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FINAL (NEW) ELECTIVE PAPER 6E: GLOBAL FINANCIAL REPORTING STANDARDS

GFRS CASE STuDy 1

The objective of this elective paper is to develop an understanding of the key concepts and principles of International 
Financial Reporting Standards and to acquire the ability to apply such knowledge to address issues and make 
computations in practical case scenarios. 
In a pursuit to provide quality academic inputs to the students to help them in grasping the intricate aspects of the 
subject and practising the case studies, the Board of studies has decided to bring forth a crisp and concise capsule. 
The four capsules of Final Paper 1 Financial Reporting published in July, 2018, May, 2019, August, 2019 and October, 
2019 are also relevant for this paper. For a comprehensive revision, students should refer to these capsules along with 
the amendments notified after their release, if any. However, those capsules should be read with reference to IFRS. 
Also students are advised to refer the announcement webhosted on the website at the link https://resource.cdn.icai.
org/58128bos47461.pdf for understanding the applicability of IFRS in this paper. 
In this Journal, we have provided three case studies on IFRS for practice purpose. Each case study deals with more 
than one IFRS. These case studies should be solved under examination conditions to evaluate your understanding 
and preparation level.

Buildwell Ltd. is a diversified business group operating in multiple 
business segments across Europe, United States and Asia Pacific. 
It maintains its books of accounts and publishes its annual 
consolidated financial statements as per under International 
Financial Reporting Standards. 
The Central Finance team has been working on closing the books 
of accounts and generating consolidated financial statements for 
the year ended 31st March 2019. You are the Finance Controller 
and your assistants want your views on the follwing transactions 
for finalization of financial statements .
On 1 April 2018, Buildwell Ltd. completed the manufacture 
of some inventory at a total cost of R 8,00,000. In order to be 
suitable for sale in the ordinary course of business, the completed 
inventory needed to be stored in controlled conditions for a two-
year period. The inventory is expected to sell for R 12,00,000 after 
the two-year storage period. On the same day, Buildwell Ltd. 
sold the inventory to Black Ltd., a bank for R 8,10,000. For this 
sale, Black Ltd. charged Buildwell Ltd. an administration fee of  
R 10,000. Buildwell Ltd. retained physical custody of the  
inventory and ensured that the inventory is stored in the 
appropriate conditions.
As per the agreement with Black Ltd., Buildwell Ltd. would 
indemnify Black Ltd against any losses caused by theft or 
inappropriate storage of the inventory. Buildwell Ltd. has the 
option to repurchase the inventory on 31 March 2020 for  
R 9,33,120. On 1 April 2018, Black Ltd .would have required 
an annual return of 8% on loans made to customers such as 
Buildwell Ltd.
On 1 April 2017, Buildwell Ltd. had granted share appreciation 
rights to 200 senior executives. Each executive will receive 2,000 
rights on 31 March 2020 provided he or she continues to be 
employed by Buildwell Ltd. on 31 March 2020 
On 1 April 2017, the directors estimated that all the executives 
would remain employed by Buildwell Ltd. for the three-year period 
ending on 31 March 2020. However, 10 executives left in the year 
ended 31 March 2018. On 31 March 2018, the directors believed 
that a further 10 executives would leave in the following two years.
Five executives actually left in the year ended 31 March 2019 and 
the directors now believe that seven more directors will leave in 
the year ended 31 March 2020. Since 1 April 2017, the fair value 
of the share appreciation rights has fluctuated as follows:
Date Fair value of one right                   R
1 April 2017 1.60
31 March 2018 1.80
31 March 2019 1.74
One of the directors of Buildwell Ltd., Mr. Ben Jones has informed 
Central Finance team that on 1 January 2019, his spouse acquired 

a controlling interest in one of Buildwell Ltd.’s major suppliers, 
Candour Ltd. 
Mr. Jones seemed to think that this would have implications on 
the financial statements of Buildwell Ltd. However, your assistant 
in Central Finance team is not clear about its implications/
treatment while finalizing the financial statements.
Buildwell Ltd. has been purchasing goods from Candour Ltd. 
R 1.5 million per month of the year ended 31 March 2019. As 
per the financial statements of Buildwell Ltd., this is a significant 
amount. While checking all the purchase transactions it was 
found that all the purchases from Candour Ltd. were made at 
normal market rates.
Buildwell Ltd. intends to open a new retail store under its Retail 
division at a new location in the next few weeks. As per the 
financial records of the Company, a substantial sum of money has 
been spent on a series of television advertisements to promote 
this new store.
Buildwell Ltd. paid for advertisements costing  
R 8,00,000 before 31 March 2019 out of which R 5,00,000 relates 
to advertisements shown before 31 March 2019 and R 3,00,000 
to advertisements shown in April 2019. Since 31 March 2019, 
Buildwell Ltd. has paid R 4,00,000 for further advertisements.
The assistant of Central Finance team felt that all these 
expenses should be written off as expenses in the year ended  
31 March 2019. While going through the profitability projections 
of the Division presented to the Board, it becomes evident that 
a charge of R 1.2 million would adversely affect the profitability 
against 2019 projected profits.
In your weekly finance meeting, one of your new assistants, a newly 
qualified Chartered Accountant says that these costs can be carried 
forward as intangible assets. On getting this idea you connect with 
the Marketing Director and he shares with you the market research 
report related to this store. According to the market research 
report, the new store is supposed to be highly successful. 
On 1 April 2018, Buildwell Ltd. had also leased a machine from 
Donovan Ltd. on a three-year lease. The expected future economic 
life of the machine on 1 April 2018 was eight years. If the machine 
breaks down, then under the terms of the lease, Donovan Ltd. 
would be required to repair the machine or provide a replacement.
Donovan Ltd. agreed to allow Buildwell Ltd. to use the machine 
for the first six months of the lease without the payment of 
any rental as an incentive to Buildwell Ltd. to sign the lease 
agreement. After this initial period, lease rentals of R 2.10,000 
were payable six-monthly in arrears, the first payment falling due 
on 31 March 2019. 
On 1 June 2018, Buildwell Ltd. decided to dispose of the business 
and current and non-current assets of one of its divisions 
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related to Speciality chemicals business which it had acquired 
several years ago. This disposal does not involve Buildwell Ltd. 
withdrawing from a particular market sector. The carrying values 
on 1 June 2018 of the assets to be disposed of were as follows:
Particulars R Million
Goodwill 10.0
Property, Plant and Equipment 20.0
Patents and trademarks 8.0
Inventories 15.0
Trade Receivables 10.0
None of the assets of the business had suffered impairment as at 
1 June 2018. At that date the inventories and trade receivables of 
the business were already stated at no more than their recoverable 
amounts. 
Buildwell Ltd. offered the business for sale at a price of R 46.5 
million, which was considered to be reasonably achievable.
Buildwell Ltd. estimated that the direct costs of selling the 
business would be R 5,00,000.  These estimates have not changed 
since 1 June 2018 and Buildwell Ltd. estimates that the business 
will be sold by 31 March 2019 at the latest. 
One of the subsidiaries of Buildwell Ltd. submitted to Central 
Finance team its Summarized Statement of Profit or Loss and 
Statement of Financial Position.

Summarized Statement of Profit or Loss
Particulars Amount (R) 
Net sales  2,52,00,000
Less: Cash cost of sales (1,92,00,000)
 Depreciation (6,00,000)
 Salaries & wages (24,00,000)
 Operating expenses (14,00,000)
 Provision for taxation (8,80,000)
Net Operating Profit 7,20,000
Non-recurring income – profit on sale of equipment 1,20,000

8,40,000
Retained earnings and profit brought forward 15,18,000

23,58,000
Dividends declared and paid during the year (7,20,000)
Profit & loss balance as on 31st March 2019 16,38,000

Summarized Statement of Financial Position
Assets 31st March 

2018
31st March 

2019
Non Current Assets
Property, Plant and Equipment:

Land 4,80,000 9,60,000
Buildings and Equipment 36,00,000 57,60,000

Current Assets
Cash 6,00,000 7,20,000
Inventories 16,80,000 18,60,000
Trade Receivables 26,40,000 9,60,000
Advances 78,000 90,000
Total Assets 90,78,000 1,03,50,000
Liabilities & Equity
Share capital 36,00,000 44,40,000
Surplus in profit & loss 15,18,000 16,38,000
Trade Payables 24,00,000 23,40,000
Outstanding expenses 2,40,000 4,80,000

Assets 31st March 
2018

31st March 
2019

Income tax payable 1,20,000 1,32,000
Accumulated 12,00,000 13,20,000
Total 90,78,000 1,03,50,000
The original cost of equipment sold during the year 2018-2019 
was R 7,20,000. 
Analyze the transactions mentioned above and show the 
treatment in line with relevant IFRS .

