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 1. Financial Instruments (Ind AS 109, 32 & 107)

(A) Definition

Q.1. (Study Material) Entity A holds an option to purchase equity shares in a listed entity B for ` 100 per share at  the
end of a 90 day period. Evaluate the contract whether a financial asset or a financial  liability?  What if the entity
A has written the option?

Ans. :-

(i) Provision of Ind AS

A contractual right to exchange financial assets or financial liabilities with another entity under conditions that are
potentially favourable to the entity.

A contractual obligation to exchange financial assets or financial liabilities with another entity under conditions
that are potentially unfavourable to the entity.

(ii) Analysis and Conclusion

 Favourable Terms

 The above call option gives entity A, a contractual right to exchange cash of ` 100 for an equity share
in another entity and will be exercised if the market value of the share exceeds ` 100 at the end of the
90 day period. If the market value of a share will be such that the entity. A will gain on the exercise
date, it will exercise the call option.

 Since entity A stands to gain if the call option is exercised, the exchange is potentially favourable to
the entity. Therefore, the option is a derivative financial asset from the time the  entity becomes a
party to the option contract.

 Unfavourable Terms

 On the other hand, if entity A writes an option under which the counterparty can force the  entity to sell
equity shares in the listed entity B for ̀  100 per share at any time in the next 90 days, then  entity A will
be said to have a contractual obligation to exchange  its equity shares  to another entity for cash of  `
100 per share on potentially unfavourable terms  i.e.  if the holder  exercises the option,  on account
of the market price per share  being above the exercise price  of  ` 100 per share at the end of the 90
day period.

 Since entity A stands to lose if the option is exercised, the exchange is potentially  unfavourable and
the option is a derivative financial liability from the time the entity becomes a party to the option
contract.

Q.2. (Study Material) A Company has issued 6% mandatorily redeemable preference shares with mandatory fixed
dividends. Evaluate whether such preference shares are an equity instrument or a financial liability to the issuer
entity?
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Ans. :-

(i) Provision of Ind AS

 An equity instrument is any contract that evidences a residual interest in the assets of an entity after
deducting all of its liabilities.

 In determining whether a preference share is a financial liability or an equity instrument, an issuer assess
the particular rights attaching to the share to determine whether it exhibits the fundamental characteristic of
a financial liability.

(ii) Analysis and Conclusions

 The instrument in this question provides for mandatory periodic fixed dividend payments and mandatory
redemption by the issuer for a fixed amount at a fixed future date.

 Since there is a contractual obligation to deliver cash (for both dividends and repayment of principal) to the
shareholder that cannot be avoided, the instrument is a financial liability in its entirety.

Q.3. (Practice Manual) A Company has issued 9% mandatorily redeemable shares with mandatory fixed dividends.
Evaluate whether such preference shares are an equity instrument or a financial liability to the issuer entity?

Ans. :-

(i) Provision of Ind AS

 An equity instrument is any contract that evidences a residual interest in the assets of an entity after
deducting all of its liabilities.

 In determining whether a preference share is a financial liability or an equity instrument, an issuer assesses
the particular rights attaching to the share to determine whether it exhibits the fundamental characteristic of
a financial liability.

(ii) Analysis and Conclusions

 The instrument in this question provides for mandatory periodic fixed dividend payments and mandatory
redemption by the issuer for a fixed amount at a fixed future date.

 Since there is a contractual obligation to deliver cash (for both dividends and repayment of principal) to the
shareholder that cannot be avoided, the instrument is a financial liability in its entirety.

Q.4. (Practice Manual) An entity issues a non-redeemable callable subordinated bond with a fixed 8% coupon. The
coupon can be deferred in perpetuity at the issuer’s option. The issuer has a history of paying the coupon each
year and the current bond price is predicted on the holders expectation that the coupon will continue to be paid
each year. In addition the stated policy of the issuer is that the coupon will be paid each year, which has been
publicly communicated. Evaluate ?

Ans. :-

(i) Provision of Ind AS

An equity instrument is any contract that evidences a residual interest in the assets of an entity after deducting all
of its liabilities.

(ii) Analysis and Conclusions

 Although there is both pressure on the issuer to pay the coupon, to maintain the bond price, and a construc-
tive obligation to pay the coupon, there is no contractual obligation to do so.

 Therefore the bond is classified as an equity instrument.

Q.5. (Practice Manual) A zero coupon bond is an instrument where no interest is payable during the instrument’s life
and that is normally issued at a deep discount to the value at which it will be redeemed. Evaluate ?

Ans. :-

(i) Provision of Ind AS

A contractual obligation to deliver cash is a financial liability.

(ii) Analysis and Conclusions

 Although there are no mandatory periodic interest payments, the instrument provides for mandatory re-
demption by the issuer for a derterminable amount at a fixed or determinable future date.

 Since there is a contractual obligation to deliver cash for the value at which the bond will be redeemed, the
instrument is classified as a financial liability.
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Q.6. (Study Material) A Company issued non-redeemable preference shares with mandatory fixed dividends. Evaluate
whether such preference shares are an equity instrument or a financial liability to the issuer entity?

Ans. :-

(i) Provision of Ind AS

 An equity instrument is any contract that evidences a residual interest in the assets of an entity after
deducting all of its liabilities.

 In determining whether a preference share is a financial liability or an equity instrument, an issuer assesses
the particular rights attaching to the share to determine whether it exhibits the fundamental characteristic of
a financial liability.

(ii) Analysis of Fact

 The shares are non - redeemable and thus  the amount of the principal has equity characteristics, but the
entity has a contractual  obligation to pay dividends that provides the shareholders with a lender's return.

 This obligation is not negated if the entity is unable to pay the dividends because of lack of funds or
insufficient distributable profits.

 Therefore, the obligation to pay the dividends meets the definition of a financial liability.

(iii) Conclusion

 The overall classification is that the shares may be a compound instrument, which may require each
component to be accounted for separately.

 It would be a compound instrument if the coupon was initially set at a rate other than the prevailing market
rate or the terms specified payment of discretionary dividends in addition to the fixed coupon.

 If the coupon on the preference shares was set at market rates at the date of issue and there were no
provisions for the payment of discretionary dividends, the entire instrument would be classified as a finan-
cial liability, because the stream of cash flows is in perpetuity.

Q.7. (Study Material) A company issued Non-redeemable preference shares with dividend payments linked to ordi-
nary shares. Evaluate whether such preference shares are an equity instrument or a financial liability to the
issuer entity?

Ans. :-

(i) Provision of Ind AS

 An equity instrument is any contract that evidences a residual interest in the assets of an entity after
deducting all of its liabilities.

