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CHAPTER

6

FIRsT TIME ADOPTION IND AS 101

Unit |

Ind AS 101: First-time Adoption of Indian
Accounting Standards

1. Scope
An entity shall apply this Ind AS in:
(a) its first Ind AS financial statements; and

(b) each interim financial report, if any, that it presents in accordance with Ind AS 34, ‘Interim Financial
Reporting’, for part of the period covered by its first Ind AS financial statements.

2. Recognition and Measurement

Opening Ind AS Balance Sheet: An entity shall prepare and present an opening Ind AS Balance Sheet
at the date of transition to Ind ASs. This is the starting point for its accounting in accordance with Ind ASs.

An entity shall, in its opening Ind AS Balance Sheet:
(a) recognise all assets and liabilities whose recognition is required by Ind ASs;
(b) not recognise items as assets or liabilities if Ind ASs do not permit such recognition;

(c) reclassify items that it recognised in accordance with previous GAAP as one type of asset, liability or
component of equity, but are a different type of asset, liability or component of equity in accordance
with Ind ASs; and

(d) apply Ind ASs in measuring all recognised assets and liabilities.

3. Accounting Policies

An entity shall use the same accounting policies in its opening Ind AS Balance Sheet and throughout all
periods presented in its first Ind AS financial statements. The accounting policies in opening Ind AS Balance
Sheet may differ from those that it used for the same date using previous GAAP. The resulting adjustments
arise from events and transactions before the date of transition to Ind ASs shall be recognised directly in

retained earnings.
Those accounting policies shall comply with each Ind AS effective at the end of its first Ind AS reporting
period, subject to:

e Mandatory Exceptions
e Optional Exemptions
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5. Optional Exomptions

1!

Exemptions for Business Combinations: A first-time adoptor may elect not to apply Ind AS 103

rotrospoctivoly to past business combinations (business combinations that occurred before the date

ol transition to Ind ASs).

However, if a first-time adoptor restates any business combination o comply with Ind AS 103, it shall

rostate all lator business combinations and shall also apply Ind AS 110 from that same date.

Share-based Payment Transactions: A firsltimo adoptor is encouragod, but not required, to apply

Ind AS 102 ‘Share-based Paymont’ to equity Instruments that vested before date of transition to Ind

ASs.

Insurance Contracts: An entity shall apply Ind AS 104 ‘Insurance Contracts’ for annual periods

beginning on or after date of transition to Ind ASs. Earlier application is encouraged, Il an entity

applios this Ind AS 104 for an carlior period, it shall discloso that fact.

Doomed Cost: An enlity may elact lo measure an item of property, plant and equipment at the date

of transition to Ind ASs at its fair value and uso that fair value as its doomed cost at that dato.

A first-time adopter may cloct to use a pravious GAAP revaluation of an item of property, plant and

oquipment at, or before, tho dato of transition to Ind ASs as deemed cost at the date of the

ravaluation, If tho revaluation was, at the dato of the revaluation, broadly comparable to:

(a) fair value; or

(b) cost or depreciated cost in accordance with Ind ASs, adjusted to reflect, for examplo, changes in
a general or specific prico Index.

Leasos: A hrsl-timp ndupgnr may apply paragraphs 6-9 of the Appendix C of Ind AS 17 Determining

whether an Arrangemont contains a Leaso to delermine whether an arrangement existing at the dato

of transition to Ind ASs contains a lease on the basls of facts and Cit‘(:llms:,l&;rlcm; oxif'linf} at tho dfltO

of transition to Ind AS, oxcept where tha elfoct is expected to be not matarial, i l
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6. Cumulative Translation Differences: Ind AS 21 requires an entity:

(a) to recognise some translation differences in other comprehensive income and accumulate these
in a separate component of equity; and

(b) on disposal of a foreign operation, to reclassify the cumulative translation difference for that
foreign operation (including, if applicable, gains and losses on related hedges) from equity to
profit or loss as part of the gain or loss on disposal.

7. Long-term Foreign Currency Monetary Items: A first-time adopter may continue the policy adopted
for accounting for exchange differences arising from translation of long-term foreign currency
monetary items recognised in the financial statements for the period ending immediately before the
beginning of the first Ind AS financial reporting period as per the previous GAAP.