I. Multiple Choice Questions
1 Calculate the current liability of leased machine from 

Donovan Ltd to be shown in the Statement of Financial 
Position as at 31 March 2019.
(a) R 70,000
(b) R 1,40,000
(c) R 3,50,000
(d) R 4,20,000

2. Compute the value of Speciality chemical division’s Goodwill 
at the date of classification after re-measurement.
(a) R 7.3 million
(b) R 10 Million
(c) R Nil
(d) R 8 million

3. Calculate the closing balance of Speciality chemical division’s 
asset – Property, Plant and Equipment at the period end.
(a) R 21 million
(b) R 17.36 million
(c) R 6 million
(d) R 15 million

4. Suppose financial statements of Buildwell Ltd. included an 
investment in associate at R 66,00,000 in its consolidated 
statement of financial position at 31 March 2018. At  
31 March 2019, the investment in associate had increased 
to R 67,50,000. Buildwell Ltd.’s pre-tax share of profit in 
the associate was R 4,20,000, with a related tax charge of  
R 1,80,000. The net amount was included in the consolidated 
income statement for the year ended 31 March 2019.

 There were no impairments to the investment in associate, or 
acquisitions or disposals of shares during the financial year.

 What is the amount of the cash flow related to investment in 
associate for inclusion in the Consolidated Statement of cash 
flows for the year ended 31 March 2019?
(a) Cash inflow of R 90,000
(b) Cash inflow of R 2,40,000
(c) Cash outflow of R 90,000
(d) Cash inflow of R 4,20,000 

5. Buildwell Ltd.’s another subsidiary reported net income of 
R 25 million, which equals the company’s comprehensive 
income. The company has no outstanding debt. Using the 
following information from the comprehensive statement of 
financial position (R in millions), what cashflow should the 
Buildwell Ltd.’s subsidiary report, as financing activity in the 
statement of cash flows?

Extract of Statement of Financial Position
31.03.2018 

(R) 
31.03.2019 

(R) 
Equity share capital 100 100
Further issue of equity shares 100 140
Retained earnings 100 115
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31.03.2018 

(R) 
31.03.2019 

(R) 
Total shareholders’ equity 300 357

(a) Issuance of equity shares R 240 million; dividends paid  
R 10 million

(b) Issuance of equity shares R  100 million; dividends paid  
R  10 million

(c) Issuance of equity shares R 140 million; dividends paid  
R  10 million

(d) Issuance of equity shares R 40 million; dividends paid  
R  10 million

II. Descriptive Questions
6. With respect to ‘sale of inventory by Buildwell Ltd. to 

Black Ltd.’, how much amount should be recognized in 
the Statement of profit or loss and Statement of financial 
position for the year ended 31 March 2019. Also show the 
classification of calculated amount as current or non-current 
in the Statement of financial position.

7. With respect to ‘Grant of share appreciation rights by 
Buildwell Ltd. to its executives’, how much amount should be 
recognized in the Statement of profit or loss and Statement 
of financial position for the year ended 31 March 2019.  Also 
show the classification of calculated amount as current or 
non-current in the Statement of financial position.

8. How the effect of acquisition of controlling interest in 
Candour Ltd. by Mr. Ben Jones is to be reflected in the 
financial statements for the year ending 31 March 2019.

9. What would be the treatment of expenditure incurred by 
Buildwell Ltd. against the advertisements or opening a new 
retail store?

10 Work out a cash flow statement for the year ended 31 March 
2019.

ANSWER TO CASE STUDY 1

I. Answers to Multiple Choice Questions
1 Option (a)

Justification:
In accordance with the principles of IFRS 16 – Leases – 
the lease of the machine is an operating lease because the 
risks and rewards of ownership of the machine remain 
with Donovan Ltd. The lease is for only three years of 
the eight-year life and Donovan Ltd is responsible for 
breakdowns, etc. 
Therefore, Buildwell Ltd will recognize lease rentals 
as an expense in the statement of profit or loss. IFRS 
16 stipulates that this should normally be done on a 
straight-line basis. 
The total lease rentals payable over the whole lease term 
are R 10,50,000 (R 2,10,000 x 5). Therefore the charge for 
the current year is R 3,50,000 (R 10,50,000 x 1/3). 
The difference between the charge for the period  
(R 3,50,000) and the rent actually paid (R 2,10,000) will be 
shown as a liability in the statement of financial position at 
31 March 2019. This amount will be R 1,40,000. 
R 70,000 (2 x R 2,10, 000 – R 3,50, 000) of this liability will 
be current and R 70,000 non-current. 

2 Option (c) 
3 Option (d) 

Justification for 2 & 3: 
Pursuant to the provisions of IFRS 5, Non-current Assets 
Held for Sale and Discontinued Operations the business 
would be regarded as held for sale from 1 June 2018.  The 
held for sale criteria apply because the business is being 
actively marketed at a reasonable price and the sale is 
expected to be completed within one year of the date of 
classification. Given this classification, IFRS 5 requires 
that the assets be separately classified under current 
assets in the statement of financial position.  No further 
depreciation would be charged on these assets. 
The assets will be measured at the lower of their current 
carrying amounts at the date of classification and their fair 
value less costs to sell. In this case, the total carrying amount 
after re-measurement will be R 46 million (R 46.5 million –  
R 0.5 million). 
The impairment loss of R 17 million (R 63 million –  
R 46 million) will first be allocated to goodwill taking its 
carrying amount to nil. 
None of the remaining impairment loss will be allocated 
to inventories or trade receivables since their recoverable 
amounts are at least equal to their existing carrying 
amounts. 
The remaining impairment loss of R 7 million (R 17 million 
– R 10 million) will be allocated to the property, plant and 
equipment and the patents on a pro-rata basis. 
The closing carrying amounts of the property, plant  
and equipment and the patents will be R 15 million and  
R 6 million respectively.

4 Option (a) 

Justification:
Statement of investment in associates

Particulars Amount 
(R)

Opening balance of investment in Associate 66,00,000
Add: Share of profit in Associate [4,20,000-
1,80,000] 2,40,000
Less: Cash flow (dividend paid by Associate) 
(balancing figure)    (90,000)
Closing balance of investment in Associate 67,50,000

5 Option (d) 

Justification:
Issuance of equity shares including further issue of equity 
shares (240 – 200) = R 40 million
Dividends paid worked out as under:

Particulars R in million
Opening retained earnings 100
Add: Net income 25
Less: Cash dividend paid (balancing figure) (10)
Closing retained earnings 115
Hence, cash dividend paid R 10 million.

3



  GFRs CAse stUDy 

 The Chartered Accountant Student   May 2020    09

II. Answers to Descriptive Questions
6 The transaction related to revenue is governed by the 

principles of IFRS 15 – Revenue from contracts with 
customers. 

 One of the conditions imposed by IFRS 15 for recognizing 
the revenue from the sale of goods is that the control of 
ownership has to be passed to the ‘buyer’.

 Since Buildwell Ltd. continue the custody of the goods and 
the fact that it has the option to repurchase it on 31 March 
2020 makes the probability high that the control is to be 
continued with Buildwell Ltd. only.  Accordingly, based on 
the circumstances of the case, it is apparent that this is a 
financing transaction.

