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Test Series: March, 2019 

Mock Test Paper - 1 

Final (New Course): Group I 

Paper 1:  Financial Reporting 

ANSWERS 

1. (i) As an only exception to the principle of classification or designation of assets as they exist at 
the acquisition date is that for lease contract and insurance contracts classification which will be 

based on the basis of the conditions existing at inception and not on acquisition date. 

 Therefore, H Ltd. would be required to retain the original lease classification of the lease 

arrangements and thereby recognise the lease arrangements as finance lease.   

(ii) The requirements in Ind AS 37 ‘Provisions, Contingent Liabilities and Contingent Assets’, do not 

apply in determining which contingent liabilities to recognise as of the acquisition date as per 

Ind AS 103 ‘Business Combination’.  Instead, the acquirer shall recognise as of the acquisition 

date a contingent liability assumed in a business combination if it is a present obligation that 

arises from past events and its fair value can be measured reliably.  Therefore, contrary to Ind 

AS 37, the acquirer recognises a contingent liability assumed in a business combination at the 

acquisition date even if it is not probable that an outflow of resources embodying economic 

benefits will be required to settle the obligation.  Hence H Ltd. will recognize contingent liability 

of Rs. 2.5 cr. 

 Since S Ltd. has indemnified for Rs. 1 cr., H Ltd. shall recognise an indemnification asset at the 

same time for Rs. 1 cr.   

 As per the information given in the question, this indemnified asset is not taxable.  Hence, its 

tax base will be equal to its carrying amount. No deferred tax will arise on it. 

(iii) As per Ind AS 103, non-current assets held for sale should be measured at fair value less cost 

to sell in accordance with Ind AS 105 ‘Non-current Assets Held for Sale and Discontinued 

Operations’.  Therefore, its carrying value as per balance sheet has been considered in the 

calculation of net assets. 

(iv) Any equity interest in S Ltd. held by H Ltd. immediately before obtaining control over S Ltd. is 

adjusted to acquisition-date fair value. Any resulting gain or loss is recognised in the profit or 

loss of H Ltd. 

Calculation of purchase consideration as per Ind AS 103   Rs. in lakh 

Investment in S Ltd.    

 On 1st Nov. 2016 15% [(12/100) x 395 x 15%] 7.11 

 On 1st Jan. 2017 45%   

      Own equity given   10,000 x 12% x 45% x 1/2 270 

      Cash   50 

Contingent consideration         22 

   349.11 
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(v) Calculation of defer tax on assets and liabilities acquired as part of the business combination, 

including current tax and goodwill. 

Item Rs. in crore 

 Book 
value 

Fair 
value 

Tax 
base 

Taxable 
(deductible) 

temporary 
difference 

Deferred tax 
assets (liability)  

@ 30% 

Property, plant and 

equipment 
40 90 40 50 (15) 

Intangible assets 20 30 20 10 (3) 

Investments 100 350 100 250  (75) 

Inventories 20 20 20 - - 

T rade receivables 20 20 20 - - 

Cash held in functional  
currency 

4 4 4 - - 

Non-current asset held for 
sale 

4 4 4 - - 

Indemnified asset  - 1 1 - - 

Borrowings 20 20 20 - - 

T rade payables 28 28 28 - - 

Provision for warranties 3 3 3 - - 

Current tax liabilities 4 4 4 - - 

Contingent liability   0.5 - (0.5)     0.15 

Deferred tax Liability     (92.85) 

(vi) Calculation of identifiable net assets acquired 

 Rs. in crore Rs. in crore 

Property, plant and equipment 90  

Intangible assets 30  

Investments 350  

Inventories 20  

Trade receivables 20  

Cash held in functional currency 4  

Non-current asset held for sale 4  

Indemnified asset     1  

Total asset  519 

Less: Borrowings 20  

  T rade payables 28  

  Provision for warranties 3  

  Current tax liabilities 4  

 Contingent liability (2 + 0.5) 2.50  

 Deferred tax liability (W.N.2) 92.85 (150.35) 

Net identifiable assets    368.65 
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(a) Calculation of NCI by proportionate share of net assets 

Net identifiable assets of S Ltd. on 1.1.2017 (Refer W.N.3) = 372.85 crore 

NCI on 1.1.2017 = 368.65 crore x 40% = 147.46 crore 

Calculation of Goodwill as per Ind AS 103 

Goodwill on 1.1.2017 = Purchase consideration + NCI – Net assets 

         = 349.11 + 147.46 – 368.65  

= 127.92 crore 

(b) As per para 45 of Ind AS 103 ‘Business Combination’, i f the initial accounting for a business 

combination is incomplete by the end of the reporting period in which the combination 

occurs, the acquirer shall report in its financial statements provisional amounts for the items 

for which the accounting is incomplete.  

During the measurement period, the acquirer shall retrospectively adjust the provisional  

amounts recognised at the acquisition date to reflect new information obtained about facts 

and circumstances that existed as of the acquisition date and, if known, would have affected 

the measurement of the amounts recognised as of that date.  

During the measurement period, the acquirer shall also recognise additional assets or 

liabilities if new information is obtained about facts and circumstances that existed as of 

the acquisition date and, if known, would have resulted in the recognition of those assets 

and liabilities as of that date.  

The measurement period ends as soon as the acquirer receives the information it was 

seeking about facts and circumstances that existed as of the acquisition date or learns that 

more information is not obtainable. However, the measurement period shall not exceed one 

year from the acquisition date.  