8. Investments in Subsidiaries, Joint Ventures and Associates: When an entity prepares separate
financial statements, Ind AS 27 requires it to account for its investments in subsidiaries, joint ventures
and associates either:

(a) atcost; or

(b) in accordance with Ind AS 109.

9. Compound Financial Instruments: Ind AS 32 ‘Financial Instruments: Presentation’ requires an entity
to split a compound financial instrument at inception into separate liability and equity components. If
the liability component is no longer outstanding, retrospective application of Ind AS 32 involves
separating two portions of equity. The first portion is in retained earnings and represents the
cumulative interest accreted on the liability component. The other portion represents the original
equity component.

10. Revenue from Contracts with Customers: A first-ime adopter may use one or more of the
following practical expedients when applying Ind AS 115 retrospectively:

(a) for completed contracts, an entity need not restate contracts that begin and end within the same
annual reporting period;

(b) for completed contracts that have variable consideration, an entity may use the transaction price
at the date the contract was completed rather than estimating variable consideration amounts in
the comparative reporting periods; and

(c) for all reporting periods presented before the beginning of the first Ind AS reporting period, an
entity need not disclose the amount of the transaction price allocated to the remaining
performance obligations and an explanation of when the entity expects to recognise that amount
as revenue.

11. Non-current Assets Held for Sale and Discontinued Operations: Ind AS 105 requires non-current
assets (or disposal groups) that meet the criteria to be classified as held for sale, non-current assets
(or disposal groups) that are held for distribution to owners and operations that meet the criteria to be
classified as discontinued and carried at lower of its carrying amount and fair value less cost to sell
on the initial date of such identification. A first time adopter can:

(a) measure such assets or operations at the lower of carrying value and fair value less cost to sell at
the date of transition to Ind ASs in accordance with Ind AS 105; and

(b) recognise directly in retained earnings any difference between that amount and the carrying
amount of those assets at the date of transition to Ind ASs determined under the entity’s previous
GAAP.

Question 1
X Ltd. is required to adopt Ind AS from April 1, 20X1, with comparatives for one year, i.e., for 20X0-20X1.

What will be its date of transition?
(Study Material)

Answer

The date of transition for X Ltd. will be April 1, 20X0 being the beginning of the earliest comparative period
presented. To explain it further, X Ltd. is required to adopt an Ind AS from April 1, 20X1 (i.e. year 20X1-
20X2), and it will give comparatives as per Ind AS for 20X0-20X1. Accordingly, the beginning of the
comparative period will be April 1, 20X0 which will be considered as date of transition.

Question 2

Company B is a foreign subsidiary of Company A and has adopted IFRS as issued by IASB as its primary
GAAP for its local financial reporting purposes. Company B prepares its financial statements as per
Accounting Standards specified under Section 133 of the Companies Act, 2013 read with Rule 1 of the
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e ; ?
statements prepared for consolidation with Company A’ (Study Material)

Answer ' . ' ’
Ind AS 101 defines previous GAAP as the basis of accounting that a first-time e;t_:!optslarll'dus;g fo;;is iit:tlau;gg
reporting requirements in India (emphasis added) immedlatgly before adct)_p mgtandardslspeciﬁed unde;
companies preparing their financial statements in accordance with the Accqun ing el Ruls, 2014 Sl
Section 133 of the Companies Act, 2013 read with Rule 7 _of the Companies (Accou L

consider those financial statements as previous GAAP financial statements.

Accordingly, the previous GAAP of the foreign subsidiary for the purpose of consc;llt?]at[ggnﬁncaiﬁireisnigsz\g;tg
the parent company would be accounting standards specified under Section 133.0 S o [; thod sin'ce G
read with Rule 7 of the Companies (Accounts) Rules, 2014 and not the IFRS as issued by th

first time adoption has to be considered in the context of India only.

Question 3

E Ltd. is required to first time adopt Indian Accounting Standards (Ind /'18) from 1 April 2?);.1._ 7]h§r
management of E Ltd. has prepared its financial statements in accordance with Ind AS and an explicit an
unreserved statement of compliance with Ind AS has been given by the management. _However, the there is a
disagreement on application of one Ind AS between the management and the auditor. Can such financial
statements of E Ltd. be treated as first Ind AS financial statements?

