::;w”')k) for
inputs which arg'mpufs 0 d?reclly or indirectly. Property namlr?g l:lghls presen }'. ;ur;;‘hud " “vn Ydlmng
e o 1T i el;I:ﬁ; lroperly indicates its suitability for inviling sponsorship attac s nama, |
E;C;PESX;J;?OS?;U;& the F;)roperty itself but this can be wo

rth a significant amount. Therefore, Mumbaj
i rights in the valuation o
Id include the property naming
Challengers Ltd. cou
over three years.

Ind AS 24 Related Party
criteria include being memo
family is related to a reporting en

. o tities to be treated as related parties. Such
e of |IStSmt26 fczﬁf)r?rf\?vrhtamr’g snperson or a close member of that person’s
o Oftittheifstiat pgrson has control or joint control over the reporting entity, Ing

that parties are notyrelated simply because they have a dlrecto; or a l;ey mt?nager in
AS 24 deems that p there are three directors in common and in the absence of any information to t'he
common. In this case, the h the entities are not related. However, the regulator will nged t9 establish
G, e eetaors! Dol 15 tion for the purpose of the financial control

; i arty transac .
whether the sponsorship deal is a refated party be expected to influence, or be

isi d to be demonstrated that the airline ma)(
; ?:3223' t;ryhetr:ewc?id Onreea related party of the club. If the deal is deemed to be a related party
n y

transaction, the regulator will evaluate whether the sponsorship is at fair value or not.

Case Study 3

a) Neelanchal Gas Refinery Ltd. (hereinafter referred to as Neelan_ch_al), a listed company, is involved in
the production and trading of natural gas and oil. Neelanchal jointly owns an underground storage
facility with another entity, Seemanchal Refineries Ltd. (hereinafter referred to as Seemanchal). Both
the companies are engaged in extraction of gas from offshore gas fields, which they own and operate
independently of each other. Neelanchal owns 60% of the underground facility and Seemanchal owns
40%. Both the companies have agreed to share services and costs accordingly, with decisions relating
to the storage facility requiring unanimous agreement of the parties. The underground facility is
pressurised so that the gas is pushed out when extracted. When the gas pressure is reduced to a
certain level, the remaining gas is irrecoverable and remains in the underground storage facility until it
is decommissioned. As per the laws in force, the storage facility should be decommissioned at the end
of its useful life.

Neelanghal seeks your advice on the treatment of the agreement with Seemanchal as well as the
accounting for the irrecoverable gas.

b) Neel . .
) refer?;dc T:'a:ﬁt;;ts;igl)l?éc: aurtehn-year contract with Uttaranchal Refineries Pvt. Ltd. (hereinafter
equivalent to the total ti puichase of natural gas. Neelanchal has paid an advance to Uttaranchal
This advanced amount wa "y of gas contracted for ten years based on the forecasted price of gas.
way of supply of extra gasr le‘ls'r:ntereSt i rate Of 12.5% per annum, which is settled by Uttaranchal
Additionally, there is a price ad'e fontraCt requires fixed quantities of gas to be supplied each month.
forecasted price of gas J justment Techamsm in the contract whereby the difference between the

gas and the prevailing market price is settled in cash on a quarterly basis. If

#FRwithAK — i
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Uttaranchal doon not doliv

or tho gas as agrood Yo \ ns s = -
computod at the curront ma Q + Noolanchal has the right to clalm compensation

thet prico of the Qas
Neoolanchal wants to aceon

Mttor tho contract with Uttarane ¢ , S :
Instumonts and sooks taranchal in accordance with Ind AS 109 Financial

YOur inputs in this rogard,
Solution

(@) Joint Arrangemeont

which axists only whan ilx‘n“l"kn\-"l ll\ rol is tho c.unlu.’u:lnnll\‘/ agreod sharing of control of an arrangement,
sharing control. Tho ,;m,(.i‘\;l A "i“;“l the relovant activitios roequiro tho unanimous consent of the parties
BlonEi Imasaniiv of ilm‘ anc ‘(\Ill\ ol tho arrangement detormines tho nature of ll\iu ro!nllonshi.p.