Further, as per para 46 of Ind AS 103, the measurement period is the period after the 

acquisition date during which the acquirer may adjust the provisional amounts recognised 

for a business combination.  The measurement period provides the acquirer with a 

reasonable time to obtain the information necessary to identify and measure the fo llowing 

as of the acquisition date in accordance with the requirements of this Ind AS: 

(a)  the identifiable assets acquired, liabilities assumed and any non-controlling interest in 

the acquiree;  

(b)  …..  

(c)  ……; and  

(d)  the resulting goodwill or gain on a bargain purchase.  

Para 48 states that the acquirer recognises an increase (decrease) in the provisional  

amount recognised for an identifiable asset (liability) by means of a decrease (increase) in 

goodwill.  

Para 49 states that during the measurement period, the acquirer shall recognise 

adjustments to the provisional amounts as if the accounting for the business combination 

had been completed at the acquisition date.  
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Para 50 states that after the measurement period ends, the acquirer shall revise the 

accounting for a business combination only to correct an error in accordance with Ind AS 

8 ‘Accounting Policies, Changes in Accounting Estimates and Errors’. 

On 31st December, 2017, H Ltd. has established that it has obtained all the information 

necessary for the accounting of the business combination and the more information is not 

obtainable. Therefore, the measurement period for acquisition of S Ltd. ends on 31 st 

December, 2017. 

On 31st May, 2017 (ie within the measurement period), H Ltd. learned that certain customer 

relationships existing as on 1st January, 2017 which met the recognition criteria of an 

intangible asset as on that date were not considered during the accounting of business 

combination for the year ended 31st March, 2017.  Therefore, H Ltd. shall account for the 

acquisition date fair value of customer relations existing on 1st January, 2017 as an 

identifiable intangible asset.  The corresponding adjustment shall be made in the amount 

of goodwill.  

Accordingly, the amount of goodwill will be changed due to identification of new asset from  

retrospective date for changes in fair value of assets and liabilities earlier recognised on 

provisional amount (subject to meeting the condition above for measurement period).  NCI 

changes would impact the consolidated retained earnings (parent’s share).  Also NCI will 

be increased or decreased based on the profit during the post-acquisition period. 

Journal entry 

Customer relationship       Dr. 3.5 crore 

 To NCI         1.4 crore 

 To Goodwill        2.1 crore 

However, the increase in the value of customer relations after the acquisition date shall not 

be accounted by H Ltd., as the customer relations developed after 1 st January, 2017 

represents internally generated intangible assets which are not eligible for recognition on 

the balance sheet. 

(c) Since the contingent considerations payable by H Ltd is not classified as equity and is 

within the scope of Ind AS 109 ‘Financial Instruments’, the changes in the fair value shall  

be recognised in profit or loss. Change in Fair value of contingent consideration (23-22) 

Rs. 1 crore will be recognized in the Statement of Profit and Loss. 

2. (a) At March 31, 2018:       Rs.  

   Asset at valuation (1)   1,26,600 

   Accumulated depreciation  Nil  

   Decommissioning liability  (11,600)  

   Net assets    1,15,000 

   Retained earnings (2)   (10,600) 

   Revaluation surplus (3)   15,600 
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 Notes: 

(1) Valuation obtained of Rs. 1,15,000 plus decommissioning costs of Rs. 11,600, allowed for in 

the valuation but recognised as a separate liability = Rs. 1,26,600. 

(2) Three years’ depreciation on original cost Rs. 1,20,000 × 3/40 = Rs. 9,000 plus cumulative 

discount on Rs. 10,000 at 5 per cent compound = Rs. 1,600; total Rs. 10,600. 

(3) Revalued amount Rs. 1,26,600 less previous net book value of Rs. 1,11,000 (cost  

Rs. 120,000 less accumulated depreciation Rs. 9,000). 

 The depreciation expense for 2018-2019 is therefore Rs. 3,420 (Rs. 1,26,600 × 1/37) and the 

discount expense for 2019 is Rs. 600. On March 31, 2019, the decommissioning liability (before 

any adjustment) is Rs. 12,200. However, as per estimate of the entity, the present value of the 

decommissioning liability has decreased by Rs. 5,000. Accordingly, the entity adjusts the 

decommissioning liability from Rs. 12,200 to Rs. 7,200. 

 The whole of this adjustment is taken to revaluation surplus, because it does not exceed the 

carrying amount that would have been recognised had the asset been carried under the cost 

model. If it had done, the excess would have been taken to profit or loss. The entity makes the 

following journal entry to reflect the change: 

    Rs. Rs.  

 Decommissioning liability Dr. 5,000 

   To Revaluation surplus      5,000 

 As at March 31, 2019, the entity revalued its asset at Rs. 1,07,000, which is net of an allowance 

of Rs. 7,200 for the reduced decommissioning obligation that should be recognised as a separate 

liability.  The valuation of the asset for financial reporting purposes, before deducting this 

allowance, is therefore Rs. 1,14,200.  The following additional journal entry is needed: 

 Notes: 

    Rs. Rs.  

 Accumulated depreciation (1)  Dr. 3,420 

   To Asset at valuation    3,420 

 Revaluation surplus (2)  Dr.  8,980 

  To Asset at valuation (3)   8,980 

(1) Eliminating accumulated depreciation of Rs. 3,420 in accordance with the entity’s accounting 

policy. 

(2) The debit is to revaluation surplus because the deficit arising on the revaluation does not 

exceed the credit balance existing in the revaluation surplus in respect of the asset. 

(3) Previous valuation (before allowance for decommissioning costs) Rs. 1,26,600, less 

cumulative depreciation Rs. 3,420, less new valuation (before allowance for decommissioning 

costs) Rs. 1,14,200. 