(Study Material)
Answer

Ind AS 101 defines first Ind AS financial statements as "The first annual financial statements in whir::h an
entity adopts Indian Accounting Standards (Ind AS), by an explicit and unreserved statement of compliance
with Ind AS." In accordance with the above definition, if an explicit and unreserved statement of compliance
with Ind AS has been given in the financial statements, even if the auditor's report contains a qualification
because of disagreement on application of Indian Accounting Standard(s), it would be considered that E Ltd.
has done the first time adoption of Ind AS. In such a case, exemptions given under Ind AS 101 cannot be
availed again. If, however, the unreserved statement of compliance with Ind AS is not given in the financial
statements, such financial statements would not be considered to be first Ind AS financial statements.
Question 4

Ind AS requires allocation of losses to the non-controlling interest, which may ultimately lead to a debit
balance in non-controlling interests, even if there is no contract with the noncontrolling interest holders to

contribute assets to the Company to fund the losses. Whether this adjustment is required or permitted to be
made retrospectively?

(Study Material)
Answer

In case an entity elects not to restate past business combinations, Ind AS 101 requires the measurement of
non-controlling interests (NCI) to follow from the measurement of othe

Ind AS. However, Ind AS 101 contains a mandatory exception tha

However, the NCI could have a deficit balance due to remeasurement of the assets iabiliti
to the business combination as part of the transition to Ind AS, and liabilities subsequent

In case an entity restates past business combination, Ind AS 101 requires that th i
date of transition shall be determined retrospectively in accord . S balance in NCI as at the

, ; ance with Ind AS, taking i
impact of other elections made as part of the adoption of Ind AS. AS, teking into account the

As such, the NCI could have a deficit balance on account of loss

: es attributable to t i :
obligation on the holders of NCI to contribute assets to fund such a deficit. ne NGl even i there is no
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Question §

A Ltd. had made cortain investments In B Lid.'s convorliblo dobt instruments. The conversion rights are
substantivo rights and would provido A Lid. with a control over B LId. A Ltd. has evaluated that B Ltd. would
be treated as its subsidiary undor Ind AS and, honco, would roquire consolidation in its Ind AS consolidated
financial statements, B LId, was nol considorod as a subsidiary, associale or a joint venture under previous
GAAP. How should B Ltd, ho consolidatod on transition (o Ind AS assuming that A Ltd, has opted to avail the
exempltion from rotrospoctivo rostaloment of past businoss combinations?

(Study Material)

Answer
Ind AS 101 prescribos an oplional exemplion from retrospective restatement in relation to past business
combinations. Ind AS 101 prescribos hat when the past business combinations are not restated and a parent
entity had not consolidated an enlily as a subsidiary in accordance with its previous GAAP (either because it
was not regarded as a subsidiary or no consolidaled financial statements were required under previous
GAAP), then the subsidiary's assels and liabilities would be included in the parent's opening consolidated
financial statements at such values as would appear in the subsidiary's separate financial statements if the
subsidiary were to adopt the Ind AS as at the parent's date of transition. For this purpose, the subsidiary's
separate financial statements would bo prepared as if it was a first-ime adopter of Ind AS i.e. after applying
the relevant first time adoplion mandatory exceptions and voluntary exemptions. In other words, the parent
will adjust the carrying amount of the subsidiary's assets and liabilities to the amounts that Ind AS would
require in the subsidiary's balance sheet.
The deemed cost of goodwill equals the difference at the date of transition between:

(a) the parent's interest in those adjusted carrying amounts; and

(b) the cost in the parenl's separate financial statements of its investment in the subsidiary.
The measurement of non-controlling interest and deferred tax follows from the measurement of other assets
and liabilities.
It may be noted here that the above exemption is available only under those circumstances where the parent,
in accordance with the previous GAAP, has not presented consolidated financial statements for the previous
year; or where the consolidated financial statements were prepared in accordance with the previous GAAP
but the entity was not treated as a subsidiary, associate or joint venture under the previous GAAP.

Question 6
A Ltd. has a subsidiary B Ltd. On first time adoption of Ind AS by B Ltd., it availed the optional exemption of
not restating its past business combinations. However, A Ltd. in its consolidated financial statements has
decided to restate all its past business combinations. Whether the amounts recorded by subsidiary need to be
adjusted while preparing the consolidated financial statements of A Ltd. considering that A Ltd. does not avail
the business combination exemption? Will the answer be different if A Ltd. adopts Ind AS after B Ltd?