. ! ' Purposo, structure or form of the arrangoment, the classification of joint
€"‘||‘\"1!lt‘|l\l‘l\l=“ deponds upon tho partios' rights and obligations arising from the arrangement, Accordingly,
a joint anl.‘\l\&l(‘lnt‘l\l could bho classifiod as n ll)ll\( ()p()l'n“()n or as o ]()l;“ vonture, A l()i|-\[ arrangement which
Is NOT stucturod through o soparate vohiclo is a joint operation, In such cases, the contractual
:.uu}:‘mnnmm ostablishos the partios’ rights and obligations, A joint operator accounts for the assets,
liabilitios, revenuos and oxpanses relating to its Involvement in a joint operation in accordance with the
!‘u.lnvnnl Ind AS, Basod on the information provided, the arrangemont with Seemanchal Refineries Ltd. is a
Joint operation as no separate vohiclo Is formed and the companies have agreed to share services and
costs with decisions regarding tho storage facllity requiring unanimous agreement of the parties.

AR N oe Al i . ) d A
Noelanchal Gas Refinory Ltd. should recognize its share of the asset as Property, Plant and Equipment.

As per Para 16 of Ind AS 16 Property, Plant and Equipment, the cost of an item of property, plant and
equipment comprises the initial estimate of the costs of dismantling and removing the item and restoring
the site on which it is located. Ind AS 37 Provisions, Contingent Liabilities and Contingent Assets provides
guidance on measuring decommissioning, restoration and similar liabilities. Para 45 of Ind AS 37 provides
that where the effect of the time value of money is material, the amount of a provision shall be the present
value of the expenditures expected to be required to settle the obligation. Thus, costs incurred by an entity
in respect of obligations for dismantling, removing and restoring the site on which an item of property, plant
and equipment is situated are recognized and measured in accordance with Ind AS 16 and Ind AS 37, with
the journal entry being as under:

Property, Plant and Equipment Dr. xxx
To Provision for Dismantling, Removal and Restoration XXX

Neelanchal Gas'Refinery Ltd. should recognize 60% of the cost of decommissioning of the underground
storage facility. However, in line Para 29 of Ind AS 37 where an entity is jointly and severally liable for an
obligation, the part of the obligation that is expected to be met by other parties is treated as a contingent
liability. Accordingly, Neelanchal Gas Refinery Ltd. should also disclose 40% of the cost of
decommissioning of the underground facility as a contingent liability, should there arise future events that
prevent Seemanchal Refineries Ltd. from fulfilling its obligations under the arrangement.

As per Ind AS 16, Property, Plant and Equipment are tangible items that;

(a) are held for use in the production or supply of goods or services, for rental to others, or for
administrative purposes; and

(b) are expected to be used during more than one period.

Thus, Neelanchal Gas Refinery Ltd. should classify and account for its share of irrecoverable gas as
property, plant and equipment, as the irrecoverable gas is necessary for the storage facility to perform its
function. Therefore, the irrecoverable gas, being a part of the storage facility, should be capitalized as a
component of the storage facility asset, and should be depreciated to its residual value over the life of the
storage facility. However, if the gas is recoverable in full upon decommissioning of the storage facility, then
depreciation against the irrecoverable gas component will be recorded only if the estimated residual value
of the gas decreases below cost during the life of the facility. Upon decommissioning of the storage facility,
when the cushion gas is extracted and sold, the sale of irrecoverable gas is accounted as a disposal of an
item of property, plant and equipment in accordance with Ind AS 16 and the resulting gain or loss is

#FRwithAK ' CA Aakash Kandoi 1.9
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instruments, is not explicit in the terms of th
contracts net in cash or another financial ins

with the counterparty, by entering into offsetting co

or lapse),
c)

price or dealer's margin; and

d) when the non-financial item that is the subject of the contract is readily convertible to cash.

A written option to buy or sell a non-financial item, such as a commodity, that can be settled net in cash or
another financial instrument, or by exchanging financial instruments, is within the scope of Ind AS 109
Such a contract is accounted as a derivative. Such a contract cannot be entered into for the purpose of thé
receipt or delivery of the non-financial item in accordance with the entity's expected purchase, sale o
usage requirements. Judgment would be required in this area as net settlements caused by uni u‘e eventr
beyond management's control may not necessarily prevent the entity from applying the cl‘own us:'

exemption to all similar contracts.

o nature

21 inventory in ac
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exibility, the contract could be regarded as a written option which fallse 'tteT )
s within

the scope of Ind AS 109,

However, the contract
‘ , act will probably conti
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d for expected counterparties’ sale / usage requiremen?sasAclitd!:?S blfeqhentered
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h ¢ |
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phasizing the ‘own use' designation
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measured at fair value through profit or loss, thus
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Case Study 4