 Following this valuation, the amounts included in the balance sheet are: 

 Asset at valuation  1,14,200 

 Accumulated depreciation  Nil  

 Decommissioning liability  (7,200)  

 Net assets  1,07,000 
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 Retained earnings (1)  (14,620) 

 Revaluation surplus (2)  11,620 

 Notes: 

(1) Rs. 10,600 at March 31, 2018, plus depreciation expense of Rs. 3,420 and discount expense 

of Rs. 600 = Rs. 14,620. 

 (2) Rs. 15,600 at March 31, 2018, plus Rs. 5,000 arising on the decrease in the liability, less 
Rs. 8,980 deficit on revaluation = Rs. 11,620. 

 (b) Computation of Deferred Tax Liability 

(i) MAT credit as on 31st December of Rs. 9.75 crore will be presented in the Balance Sheet 

as Deferred tax asset. DTA in the current year will be Rs. 1.25 crore  

(Rs. 9.75 crore – Rs. 8.50 crore) 

(ii) (a) In case defer tax is created only on account of depreciation 

 Carrying 
value 
without 

revaluati
on 

Value as 
per tax  
records 

Tax 
base 

Taxable / 
(deductible) 
temporary 

difference 

Total 
Deferred tax  
liability/ 

(asset) @ 
20%  

Credit to 
P&L during 
the year 

A b c d E= b-d F = e x 20%  g 

31st March, 2016 22 crore 22 crore 22 crore nil nil nil 

Less: Depreciation 
for the year 2016-
17 

(2 crore) (1.25 
crore) 

    

Carrying value as 
on 31st March, 
2017 

20 crore 20.75 
crore 

20.75 
crore 

(0.75 crore) DTA  

(0.15 crore) 

DTA  

(0.15 crore) 

(b) Computation of tax effect taking into account the revalued figures and adjusting impact 

of tax effect on account of difference in depreciation 

S. 
No. 

 Carry ing 
value after 
revaluation 

Value 
as per 
tax 
records 

Tax base Taxable / 
(deductible) 
temporary 
difference 

Total 
Deferred 
tax liabili ty / 
(asset) @ 
20%  

Credit to 
P&L during 
the year 

Charged to 
OCI during 
the year 

 a b c d E= b-d F = e x  
20%  

g h 

I 31st March, 
2016 

40 crore 22 
crore 

22 crore 18 crore DTL 3.6 
crore 

- DTL 3.6 
crore 

IV Revalued 
again on 
31.3.2017 (It 
is assumed 
that 
revaluation 
has been 
done after 
taking into 
consideration 
the impact of 
depreciation 
for the 
current year) 

45 crore 20.75 
crore 
(22-
1.25) 

20.75 
crore 

24.25 crore DTL 4.85 
crore 

DTA (0.15 
crore) 
(Refer 
table (a) 
above) 

DTL 5 crore 

(Refer Note 
below) [5 
DTL (B/F) – 
0.15 DTA = 
4.85 DTL] 
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V Additional 
DTL/DTA 
required 
during the 
year (IV-I) 

    DTL 1.25 
crore 

DTA (0.15 
crore) 
(Refer 
table (a)) 

DTL (1.40 
crore) (Refer 
Note below) 

Note:   

 As per para 65 of Ind AS 12, when an asset is revalued for tax purposes and that revaluation 

is related to an accounting revaluation of an earlier period, or to one that is expected to be 
carried out in a future period, the tax effects on account of revaluation of asset and the 
adjustment of the tax base are recognised in other comprehensive income in the periods in 

which they occur. 

 Here, it is important to understand that only the tax effects on account of revaluation of asset 
and the adjustment of the tax base are recognised in other comprehensive income.  However, 

tax effects on account of depreciation of asset and the adjustment of the tax base are 

recognized in profit and loss. 

 Accordingly, first of all the tax effect has been calculated assuming that there is no revaluation 

(Refer Table (a) above) [Since the information for the carrying value before revaluation has 
not been mentioned, it is assumed to be equal to the carrying amount as per the tax records].  
Later the DTA arrived due to difference in depreciation is adjusted with the DTL created due 

to revaluation. DTA of Rs. 0.15 crore on account of depreciation will be charged to Profit and 
Loss and DTL of Rs. 1.40 crore will be charged to OCI.  Net effect in the year 31.3.2017 will  

be DTL 1.25 crore (DTL 1.4 crore – DTA 0.15 crore) [Refer Table (b) above. 

3. (a) First of all, one has to decide whether the sale and leaseback transaction results in an operating 
or finance lease.  To determine whether the lease arrangement is an operating lease or a finance 
lease, paragraph 10 of Ind AS 17 provides certain examples (that individually or in combination 

would normally lead to a lease being classified as a finance lease) which can be analysed as 

below: 

(a)  the lease transfers ownership of the asset to the lessee by the end of the lease term - 

Not fulfilled, as the ownership is not transferred to QA Ltd. at the end of the lease. 

(b)  the lessee has the option to purchase the asset after completion of the agreement - Not 

fulfilled, as QA Ltd. doesn’t have an option to purchase the property at the end of the lease. 

(c) the lease term is for the major part of the economic life of the asset even if title is not 
transferred - Not fulfilled, as the lease is for 10 years whereas the useful life of the Property 

is 40 years. 

(d) at the inception of the lease the present value of the minimum lease payments amounts 
to at least substantially all of the fair value of the leased asset - Cannot be determined 
since the interest rate implicit in the lease is not given in the question.  Since the rentals in 

absolute value is also not equal to fair value of the property, its fair value will definitely will 

be less.  

