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IND AS 21 
Question 135 

M Ltd is engaged in the business of manufacturing of bottles for pharmaceutical companies and non-
pharmaceutical companies. It has a wholly owned subsidiary, G Ltd, which is engaged in the business 
of pharmaceuticals. G Ltd purchases the pharmaceutical bottles from its parent  company. The 
demand of G Ltd is very high and the operations of M Ltd are very large and hence to cater to its 
shortfall, G Ltd also purchases the bottles from other companies. Purchases are made at the 
competitive prices. 

M Ltd sold pharmaceuticals bottles to G Ltd for Euro 12 lacs on 1st February, 20X1. The cost of these 
bottles was Rs. 830 lacs in  the  books  of  M  Ltd  at  the  time of  sale.  At  the year-end i.e. 31st 
March, 20X1, all these bottles were lying as closing stock with G Ltd. 

Euro is the functional currency of G Ltd. while Indian Rupee is the functional currency of M Ltd. 
Following additional information is available: 

Exchange rate on 1st  February, 20X11 Euro = Rs. 83 

Exchange rate on 31st  March, 20X1 1 Euro = Rs. 85 

Provide the accounting treatment for the above in books of M Ltd. and G Ltd. Also show its impact 
on consolidated financial statements. Support your answer by Journal entries, wherever necessary, 
in the books of M Ltd. 

Answer: Accounting treatment in the books of M Ltd (Functional Currency INR) 

M Ltd will recognize sales of Rs. 996 lacs (12 lacs Euro x 83) Profit on sale of inventory = 996 lacs – 
830 lacs = Rs. 166 lacs. 

On balance sheet date receivable from G Ltd. will be translated at closing rate i.e. 1 Euro = Rs. 85. 
Therefore, unrealised forex gain will be recorded in standalone profit and loss of Rs. 24 lacs. (i.e.  (85 
- 83) x 12 Lacs) 

Journal Entries 
 

 Rs. (in Lacs) Rs. (in Lacs) 

G Ltd. A/c Dr. 996  

To Sales  996 

(Being revenue recorded on initial recognition)   

G Ltd. A/c Dr. 24  

To Foreign exchange difference (unrealised)  24 

(Being foreign exchange difference recorded at 
year end) 

  

Accounting treatment in the books of G Ltd (Functional currency EURO) 

G Ltd will recognize inventory on 1st February, 20X1 of Euro 12 lacs which will also be its closing stock 
at year end. 
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Accounting treatment in the consolidated financial statements 

Receivable and payable in respect of above mentioned sale / purchase between M Ltd and G Ltd will 
get eliminated. 

The closing stock of G Ltd will be recorded at lower of cost or NRV. 

 
 Euro (in lacs) Rate Rs. (in lacs) 
Cost 12 83 996 

NRV (Assumed Same) 12 85 1020 

Therefore, no write off is required. 

The amount of closing stock includes two components– 

 Cost of inventory for Rs. 830 lacs; and 

 Profit element of Rs. 166 lacs; and 

At the time of consolidation, the two elements amounting to Rs. 166 lacs will be eliminated from the 
closing stock. 

Journal Entry 
 

 Rs. (in 
Lacs) 

Rs. (in 
Lacs) 

Consolidated P&L A/c Dr. 166  

166 To Inventory 

(Being profit element of intragroup transaction 
eliminated) 

 