On 1st January 20X2, Sun Ltd. wi
rospect of o financial losses Incurrod by tho
causod due to supply of faulty products on 30th Soptomber 20X1 by the Corng
caso but considerod, basod on tho progross of tho caso up to 316t March 2
probability they would havo to pay damagos of 10 lakhs to the custormner.
rocorded this transaction in ite financial statamant as tho €ase
sulting in 1o payment of

sottled. The case was ultimatoly sottlod against the company rae s by the
stomor on 15th May 20X2, The financials have heon authorized by

vo financial lossos
1, dofondoed the
wrats o 15%

16 nolifiod that a customor wae
customor, Custome

However, the accountant of Sun Ltd. has not

is not yet finally

damages of ¥12 lakhs to the cu
Board of Directors in its moeting hold on 18 th May 20X2.

accounting treatment made by the account
along with working for the same.

ant is In compliance of the Ind AS. I

Analyse whether the above
not, advise the correct treatment

sions given in Ind AS 37 ‘Provigions,

Solution
ftor the Reporting Period’.

The above treatment need

s to be examined in the light of the provi
Contingent Liabilities and Contingent Assets’

and Ind AS 10 ‘Events A
Para 10 of Ind AS 37 'Provisions, Contingent Liabilities and Contingent Assets’ defines:

“Provision is a liability of uncertain timing or amount.
Liability is a present obligation of the entity arising from past events, the settlement of which
is expected to result in an outflow from the entity of resources embodying economic benefits”.

Further, paragraph 14 of Ind AS 37, states:

“A provision shall be recognised when:
past event;

an entity has a present obligation

(legal or constructive) as a result of a
ow of resources embodying economic benefits will be require

(a)
(b) it is probable that an outfl d to settle the

obligation; and
(c) a reliable estimate can be made of the amount of the obligation”.

Further, paragraph 36 of Ind AS 37, states:
t estimate of the expenditure required to settle the

“The amount recognised as a provision shall be the bes
present obligation at the end of the reporting period”.

Further, paragraph 3 of Ind AS 10 ‘Events after the Reporting Period’ defines:
“Events after the reporting period are those events, favourable and unfavourable, that occur between the
end of the reporting period and the date when the financial statements are approved by the Board of
Directors in case of a company, and, by the corresponding approving authority in case of any other entity

for issue. Two types of events can be identified:
those that provide evidence of conditions that existed at the end of the reporting period (adjusting

(a)
events after the reporting period); and
those that are indicative of conditions that arose after the reporting period (non- adjusting events

(b)

after the reporting period).

Further, paragraph 8 of Ind AS 10 states that:
“An entity shall adjust the amounts recognised in its financial statements to re flect adjusting events after

the reporting period.”

1.11
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ision a!‘ld accordingly not ﬂdjust()d th rk
Qa

| 7 nised the prov : :
! Accountant un Ltd. ha r:tht trscrg?lect adjusting events after the reporting period is noy g, Moy
The e | stateme Moy
! financla and In by
reC‘?Q"i,scei;C:);dz:fce with provision of Ind AS 37 an e omobtgat | o
B gn{e'n fs:f'be oliably estimated: Therefore, 'fO”Oj\s’,wrr(]a%ujred S 37 ‘ProviSIga"*l
gvir:.tng;/g:f ljial;ilitics and contingent Assets —4a provision N
0 ' ' | |
rovision should be for the best estimate of tr%‘i/x;)endfture required to setlle the obligatiop, al 3
:1';?0:: 20X2 which comes to % 7.5 lakhs (10 lakhs b). | | | ,
s of Ind AS 10 « Events After the Reporting Period’ evidence of the st
ount of provision created shall be increased to ¥ 12e|mem
akhs

g the principle
justing event. Therefore, thg am
be recognised as a current liability-

Further, followin
amount is an ad
and accordingly

Case Study 5 (MTP March’ 21, Nov'22)
goods to Mars Ltd. at a consideration of ¥10 lakhs, the receipt of which receivapq :

eriod (receipts on 1st April 20X1, 31st March 2'5 i

2

Mercury Ltd. has sold
ts of 23,33,333 over a two year p

three equal installmen
and 31st March 20X3).