(e)  the leased assets are of such a specialised nature that only the lessee can use them 

without major modifications - Not fulfilled, as the asset is not specialised in nature. 

Conclusion: Based on the evaluation above, Sale and leaseback transaction will result in an 

operating lease. 

Suggested Accounting Treatment 

When sale and leaseback transaction results in an operating lease, para 61 of Ind  AS 17 will 
apply which inter alia states that if the sale price of sale and leaseback transaction is below fair 
value, any profit or loss shall be recognised immediately except that, if the loss is compensated 

for by future lease payments at below market price.  If the loss is compensated for by future 
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lease payments at below market price, the difference between carrying value and the sale price 
shall be deferred and amortised in proportion to the lease payments over the period for which 

the asset is expected to be used.  

Here the market rentals are expected to be Rs. 8 crore for first 5 years and Rs. 11 crores while 
the lease rentals fixed as per the agreement is Rs. 6.4 crore for first 5 years and Rs. 9 crore for 
next five years.  This implies that the loss in sale price is compensated for by future lease 

payments at below market price.  Accordingly, the difference between carrying value and the 
sale price i.e. Rs. 2 crore (carrying value Rs. 50 crore – sale price Rs. 48 crore) shall be deferred 
and amortised in proportion to the lease payments over the period for which the asset is 

expected to be used. 

Alternatively, the difference between carrying value and the sale price i.e. Rs. 2 crore (carrying 

value Rs. 50 crore – sale price Rs. 48 crore) shall be considered as prepayment which will 

compensated by the reduced rentals for the whole lease term.  The amount will be considered 

as pre-payment. 

The total lease rentals over the whole term are Rs. 15.4 crore (sum of annual rental from  

1 to 10 years) 

Rental expenses of Rs. 1.54 crore (15.4 cr x 1/10) will be recognized in profit or loss for the year 

ended 31st March, 2017. 

A proportion of the apparent loss on sale will be recognized in profit or loss for the year ended 

31st March, 2017 

The amount recognized will be Rs. 0.13 crore [Rs. 2 crore x (1/15.4)] 

The closing pre-payment will be Rs. 1.33 crore (2 – 0.13 + 1 (rent paid) – 1.54 (rent charged). 

(b) (1) (i) Option (C) : Rs. 7,51,315       

  (ii) Option (C) : Rs. 1,98,948       

  (iii) Option (B) : Rs. 9,50,263       

(iv) Option (B) : Bond Interest Expenses A/c   Dr. Rs. 95,026 

   To Discount on Bond A/s     Rs. 15,026 

   To Cash/Bank A/c     Rs. 80,000 

Workings for the above 

Since the Effective interest rate on the loan is 10% while the Bond has been issued at 

8%, the financial liability will be recognized at fair value determined as follows: 

Calculation of initial recognition amount of 8% Long term Loan Bond A Series  

Particulars Rs. 

Present value of the principal repayable after 3 years  

(10,00,000 x .751315) 

Present value of Interest [(10,00,000 x 8%) x 2.48685] 

Total Present Value of Long term Loan Bond 

7,51,315 

 

1,98,948 

9,50,263 

Interest for the first year recognized in the books as per effective interest rate method  

     = Rs.9,50,263 x 10% = Rs. 95,026 
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However, interest paid is @ 8% i.e. Rs. 10,00,000 x 8% = Rs. 80,000 

  (2) (a) Option (B) :  Cash/Bank A/c    Rs. 10,00,000 

     To  8% LT Bond Series B A/c  Rs. 9,50,263 

     To Share Option A/c   Rs. 49,737 

Workings for the above 

It is a compound instrument. 

Calculation of initial recognition amount of 8% Long term Loan Bond B Series 

liability and equity component 

Particulars Rs. 

Present value of the principal repayable after 3 years (10,00,000 x 

.751315) 

Present value of Interest [(10,00,000 x 8%) x 2.48685] 

Total Present Value of Long term Loan Bond B  I 

Issue proceeds from convertible bond    II 

Value of equity component     (II – I) 

7,51,315 

 

1,98,948 

 

9,50,263 

10,00,000 

     49,737 

  (b) 8% LT Bond Series B A/c Rs. 10,00,000 

   Share Option A/c  Rs. 49,737 

    To Share Capital A/c   Rs. 10,00,000 

    To Share Premium A/c   Rs. 49,737 

Reasoning: 

As per para AG32 of Ind AS 32, on conversion of a convertible instrument at 

maturity, the entity derecognises the liability component and recognises it as 

equity. The original equity component remains as equity (although it may be 

transferred from one line item within equity to another).  There is no gain or loss 

on conversion at maturity.  

(c) Despite the fact that the X Ltd owns 20% of the voting rights and has representations on the 

board, the existence of other shareholders holding a significant proportion of the voting rights 

prevent X Ltd. from exerting significant influence. Whilst it appears the X Ltd should have the 

power to participate in the financial and operating policy decision, the other shareholders prevent 

X Ltd’s efforts and stop X Ltd from actually having any influence. 

In this situation, Y Ltd would not be an associate of X Ltd. 

4. (a) The present case falls under the category of defined benefit scheme under Para 49 of AS 15 
(Revised) “Employee Benefits”. The said para encompasses cases where payment promised to be 
made to an employee at or near retirement presents significant difficulties in the determination of 

periodic charge to the statement of profit and loss. The contention of the Company that the 
settlement allowance will be accounted for on claim basis is not correct even if company’s 
obligation under the scheme is uncertain and requires estimation. In estimating the obligation, 

assumptions may need to be made regarding future conditions and events, which are largely 

outside the company’s control. Thus, 
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(1) Settlement allowance payable by the company is a defined retirement benefit, covered by 

AS 15 (Revised). 