 Therefore, the goods will remain in inventory at cost – being 
their manufactured cost of R 8,00,000 plus one year’s storage 
costs (or their net realisable value, whichever is lower).  
The net proceeds of R 8,00,000, being a financial liability, 
is accounted for under the principles of IFRS 9 ‘Financial 
Instruments’. 

 Under IFRS 9, most financial liabilities are measured at 
amortized cost using the effective interest method.  The 
finance cost for the period would be R 64,000 (R 8,00,000 x 
8%).  This would be shown in the Statement of profit or loss. 

 The closing financial liability would be R 8,64,000 (R 8,00,000 
+ R 64,000).  This would be shown as a current liability since 
the ‘repurchase’ occurs on 31 March 2020 – 12 months after 
the reporting date. 

7 Under the principles of IFRS 2 – Share-based Payment – 
granting of share appreciation rights (SARs) to executives is a 
cash-settled share-based payment.  Cash-settled share-based 
payments create a liability in the statement of the financial 
position as they will ultimately be redeemed in cash. The 
liability is recognised based on the fair value of the SAR at 
the reporting date and the expected number of rights which 
will vest.  Under the principles of IFRS 2, this liability is built 
up over the vesting period. 

 Therefore the liability at 31 March 2019 would be R 4,12,960 
(2000 x (200 – 10 – 5 – 7) x R 1.74 x 2/3). 

 Since the rights are not exercisable until after 31 March 2020, 
the liability would be shown as a non-current liability. 

 The charge to profit or loss would be R 1,96,960 ie the 
difference between the closing liability (R 4,12,960) and the 
opening liability (R 2,16,000).  This charge would be shown as 
an operating cost. 

 Note: The liability at 31 March 2018 would have been  
R 2,16,000 (2,000 x (200 – 10 – 10) x R 1.80 x 1/3). 

8 In accordance with IAS 24 ‘Related Party Disclosures’, 
effective 1 January 2019, Candour Ltd. would be regarded as 
a related party of Buildwell Ltd. This is because Candour Ltd. 
is controlled by the close family member of one of Buildwell 
Ltd.’s key management personnel (Refer para 9 of IAS 24). 

 This means that from 1 January 2019, the purchases from 
Candour Ltd. would be regarded as related party transactions. 

 As per the provisions of para 18 of IAS 24, transactions with 
related parties need to be disclosed in the notes to the financial 
statements, together with the nature of the relationship. It is 
irrelevant whether or not these transactions are at normal 
market rates. As per para 23 of the standards, disclosures that 

related party transactions were made on terms equivalent to 
those that prevail in arm’s length transactions are made only 
if such terms can be substantiated.

 The disclosure is required to state that Candour Ltd., 
controlled by the spouse of a director, supplied goods to 
the value of R 4.5 million (3 x R 1.5 million) in the current 
accounting period. 

9 Under IAS 38 ‘Intangible Assets’, intangible assets can only 
be recognised if they are identifiable and have a cost which 
can be reliably measured.

 These criteria are very difficult to satisfy for internally 
developed intangibles. 

 For these reasons, IAS 38 specifically prohibits recognizing 
advertising expenditure as an intangible asset. 

 The fact that how successful the store is likely to be, does not 
affect this prohibition. 

 Therefore, your assistant in Central Finance team is correct in 
principle that such costs should be recognised as an expense. 

 However, the costs would be recognised on an accruals basis 
based on the satisfaction of the performance obligation. 

 Therefore, out of R 8,00,000 of the advertisements paid for 
before 31 March 2019, R 5,00,000 would be recognised as an 
expense and R 3,00,000 as a pre-payment in the year ended  
31 March 2019. 

 R 4,00,000 of advertisement cost paid since 31 March 
2019 would be charged as expenses in the year ended  
31 March 2020. 

10 Cash Flow statement for the year ended 31st March 2019
(Indirect method)

Particulars R R

Cash flow from operating activities:
Net Profit before taxes and extraordinary 
items (7,20,000+8,80,000)

16,00,000

Add: Depreciation 6,00,000
Operating profit before working capital 
changes 22,00,000
Increase in inventories (1,80,000)
Decrease in debtors 16,80,000
Advances (12,000)
Decrease in sundry creditors (60,000)
Increase in outstanding expenses 2,40,000
Cash generated from operations 38,68,000
Less: Income tax paid (Refer W.N.4) (8,68,000)
Net cash from operations 30,00,000
Cash from investing activities:
Purchase of land (4,80,000)
Purchase of building & equipment  
(Refer W.N.2)

(28,80,000)

Sale of equipment (Refer W.N.3) 3,60,000
Net cash used for investment activities (30,00,000)
Cash flows from financing activities:
Issue of share capital 8,40,000
Dividends paid (7,20,000)
Net cash from financing activities: 1,20,000
Net increase in cash and cash equivalents 1,20,000
Cash and cash equivalents at the beginning 6,00,000
Cash and cash equivalents at the end 7,20,000
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Working Notes:
1.                             Building & Equipment Account
Particulars R Particulars R

To Balance b/d 36,00,000 By Sale of assets 7,20,000
To Cash/bank 
(purchases)(bal fig)

28,80,000 By Balance c/d 57,60,000

64,80,000 64,80,000

2. Building & Equipment Accumulated Depreciation Account
Particulars R Particulars R

To Sale of asset (acc. 
depreciation)

4,80,000 By  Balance b/d 12,00,000

To Balance c/d 13,20,000 By Profit & Loss 
A/c (provisional)

6,00,000

18,00,000 18,00,000

3.               Computation of sale price of Equipment 
Particulars R

Original cost 7,20,000
Less  Accumulated Depreciation (4,80,000)
Net cost 2,40,000
Profit on sale of assets 1,20,000
Sale proceeds from sale of assets 3,60,000

4.                           (Provision for tax Account)
Particulars R Particulars R

To Bank A/c 8,68,000 By Balance b/d 1,20,000
To Balance c/d 1,32,000 By Profit & Loss 

A/c (provisional)
8,80,000

10,00,000 10,00,000

GFRS CASE STuDy 2
Bean Ltd is a diversified group having multiple business interests 
in many countries. The group publishes its financial statements 
as per International Financial Reporting Standards. 
During closure of books for the year ended 31st March 2019, 
certain transactions were highlighted by the group finance team. 
The Finance Controller is confused on the treatment of these 
transactions under International Financial Reporting Standards 
and needs your assistance. 
On 1 October 2017, Bean Ltd purchased 8 million of Charlie 
Ltd.’s 12 million equity shares. The acquisition was financed by 
a cash payment of R 2.00 per share. Out of this R 2 per share,  
R 1.20 per share being payable on 1 October 2017 and  
R 0.80 being payable on 30 September 2018. Any discounting 
calculations should be performed using a cost of capital of 8% 
per annum.
A share exchange took place of 1 equity share in Bean Ltd for 
every 2 shares acquired in Charlie Ltd. The market value of 
Charlie Ltd.’s share was R 3.90 per share on 1 October 2017. The 
market value of Bean Ltd.’s per share was R 4 on 1 October 2017 
and R 4.20 on 31 March 2018.
On 30 September 2018, Bean Ltd further issued 1 share for 
every 8 shares acquired in Charlie Ltd provided the profits after 
tax of Charlie Ltd exceeds R 5 million. The fair value of this 
consideration on 1 October 2017 is 4 million. Estimates indicate 
that this share issue is likely to be made.
Bean Ltd incurred acquisition costs of R 6,00,000. R 3,50,000 of 
these costs were external due diligence costs, R 1,00,000 were 
spent on Bean Ltd.’s best estimate of management time spent in 
negotiating the acquisition and R 1,50,000 were costs incurred in 
connection with the issue of Bean Ltd’s shares.
The directors of Bean Ltd carried out a fair value exercise on  
1 October 2017 and the following matters emerged: 
•	 The	net	assets	of	Charlie	Ltd	that	were	recognized	in	Charlie	

Ltd’s own financial statements were R 30 million based on 
their carrying values in the individual financial statements of 
Charlie Ltd. 