 In determining whether a preference share is a financial liability or an equity instrument, an issuer assesses
the particular rights attaching to the share to determine whether it exhibits the fundamental characteristic of
a financial liability.

(ii) Analysis of Fact

 An entity issues a non-redeemable preference shares on which dividends are payable only if the entity also
pays a dividend on its ordinary shares.

 The dividend payments on the preference shares are discretionary and not contractual, because no divi-
dends can be paid if no dividends are paid on the ordinary shares, which are an equity instrument.

 As the perpetual preference shares contain no contractual obligation ever to pay dividends and there is no
obligation to repay the principal, they should be classified as equity in their entirety.

(iii) Conclusion

 Where the dividend payments are also cumulative, that is, if no dividends are paid on the ordinary shares,
the preference dividends are deferred, the perpetual shares will be classified as equity only if the dividends
can be deferred indefinitely and the entity does not have any contractual obligations whatsoever to pay
those dividends.

 A liability for the dividend payable would be recognized once the dividend is declared.
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Q.8. (Study Material) A zero coupon bond is an instrument where no interest is payable during the instrument's life
and that is normally issued at a deep discount to the value at which it will be redeemed. Evaluate?

Ans.:-

(i) Provision of Ind AS

Contractual obligation to deliver cash is a financial liability. In case of zero coupon bond even though interest is
zero but there is contractual obligation to deliver principal amount at maturity.

(ii) Analysis and Conclusion

Although there are no mandatory periodic interest payments, the instrument provides for  mandatory redemption
by the issuer for a determinable amount at a fixed or determinable future date. Since there is a contractual
obligation to deliver cash for the value at which the  bond will be redeemed, the instrument is classified as a
financial liability.

Q.9. (Practice Manual) Entity ABC enters into  a fixed price forward contract to purchase 50,00,000 kilograms of
copper in accordance with its expected usage requirements.

The contract permits ABC to take physical delivery of the copper at the end of 12 months or to pay or receive a
net settlement in cash, based on the change in fair value of copper. Is the contract covered under Financial
Instruments standard?         (Nov., 2010 & 2011 - 4 Marks)

Ans. :-

(i) Provision of Ind AS

A non-financial contract is accounted as financial instrument only when entity has entered such contract for other
than entity expected trade and usage requirement.

(ii) Analysis and Conclusion

 The above contract needs to be evaluated to determine whether it falls within the scope of the financial
instruments standards.

 The contract is a derivative instrument because there is no initial net investment, the contract is based on
the price of copper and it is to be settled at a future date.

 However, if ABC intends to settle the contract by taking delivery and has no history for similar contracts of
setting net in cash, or of taking delivery of the copper and selling it within a short period after delivery for
the purpose of generating a profit from short term fluctuations in price or dealer’s margin, the contract is not
accounted for as a derivative under Ind AS 109.

 Instead, it is accounted for as an executory contract and if it becomes onerous then Ind AS 37 would apply.

Q.10. In the following situations evaluate whether the preference shares are an equity instruments of a financial
liability to the issuer entity.

Situation 1 : A company has issued 6% mandatorily redeemable preference shares with mandatory fixed dividends.

Situation 2 : A company issued non-redeemable preference shares with dividend payments linked to ordinary
shares. Also state whether your answer will differ if the dividend payments are cumulative.

(May, 2016 - 4 Marks)

Ans. :-

(i) Provision of Ind AS

 An equity instrument is any contract that evidences a residual interest in the assets of an entity after
deducting all of its liabilities.

 In determining whether a preference share is a financial liability or an equity instrument, an issuer assesses
the particular rights attaching to the share to determine whether it exhibits the fundamental characteristic of
a financial liability.
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(ii) Analysis and Conclusion

Case 1 :

Since payment of dividend and both principle are mandatory hence, pref. share capital is classified as liability.

Case 2  :
 An entity issues a non-redeemable preference shares on which dividends are payable only if the entity also

pays a dividend on its ordinary shares.

 The dividend payments on the preference shares are discretionary and not contractual, because no divi-
dends can be paid if no dividends are paid on the ordinary shares, which are an equity instrument.

 As the perpetual preference shares contain no contractual obligation ever to pay dividends and there is no
obligation to repay the principal, they should be classified as equity in their entirety.

 Where the dividend payments are also cumulative, that is, if no dividends are paid on the ordinary shares,
the preference dividends are deferred, the perpetual shares will be classified as equity only if the dividends
can be deferred indefinitely and the entity does not have any contractual obligations whatsoever to pay
those dividends.

 A liability for the dividend payable would be recognized once the dividend is declared.

Q.11. (RTP, Nov. 2012) On 1 April, 2008 Delta Ltd. issued ` 30,00,000, 6% convertible debentures of face value of `
100 per debenture at par. The debentures are redeemable at a premium of 10% on 31.3.12 or these may be
converted into ordinary shares at the option of the holder the interest rate for equivalent debentures without
conversion rights would have been 10%.

Being compound financial instrument, you are required to separate equity and debt portion as on 1.4.08.

The present value of Re.1 receivable at the end of each year based on discount rates of 6% and 10% can be
taken as :-

6% 10%

End of year 1 0.94 0.91

2 0.89 0.83
3 0.84 0.75

4 0.79 0.68
[Nov., 2009 & 2010 - 8 Marks]

Ans. :-

(i) Calculation of fair value of Liability Component

Particulars `̀̀̀̀
Present value of interest (1,80,000 x 3.17) 5,70,600
Present value of Principle (30,00,000 x 110% x .68) 22,44,000

Total 28,14,600

(ii) Calculation of fair value of Equity Component

Particulars `̀̀̀̀
Proceeds from the issue of debenture 30,00,000
Less : Fair value of liability component (28,14,600)

Value of equity component 1,85,400

Q.12. Mega Ltd. issued ` 100,00,000 worth of 8% Debentures of face value ` 100 each on par value basis on 1st Jan.
2011. These debentures are redeemable at 12% premium at the end of 2014 or exchangeable for Ordinary
shares of Mega Ltd. on 1 : 1 basis. The interest rate for similar debentures that do not carry conversion entitle-
ment is 12%. You are required to calculate the value of the debt portion of the above compound financial
instrument. The Present Value of the rupee at the end of years 1 to 4 at 8% and 12% are supplied to you as :

8% 12%
End of year 1 0.926 0.893
End of year 2 0.857 0.797
End of year 3 0.794 0.712
End of year 4 0.735 0.636

[Nov., 2011 - 4 Marks]
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Ans. :-

Ans. :-

(i) Calculation of fair value of Liability Component

Particulars `̀̀̀̀

Present value of interest (8,00,000 x 3.038) 24,30,400

Present value of Principle (1,00,00,000 x 112% x .636) 71,23,200

Total 95,53,600

(ii) Calculation of fair value of Equity Component

Particulars `̀̀̀̀

Proceeds from the issue of debenture 1,00,00,000

Less : Fair value of liability component (95,53,600)

Value of equity component 4,46,400

Q.13. (Practice Manual) Hena Limited issued 1 million 10.5% 10 year callable convertible bond at ` 1000. Straight
bonds (NCD) of similar maturity would carry 12% coupon. Each bond may be converted any time into 40 equity
shares of Hena Limited. How will Hena Ltd. present the bond issue in Balance Sheet ?