(2) A provision should be made every year in the accounts for the accruing liability on account 

of settlement allowance. The amount of provision should be calculated according to 

actuarial valuation. 

(3) Where, however, the amount of provision so determined is not material, the company can 

follow some other method of accounting for settlement allowances. 

(b)     Either 

Treatment of Impairment Loss 

 As per para 57 of AS 28 “Impairment of assets”, if the recoverable amount (higher of net selling 

price and its value in use) of an asset is less than its carrying amount, the carrying amount of 

the asset should be reduced to its recoverable amount. In the given case, net selling price is  

Rs. 64.50 lakhs (Rs. 67.50 lakhs – Rs. 3 lakhs) and value in use is Rs. 60 lakhs. Therefore, 

recoverable amount will be Rs. 64.50 lakhs. Impairment loss will be calculated as Rs. 10.50 

lakhs [Rs. 75 lakhs (Carrying Amount after revaluation - Refer Working Note) less Rs. 64.50 

lakhs (Recoverable Amount)].  

Thus impairment loss of Rs.10.50 lakhs should be recognised as an expense in the Statement 

of Profit and Loss immediately since there was downward revaluation of asset which was already 

charged to Statement of Profit and Loss.   

Working Note: 

Calculation of carrying amount of the Property, Plant and Equipment at the end of the 

fourth year on revaluation 

 (Rs. in lakhs) 

Purchase price of a Property, Plant and Equipment 150.00 

Less: Depreciation for four years [(150 lakhs / 10 years) x 4 years] (60.00) 

Carrying value at the end of fourth year 90.00 

Less: Downward revaluation charged to profit and loss account (15.00) 

Revalued carrying amount   75.00 

Or 

Integrated reporting is a concept that has been created to better articulate the broader range of 
measures that contribute to long-term value and the role organizations play in society.  
Integrated Reporting is enhancing the way organizations think, plan and report the story of their 

business.  Central to this is the proposition that value is increasingly shaped by factors additional  
to financial performance, such as reliance on the environment, social reputation, human capital 

skills and others. 

This value creation concept is the backbone of integrated reporting and is the direction for the 

future of corporate reporting.  In addition to financial capital, integrated reporting examines five 
additional capitals that should guide an organization’s decision-making and long-term success 

— its value creation in the broadest sense. 

An integrated report is a concise communication about how an organization’s: 

• Strategy 

• Governance 
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• Performance And  

• Prospects 

In the context of its external environment leads to the creation of value over: 

• Short 

• Medium And  

• Long term 

It’s a portal by which the organisation communicates a holistic view of: 

• Its Current position 

• Where it’s going And  

• How it intends to get there 

The report enables readers to make an assessment of the organisation’s ability to create value 
in the future, with value creation referring to the value created for both the organisation and for 

others. 

Salient features of Integrated Reporting Framework 

Principle Based Approach 

The International <IR> Framework (the Framework) takes a principles-based approach. This 
Framework identifies information to be included in an integrated report for use in assessing an 
organization’s ability to create value; it does not set benchmarks for such things as the quality 

of an organization’s strategy or the level of its performance. 

It intent to strike an appropriate balance between flexibility and prescription that recognizes the 
wide variation in individual circumstances of different organizations while enabling a suffici ent 

degree of comparability across organizations to meet relevant information needs. 

Targets the Private Sector or Profit Making Companies 

This Framework is written primarily in the context of private sector, for-profit companies of any 

size but it can also be applied, adapted as necessary, by public sector and not-for-profi t 

organizations. 

 Identifiable Communication 

An integrated report may be prepared in response to existing compliance requirements, and may 
be either a standalone report or be included as a distinguishable, prominent and accessible part 

of another report or communication. It should include, transitionally on a comply or explain basis, 

a statement by those charged with governance accepting responsibility for the report. 

An integrated report is intended to be more than a summary of information in other 
communications (e.g., financial statements, a sustainability report, analyst calls, or on a 

website); rather, it makes explicit the connectivity of information to communicate how value is 

created over time. 

 Financial and Non-financial Items 

The primary purpose of an integrated report is to explain to providers of financial capital how an 
organization creates value over time. It, therefore, contains relevant information, both financial 

and other. 

 Value Creation 

Value created by an organization over time manifests itself in increases, decreases or 
transformations of the capitals caused by the organization’s business activities and outputs.  

That value has two interrelated aspects – value created for: 
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• The organization itself, which enables financial returns to the providers of financial capital 

• Others (i.e., stakeholders and society at large) 

(c)      Kalyani Ltd. 