•	 On	1	October	2017,	the	carrying	value	of	Charlie	Ltd’s	freehold	
property was R 15 million. The property had been purchased 

on 1 October 2007 for R 17.5 million and the building element 
of the property (allocated cost R 10 million) was being 
depreciated over its estimated useful economic life of 40 years. 

•	 On	1	October	 2017,	 the	market	 value	of	 the	property	was	
R 22 million, of which R 12 million related to the buildings 
element. The original estimate of the useful economic life of 
the buildings is still considered valid.

•	 On	1	October	 2017,	Charlie	Ltd	was	 engaged	 in	 contracts	
with three different customers under which they supplied 
goods to each customer for a five year period from 1 October 
2017. The directors of Bean Ltd believe that this creates an 
intangible asset with a fair value of R 7.5 million. 

•	 In	addition	the	directors	of	Bean	Ltd	believe	that	the	fair	
value of the assembled workforce of Charlie Ltd creates 
an intangible asset with a fair value of R 15 million. 
The average remaining working life of the employees of 
Charlie Ltd at 1 October 2017 is 15 years. None of these 
intangible assets has been recognised in the individual 
financial statements of Charlie Ltd.

•	 At	1	October	2017	Charlie	Ltd	was	engaged	in	a	legal	dispute	
with a customer. The directors of Charlie Ltd consider 
that the case can be successfully defended and have made 
no provision for legal costs in its financial statements. 
The directors of Bean Ltd estimated that the fair value of 
the claim at 1 October 2017 was R 6,00,000. Events since  
1 October 2017 have reduced this estimate to R 5,00,000 by 
31 March 2018.

Due to the acquisition of Charlie Ltd the directors of Bean 
Ltd intend to reorganise the group, starting in June 2019. The 
estimated cost of this reorganisation is R 20 million. 
For the year ended 31 March 2018, Charlie Ltd reported a post-
tax profit of R 6 million (accruing evenly over the period) and 
paid a dividend of R 1.5 million on 31 December 2017 out of 
post-acquisition profits. 
The retained earnings of Bean Ltd at 31 March 2018 were R 18 
million. This figure includes the dividend received from Charlie 
Ltd but does not include any other adjustments to its own earnings 
that are required as a result of the acquisition of Charlie Ltd.
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The acquisition costs of R 6,00,000 referred above have been 
charged to retained earnings by Bean Ltd. Bean Ltd has no 
subsidiaries other than Charlie Ltd and no associates or joint 
venture entities.
The goodwill on acquisition of Charlie Ltd had not suffered any 
impairment at 31 March 2018. 
On 1 April 2018, Bean Ltd began joint construction of a 
pipeline with another investor. Bean Ltd and the other investor 
have signed a contract that provides for joint operation and 
ownership of the pipeline. All of the ongoing expenditure, 
comprising maintenance plus borrowing costs, was to be shared 
equally. The pipeline was completed and ready for use on  
1 October 2018, at which date its estimated useful economic life 
was 20 years. 
The pipeline was first used on 1 January 2019. The total cash cost 
of constructing the pipeline was R 40 million. This cost was partly 
financed by a loan of R 10 million taken out on 1 April 2018.The 
loan carries interest at an annual rate of 10% with interest payable 
in arrears on 31 March each year. Between 1 January 2019 and 31 
March 2019, it was necessary to spend R 400,000 on maintenance 
costs. 
On 1 April 2018, Bean Ltd purchased some land for R 10 million 
(including legal costs of R 1 million) in order to construct a new 
factory. Construction work commenced on 1 May 2018. Bean Ltd 
incurred the following costs in connection with its construction:
•		 Preparation	and	leveling	of	the	land	–	R 3,00,000.
•		 Purchase	of	materials	for	the	construction	–	R 6.08 million in 

total.
•		 Employment	costs	of	the	construction	workers	–	R 2,00,000 

per month.
•		 Overhead	costs	incurred	directly	on	the	construction	of	the	

factory – R 1,00,000 per month.
•		 Ongoing	 overhead	 costs	 allocated	 to	 the	 construction	

project using Bean Ltd’s normal overhead allocation model 
– R 50,000 per month.

•		 Income	 received	 during	 the	 temporary	 use	 of	 the	 factory	
premises as a car park during the Construction period –  
R 50,000.

•		 Costs	of	relocating	employees	to	work	at	the	new	factory	–	 
R 3,00,000.

•		 Costs	 of	 the	 opening	 ceremony	 on	 31	 January	 2019	 –	 
R 1,50,000.

The factory was completed on 30 November 2018 (which 
is considered as substantial period of time) and production 
began on 1 February 2019. The overall useful life of the 
factory building was estimated as 40 years from the date of 
completion. However, it is estimated that the roof will need to 
be replaced 20 years after the date of completion and that the 
cost of replacing the roof at current prices would be 30% of the 
total cost of the building. 
At the end of the 40-year period, Bean Ltd has a legally 
enforceable obligation to demolish the factory and restore the 
site to its original condition. The directors estimate that the cost 
of demolition in 40 years’ time (based on prices prevailing at that 
time) will be R 20 million. An annual risk adjusted discount rate 
which is appropriate to this project is 8%. The present value of 
Re.1 payable in 40 years’ time at an annual discount rate of 8% 
is 4.6 paise.

The construction of the factory was partly financed by a loan of  
R 17.5 million taken out on 1 April 2018. The loan was at an 
annual rate of interest of 6%. 
During the period 1 April 2018 to 31 August 2018 (when the loan 
proceeds had been fully utilised to finance the construction), 
Bean Ltd received investment income of R 1,00,000 on the 
temporary investment of the proceeds.
On 1 April 2018, Bean Ltd raised loan finance from European 
investors. The investors subscribed for 50 million €1 loan notes 
at par. Bean Ltd incurred incremental issue costs of €1 million. 
Interest of €4 million is payable annually on 31 March, starting 
on 31 March 2019. The loan is repayable in € on 31 March 2028 
at a premium and the effective annual interest rate implicit in 
the loan is 10%. The appropriate measurement basis for this loan 
is amortized cost. Bean Ltd uses INR as its functional currency.
Relevant exchange rates are as follows:
•		 1	April	2018	–	€1	=	R 82.00.
•		 31	March	2019	–	€1	=	R 85.00
•		 Average	for	year	ended	31	March	2019	–	€1	=	R 83.00 
On 1 April 2017, Bean Ltd granted share options to 200 senior 
executives. The options will vest on 31st March 2020 subject to 
the following conditions:
•		 Each	 executive	 will	 be	 entitled	 to	 1,000	 options	 if	 the	

cumulative profit in the three-year period from 1 April 2017 
to 31st March 2020 exceeds R 30 million. If the cumulative 
profit for this period is between R 35 million and R 40 million, 
then 1,500 options will vest. If the cumulative profit for the 
period exceeds R 40 million, then 2,000 options will vest.

•		 If	an	executive	 leaves	during	 the	 three-year	vesting	period,	
then management would forfeit any rights of share options 
to those executives.

•		 Notwithstanding	 the	above,	no	options	will	vest	unless	 the	
share price at 31st March 2020 exceeds R 5.

Details of the fair value of the shares and share options at relevant 
dates are as follows:

Date Fair value of Bean 
Ltd.’s each share (R)

Fair value of each 
option (R)

1 April 2017 4.00 0.50
31 March 
2018

4.00 0.60

31 March 
2019

4.00 0.75

The estimate of the cumulative profit for the three-year period 
was revised each year as follows:

Date Expected profit for the three-year 
period R  million

1 April 2017 32
31 March 2018 39
31 March 2019 45

On 1 April 2017, none of the senior executives were expected 
to leave in the three-year period from 1 April 2017 to 31 March 
2020 and none left in the year ended 31 March 2018. However, 
10 executives left unexpectedly on 31 December 2018. None of 
the other executives are expected to leave before 31 March 2020.
Bean Ltd correctly reflected this arrangement in its financial 
statements for the year ended 31 March 2018.
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I. Multiple choice questions

1. Computation of goodwill under full goodwill method 
follows:
(a)  Fair value of net assets on acquisition plus Fair value 

of consideration minus fair value of non-controlling 
interest

(b)  Fair value of consideration plus fair value of non-
controlling interest minus fair value of net assets

(c)  Fair value of consideration plus fair value of non-
controlling interest plus fair value of net assets on 
acquisition

(d)  Fair value of consideration minus fair value of non-
controlling interest minus fair value of net assets.