% (i.e. X 50,000) if payment is made in full at the time of sale Th

- Ihe

The company is offering a discount of 5
sale agreement reflects an implicit interest rate of 5.36% p.a.
The tofa! consideration to be received from such sale is at €10 Lakhs and hence, the managem
recognised the revenue from sale of goods for ¥ 10 lakhs. Further, the management is of th o
there is no difference in this aspect between Indian GAAP and Ind AS. © View that
Analyse whether the above accounting treatment made b i

, y the accountant is i i
not, advise the correct treatment along with working for the same IS COmpEanGe of th(e Ind AS. if

’ 6 Marks)

Solution
The revenue from sale of
goods shall be recognised at the fai
air value of the considerati
ration received
or

receivable. The fair value of the consi ion i m ng all future
: . nsideration is determi i i ec
e der rmined by discounting eipts n
m interest where the receipt is deferred beyond normal creditl terml:l flL 4 drff Gl
. The difference betwe
en

n

Time of
of sale | 3,33,333

| 333333
3,16,333

3,00,334
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Analysis of FS

To Intorost Income
To Trado Rocoivablo

tinal Inatallmont
Caah

To Trado Rocolvablo

Income
Sale of Goods
Otheor Income (Finance Income)

Recognition of intoroat exponso and payment of

To Intorost Income (Balancing figure)

3,00,280

Dr.|  3,33,334

16,047

316,387 |

Statement of Proflt and Loss (oxtracts) for the year ended 31st March 20X2 and 31st March 20X3

Balance Sheet (oxtracts) as at 31st March 20X2 and 31st March 20X3

Assots

7C }I[‘[‘G_l]‘t_ASSOfS

Financial Assets

INR
As at Mar 31, 20X2 As at Mar 31,
20X3
~9,50,000 -
33,083 16,947
INR
As at Mar 31, 20X2 As at Mar 31,
20X3
3,16,387 XXX

Trade Rocelvablioéﬁr

Case Study 6 (MTP Apr’21, May’23)

Master Creator Private Limited (a subsidiary of listed company) is an Indian company to whom Ind AS are
applicable. Following draft balance sheet is prepared by the accountant for year ending 31st March 20X2.

Balance Sheet of Master Creator Private Limited as at 31st March, 20X2

Particulars \ 2
ASSETS |
Non-current assets \
Property, plant and equipment \ 85,37,500
Financial assets \
Other financial assets (Security deposits) | 4,62,500 \
Other non-current assets (capital advances) Deferred tax assets ‘ 17,33,480 \
2,54,150
Current assets \
Trade receivables 7,25,000
Inventories \ 5,98,050
Financial assets \
Investments \ 55,000 \
Other financial assets Cash and cash equivalents \ 2,17,370
1,16,950 \
TOTAL ASSETS | 1,27,00,000 |
#FRwithAK CA Aakash Kandoi
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fon oplion would have garrlad Intel

)) et festiestd by 1he anlity, if jy

: ¢ 0d,00,00
ominal valie of L e ted into anuity sharas on e

laan Wil e i ey e conver

1. On par. Allarnatively,

lmhmmnhlu on 3

basis of 100 now sharon [0

| ) ors
{\‘:;:‘:l"’(l‘\::::;"‘:‘:::::‘:’::"'(l:“(“l“'('l ||'¢‘\::I|' |:;:::/| an o finance cosl,
prosont Value (PV) ratos aro as follows: .
Yoar End @ 0% E(l), o

1 0,99 ”,’”

2 0.00 ) .’

J 0,79 0.7b

il 0.73 (.60 |

vo tocommendad dividend of 2 650,000 for the yeir

i I diroctorts ha
_After tho reporting porlod, the board o b
fmding 318t M[mch, 20X1, Howovor, tho sameo hat not been yot accountad by ]

il llabllitios' consists of the following):

& cotnpany in its financials,

3. 'Other current financ

Particulars Amount (%)
Wages payablo 21,800
Salary payablo 61,845
TDS payablo ‘ 81,265
| Interost aceruod on trado puy:lbl(m 35,564
- 4. Property, Plant and Equipmont consists following itoms:
Particulars Amount | Romarks
A ()
Building 7 37,50,250 | It Is hold for administration purposos
Land 15,48,150 | ItIs hold for capital approciation
:uhidu.-; 7 | 12,37,500 | Thoso are used as the convoyance for omployoos
actory promisos 20,01,600 ('}(};::U()((;;l)l’(‘;::lrll;(;ltll(())'I(](\;vm} ~I”l”-m,d on 31 March 20X2 and
eonstruciion activi proc :.l‘titjr\ has boon charged on It 'l'hta
ctl n ac os will continuo to happon, and it will tako 2
yoars to comploto and bo avallablo for uso,