Value Added Statement 
for the year ended 31st March, 2019 

 Rs. in lakhs Rs. in lakhs % 

Sales  206.42  

Less: Cost of bought in materia l and services:    

 Production and operational expenses 150.57   

 Administr ation expenses 3.92   

 Interest on working capital loans    2.30 (156.79)  

Value Added by manufactur ing and trading 

activities 

 49.63  

Add: Other income  10.20  

Total Value Added  59.83  

Application of Value Added:    

To Pay Employees:    

 Salaries, Wages, Bonus and other benefits  12.80 21.39 

To Pay Directors:    

 Salaries and Commission  2.20 3.68 

To Pay Government:    

 Cess and Local Taxes 3.20   

 Income Tax 3.00 6.20 10.36 

To Pay Providers of Capital:    

 Interest on Debentures  1.80   

 Interest on Fixed Loans 3.90   

 Dividend 3.00 8.70 14.54 

To Provide for maintenance and Expansion of 

the company: 

   

 Depreciation 5.69   

 General Reserve (Rs. 24.30 – Rs. 0.46)  23.84   

 Retained profit (Rs. 1.75 – Rs. 1.35)    0.40 29.93  50.03 

   59.83 100.00 

Reconciliation Between Total Value Added and Profit Before Taxation: 

 (Rs. in lakhs) (Rs. in lakhs) 

Profit before tax   30.24 

Add back:   

 Depreciation 5.69  
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 Salaries, Wages, Bonus and other benefits 12.80  

 Directors’ Remuneration 2.20  

 Cess and Local Taxes 3.20  

 Interest on Debentures  1.80  

 Interest on Fixed Loans  3.90 29.59 

Total Value Added  59.83 

5. (a) The above treatment needs to be examined in the light of the provisions given in Ind AS 32 and 

Ind AS 109 on Financial Instruments’ and Ind AS 19 ‘Employee Benefits’. 

 Para 11 (c) (i) of Ind AS 32 ‘Financial Instruments : Presentation’ states that: 

“A financial asset is any asset that is: 

(c) a contractual right: 

(i) to receive cash or…..” 

Further, paragraph 5.1.1 of Ind AS 109 states that: 

“at initial recognition, an entity shall measure a financial asset or financial liability at its fair value”. 

Further, paragraph 5.1.1 of Appendix B to Ind AS 109 states that: 

“The fair value of a financial instrument at initial recognition is normally the transaction price (i.e. 

the fair value of the consideration given or received. However, if part of the consideration given or 

received is for something other than the financial instrument, an entity shall measure the fair value 

of the financial instrument. For example, the fair value of a long term loan or receivable that carries 

no interest can be measured as the present value of all future cash receipts discounted using the 

prevailing market(s) of interest rate of similar instrument with a similar credit rating. Any additional 

amount lent is an expense or reduction of income unless it qualifies for recognition as some other 

type of asset”. 

Further, paragraph 5.2.1 of Ind AS 109 states that: 

“After initial recognition, an entity shall measure a financial asset at: 

(a) amortised cost; 

(b) fair value through other comprehensive income; or 

(c) fair value through profit or loss. 

Further, paragraph 5.4.1 of Ind AS 109 states that: 

“Interest revenue shall be calculated by using the effective interest method. This shall be 

calculated by applying the effective interest rate to the gross carrying amount of a financial  

asset” 

Paragraph 8 of Ind AS 19 states that: 

“Employee Benefits are all forms of consideration given by an entity in exchange for service 

rendered by employees or for the termination of employment”. 

The Accountant of Pluto Ltd. has recognised the staff loan in the balance sheet at Rs. 10 lakhs 

being the amount disbursed and Rs. 40,000 as interest income for the period is recognised at 

the contracted rate in the statement of profit and loss which is not correct and not in accordance 

with Ind AS 19, Ind AS 32 and Ind AS 109. 
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Accordingly, the staff advance being a financial asset shall be initially measured at the fair value 

and subsequently at the amortised cost.  The interest income is calculated by using the effective 

interest method.  The difference between the amount lent and fair value is charged as Employee 

benefit expense in statement of profit and loss. 

a) Calculation of Fair Value of the Loan  

Year Cash Inflow Discounting Factor (10%) Present Value 

1 2,40,000 0.909 2,18,160 

2 2,32,000 0.826 1,91,632 

3 2,24,000 0.751 1,68,224 

4 2,16,000 0.683 1,47,528 

5 2,08,000 0.621 1,29,168 

Total 8,54,712 

Staff loan should be initially recorded at Rs. 8,54,712. 

b) Employee Benefit Expense 

Loan Amount – Fair Value of the loan = Rs. 10,00,000 –  Rs. 8,54,712 = Rs. 1,45,288 

Rs. 1,45,288 shall be charged as Employee Benefit expense in Statement of Profit and 

Loss for the year ended 31.03.20X2.  

Amortisation table: 

Year Opening balance of 

Staff Advance  

(a) 

Interest (10%) 

 
(b)= (a x 10%) 

Repayment 

 
(c) 

Closing balance of 

Staff Advance 

(d) = a + b -c 

1 8,54,712 85,471 2,40,000 7,00,183 

2 7,00,183 70,018 2,32,000 5,38,201 

3 5,38,201 53,820 2,24,000 3,68,021 

4 3,68,021 36,802 2,16,000 1,88,823 

5 1,88,823 19,177 (b.f.) 2,08,000 Nil 

Balance Sheet extracts showing the presentation of staff loan as at 31st March 20X2 

Ind AS compliant Division II of Sch III needs to be referred for presentation requirement in 

Balance Sheet on Ind AS. 

Assets 

Non-Current Assets 

Financial Assets 

(i) Loan 

 

 

 

5,38,201 

Current Assets 

Financial Assets 

(i) Loans (7,00,183 - 5,38,201) 

 

 

1,61,982 

c) Paragraph 27 of Ind AS 102 requires the entity to recognise the effects of repricing that 

increase the total fair value of the share-based payment arrangement or are otherwise 

beneficial to the employee.  

If the repricing increases the fair value of the equity instruments granted paragraph B43(a) 

of Appendix B requires the entity to include the incremental fair value granted (ie the 
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difference between the fair value of the repriced equity instrument and that of the original  

equity instrument, both estimated as at the date of the modification) in the measurement of 

the amount recognised for services received as consideration for the equity instruments 

granted.  