2. At the end of the 40-year period, Bean Ltd. has a legally 
enforceable obligation to demolish the factory and restore the 
site to its original condition. Cost of demolition recognised 
as a provision would be:
(a)  R 20.0 million
(b)  R 9.2 million
(c)  R 0.92 million
(d)  R 10.0 million. 

3. Pursuant to IAS 21, which of the following factors will not be 
used in determining the entity’s functional currency?
(a)  The currency that primarily influences the prices at 

which goods and services are sold
(b)  The currency in which the costs of the entity are mainly 

denominated
(c)  The currency which is used mostly for international 

trading in that industry
(d)  The currency in which funds from financing are 

generated.
4. Calculate the closing balance of loan finance at period end 

which the Bean limited has raised from European investors.
(a) R 4,241.5 million
(b) R 4,141.7 million
(c) R 4,165.0 million
(d) R 4,084.7 million.

5. Calculate the exchange difference of loan finance from 
European investors to be recognized in profit or loss for the 
given period. 
(a) Gain-R 156.8 million
(b) Loss-R 156.8 million
(c) Loss-R 223.5 million
(d) Gain-R 223.5 million.

II. Descriptive Questions
6 Compute the fair value of consideration related to acquisition 

of Charlie Ltd and thereon Compute the goodwill on 
acquisition of Charlie Ltd as initially measured at 1 October 
2017.

7 Compute the balance of retained earnings that will be shown 
in the consolidated Statement of financial position of Bean 
Ltd at 31 March 2018. 

8 Show treatment on Joint Arrangement with respect to 
borrowing cost, cost of asset, its depreciation and Statement 
of Profit or Loss for the year ending 31 March 2019.

9 Compute the carrying amount of the factory as at 31 March 
2019, depreciation and carrying amount as at 31 March 2019.

10 Compute treatment related to share based payment to be 
included under Statement of Profit & Loss, comprehensive 
income and statement of financial position at 31 March 2019.

Note: Your figures should be supported by appropriate 
explanations and workings. 

ANSWER TO CASE STUDY 2

Answers to Multiple Choice Questions
1 Option (b)
2 Option (c)

Justification:
Demolition cost recognised as a provision - Where an 
obligation must recognize as part of the initial cost.
The present value of Re.1 payable in 40 years’ time at an 
annual discount rate of 8% is 4.6 paise. Hence, the working 
is as under: 
USD 20 Million x 4.6/100 = R 0.92 million

3 Option (c)
4 Option (a) 
5 Option (b)  

Justification for 4 & 5: 
The initial measurement of the loan in € is €49 million (€50 
million – €1 million). 
The	finance	cost	in	€	is	€4•9	million	(€49	million	x	10%).	
The closing balance of the loan in € is €49.9 million (€49 
million	+	€4•9	million	–	€4	million).	
IAS 21, 'The Effect of Changes in Foreign Exchange 
Rates', stipulates that foreign currency transactions are 
initially recorded at the rate of exchange in force when the 
transaction was first recognized. 
Therefore, the loan would initially be recorded at R 4,018 
million (€49 million x R 82). 
The finance cost would be recorded at an average rate for 
the period since it accrues over a period of time. 
The finance cost would be R 406.7 million (€4.9 million x 
R 83). 
The actual payment of interest would be recorded at R 340 
million (€4 million x R 85). 
The loan balance is a monetary item so it is translated at 
the rate of exchange at the reporting date. So the closing 
loan balance is R 4,241.5 million (€49.9 million x R 85). 
The exchange differences that are created by this treatment 
are recognized in profit or loss. 
In this case, the exchange difference is 
((R 4,018 million + R 406.7 million – R 340 million) –  
R 4,241.5 million) = R 156.8 million. This exchange loss is 
taken to Statement of profit or loss.
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Answers to Descriptive Questions
6. Statement of computation of original goodwill on 

acquisition of Charlie Ltd

Particulars R in million

Fair value of consideration given (W.N.1) 35.88

Share of fair value of net assets acquired 
(8/12 x 43.9) (W2) (29.27)

Goodwill      6,61

 Working Notes: 
 1. Computation of purchase consideration

Particulars R in million

Immediate cash payment – actual amount 
paid (8 million x R 1.20) 9.6

Deferred cash payment – present value of 
actual amount payable (8 million x Re.0.80 
x 0.9259) 5.93

Share exchange – 4 million shares issued at 
a market value of R 4 per share (4 million x 
R 4 per share) 16.00

Contingent consideration – included as 
share issue is probable. Present value is 
implied in the share price. 4.00

Acquisition costs – direct costs of the 
acquisition other than the costs of issuing 
shares 0.35

Total 35.88

 2. Computation of fair value of net assets acquired

Particulars R in million

As per financial statements of  Charlie Ltd 30.00

Adjustment for property – Market value 
exceeds carrying value 7.00

Adjustment for customer relationships 
– an identifiable intangible asset with a 
measurable fair value 7.50

Adjustment for workforce – as per IAS 38, 
'Intangible assets' assembled workforce 
fails the control test Nil

Adjustment for re-organization – as per 
IFRS 3 'Business combinations' it must be 
treated as post acquisition items Nil

Adjustment for contingency claim (fair 
value as on 1 October 2017) (0.60)

Fair value of net assets acquired 43.90

7. Statement of computation of retained earnings as at  
31st March 2018:

Particulars R in million

Bean Ltd – as given 18.00

Interest charge on deferred cash 
consideration (5.93 x 8% x 6/12) (0.2372)

Re organisation provision – Per IAS 37, 
Provisions, Contingent Liabilities and 
Contingent Assets- an intention is not an 
obligation Nil

Add back acquisition costs – In accordance 
with IFRS 3, 350 included in cost of 
investment and 150 deducted from share 
premium 0.50

Total (A) 18.2628

Charlie Ltd (6.00 x 6/12) – only post-
acquisition earnings included 3.00

Dividend paid out of post-acquisition 
profits (1.50)

Extra depreciation on building (W.N.1)) (0.075)

Amortization of customer relationship 
asset : 7.5 x 1/5 x 6/1 (0.75)

Reduction in fair value of contingency 
claim     0.10

A post acquisition item     0.775

Total (B)  (0.775 x 8/12) 0.517

Total consolidated retained earnings (A+B) 18.78

 Working Note:
 Statement showing excess depreciation on building at 

31st March 2018

Particulars R in million

New depreciation on revised value (12.00 x 
1/30 x 6/12) 0.200

Depreciation charge on previous value 
(10.00 x 1/40 x 6/12) (0.125)

Excess depreciation charge 0.075

8. As provided in IFRS 11  'Joint Arrangements'  this is a joint 
arrangement, because two or more parties have joint control 
of the pipeline under a contractual arrangement. 

 The arrangement will be regarded as a joint operation because 
Bean Ltd and the other investor have rights to the assets and 
obligations for the liabilities of this joint arrangement. 

 This means that Bean Ltd and the other investor will each 
recognize 50% of the cost of constructing the asset in 
property, plant and equipment. 

 The borrowing cost incurred on constructing the pipeline 
should, under the principles of IAS 23, 'Borrowing Costs,' 
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be included as part of the cost of the asset for the period of 
construction. 

 In this case, the relevant borrowing cost to be included is  
R 5,00,000 (R 1,00,00,000 x 10% x 6/12). 

 The total cost of the asset is R 4,05,00,000 (R 4,00,00,000 +  
R 5,00,000). 

 R 2,02,50,000 is included in the property, plant and 
equipment of Bean Ltd and the same amount in the property, 
plant and equipment of the other investor. 

 The depreciation charge for the year ended 31 March 2019 
will therefore be R 10,12,500 (R 4,05,00,000 x 1/20 x 6/12). 