Ans. :-

(i) Calculation of fair value of Liability Component

Particulars `̀̀̀̀

Present value of interest (105 x 5.65) 593.25

Present value of Principle (1,000 x .322) 322.00

Total 915.25

(ii) Calculation of fair value of Equity Component

Particulars `̀̀̀̀

Proceeds from the issue of debenture 1,000

Less : Fair value of liability component 915.25

Value of equity component 84.75

Q.14. (Study Material) A company borrowed ` 50 lacs @ 12% p.a. Tenure of the loan is 10 years.  Interest is payable
every year and the principal is repayable at the end of 10th year.  The company defaulted in payment of interest
for the year 4, 5 and 6.

A loan reschedule agreement took place at the end of 7 year.  As per the agreement the  company is required to
pay ` 90 lacs at the end of 8th year.  Calculate the additional amount to be paid on account of rescheduling and
also the book value of loan at the end of 8th year when reschedule agreement took place.

[May,  2016 - 4 Marks]

Ans. :-

(i) Statement of Outstanding Amount at the end of 8th year

Particulars `̀̀̀̀

(a) Amount of Loan 50,00,000

(b) Cumulative interest (4th to 8th year i.e. 1.12 x 1.12 x 1.12 x 1.12 x 1.12) 1.76234

(c) Amount outstanding (a x b) 88,11,700

(ii) Calculation of Additional amount to be paid due to rescheduling

Particulars `̀̀̀̀

Total amount paid on rescheduling 90,00,000

Less : Outstanding Amount 88,11,700

1,88,300
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(B) Classification of Financial Assets

Q.15. (Study Material) ABC Ltd.  holds investments to collect their contractual cash flows. Funding needs of the Com-
pany are predictable and the maturity of its financial assets is matched to the entity’s estimated funding needs. The
Company performs credit risk management activities  with the objective of minimizing credit losses.

In the past, sales have typically occurred when the financial assets’ credit risk has increased such that the assets
no longer meet the credit criteria specified in the Company’s documented investment policy.

In addition, infrequent sales have occurred as a result of unanticipated funding needs. Reports to Key Manage-
ment Person focus on the credit quality of the financial assets and the contractual return. The Company also
monitors fair values of the financial assets, among other information, Analyse.

Ans. :-

(i) Provision of Ind AS

 Ind AS 109 requires an entity to classify financial assets on the basis of the entity’s business model for
managing the financial assets.

 An entity assessess whether its financial assets meet the condition on the basis of the business model as
determined by the KMP.

 There are several features of business model. One of the characteristics is that the entity’s business model
determines whether cash flows will result from collecting contractual cash flows, selling  financial assets or
both.

 Consequently,  this assessment is not performed on the basis of scenarios that the entity does not reason-
ably expect to occur, such as so called ‘worst case’ to ‘stress case’ scenarios.

(ii) Analysis and Conclusions

 Although the Company considers, among other information, the financial assets’ fair values from a liquidity
perspective (i.e. the cash amount that would be realized if the entity needs to  sell assets), the Company’s
objective is to hold the financial assets in order to collect the  contractual cash flows.

 Sales would not contradict that objective if they were in response to an  increase in the assets’ credit risk,
for example if the assets no longer meet the credit criteria specified in the Company’s documented invest-
ment policy.

 Infrequent sales resulting from unanticipated funding needs (eg. in a stress case scenario) also would not
contradict that objective, even if such sales are significant in value.

Q.16. (Practice Manual) An entity is about to purchase a portfolio of fixed rate assets that will be financed by fixed rate
debentures. Both financial assets and financial liabilities are subject to the same interest rate risk that gives rise
to opposite changes in fair value that tend to offset each other. Comment ?

Ans. :-

(i) Provision of Ind AS

A financial asset shall be measured at FVTOCI if both of the following conditions are met :

 The financial asset is held within a business model whose objective is to hold financial assets in order to
collect contractual cash flows and selling financial assets and

 The contractual terms of the financial asset give rise on specified dates to cash flows that are solely
payments of principal and interest on the principal amount outstanding.

(ii) Analysis and Conclusion

 In the absence of the fair value option, the entity may have classified the fixed rate assets as FVTOCI with
gains and losses on changes in fair value recognised in other comprehensive income and the fixed rate
debentures at amortised cost.

 Classification of financial assets under Ind AS is based on business model. In this situation the entity
purchased portfolio of fix rate assets hence, it appears that objective is to earn profit and accordingly
FVTPL is a better option of reporting both the assets and the liabilities because this classification corrects
the measurement inconsistency and produces more relevant information.
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Q.17. (Study Material) ABC Company anticipates capital expenditure in a few years. The Company  invests its excess
cash in short and long-term financial assets so that it can fund the expenditure when the need arises. Many of
the financial assets have contractual lives that exceed the Company’s anticipated investment period. The Com-
pany will hold financial assets to collect the contractual cash flows and, when an opportunity arises, it will sell
financial assets to re-invest the cash in financial assets with a higher return. The managers responsible for the
portfolio are remunerated based on the  overall return generated by the portfolio, Analyse.

Ans. :-

(i) Provision of Ind AS

 Ind AS 109 requires an entity to classify financial assets on the basis of the entity’s business model for
managing the financial assets.

 An entity assessess whether its financial assets meet the condition on the basis of the business model as
determined by the KMP.

 There are several features of business model. One of the characteristics is that the entity’s business model
determines whether cash flows will result from collecting contractual cash flows, selling  financial assets or
both.

 Consequently,  this assessment is not performed on the basis of scenarios that Only sales that are insignifi-
cant in value occur before maturity (unless there is an increase in  credit risk).

(ii) Analysis and Conclusions

 The objective of the business model is achieved by both collecting contractual cash flows and selling
financial assets.

 The Company will make decisions on an ongoing basis about whether collecting contractual cash flows or
selling financial assets will maximize the return on the portfolio until the need arises for the invested cash.

 In contrast, consider a Company that anticipates a cash outflow in five years to fund capital  expenditure
and invests excess cash in short-term financial assets.