If the repricing occurs during the vesting period, the incremental fair value granted is 

included in the measurement of the amount recognised for services received over the 

period from the repricing date until the date when the repriced equity instruments vest, in 

addition to the amount based on the grant date fair value of the original equity instruments, 

which is recognised over the remainder of the original vesting period. 

Accordingly, the amounts recognised in years 1 and 2 are as follows: 

Year Calculation Compensation 
expense for 

period 

Cumulative 
compensation 

expense   
Rs. Rs. 

1 [1,850 employees× 1,000 options × Rs. 1.20] × 
1/3 

7,40,000 7,40,000 

2 (1,840 employees× 1,000 options × [(Rs.1.20 
× 2/3)+ {(Rs.1.05 - 0.90) ×0.5/1.5}] – 7,40,000 

8,24,000 15,64,000 

 (c) (i) Yes, QA Ltd. is required to make provision for the claim from customer K as per Ind AS 37 since 

the claim is a present obligation as a result of delivery of faulty goods manufactured.  Also, it is 
probable that an outflow of resources embodying economic benefits will be required to settle 
the obligations.  Further, a reliable estimate of Rs. 5.2 crore can be made of the amount of the 

obligation while preparing the financial statements as on 31st March, 2017. 

(ii) Option (A) : Statement of Profit and Loss A/c   Dr. Rs. 5.2 crore 

   To Current Liability A/c     Rs. 5.2 crore 

(iii) As per para 31 of Ind AS 37, QA Ltd. shall not recognise a contingent asset.  Here the 

probability of success of legal action is very high but there is no concrete evidence which 

makes the inflow virtually certain.  Hence, it will be considered as contingent asset only 

and shall not be recognized. 

6. (a) Case A—Variable consideration allocated entirely to one performance obligation  

To allocate the transaction price, the entity considers the criteria in paragraph 85 and concludes 

that the variable consideration (ie the sales-based royalties) should be allocated entirely to 

Licence B.  The entity concludes that the criteria are met for the following reasons: 

(a) the variable payment relates specifically to an outcome from the performance obligation to 

transfer Licence B (ie the customer's subsequent sales of products that use Licence B). 

(b) allocating the expected royalty amounts of Rs. 2,000,000 entirely to Licence B is consistent 
with the allocation objective in paragraph 73 of Ind AS 115.  This is because the enti ty's 
estimate of the amount of sales-based royalties (Rs. 2,000,000) approximates the stand -

alone selling price of Licence B and the fixed amount of Rs. 1,600,000 approximates the 
stand-alone selling price of Licence A.  The entity allocates Rs. 1,600,000 to Licence A.  
This is because, based on an assessment of the facts and circumstances relating to both 

licences, allocating to Licence B some of the fixed consideration in addition to all of the 
variable consideration would not meet the allocation objective in paragraph 73 of  

Ind AS 115. 
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The entity transfers Licence B at inception of the contract and transfers Licence A one 
month later.  Upon the transfer of Licence B, the entity does not recognise revenue because 

the consideration allocated to Licence B is in the form of a sales-based royalty.  Therefore, 
the entity recognises revenue for the sales-based royalty when those subsequent sales 

occur. 

When Licence A is transferred, the entity recognises as revenue the Rs. 1,600,000 

allocated to Licence A. 

Case B—Variable consideration allocated on the basis of stand-alone selling prices 

To allocate the transaction price, the entity applies the criteria in paragraph 85 of Ind AS 115 to 
determine whether to allocate the variable consideration (ie the sales-based royalties) entirely 

to Licence B.  

In applying the criteria, the entity concludes that even though the variable payments relate 

specifically to an outcome from the performance obligation to transfer Licence B (ie the 
customer's subsequent sales of products that use Licence B), allocating the variable 
consideration entirely to Licence B would be inconsistent with the principle for allocating the 

transaction price.  Allocating Rs. 600,000 to Licence A and Rs. 3,000,000 to Licence B does not 
reflect a reasonable allocation of the transaction price on the basis of the stand-alone selling 
prices of Licences A and B of Rs. 1,600,000 and Rs. 2,000,000, respectively.  Consequently, 

the entity applies the general allocation requirements of Ind AS 115. 

The entity allocates the transaction price of Rs. 600,000 to Licences A and B on the basis of 
relative stand-alone selling prices of Rs. 1,600,000 and Rs. 2,000,000, respectively.  The enti ty 
also allocates the consideration related to the sales-based royalty on a relative stand-alone 

selling price basis. However, when an entity licenses intellectual property in which the 
consideration is in the form of a sales-based royalty, the entity cannot recognise revenue until 
the later of the following events: the subsequent sales occur or the performance obligation is 

satisfied (or partially satisfied). 

Licence B is transferred to the customer at the inception of the contract and Licence A is 
transferred three months later.  When Licence B is transferred, the entity recognises as revenue 
Rs. 333,333 [(Rs. 2,000,000 ÷ Rs. 3,600,000) × Rs. 600,000] allocated to Licence B. When 

Licence A is transferred, the entity recognises as revenue Rs. 266,667 [(Rs. 1,600,000 ÷  

Rs. 3,600,000) × Rs. 600,000] allocated to Licence A. 