 R 5,06,250 will be charged in the Statement of profit or loss 
of Bean Ltd and the same amount in the Statement of profit 
or loss of the other investor. 

 The other costs relating to the arrangement in the current 
year totaling R 9,00,000 (finance cost for the second half year 
of R 5,00,000 plus maintenance costs of R 4,00,000) will be 
charged to the Statements of profit or loss of Bean Ltd and 
the other investor in equal proportions – R 4,50,000 each.

9. Computation of the cost of the factory

Particulars R in million

Purchase of land - both the purchase of 
the land and the associated legal costs are 
direct costs of constructing the factory 10.00

Preparation and leveling - A direct cost of 
constructing the factory 0.300

Cost of materials - A direct cost of 
constructing the factory 6.08

Employment costs of construction workers 
- A direct cost of constructing the factory 
for a seven-month period 1.40

Direct overhead costs - A direct cost of 
constructing the factory for a seven-month 
period 0.70

Allocated overhead costs - Not a direct cost 
of construction Nil

Income from use as a car park - Not 
essential to the construction so recognised 
directly in profit or loss Nil

Relocation costs - Not a direct cost of 
construction Nil

Opening ceremony - Not a direct cost of 
construction Nil

Finance costs - Capitalize the interest cost 
incurred in an eight-month period (purchase 
of land would not trigger off capitalization 
since land is not a qualifying asset.  Infact, 
the construction started from 1 May 2018) 0.6125

Investment income on temporary 
investment of the loan proceeds - Must 
offset against the amount capitalized (0.10)

Demolition cost recognised as a provision - 
Where an obligation must recognize as part 
of the initial cost 0.92

Total 19.9125

 Computation of accumulated depreciation

Particulars R in million

Total depreciable amount 9.9125 All of the net 
finance cost of 0.5125 (0.6125-0.10) has been 
allocated to the depreciable amount 

Depreciation of roof : 9.9125 x 30% x 1/20 
x 4/12 0.04956

Depreciation of remainder : 9.9125 x 70% 
x 1/40 x 4/12 0.05782

Total depreciation 0.10738

 Computation of carrying amount

Particulars R in million

Total depreciable amount 19.9125

Depreciation                      0.10738

Carrying amount 19.80512

10 In accordance with IFRS 2, 'Share based payment' amount 
included in Statement of financial position as at 31 March 2019

Particulars R in million

Number of executives - Expected to 
continue till 31.3.2020 190 Nos

Options vesting for each executive - Used 
expected number based on latest estimates 
as a non-market vesting condition 2000

Impact of expected share price - This is 
a market-based vesting condition and is 
ignored for this purpose None

Fair value of option - Used fair value on 
grant date as per IFRS 2 R 0.50

Proportion of vesting 2/3

Included in equity – (190 x 2,000 x R 0.50 
x 2/3) R 1,26,667

 Amount included in Statement of profit or loss and other 
comprehensive income for the year ended 31 March 2019

Particulars R  Amount 

Cumulative amount recognised in equity at 
31 March 2019 1,26,667

Amount recognised in previous years – 
(200 x 1,500 x R 0.50 x 1/3)                 (50,000)

Included in current year’s profit or loss               76,667
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GFRS CASE STuDy 3
RK Super Markets Ltd. owns a chain of retail stores across 
16 different locations in the twin cities of Hyderabad and 
Secunderabad. For the year ended 31st March 2019, your firm 
of chartered accountants has been engaged for the stock audit 
assignment which comprises of the following:
(a) Physical stock take at all store locations
(b) Verification of inventory valuation reports submitted by each 

store-in-charge and approval of the same
(c) Report to management regarding the final inventory value as 

on 31st March 2019 and
(d) Report to the statutory auditors based on the final inventory 

valuation report after the changes as surfaced during the 
stock audit

A team of 32 articled assistants and four chartered 
accountants have been deployed by your firm to carry out the 
assignment. The physical stock take began at store location at  
6 am and went on till 10 pm, as the management couldn’t afford to 
close the stores for more than one working day. The assignment 
was executed well on the day of physical stock take and the team 
along with the CAs gathered for the queries and observations for 
the next 3 days.
Retail method of valuation is applied to most of the stock items 
except for the items mentioned below which have been valued on 
the basis of FIFO or Weighted Average Cost.

Following observations were made by the team:
Store No. E004

I - Expired items:
Personal care category – Hand wash packs containing 20 units 
each (15 packs) had an expiry date of February, 2019. Cost-to-
company (CTC) of each pack (20 units each) is R 1,200. The same 
has been valued as inventory at net realisable value (NRV) from 
the respective supplier with 2% more than the cost, because the 
supplier has an obligation to take back the expired stock.
The similar observation was made in the following stores which 
had the stock from the same lot:

Store No. No. of packs
E001 14
S003 18
W002 17
N001 11
N002 13
N003 09

II – Quantity mismatch: (compiled across all 
the stores)
Item code Category Description Reported 

Qty
Actual Qty R Cost per 

UoM*
R-510101 Snacks Biscuits 1,689 

boxes
1,589 
boxes

1,190

R-511012 Snacks Namkeen 851 boxes 681 boxes 1,890
R-522104 Beverages Coke 1,809 

cases
1,691 cases 1,300

S-144109 Grains Wheat 1851 
gunny 

bags

1681 
gunny 

bags

630

Item code Category Description Reported 
Qty

Actual Qty R Cost per 
UoM*

S-143118 Cooking Oil Soyabean 
5 Ltr

5,140 cans 5,014 cans 585

D-189107 Hygiene Detergent 
Soap

2,018 
boxes

1,973 
boxes

705

D-125109 Hygiene Dishwash 
Bars

1,619 
boxes

1,508 
boxes

647

D-119120 Hygiene Sanitary 
Pads

1,819 
boxes

1,718 
boxes

1,200

P-121113 Kitchenware NS Kadhai 561 units 516 units 329
P-713114 Baby care Diapers 819 packs 759 packs 490

*Unit of measurement

III – Valuation policies and actual  
observations (compiled for each test case 
based on samples)

1. Stock held under safe custody for free items to be claimed by 
customers (on offers) have been valued at zero. Customers 
have a right to claim the free item within 14 days from date 
of invoice.  If the time limit of 14-day exceeds, the claim is 
foregone by the customer. Majority of the free items require 
online registration by the buyers for participation in the 
contest conducted by the respective brand which needs to be 
done by the buyers within 3 days from the date of invoice.

 Observations:
(a) Few items were found written “Not for sale.  This item 

needs to be given free along with ……”.  The cost of such 
items was included in the list of miscellaneous goods 
with a value of R 5.8 Lacs.

(b) Few items under this category were found damaged.  The 
replacement cost of such items would be R 1.5 Lacs.

2. Grains and pulses are valued at cost on FIFO basis except for 
rice which is valued on weighted average cost basis.

 Observations:
(a) Following discrepancies were observed in the valuation 

of rice –
Quantity 
(gunny 
bags)

Weighted 
avg. cost per 

Unit

Value of 
inventory 

as per WAC 
formula

Value of 
inventory as 

reported

156 R 719 1,12,164 1,25,174

107 R 926 99,082 1,02,182

101 R 1,139 1,15,039 1,29,017

114 R 2,619 2,98,566 3,19,105

(b) Discrepancies pertaining to other grains and pulses were 
as follows:

Quantity 
(gunny 
bags)

Cost per 
Unit based 

on FIFO 
calculation

Value of 
inventory as 

per FIFO

Value of 
inventory as 

reported

162 R 2019 3,27,078 3,41,658

171 R 1630 2,78,730 2,94,975

139 R 2618 3,63,902 3,77,941

181 R 1325 2,39,825 2,58,649

152 R 2214 3,36,528 3,51,880
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3. Snacks and Beverages are valued at weighted average cost.
 Observations:

(a) Following discrepancies were noted in the valuation of 
snacks

Quantity 
(boxes)

Weighted 
avg. cost per 

box

Value of 
inventory 

as per WAC 
formula

Value of 
inventory as 

reported

166 R 703 1,16,698 1,20,018

167 R 653 1,09,051 1,13,727

171 R 813 1,39,023 1,42,443

169 R 809 1,36,721 1,40,101

170 R 715 1,21,550 1,24,270

(b) Valuation of beverages also had the following deviations

Quantity 
(12-bottles 
pack)

Weighted 
avg. cost per 

pack

Value of 
inventory 

as per WAC 
formula

Value of 
inventory as 

reported

301 R 612 1,84,212 1,87,523

315 R 615 1,93,725 1,98,765

319 R 627 2,00,013 2,04,798

325 R 630 2,04,750 2,10,925

311 R 633 1,96,863 2,03,705

IV – Other observations:
Two items of inventory belong to the own brand of the company. 
They get the items manufactured from various housewives on 
per unit cost basis. Following process is followed in respect of 
such own-brand items:
1. Daliya (broken wheat) is procured from housewives who 

process the whole wheat given by the company. Cost of tools 
required for the same are borne by the housewives which is a 
nominal investment of R 3,000 each.