 When the investments mature, the Company reinvests the cash in new short - term financial  assets.

 The Company maintains this strategy until the funds are needed, at which time the Company  uses the
proceeds from the maturing financial assets to fund the capital expenditure.

 Only sales that are insignificant in value occur before maturity (unless there is an increase in  credit risk).

 The objective of this contrasting business model is to hold financial assets to collect contractual cash flows.

Q.18. (Study Material) Entity B sells goods to customers on credit. Entity B typically offers customers up  to 60 days
following the delivery of goods to make payment in full. Entity B collects the cash in  accordance with the
contractual cash flows of the trade receivables and has no intention to dispose of the receivables, Analyse.

Ans. :-

(i) Provision of Ind AS

A financial asset shall be measured at amortised cost if both of the following conditions are met :

 The financial asset is held within a business model whose objective is to hold financial assets in order to
collect contractual cash flows and

 The contractual terms of the financial asset give rise on specified dates to cash flows that are solely
payments of principal and interest on the principal amount outstanding.

(ii) Conclusions

Entity B's objective is to collect the contractual cash flows from the trade receivables and, therefore, the trade
receivables meet the business model test for the purpose of classifying the financial assets at amortised cost.

Q.19. (Study Material) There is a bond with a stated maturity date.  Payments of principal and interest on the  principal
amount outstanding are linked to an inflation index of the currency in which the  instrument is issued.  The
inflation link is not leveraged and the principal is protected, Analyse.
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Ans. :-

(i) Provision of Ind AS

A financial asset shall be measured at amortised cost if both of the following conditions are met :

 The financial asset is held within a business model whose objective is to hold financial assets in order to
collect contractual cash flows and

 The contractual terms of the financial asset give rise on specified dates to cash flows that are solely
payments of principal and interest on the principal amount outstanding.

(ii) Analysis

 The contractual cash flows are solely payments of principal and interest on the principal  amount outstand-
ing.

 Linking payments of principal and interest on the principal amount outstanding to an unleveraged inflation
index resets the time value of money to a current level.

 In other words, the interest rate on the instrument reflects ‘real’ interest. Thus, the interest amounts are
consideration for the time value of money on the principal amount outstanding.

 However, if the interest payments were indexed to another variable such as the debtor’s  performance (e.g.
the debtor’s net income) or an equity index, the contractual cash flows are not payments of principal and
interest on the principal amount outstanding (unless the  indexing to the debtor’s performance results in an
adjustment that only compensates the holder for changes in the credit risk of the instrument, such that
actual cash flows are solely  payments of principal and interest).

 That is because the contractual cash flows reflect a return  that is inconsistent with a basic lending
arrangement.

(C) Classification of Financial Liabilities

Q.20. What are the examples of financial liabilities held-for-trading ?

Ans. :- In addition to derivatives not accounted for as hedging instruments, financial liabilities held-for-trading may
include :

(a) Obligations to deliver financial assets borrowed by a short seller. Consider that ABC Limited borrows shares
of a listed entity XYZ Limited and sells them in the market. The entity does not own any equity shares of the
listed entity for returning to XYZ.

(b) Financial Liabilities that are incurred with an intention to repurchase them in the near term. Consider that an
entity has issued bonds which are quoted in a stock exchange. The issuer may buy-back these bonds in the
near term depending on changes in their fair value.

(c) Financial liabilities that are part of a portfolio of identified financial instruments that are managed together and
for which there is evidence of a recent pattern of short-term profit-taking. However, the fact that a liability is
used merely to fund trading activities does not in itself make that liability one that is held for trading.

(D) Recognition of Financial Instruments

Q.21. (Study Material) Let us say on 30th March 2015 an entity enters into an agreement to purchase a Financial Asset
for ` 100 which is the Fair Value on that date.

On Balance Sheet date i.e. 31/3/2015 the Fair Value is 102 and on Settlement date i.e.  2/4/2015 Fair Value is 103.

Pass necessary Journal entries on trade date and settlement date when the asset acquired is measured at (a)
Amortised cost (b) FVTPL  (c) FVTOCI
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Ans. :-

(i) Trade Date Accounting

Particulars Amortised Cost                     FVTPL                    FVTOCI

Dr. Cr. Dr. Cr. Dr. Cr.

30.3.2015
Financial Assets Dr. 100 100 100

To Payable 100 100 100

31.3.2015
Financial Assets Dr. --- 2 2

To Profit and Loss --- 2 ---
To OCI --- 2

2.4.2015

Payable Dr. 100 100 100

To Cash 100 100 100

Financial Assets Dr. --- 1 1

To Profit and Loss --- 1

To OCI 1

(ii) Settlement Date Accounting

Particulars Amortised Cost                     FVTPL                    FVTOCI

Dr. Cr. Dr. Cr. Dr. Cr.

30.3.2015

No Entry

31.3.2015

Fair value change Dr. --- 2 2

To Profit and Loss --- 2 ---

To OCI --- 2

2.4.2015

Fair value change Dr. --- 1 1

To Profit and Loss --- 1 ---

To OCI 1

Financial Assets Dr. 100 103 103

To Cash 100 100 100

To Fair Value change --- 3 3

Q.22. (Study Material) XYZ Ltd. grants loans to its employees at 4% amounting to  `  10,00,000 at the beginning of
2015 -16. The principal amount is repaid over a period of 5 years whereas the accumulated  interest computed
on reducing balance at simple interest is collected in 2 equal annual installments after collection of the principal
amount.

Assume the benchmark interest rate is 8%.

Show the accounting entries on 1-4-2015 and 31-3-2016.



www.accountsconcepts.com

12 Financial Instruments (Old Course)

All right reserved ©  RMC

Ans. :-

(i) Calculation of Fair value at initial recognition

Year Cash Flows PVF @ 8% Present Value

1/4/2015 1 Nil

31/3/2016 2,00,000 0.9259 1,85,185

31/3/2017 2,00,000 0.8573 1,71,468

31/3/2018 2,00,000 0.7938 1,58,766

31/3/2019 2,00,000 0.7350 1,47,006

31/3/2020 2,00,000 0.6806 1,36,117

31/3/2021 60,000 (WN) 0.6302 37,810

31/3/2022 60,000 (WN) 0.5835 35,009

8,71,361

(ii) Journal Entries

Date Particulars Dr Cr

1/4/2015 Loans to Employee A/c Dr. 8,71,361

Employee Benefits A/c Dr. 1,28,639

To Bank A/c 10,00,000

31/3/2016 Loans to Employee A/c Dr. 69,709

To Interest Accrued  A/c 69,709

31/3/2016 Bank A/c Dr. 2,00,000

To Loan to Employees 2,00,000

WN :  Computation of Interest to be paid on 31/3/2021 and 31/3/2022

Year Cash Flows Principal Interest Cumulative

outstanding Interest

31/3/2016 2,00,000 8,00,000 40,000 40,000

31/3/2017 2,00,000 6,00,000 32,000 72,000

31/3/2018 2,00,000 4,00,000 24,000 96,000

31/3/2019 2,00,000 2,00,000 16,000 1,12,000

31/3/2020 2,00,000 Nil 8,000 1,20,000

31/3/2021 60,000

(1,20,000/2)