In the first month, the royalty due from the customer's first month of sales is Rs. 400,000. 
Consequently, the entity recognises as revenue Rs. 222,222 (Rs. 2,000,000 ÷ Rs. 3,600,000 × 

Rs. 400,000) allocated to Licence B (which has been transferred to the customer and is therefore 
a satisfied performance obligation).  The entity recognises a contract liability for the Rs. 177,778 
(Rs. 1,600,000 ÷ Rs. 3,600,000 × Rs. 400,000) allocated to Licence A.  This is because although 

the subsequent sale by the entity's customer has occurred, the performance obligation to which 

the royalty has been allocated has not been satisfied. 

 (b) Step 1 There is an ‘option’ to convert the loans into equity i.e. the loan note holders do not have to 

accept equity shares; they could demand repayment in the form of cash. 

Ind AS 32 states that where there is an obligation to transfer economic benefits there should be 

a liability recognised. On the other hand, where there is not an obligation to transfer economic 

benefits, a financial instrument should be recognised as equity. 

In the above illustration we have both – ‘equity’ and ‘debt’ features in the instrument. There is 
an obligation to pay cash – i.e. interest at 8% per annum and a redemption amount – this is 

‘financial liability’ or ‘debt component’. The ‘equity’ part of the transaction is the option to convert. 

So it is a compound financial instrument. 
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Step 2 Debt element of the financial instrument so as to recognise the liability is the present  

value of interest and principal  

The rate at which the same is to be discounted, is the rate of equivalent loan note without the 

conversion option would have carried interest at 10%, therefore this is the rate to be used for 

discounting 

Step 3 Calculation of the debt element of the loan note as follows:  

8% Interest discounted at a rate of 10% Present Value  (6,00,000 x 8%)  

S. No Year Interest amount PVF Amount 

Year 1 2019 48,000 0.91 43,680 

Year 2 2020 48,000 0.83 39,840 

Year 3 2021 48,000 0.75 36,063 

    1,19,583 

Year 4 2022 648,000 0.68 4,40,640 

Amount to be recognised as a liability 5,60,223 

Initial proceeds         (6,00,000) 

Amount to be recognised as equity            39,777 

* In year 4, the loan note is redeemed therefore Rs. 6,00,000 + Rs. 48,000 = Rs. 6,48,000. 

Step 4 The next step is to recognise the interest component equivalent to the loan that would 
carry if there was no option to cover. Therefore, the interest should be recognised at 10%. As 

on date Rs. 48,000 has been recognised in the statement of profit and loss i.e. 6,00,000 x 8% 
but we have discounted the present value of future interest payments and redemption amount 
using discount factors of 10%, so the finance charge in the statement of profit and loss must 

also be recognised at the same rate i.e. for the purpose of consistency. 

The additional charge to be recognised in the income statement is calculated as: 

Debt component of the financial instrument Rs. 5,60,000 

Interest charge (5,60,000 x 10%) Rs.  56,000 

Already charged to the income statement   (Rs. 48,000) 

Additional charge required   Rs. 8,000 

Journal Entries for recording additional finance cost for year ended 31 March 2019 

Particulars Dr. Amount 
(Rs.) 

Cr. Amount 
(Rs.) 

Finance cost A/c    Dr. 

 To Debt component A/c  

(Being interest recorded for difference between 
amount recorded earlier and that to be recorded per 
Ind AS 32) 

8,000 

 

 

8,000 

(c) Paragraph 9 of Ind AS 24 Related Party Disclosures defines Related Party Transactions as 

under: 

“A related party transaction is a transfer of resources, services or obligations between a reporting 

entity and a related party, regardless of whether a price is charged.” 

Paragraph 6 of Ind AS 24 states as under: 

“6 A related party relationship could have an effect on the profit or loss and financial position of 

an entity…” 
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In the given case, there is a transfer of resources to the extent of Rs.12 lac from the company 
to the parent towards software license. Of this transfer of resources, the company has consumed 

the benefits relating to Rs.3 lac of software license cost which is recognise in profit or loss. The 
benefits relating to Rs.9 lac of software license cost will be consumed in the next reporting period 

and therefore is recognised in balance sheet as prepaid expenses. 

Paragraph 18 of Ind AS 24 states as under: 

“18 If an entity has had related party transactions during the periods covered by the financial 

statements, it shall disclose the nature of the related party relationship as well as information about 
those transactions and outstanding balances, including commitments necessary for users to 
understand the potential effect of the relationship of the financial statements. At a minimum, 

disclosures shall include: 

a. The amount of the transactions; 

b. The amount of outstanding balances, including commitments, and;  

(i) Their terms and conditions, including whether they are secured, and the nature of the 

consideration to be provided in settlement; and 

(ii) Details of any guarantees given or received; 

c. Provisions for doubtful debts related to the amount of outstanding balances; and  

d. The expense recognised during the period in respect of bad and doubtful debts due from 

related parties.” 

Therefore, the company has to disclose: 

1. The amount of transaction with the parent of Rs.12 lac towards software license; 

2. Outstanding balance of Rs.9 lac presented as prepaid expense along with the terms and 

conditions and state that the same will be settled in the next reporting period by receipt of 

software licensing services. 

3. The amount of Rs.3 lac recognised as software license expense in profit or loss for the 

benefits consumed during the period to make it understandable to users. 

Paragraph 113 of Ind AS 1 Presentation of Financial Statements states as under: 

“113 An entity shall present notes in a systematic manner. An entity shall cross-reference each 

line items in the balance sheet and in the statement of profit and loss, and in the statement of 

changes in equity and of cash flows to any related information in the notes.” 

Therefore, the company shall cross-reference the software license expense recognised in profit or 
loss and prepaid expenses recognised in balance sheet to the notes disclosing related party 

transactions. 
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