2. Turmeric powder is also procured in the similar manner 
where raw turmeric is given to housewives who process the 
same to return in powder form.

3. Packaging of both these products is done at company’s central 
packing location in Kondapur village near Hyderabad. 

4. The stock of wheat with housewives on the date of valuation 
was 1200 kgs and that of raw turmeric 150 kgs. The stage 
of completion of process at the place of housewives can’t be 
determined.

5. The payment of housewives' work is done based on return 
of goods, after the process and quality check at the central 
packing location on daily basis, at the rate of R 6 / kg of 
Daliya and R 25 / kg of turmeric powder.

6. Goods that are packed for final sale from the stores are 
despatched on weekly basis to the respective stores.

7. Rent of R 60,000 per month paid for the packing location 
is amortised over the number of units packed during the 
month. A normal capacity per day is 150 kgs of turmeric 
powder packed into 200 grams each and 1200 kgs of daliya 
packed into 500 grams and 1 kg in the ratio of 2:1 of total 
stock produced. No. of working days in a year should be 

assumed as 300 days, though the total days of the year should 
be considered as 360 days.

8. The packing unit has 20 workers and a quality manager. The 
average salary cost of the packing unit is R 3,25,000 per month. 
Depreciation of packing tools and other miscellaneous assets 
at the packing unit is R 1,80,000 per annum.

9. Direct cost of packaging works out to R 1.5 per packing unit 
of turmeric powder and R 2.15 and R 3.25 of Daliya packing 
units of 500 grams and 1 kg pack respectively.

On the date of physical verification, the packing unit had a stock 
of five days as per normal capacity of each product.

I. Multiple Choice Questions
Choose the best option from the given choices for each of the 
question or statement below:
1. In personal care category, hand-wash item has been 

_____________ by ___________ keeping in view the valuation 
principles in IFRS.
(a) Undervalued, R 2,328
(b) Undervalued, R 2,823
(c) Overvalued, R 2,328
(d) Overvalued, R 1,18,728

2. Since the company has a right to return the expired goods to 
respective suppliers, it will be treated as
(a) Expense
(b) Loss of inventory
(c) Other Current Asset – Receivables from the Suppliers
(d) Income

3. The replacement cost of goods that need to be given as free 
items to customers shall be treated as _________ as per the 
principles of IFRS.
(a) Provision
(b) Contingent liability
(c) Loss of inventory
(d) Expense

4. The inventory cost of turmeric powder and daliya of RK 
brand shall not include the following:
(a) Cost of manpower at the packing unit
(b) Cost of tools used by the housewives in processing the 

goods
(c) Depreciation of packing tools and other assets at the 

packing centre
(d) Rent of the packing centre.

5. During the year, the packing unit was closed for a month 
due to unforeseen circumstances. Due to which the normal 
capacity utilisation for the year was 11 months /12 months 
instead of 100%. Will it have any impact of the amount 
of depreciation allocated to packed units? How will the 
depreciation amount be allocated during the year?
(a) No. Total depreciation of R 1,80,000 will be allocated to 

the packed units 
(b) Yes. Depreciation of R 1,65,000 will be allocated to the 

packed units and R 15,000 will be recognised as expenses
(c) Yes. Total depreciation of R 1,80,000 will be recognised 

as expenses 
(d) No. Depreciation of R 1,62,000 will be allocated to the 

packed units and R 18,000 will be recognised as expenses
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II. Descriptive Questions
6. Based on the deviations observed during the physical stock 

take, calculate the amount by which closing inventory is 
overvalued at RK Super Markets Ltd. Exclude the stock of 
own-brand goods.

7. News of health threat in particular brand noodles  
were going viral on social media since 29th March 2019. On 
2nd April 2019, the Supreme Court ordered a ban on the sale 
of such noodles with immediate effect until the investigations 
are complete which in all probability would take around  
6 months’ time. However, the existing stock will not be useful 
for sale. Line no. 2 and 3 in snacks category given in 3(a) refer 
to two different varieties of the noodles of that brand. What 
will be the treatment of that stock if the NRV is zero and the 
cost of safe disposal is R 20,000? As per the agreement with 
the supplier the goods once sold by the supplier will be under 
the risk of the retailer.

8. If the average cost of raw material for daliya and turmeric 
powder is R 27.25 per kg and R 105.50 per kg what is the 
value of inventory of turmeric powder and daliya of RK 
brand assuming that the cost of packing material in stock on 
the valuation date was R 21,907 and R 14,148 respectively for 
daliya and turmeric powder and allocation of fixed overheads 
is done in the ratio of 2:1 for daliya and turmeric?

ANSWER TO CASE STUDY 3

Answers to Multiple Choice Questions
1. Option (d)

Justification:
As per para 6 of IAS 2, inventories are assets:
(a) Held for sale in the ordinary course of business;
(b) In the process of production for such sale; or 
(c) In the form of materials or supplies to be consumed in 

the production process or in the rendering of services.
Expired items are held for return to respective vendors 
and does not fit into any criteria above for recognition as 
inventory.
Hence, the entire valuation done at NRV is overvalued 
inventory calculated as below:
Total expired stock of Hand wash packs is (15 + 14 +18 
+17+ 11 +13 +9) = 97 packs
Total cost of 97 packs = R 1,200 per pack x 97 packs =  
R 1,16,400
Valuation done at NRV = R1,16,400 x 102% = R 1,18,728

2.  Option (c)

Justification:
Since the company has a contractual right to return the 
expired goods at cost + 2%, the entire amount of expired 
stock in the category at the NRV shall be recognised as 
receivables from supplier.

3.  Option (a)

Justification:
As per para 10 of IAS 37, a provision is a liability of 
uncertain timing or amount. Further, para 14 says, a 
provision shall be recognised when:

a) An entity has a present obligation (legal or 
constructive) as a result of a past event;

b) It is probable that an outflow of resources embodying 
economic benefits will be required to settle the 
obligation; and

c) A reliable estimate can be made of the amount of the 
obligation.

In the instant case, it is not clear as to how many customers 
will actually do the needful to claim the free item and 
within the prescribed time limit. However, the maximum 
amount of liability that may arise assuming all customers 
will do the needful can be estimated reliably. Hence a 
provision should be recognised.

4. Option (b)

Justification:
Para 10 of IAS 2 specifies that the cost of inventories shall 
comprise all costs of purchase, costs of conversion and 
other costs incurred in bringing the inventories to their 
present location and condition.
Further, para 12 also elaborates on the examples of cost 
of conversion. Accordingly, in the instant case the cost of 
tools owned by the housewives does not fit in since the 
cost is not incurred by the company hence not forming 
part of the cost of inventory.