31/3/2022 60,000

(1,20,000/2)

Statement of Amortised Cost

Year Opening Balance Interest @ 8% Repayment Closing Balance

(1) (2) (3) (1+2-3)

1/4/2015 8,71,361

31/3/2016 8,71,361 69,709 2,00,000 7,41,070

31/3/2017 7,41,070 59,286 2,00,000 6,00,356

31/3/2018 6,00,356 48,028 2,00,000 4,48,384

31/3/2019 4,48,384 35,871 2,00,000 2,84,255

31/3/2020 2,84,255 22,740 2,00,000 1,06,995

31/3/2021 1,06,995 8,560 60,000 55,555

31/3/2022 55,555 4,445 60,000 Nil
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(E) Re-Classification

Q.23. (Study Material) Pass Journal Entries for reclassification of financial assets in each of the following cases.

Case 1 : Current classification is amortised cost and amortised cost of bond 1,25,000. Bond is reclassified as
FVTPL and fair value on reclassification date is 90,000.

Case 2 : Current classification is amortised cost and amortised cost of bond 1,25,000.  Bond is reclassified as
FVTOCI and fair value on reclassification date is 90,000.

Case 3 : Current classification of bond is FVTPL and Fair value of bond 1,25,000. Bond is reclassified as
amortised cost and fair value on reclassification date is 90,000.

Case 4 : Current classification of bond is FVTPL and Fair value of bond 1,25,000. Bond is reclassified as
FVTOCI and fair value on reclassification date is 90,000.

Case 5 : Current classification of bond is FVTOCI and Fair value of bond 1,25,000. Bond is reclassified as
amortised cost and fair value on reclassification date is 90,000.

Case 6 : Current classification of bond is FVTOCI and Fair value of bond 1,25,000. Bond is reclassified as
FVTPL and fair value on reclassification date is 90,000.

Ans. :-

Case Particulars Dr. Cr.

1 Bonds (FVTPL) A/c Dr. 90,000

P&L A/c (Bal. fig.) Dr. 35,000

To Bonds (Amortised Cost) A/c 1,25,000

(Being reclassification entry recorded)

2 Bonds (FVTOCI) A/c Dr. 90,000

OCI A/c (Bal. fig.) Dr. 35,000

To Bonds (Amortised Cost) A/c 1,25,000

(Being reclassification entry recorded)

3 Bonds (Amortised Cost) A/c Dr. 90,000

Impairment Loss - P&L (Bal. Fig.) Dr. 35,000

To Bonds (FVTPL) A/c 1,25,000

(Being reclassification entry recorded)

4 Bonds (FVTOCI) A/c Dr. 90,000

Impairment Loss - OCI (Bal. Fig.) Dr. 35,000

To Bonds (Amortised Cost) A/c 1,25,000

(Being reclassification entry recorded)

5 Bonds (Amortised Cost) A/c Dr. 90,000

Loss Allowance  - OCI (Bal. Fig.) Dr. 35,000

To Bonds (FVTOCI) A/c 1,25,000

(Being reclassification entry recorded)

6 Bonds (FVTPL) A/c Dr. 90,000

Reclassification Loss - OCI (Bal. Fig.) Dr. 35,000

To Bonds (FVTOCI) A/c 1,25,000

(Being reclassification entry recorded)
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(F) Measurement of Financial Instruments
Q.24. (Practice Manual) Entity G places its privately held ordinary shares that are classified as equity with a stock

exchange and simultaneously raises new capital by issuing new ordinary shares on the stock exchange.

Transaction costs are incurred in respect of both transactions. Determine the treatment of the incurred transac-
tions costs ?

Ans. :-

(i) Provision of Ind AS

Except for trade receivables, at initial recognition, an entity shall measure a financial asset or financial liability at
its fair value plus or minus, in the case of a financial asset or financial liability not at fair value through profit or
loss, transaction costs that are directly attributable to the acquisition or issue of the financial asset or financial
liability.

(ii) Analysis and Conclusion

 Since the issue of new shares is the issue of an equity instrument, but the placing of the existing equity
instruments with the exchange is not, the transaction costs will need to be allocated between the two
transactions.

 Transaction costs in respect of the new shares issued will be recognised in equity whereas the transaction
costs incurred in placing the existing shares with the stock exchange will be recognised in profit or loss.

Q.25. (Study Material) A Company invested in Equity shares of another entity on 15th March for ̀  10,000.  Transaction
Cost = ` 200 (not included in `10,000) Fair Value on Balance Sheet date i.e. 31st March 2015 = ` 12,000. Pass
necessary Journal Entries.

Ans. :-

Date Particulars Dr. Cr.

15.3.2015 Investment A/c Dr. 10,000

Transaction Cost A/c Dr. 200

To Bank 10,200

31.3.2015 Investment A/c Dr. 2,000

To Fair Value Gain A/c 2,000

31.3.2015 P&L A/c Dr. 200

To Transaction Cost A/c 200

31.3.2015 Fair Value Gain A/c Dr. 2,000

To P&L A/c 2,000

Q.26. (Study Material) Explain the conditions required to be met for a Financial Asset to be measured at Amortised
Cost (applicable to Debt Instruments only).
A Company invested in Equity shares of another entity on 15th March for ` 10,000. Transaction Cost = ̀  200 (not
included in ` 10,000).  Fair Value on Balance Sheet date i.e. 31st March 2015 = ` 12,000.  Pass necessary
Journal entries if financial assets to be accounted as FVTOCI.

(Nov., 2016 - 4 Marks)

Ans. :-

(i) A financial asset shall be measured at amortised cost if both of the following conditions are met :

 The financial asset is held within a business model whose objective is to hold financial assets in order to
collect contractual cash flows,

 The contractual terms of the financial asset give rise on specified dates to cash flows that are solely
payments of principal and interest (SPP) on the principal amount outstanding.
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(ii) Journal Entries

Date Particulars Dr. Cr.