(Study Material)

Answer

As per Ind AS 101: "A first-time adopter may elect not to apply Ind AS 103 retrospectively to past business
combinations (business combinations that occurred before the date of transition to Ind AS). However, if a first-
time adopter restates any business combination to comply with Ind AS 103, it shall restate all later business
combinations and shall also apply Ind AS 110 from that same date.

For example, if a first-time adopter elects to restate a business combination that occurred on 30 June 20XO0, it
shall restate all business combinations that occurred between 30 June 20X0 and the date of transition to Ind
AS, and it shall also apply Ind AS 110 from 30 June 20X0." Based on the above, if A Ltd. restates past
business combinations, it would have to be applied to all business combinations of the group including those
by subsidiary B Ltd. for the purpose of Consolidated Financial Statements. Ind AS 101 states, "However, if an
entity becomes a first-time adopter |later than its subsidiary (or associate or joint venture) the entity shall, in its
consolidated financial statements, measure the assets and liabilities of the subsidiary (or associate or joint
venture) at the same carrying amounts as in the financial statements of the subsidiary (or associate or joint
venture), after adjusting for consolidation and equity accounting adjustments and for the effects of the
business combination in which the entity acquired the subsidiary." Thus, in case where the parent adopts Ind
AS later than the subsidiary (for example, if the parent is a non-banking financial company and the subsidiary
is a trading or manufacturing company) then it does not change the amounts already recognised by the

subsidiary.
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Question 7

\ L. is @ first ime adopter of Ind AS. The date of transition is April 1, 20X1. It has given 200 stock options to
s employees. Out of these, 75 options have vested on November 30, 20X0 and the remaining 125 will vest
on November 30. 20X1. What are the options available to X Ltd. at the date of transition?

(Study Material)
Answer
Ind AR 101 provides that a first-time adopter is encouraged, but not required, to apply Ind AS 102 on 'Share-
based Pavment' to equity instruments that vested before the date of transition to Ind AS. prever, if a first
time adopter elects to apply Ind AS 102 to such equity instruments, it may do so only if the entity has

disclosed publicly the fair value of those equity instruments, determined at the measurement date, as defined
in Ind AS 102.

Having regand to the above, X Ltd. has the following options:
« For 75 options that vested before the date of transition:

| (@) To apply Ind AS 102 and account for the same accordingly, provided it has disclosed publicly
l the fair value of those equity instruments, determined at the measurement date, as defined in
Ind AS 102.

(b) Notto apply Ind AS 102.

However, for all grants of equity instruments to which Ind AS 102 has not been applied, i.e., equity
instruments vested but not settled before date of transition to Ind AS, X Ltd. would still need to
disclose the information.

« For 125 options that will vest after the date of transition: X Ltd. will need to account for the same as
per Ind AS 102.

Question 8

X Ltd. is the holding company of Y Ltd. X Lid. is required to adopt Ind AS from April 1, 20X1. X Ltd. wants to
avail the optional exemption of using the previous GAAP carrying values in respect of its property, plant and
equipment whereas Y Ltd. wants to use fair value of its property, plant and equipment as its deemed cost on
the dafe of transition. Examine whether X Ltd. can do so for its consolidated financial statements. Also,
examine whether different entities in a group can use different basis for arriving at deemed cost for property,
plant and equipment in their respective standalone financial statements

(Study Material)
Answer

Where there is no change in its functional currency on the date of transition to Ind AS, a first-time adopter to
Ind AS may elect to continue with the carrying value of all of its property, plant and equipment as at the date
of transition measured as per the previous GAAP and use that as its deemed cost at the date of transition
after making necessary adjustments. If a first time adopter chooses this option then the option of applying this
on selective basis to some of the items of property, plant and equipment and using fair value for others is not
available. Nothing prevents different entities within a group to choose different basis for arriving at deemed
cost for the standalone financial statements. However, in Consolidated Financial Statements, the entire group
should be treated as one reporting entity. Accordingly, it will not be permissible to use different basis for
amiving at the deemed cost of property, plant and equipment on the date of transition by different entities of
the group for the purpose of preparing Consolidated Financial Statements.

Question 9

For the purpose of deemed cost on the date of transition, an entity has the option of using the carrying value
as the deemed cost. In this context, suggest which carrying value is to be considered as deemed cost:

original cost or net book value? Also examine whether this would have any impact on future depreciation
charge?