5. Tho cor '
nposition of ‘othor curront financlal assols’ Is oy follows:

Particulars

Amount (Rs.)
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)
Interest aceruod on bank doposita 67,720
Prepaid oxponsos 10,000
Royalty roceivablo from dealors 09,050

‘ gh profit &
6. Current Investmonts consist of socurition hold for trading which are carrlod ot 1.11; valuo ""-;“I,Jvl\““ cost
loss. Invostmonts were purchasod on 11 January,20X2 at T 55,000 and accordingly ‘\")”“‘"“‘)‘ ’
’ ’ o N ’ f . ' 2 |¢ B
as at 31st March 20X2. The fair valuo of said investmonts as on 318t March 20X2 1 2 60,
{ 7. Trado payables and Trade rocoivables aro duo within 12 months.

I
8. There has been no changes in equity share capital during the yoar,

- 9. Entity has the intention to set off a doferred tax assel against a doforrod tax liability as thoy rolato to

R \ . ()¢ 0 sot
income taxes levied by the same taxation authority and tho ontity has a logally onforcoablo right to s
off taxes.

« as 4
10. Other Equity consists retained earnings only. The opening balanco of rotainod oarnings was 2
21,25,975 as at 1st April 20X1.

11. No dividend has been actually paid by company during the year.

12. Assume that the deferred tax impact, if any on account of above adjustments is corroectly calculated in
financials.

Being Finance & Accounts manager, you are required to identify the errors and mlssmlum'(mts if :'my in the
balance sheet of Master Creator Private Limited and prepare corrected balance sheot vynh details on' tho
face of the balance sheet i.e. no need to prepare notes to accounts, after considering the additional
information. Provide necessary explanations/workings for the treated items, wherover necessary. 16 Marks
Solution

Balance Sheet of Master Creator Private Limited as at 31st March, 20X2
Particulars \vNorkAlr_\glvNot(; (%)
reference )
ASSETS - -
Non-current assets
Property, plant and equipment 1 49,87,750
Capital work-in-progress 2 20,01,600
investment Property 3 15,48,150
Financial assets
Other financial assets (Security deposits) 4,62,500
Other non-current assets (capital advances) 4 17,33,480
Current assets
Inventories 5,98,050
Financial assets
Investments (55,000 + 5,000) 5 60,000
Trade receivables 6 7.25,000
Cash and cash equivalents 7 1,16,950
Other financial assets 8 1,27.370
Other current assets (Prepaid expenses) 8 90,000
TOTAL ASSETS 1,24,50,850
EQUITY AND LIABILITIES - B
Equity
Equity share capital A 10,00,000




Financial Reporting

CA Final -

Other equity
Non-current liabilities

Financial liabilities -

B%‘Convortiblo loan 7 ) -
Long term provisions
Deferred tax liabity
Current liabilities

_ﬁnancial_ljgagiljgies._

Trade payables

Other financial liabilities

Other current liabilities (TDS payable)
Current tax liabilities

TOTAL EQUITY AND LIABILITIES
Statement of changes in equity For the year ended 31st March, 20X2

A. Equity Share Capital

Balance (%)
As at 31stMarch, 20X1 10,00,000
Changes in equity share capital during the year -
As at 31stMarch, 20X2 10,00,000

B. Other Equity
Retained Equity component Total (®)

Earnings (%) | of Compound
Financial
Instrument (%)

As at 315'March, 20X1 21,25,975

Total comprehensive income for the year
(25,00,150 + 5,000 -

-\
- | 21,25,975

85,504- 21,25,975) 2,93,671 -| 293,671

:ﬁzu)?e:rf compound financial instrument during

As at 31+March, 20x2 0 m 4.24.960 | 4,24.960
Disclosure forming part of Financial Statements: “_—l——'\‘\ M 28,44,606

€ approval of the shareholders of the company at the

3. Investment pro .
perty is pro -
by the lessee a5 g rightF_)of_f)ert)' (land or a p

(a)
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() wodo e the ordinry courme of buninean

thoteloro, Land hold Tor capital approcintion should be clanasifiod an Invastimant proporty fathor than B4F