15.3.2015 Investment A/c Dr. 10,200

To Bank 10,200

31.3.2015 Investment A/c Dr. 1,800

To Fair Value Gain A/c 1,800

31.3.2015 Fair Value Gain A/c Dr. 1,800

To OCI A/c 1,800

31.3.2015 OCI A/c Dr. 1,800

To Fair Value Reserve A/c 1,800

Q.27. (Study Material) A Company lends ` 100 lacs to another company @ 12% p.a. interest on 1/4/2015.  It incurs `
40,000 incremental costs for documentation. Loan tenure = 5 years with Interest charged annually.  Fair Value of
Loan = 99,40,000 (100 lacs – 1 lac + 40,000).  Pass necessary Journal entries.

Ans. :-

Date Particulars Dr. Cr.

1.4.2015 Loan A/c Dr. 100 lacs

To Bank A/c 100 lacs

1.4.2015 Loan Processing Expense A/c Dr. 40,000

To Bank A/c 40,000

1.4.2015 Loan A/c Dr. 40,000

To Loan Processing Expense A/c 40,000

(G) Derecognition

Q.28. (Practice Manual) Entity X (the transferor) holds a portfolio of receivables with a carrying value of ` 1,00,000. It
enters into a factoring arrangement with entity Y (the transferee) under which it transfers the portfolio to entity Y
in exchange for ` 90,000 of cash.

Entity Y will service the loans after their transfer and debtors will pay amounts due directly to entity Y. Entity X
has no obligations whatsoever to repay any sums received from the factor and has no rights to any additional
sums regardless of the timing of the level of collection from the underlying debts. Evaluate.

Ans. :-

(i) Provision of Ind AS

An entity shall derecognise a financial asset when, and only when :

 The contractual rights to the cash flows from the financial asset expire, or

 it transfers the financial asset and the transfer qualifies for derecognition.

(ii) Analysis and Conclusion

 Entity X has transferred its rights to receive the cash flows from the asset via an assignment to entity Y.
Furthermore, as entity Y has no recourse to entity X for either late payment risk or credit risk, entity X has
transferred substantially all the risks and rewards of ownership of the portfolio.

 Hence, entity X derecognises the entire portfolio. The difference between the carrying value of ` 1,00,000
and cash received of ` 90,000 i.e. ` 10,000 is recognised immediately as a financing cost in profit or loss.

 Had Entity X not transferred its right to receive the cash flows from the asset or there would have been any
credit default guarantee given by entity X, then it would have not led to complete transfer of risk and
rewards and entity X could not derecognise the portfolio due to the same.
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Q.29. (Study Material) A Limited buys back 1,00,000 of its own equity shares in the market for ` 5 per share. The
shares will be held as treasury shares to enable A Limited to satisfy its obligations under its employee share
option scheme. Pass Journal Entries.

Ans. :-

Particulars Dr. Cr.

Equity A/c Dr. 5,00,000
To Cash 5,00,000

(Being treasury shares recorded)

Q.30. (Study Material) Sea Ltd. has lent a sum of `  10 lakhs @ 18% per annum for 10 years. The loan had a Fair
Value of `12,23,960 at the effective interest rate of 13%. To mitigate prepayment risks but at the same time
retaining control over the loan, Sea Ltd. transferred its right to receive the Principal amount of the loan on its
maturity with interest, after retaining rights over 10% of principal and 4% interest that carries Fair Value of
`29,000 and `1,84,620 respectively. The consideration for the transaction was ` 9,90,000. The interest compo-
nent retained included a 2% fee towards collection of principal and interest that has a Fair Value of ` 65,160.
Defaults, if any , are deductible to a maximum extent of the company’s claim on Principal portion. You are
required to show the Journal Entries to record derecognition of the Loan.

Ans. :-

(i) Journal Entries

Particulars Dr. Cr.

Bank A/c Dr. 9,90,000

To Loan A/c 8,25,468

To Profit and Loss Account 1,64,532

(Being entry for securitization of 90% principal with 14% interest)

Interest strip A/c Dr. 97,601

Servicing asset A/c Dr. 53,237

Principal strip A/c Dr. 23,694

To Loan A/c 1,74,532

(Being entry for interest, servicing asset and principal strips receivable)

(ii) Calculation of fair value of loan transferred

Particulars `̀̀̀̀

Total fair value 12,23,960

Less : Fair value of principal strip receivable (29,000)

Less : Fair value of interest receivable 1,19,460

Less : Fair Value of service asset 65,160 (1,84,620)
10,10,340

(iii) Calculation of Book value

Loan Transferred
10,10,340 x 10,00,000

12,23,960
8,25,468

Principal strip receivable
29,000 x 10,00,000

12,23,960
23,694

Interest strip receivable
1,19,460 x 10,00,000

12,23,960
97,601

Servicing Asset
65,160 x 10,00,000

12,23,960
53,237
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Q.31. (Study Material) ABC Ltd. Issued Debentures amounting to ` 100 lacs. As per the terms of the issue it has been
agreed to issue equity shares amounting to  ` 150 lacs to redeem the debentures at the end of 3rd year. Assume
comparable market yield is 10% for year 0 and 1, and 10.5% for Year 2 end. Show accounting entries.

Ans. :-

Journal Entries at Inception

Date Particulars Dr Cr

1st Year Bank A/c Dr. 100,00,000

Beg Profit & Loss A/c Dr. 12,69,500

To Debentures 112,69,500

1st Year Interest A/c Dr. 11,26,950

End To Debentures A/c (10% of 112,69,500) 11,26,950

2nd Year Interest A/c Dr. 11,78,550

End To Debentures A/c 11,78,550

3rd Year Interest A/c Dr. 14,25,000

End To Debentures A/c 14,25,000

Debentures A/c 150,00,000

To Equity Share Capital 100,00,000

To Securities Premium 50,00,000

WN 1 : Calculation of value of debenture to be initially recognized

Present Value of 150 lacs at 10% = 150 lacs x PVIF (10% at the end of 3rd year)

= 150 lacs x 0.7513

= 112,69,500

WN 2 : Present Value of 150 lacs at 10.5% compared to Book Value i.e. 150 lacs x 0.905 = 135,75,000 compared to
123,96,450 = 11,78,550

WN 3 : Present Value of 150 lacs at 10.5% compared to Book Value  i.e. 150 lacs x 1 = 150,00,000 compared to
135,75,000 = 14,25,000.

(H) Derivatives
Q.32. Dravid Investment Ltd. Deals in equity derivatives. Their current portfolio comprises of the following instruments

Infosys ` 5600 Call Expiry June 2004 2,000 unit bought at ` 197 each (cost)

Infosys ` 5700 Call Expiry June 2004 3,600 unit bought at ` 131 each (cost)

Infosys ` 5400 Put Expiry June 2004 4,000 unit bought at ` 81 each (cost)

What will the profit or loss to Dravid Investment Ltd. in the following situations ?