(Study Material)
Answer
For the purpose of deemed cost on the date of transition, if an entity uses the carrying value as the deemed
cost, then it should consider the net book value on the date of transition as the deemed cost and not the
original cost because carrying value here means net book value. The future depreciation charge will be based
on the net book value and the remaining useful life on the date of transition. Further, as per the requirements
of Ind AS 16, the depreciation method, residual value and useful life need to be reviewed atleast annually. AS
a result of this, the depreciation charge may or may not be the same as the depreciation charge under the

previous GAAP.
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Question 10

Is it possible for an entity to allocate cost as per the previous GAAP to a component based on its fair value on
the date of transition even when it does not have the component-wise historical cost?

(Study Material)
Answer
Yes, an entity can allocate cost to a component based on its fair value on the date of transition. This is
permissible even when the entity does not have component-wise historical cost.
Question 11 :
Revaluation under previous GAAP can be considered as deemed cost if the revaluation was, at the date of
the revaluation, broadly comparable to fair value or cost or depreciated cost of assets in accordance with Ind
AS, adjusted to reflect, e.g., changes in a general or specific price index. What is the acceptable time gap of
such revaluation from the date of transition? Can adjustments be made to take effects of events subsequent
to revaluation?

(Study Material)
Answer
There are no specific guidelines in Ind AS 101 to indicate the acceptable time gap of such revaluation from
the date of transition. The management of an entity needs to exercise judgement in this regard. However,
generally, a period of 2-3 years may be treated as an acceptable time gap of such revaluation from the date
of transition. In any case, adjustments should be made to reflect the effect of material events subsequent to
revaluation.
Question 12
Y Ltd. is a first time adopter of Ind AS. The date of transition is April 1, 20X1. On the date of transition, there
is a long- term foreign currency monetary liability of §60 crores
(US $ 10 million converted at an exchange rate of US $ 1 = 21 60). The accumulated exchange difference
on the date of transition is nil since Y Ltd. was following AS 11 notified under the Companies (Accounting
Standards) Rules, 2006 and has not exercised the option provided in paragraph 46/46A of AS 11. The
Company wants to avail the option under paragraph 46A of AS 11 prospectively or retrospectively on the date
of transition to Ind AS. How should it account for the translation differences in respect of this item under Ind
AS 1017

(Study Material)
Answer
Ind AS 101 provides that a first-time adopter may continue the policy adopted for accounting for exchange
differences arising from translation of long-term foreign currency monetary items recognised in the financial
statements for the period ending immediately before the beginning of the first Ind AS financial reporting period
as per the previous GAAP.
If the Company wants to avail the option prospectively
The Company cannot avail the exemption given in Ind AS 101 and cannot exercise option under paragraph
46/46A of AS 11, prospectively, on the date of transition to Ind AS in respect of Long term foreign currency
monetary liability existing on the date of transition as the company has not availed the option under
paragraph 46/46A earlier. Therefore, the Company need to recognise the exchange differences in
accordance with the requirements of Ind AS 21, The Effects of Changes in Foreign Exchange Rates which
requires all foreign exchange differences to be recognised in profit or loss, except such foreign exchange
differences which are accounted for as an adjustment to borrowing costs in accordance with Ind AS 23.
If the Company wants to avail the option retrospectively
The Company cannot avail the exemption given in Ind AS 101 and cannot exercise the option under
paragraph 46/46A of AS 11 retrospectively on the date of transition to Ind AS in respect of long term foreign
currency monetary liability that existed on the date of transition since the option is available only if it is in
continuation of the accounting policy followed in accordance with the previous GAAP. Y Ltd. has not been
using the option provided in Para 46/ 46A of AS 11, hence, it will not be permitted to use the option given in
Ind AS 101 retrospectively.
Question 13
Y Ltd. is a first time adopter of Ind AS. The date of transition is April 1, 20X5. On April 1, 20X1, it obtained a 7
year US$ 1,00,000 loan. It has been exercising the option provided in Paragraph 46/46A of AS 11 and has
been amortising the exchange differences in respect of this loan over the balance period of such loan. On the
date of transition, the company wants to continue the same accounting policy with regard to amortising of
exchange differences. Whether the Company is permitted to do so?

(Study Material)