A Ansoba for whitch the futore o onormde bonoht in tho “",“”,‘ of ”“(,rh; 0Or aorvicos, f hiof thian the “'.l"' 10
roceive canhor anathor financiol aanaot, oro not inanolis) nasots
|
LA Cuttent ivestimonts hore aro hold for tho poarposo of tending. Honco, s o Nnnnciol assel classifiod o |
FVEEL O Ay ol dy it fode values willl bho 1ocogninaed through '"”[" or loss, Honea, 20 5,000 (60,000
VOO Increane in tale value of Tinancial amsot will o recognisod o profit and lose
%)

A conttactual tght 1o rocoive cash or anothor financlal ansol from another ontity s i financial nunot, |
Lrado rocoivablon s o inanclal annol in this caso and honeo shoold bo raclasaifiod

Cash s actinancial assoel, Honco it should bo roclansifiod,

N Other cuttent inancial asnols:

Particulars Amount (2) I
‘ Interest acerued on bank deposits 67,7120 1»
Royalty receivable from doalora 60,650

|
Total 1,27,370

Prepaid expenses doos not result into receipt of any cash or financial assot, However, it results into future
goods or services, Hence, itis not a financial assol,

0. As per Ind AS 10, ‘Events after the Reporting Porlod’, If dividends are declared after the reporting
petiod but before the financial statements aro approved for lssuae, the dividends are not rec ognized an @
: liability at the end of the roporting poriod bocauso no obligation exists at that time. Such dividends are
I disclosed in the notes In accordance with Ind AS 1, Prosontation of Financlal Statermonts,

|

| 10, 'Other Equity’ cannot be shown under ‘Non-current labllities’. Accordingly, it is roclassified under
]l ‘Equity’,

|

|

1. There are both ‘equity’ and ‘debt’ features in the instrument. An obligation to pay cash i.c. interest at 8%
per annum and a redemption amount will be troated as ‘financial liablility’ while option to convert the

loan into equity shares is the equity eloment In the instrument. Therofore, convertible loan is a
compound financial instrument,

Salculation of debt and equity component and amount to be recognised in the books:

S. No Year Interest amount '@ 8% Dlscouhtlng factor @ 10% Amount
Year 1 20X2 512,000 ' 0.91 ' 4,65,920
Year 2 20X3 5,12,000 0.83 4,24 ,960
Year 3 20X4 5,12,000 0.75 3,84,000
Yeard4 20X | 69,12,000 0.68 47,00,160
Amount to be recognised as a liability 59,75,040
Initial proceeds (64,00,000)
Amount to be recognised as equity

4,24 960

*In year 4, the loan note will be redeemed; therefore, the cash outflow would be ¥ 69,12,000 (X 64,00,000
+ ¥ 5,12,000).

Presentation in the Financial Statements:

In Statement of Profit and Loss for the year ended on 31 March 20X2

Finance cost to be recognised in the Statement of Profit and Loss (59,75,040 x 10%) \ X5,97,504

Less: Already charged to the Statement of Profit and Loss \R 5,12,000)

/\ddl!ionnl finance chargo required to be recognised in the Statement of Profit and Loss \ X 85,504 \
#FRwithAK o
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i Ralance Sheat as at 41 March 20X2

Equity and I-Iﬁlil!l_ths -
Fquity
Other Equily (8% convertible loan)
Non-current liability
Finenelal fiability 8% convertible loan — [(59,75,040+ 5,97,504— 5,12,000)]

Binue entity has e infention to set off deferred tax asset against deferred tax liability ang

i the epy
logally enforceable right to set off taxes, hence their balance on net basis should be shown as: ity hasa
" Particulars Amount (3)
“Doferred tax liability 4,74,850
Deferred tax asset 2,54 150
Deferred tax liability (net) 2,20,700 |
13, A llability that is a contractual obligation to deliver cash or another financial asset to another entity
financial llability. Trade payables is a financial liability in this case. Yis 5

4, 'Other current financial liabilities":

T Particulars Amount

()
Wagoes payable 21,890
Salary payable 61,845
Interest accrued on trade payables 35,564
Total 1,19,299

16, Liabilities for which there is no contractual obligation to deliver cash or other financial asset to anoh,
¢ T

onlity, aro not financial liabilities. Hence, TDS payable should be reclassified from ‘Other curre
financial liabilities' to 'Other current liabilities’ since it is not a contractual obligation. !

MY, tae = o