(i) Infosys closes on the expiry day at ` 6,041.

(ii) Infosys closes on the expiry day at ` 5,812

(iii) Infosys closes on the expiry day at ` 5,085.                     [Nov., 2016 - 4 Marks]

Ans. :-

Case 1 : Calculation of Profit and Loss if Infosys Closes on the expiry day at ` 6041

Particulars `̀̀̀̀

Infosys 5600 call, 2,000 (6,041 - 5,600) 8,82,000

Infosys 5700 call, 3,600 (6,041 - 5,700) 12,27,600

Infosys 5400 put (expire) ..............

Total 21,09,600

Less : Cost of Option Premium (WN1) (11,89,600)

Profit from settlement of derivative 9,20,000
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Case 2 : Calculation of Profit and Loss if Infosys Closes on the expiry day at ` 5,812

Particulars `̀̀̀̀

Infosys 5600 call, 2,000 (5,812 - 5,600) 4,24,000

Infosys 5700 call, 3,600 (5,812 - 5,700) 4,03,200

Infosys 5400 put (expire) ..............

Total 8,27,200

Less : Cost of Option Premium (WN1) (11,89,600)

Loss from settlement of derivative 3,62,400

Case 3 : Calculation of Profit and Loss if Infosys Closes on the expiry day at ` 5,085

Particulars `̀̀̀̀

Infosys 5600 call (expire) ........

Infosys 5700 call (expire) .............

Infosys 5400 put, 4,000 (5,400 - 5,085) 12,60,000

Total 12,60,000

Less : Cost of Option Premium (WN 1) (11,89,600)

Profit from settlement of derivative 70,400

WN : Calculation of Cost of Option

Particulars `̀̀̀̀

Infosys 5600 call, (2,000 x 197) 3,94,000

Infosys 5700 call, (3,600 x 131) 4,71,600

Infosys 5400 put, (4,000 x 81) 3,24,000

Total 11,89,600

Q.33. The market received rumour about ABC Corporation's tie-up with a multinational company. This has induced the
market price to moveup. If the rumour is false, the ABC corporation stock price will probably fall dramatically. To
protect from this an investor has bought the call and put options.

He purchased one 3 months call with a sriking price of ` 42 for ` 2 premium, and paid Re. 1 per share premium
for a 3 months put with a striking price of ` 40.

(i) Determine the Investor's position if the tie up offer the price of ABC Corporation's stock up to ` 43 in 3
months.

(ii) Determine the Investor's ending position, if the tie up programme fails and the price of stock falls to ` 36 in
3 months.        [May  2006  - 7 Marks]

Ans. :-

Case 1 : Calculation of Profit and Loss on settlement of derivative

Particulars `̀̀̀̀

3 Month Call, (43 - 42) 1

3 Month Put, (expire) ....

Total 1

Less : Cost of Option Premium (WN 1) (3)

Loss on Settlement on Derivative 2
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Case 2 : Calculation of Profit and Loss on settlement of derivative

Particulars `̀̀̀̀

3 Month Call, (expire) .....

3 Month Put, (40 - 36) 4

Total 4

Less : Cost of Option Premium (WN 1) (3)

Profit on Settlement on Derivative 1

WN : Calculation of Cost of Option

Particulars `̀̀̀̀

Call Option Premium 2

Put Option Premium 1

Total 3

Q.34. (CMA, June 2010 - 10 Marks) Maynk buys the following Equity Index option and the seller writer of this option is
Shiva :

Date of buy 28th March, 2010
Type of option S&P CNX NIFTY-Call
Expiry Date 31st May, 2010
Premium per unit ` 21
Contract Multiplier (No. of units) 2,500
Margin per unit ` 180
Strike Price ` 920

Margin calculated by SPAN on 29.3.2010 is ` 5,60,000; on 30.3.2010 is ` 3,80,000; and on 31.3.2010 is `
4,10,000.
The prevailing premium rate for the above option on 31.3.2010 is ` 16 per unit.
You are required to give the journal entries in the books of both the parties.

Ans. :-
(i) Journal Entries in the books of Buyer / Holder

Date Particulars Dr. Cr.

28.3.10 Equity Stock Option Premium A/c (assets) Dr. 52,500
To Bank A/c 52,500

(Being Premium paid @ ` 21 per unit for 2500 units)

31.3.10 Profit and Loss A/c Dr. 12,500
To Equity Stock Option Premium A/c (assets) 12,500

(Being Loss recognised for change in fair value)
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(ii) Journal Entries in the books of Seller / Writer)

Date Particulars Dr. Cr.

28.3.10 Bank A/c Dr. 52,500
To Equity Stock Option Premium (Liabilities) A/c 52,500

(Premium received ` 21 on 2500 units on Sale of Stock option)
Equity Index Option Margin A/c Dr. 4,50,000

To Bank A/c 4,50,000
(Initial margin paid on option contract at ` 180 per Unit for 2500 units)

29.3.10 Equity Index option Margin A/c Dr. 1,10,000
To Bank A/c 1,10,000

(Further margin collected by the Stock Exchange as per
SPAN i.e. ` 5,60,000 - ` 4,50,000)

30.3.10 Bank A/c Dr. 1,80,000
To Equity Index Option Margin A/c 1,80,000

(Excess margin received as per SPAN i.e. ` 5,60,000 - ` 3,80,000)

31.3.10 Equity index Option Margin A/c Dr. 30,000
To Bank A/c 30,000

(Further margin collection by the Stock Exchange as per
SPAN (` 4,10,000 - ` 3,80,000)

31.3.10 Equity Stock Option Premium Liability A/c Dr. 12,500
To Profit & Loss A/c 12,500

(Being Change in fair value recognised)

Q.35. (CMA - Dec. 2010 - 6 Marks) Mr. RAJA enters into certain equity derivative instruments contracts on March, 27,
2010. The initial margin on these contracts, calculated as per span, is ` 35,000. The margin for the subsequent
days, calculated as per span is a follows :
On 29th March, 2010 ` 40,000
On 30th March, 2010 ` 30,000
On 31st March, 2010 ` 32,000
Pass Journal Entries for Payment and Refund of margin.

Ans. :- Journal Entries

Date Particulars Dr. Cr.

27.3.10 Initial Margin (Derivative Instrument Assets) Dr. 35,000
To Bank A/c 35,000

(Being initial margin paid on Equity Derivative Instruments)

29.3.10 Initial Margin (Derivative Instrument assets) Dr. 5,000
To Bank 5,000

(Being further Margin paid to the Exchange)

30.3.10 Bank A/c Dr. 10,000
To Initial Margin (Derivative Instrument assets) 10,000

(Being refund of Margin from the exchange)

30.3.10 Initial Margin (Derivative Instrument Assets) Dr. 2,000
To Bank A/c 2,000

(Being further Margin paid to the exchange)

Q.36.What is a derivative ? Define with reference to Ind AS-109(Financial Instruments).
(Nov., 2014 - 4 Marks)

Ans. :-
 Its value changes in response to the change in specific interest rate, financial instrument price, commodity

price, foreign exchange rate, index of price or rates, credit rating or credit index or other variables; however,
in the. case of a non-financial variable, the variable is not specific to a party to the contract;

 It requires no initial investment or an initial net investment that is smaller as compared to other contract to
have similar response to change in market factor; and

 It is settled in a future date.
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Q.37. Abhay furnishes the following information about all “Options” at the Balance Sheet date as on 31.3.2016. Determine
the Total amount of Provisions to be made in his books of account.

Securities A B C

Details of Options Bought

Premium paid 35000 15000 20000

Premium prevailing on Balance Sheet date 30000 5000 8000

Details of Options Sold

Premium received 20000 30000 20000

Premium prevailing on Balance Sheet date 25000 20000 15000

(May, 2016 - 4 Marks)
Ans. :-

Determination of Provision Required in the Books of Abhay

Particulars A B C

(1) For Options Bought

Premium paid on all Open Options bought 35000 15000 20000

Less : Total premium prevailing on Balance Sheet Date (30000) (5000) (8000)

5,000 10,000 12,000

(2) For Options Sold

Total premium prevailing on the Balance Sheet Date 25000 20000 15000

Less : Total premium received on all Call Options sold (20000) (30000) (20000)

5,000 (10,000) (5,000)

(3) Provision Required (1 + 2) 10,000 Nil 7,000

(4) Aggregate provision to be made (A + B + C) 17,000

(I) Embedded Derivatives

Q.38. Should the embedded derivative, which is an option, be valued at zero at initial recognition ?

Ans. :- Unlike the embedded derivative which is a non-option, it can have non-zero fair value at initial recognition. For
the option-based derivatives like call, put, cap etc. critical factor of the fair value determination is strike price. To
make the fair value of the option zero, the strike price should be deep out of the money. So there is almost zero
probability that the option will be exercised. This assumption will be inconsistent with the feature of embedded
derivative wherein probability of exercising the option is not zero.

Q.39. Alpha Co. has a bond asset with interest payments indexed to the price of gold. The bond was a fixed payment
at maturity and a fixed maturity date. Whether there is an embedded derivative in the bond ? If yes, identify the
host contract and the derivative.

Ans. :- Yes, there is an embedded derivative. Interest payments contain an embedded derivative (indexation to gold)
that is separated and accounted for as derivative at fair value. Once the embedded derivative is separate, the
host debt instrument can be classified as held-to-maturity provided Company G has the positive intention and
ability to hold the bond till maturity.

Q.40. Certain callable convertible debentures are issued at ` 60. The value of similar debentures without call or equity
conversion option is ` 57. The value of call as determined using Black and Scholes model for option pricing is `
2, without an equity conversion option.

Determine values of liability and equity component.          [May, 2011 - 5 Marks]
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Ans. :-

(i) Statement of Fair value of Liability

Particulars `̀̀̀̀

Value of convertible debenture without call 57

Less : Value of call payable by the issuer (2)

Net Liability of Non-convertible debenture 55

(ii) Statement of Equity Component

Particulars `̀̀̀̀

Total Proceeds 60

Less : Value of Liability component (55)

Value of Equity Component 5

(j) Hedge Accounting

Q.41. (RTP, Nov. 2016) Almighty Ltd. is an exporter of goods. In the month of July 2015, it receives the order for
supply of goods to US customers in the month of January 2016 and as per the payment cycle with the customers,
it expects to realise USD 100,000 in April, 2016.

Almighty Ltd. has decided to fully hedge the sales from foreign currency risk. Immediately after getting the
order, to hedge the firm commitment in foreign currency it enters into a derivative transaction with Wealth Bank,
for future sale of USD 100,000 in the month of April 2016 @ ` 65 per USD (Spot Rate was ` 64.50 per USD).

For this purpose, it is assumed that the company has entered into a cash flow hedge, which is generally the case
for hedging foreign currency risk.

Further, it is assumed that :

 At the time of booking of sale in January 2016, the USD rate was ` 61, and forward rate for delivery on
April, 30, 2016 was ` 61.20.

 On the reporting date on March 31, 2016 the USD rate was ` 60.50, and forward rate for delivery on April
30, 2016 was ` 60.60.

 At the time of realisation USD rate was ` 60 on April 30, 2016.

The above transaction should be accounted by ignoring the impact of discounting of MTM of the hedging
instrument. Pass necessary journal entries.
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Ans. :-

Journal Entries

Date Particulars Dr. Cr.

July, 2015 No Entry in the books

(Being Almighty Ltd. entered to sell a forward exchange contract for

USD 100,000 having ten months maturity on April 30, 2016 when

forward exchange rate is ` 65.00 per USD and spot rate as at

July 01, 2015 is ` 64.50 per USD)

Upto Jan. Forward Contract Receivable A/c Dr. 3,80,000

31, 2016 To Cash Flow Hedge Reserve A/c 3,80,000

(Being Almighty Ltd. accounts the MTM effect in the books when

forward contract rate entered is ` 65.00 per USD and forward

contract available in the market with similar maturity is

` 61.20 per USD)

Jan.31, 2016 Accounts receivable Dr. 61,00,000

To Revenue 61,00,000

Recognition of Hedging gain

Cash Flow hedge reserve Dr. 3,80,000

To Profit and Loss A/c 3,80,000

(Being Almighty Limited recognises the revenue by booking an

invoice for USD 100,000, having credited period of 90 days

(i.e. due date - April 30, 2016) when spot rate as at January 31, 2016

is ` 61.00 per USD and forward contract available in the market

with similar maturity is ` 61.20 per USD)

March 31, Forex Gain/Loss (P&L) Dr. 50,000

2016 To Accounts Receivable 50,000

Forward Contract Receivable Dr. 60,000

To Forex Gain/loss (P&L) 60,000

(Being year-end spot rate is ` 60.50 per USD and forward

contract available in the market with similar maturity is

` 60.60 per USD)

April 30, Bank Dr. 60,00,000

2016 Forex Gain/Loss (P&L) Dr. 50,000

To Accounts Receivable 60,50,000

Bank Dr. 5,00,000

To Forward Contract Receivable 4,40,000

To Forex Gain/Loss (P&L) 60,000

(Being spot rate is ` 60.00 per USD)
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