5. Option (b)

Justification:
Para 13 of IAS 2 clarifies that the amount of fixed overhead 
allocated to each unit of production is not increased as a 
consequence of low production or idle plant. Unallocated 
overheads are recognised as an expense in the period in 
which they are incurred.
Accordingly, the rate of allocation per unit will remain 
same based on the normal capacity. Any unallocated 
depreciation due to idle plant is to be recognised as an 
expense during the year. 
In the instant case depreciation for the whole year is 
R 1,80,000 and hence the per unit allocation cost of 
depreciation would be:

Particulars
Depreciation per 
annum

(given)                          (a) R 1,80,000

Normal capacity Refer Working Note   (b) 8,25,000 packs
Depreciation per 
packing unit

                        (a) / (b) 
= (c) 

0.21818

Actual 
production units

(8,25,000 / 12) x 11        
(d)

7,56,250

Depreciation 
allocated

                          (c) x (d) 
= (e)

1,65,000 
(approx.)

Unallocated 
depreciation 
recognised as 
expense

                           (a) – (e) 
= (f )

15,000

Calculation of normal capacity:
Turmeric powder – (150 kg x 1,000 grams) / 200 grams each = 
750 packs
Daliya 1,200 kg in the ratio of 2:1 = 800 kg and 400 kg
500 grams packs = (800 kg x 1,000 grams) / 500 grams each = 
1,600 packs
1 kg packs = (400 kg x 1,000 grams) / 1,000 grams each = 400 
packs
Total no. of packed units = 2,750 per day x 300 days = 8,25,000 
packs
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II. Answers of Descriptive Questions

6. As per para 9 of IAS 2, inventories shall be measured at the lower of cost and net realisable value.
 Based on the audit observations, below is the calculation of overvaluation of inventory of RK Super Market Ltd. of all stores in 

toto:
Category/Item Valuation as per IFRS 

principles
Valuation done by the company Over-valuation (in R)

Personal care – hand-wash Zero (Refer MCQ 1) 1,18,728 118,728
Due to quantity mismatch (W.N.1) 10,43,457
Not-for-sale items (free) Zero 580,000 5,80,000
Rice (W.N.2) 624,851 675,748 50,627
Grains & pulses (W.N.3) 15,46,063 16,25,103 79,040
Snacks (W.N.4) 623,043 640,559 17,516
Beverages (W.N.5) 979,563 10,05,716     26,153
Total 19,15,521

Working Notes:
1. Valuation difference due to quantity mismatch:

Item code Category Description Reported 
Qty (1)

Actual 
Qty (2)

Difference R Cost per 
UoM (3)

Difference 
[(1) – (2)] 

x (3)
R-510101 Snacks Biscuits 1,689 boxes 1,589 boxes 100 boxes 1,190 1,19,000
R-511012 Snacks Namkeen 851 boxes 681 boxes 170 boxes 1,890 3,21,300
R-522104 Beverages Coke 1,809 cases 1,691 cases 118 cases 1,300 1,53,400
S-144109 Grains Wheat 1,851 gunny 

bags
1,681 gunny 

bags
170 gunny 

bags
630 1,07,100

S-143118 Cooking Oil Soyabean 
5 Ltr

5,140 cans 5,014 cans 126 cans 585 73,710

D-189107 Hygiene Detergent 
Soap

2,018 boxes 1,973 boxes 45 boxes 705 31,725

D-125109 Hygiene Dishwash 
Bars

1,619 boxes 1,508 boxes 111 boxes 647 71,817

D-119120 Hygiene Sanitary Pads 1,819 boxes 1,718 boxes 101 boxes 1,200 1,21,200
P-121113 Kitchenware NS Kadhai 561 units 516 units 45 units 329 14,805
P-713114 Baby care Diapers 819 packs 759 packs 60 packs 490  29,400

   Total 10,43,457

2. Overvaluation of Rice gunny bags
 Valuation of Rice gunny bags as per IFRS principles 

(1,12,164 + 99,082 + 1,15,039 + 2,98,566) = R 6,24,851
 Valuation of Rice gunny bags done by the company 

(1,25,174 + 1,02,182 + 1,29,017 + 3,19,105) = R 6,75,478
 Overvaluation = Valuation done by the company - 

Valuation as per IFRS = R 6,75,478 – R 6,24,851 =  
R 50,627

3. Overvaluation of Grains and pulses gunny bags
 Valuation of Grains and pulses gunny bags as per IFRS 

principles (3,27,078 + 2,78,730 + 3,63,902 + 2,39,825 + 
3,36,528) = R 15,46,063

 Valuation of Grains and pulses gunny bags done by the 
companies (3,41,658 + 2,94,975 + 3,77,941 + 2,58,649 + 
3,51,880) = R 16,25,103

 Overvaluation = Valuation done by the company - 
Valuation as per IFRS

 = R 15,46,063 – R 16,25,103 = R 79,040
4. Overvaluation of Snacks boxes
 Valuation of Snacks boxes as per IFRS principles 

(1,16,698 + 1,09,051 + 1,39,023 + 1,36,721 + 1,21,550) = 
R 6,23,043

 Valuation of Snacks boxes done by the companies 

(1,20,018 + 1,13,727 + 1,42,443 + 1,40,101 + 1,24,270) = 
R 6,40,559

 Overvaluation = Valuation done by the company - 
Valuation as per IFRS

 = R 6,40,559 – R 6,23,043 = R 17,516
5. Overvaluation of Beverages packs
 Valuation of Beverages packs as per IFRS principles 

(1,84,212 + 1,93,725 + 2,00,013 + 2,04,750 + 1,96,863) = 
R 9,79,563

 Valuation of Beverages packs done by the companies 
(1,87,523 + 1,98,765 + 2,04,798 + 2,10,925 + 2,03,705) =  
R 10,05,716

 Overvaluation = Valuation done by the company - 
Valuation as per IFRS

 = R 10,05,716 – R 9,79,563 = R 26,153
7. Para 3 of IAS 10 defines Events after the reporting period 

as those events that occur between the end of the reporting 
period and the date when the financial statements are 
approved by the Board of Directors in case of a company. 
Further it identifies two types of events –
(a) Adjusting events – those that provide evidence of conditions 

that existed at the end of the reporting period; and
(b) Non-adjusting events – those that are indicative of 

conditions that arose after the reporting period.
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 Further, para 8 states that an entity shall adjust the amounts 
recognized in its financial statements to reflect adjusting 
events after the reporting period.

 Since news for health threat in noodles brand went viral 
on 29th March, 2019 and Supreme Court ordered ban on 
2nd April, 2019 ie before the authorisation of the financial 
statements, this is an adjusting event. Therefore, the item of 
inventory shall be written down to NRV which is zero. 

 Also, a liability should be recognised for safe disposal of such 
item to the tune of R 20,000.

 So, the carrying amount of inventory should be reduced by 
R 2,48,074 (1,09,051 + 1,39,023) assuming that correction is 
done as per principles of valuation laid down in IAS 2.

8. Inventory valuation of own-brand products – RK   (in R)
Particulars Working / 

reference
Daliya Turmeric 

Powder
Raw material for 
processing with 
housewives (1 day 
stock)

1,200 kg x 
27.25
150 kg x 
105.5

32,700

15,825

Finished Goods (5 
days stock)

(W.N.2) 2,23,200 1,03,500

Packing material (Given) 21,907 14,148
Allocation of fixed 
overhead 
R 69,167 (W.N.3) 2:1    46,111    23,056

Total 3,23,918 1,56,529
Working Notes:
1. Stock of finished goods                                               (in R)

Particulars Stock per day Stock of 5 days
Turmeric powder (200 
gms pack)

750 3,750

Daliya (500 gms pack) 1,600 8,000
Daliya (1 kg pack)   400  2,000

2,750 13,750
2. Raw material, processing cost (paid to housewives) 

and packing material cost for finished goods      (in R)
Particulars Working/ 

reference
Per day For 5 Days

Daliya Turmeric Daliya Turmeric
Raw material 
for Daliya

1,200 x 
27.25

32,700 1,63,500

Particulars Working/ 
reference

Per day For 5 Days
Daliya Turmeric Daliya Turmeric

Raw material 
for Turmeric 
powder

150 x 
105.5

15,825 79,125

Processing 
cost for 
Daliya

1,200 x 6 7,200 36,000

Processing 
cost for 
Turmeric 
powder

150 x 25 3,750 18,750

Packing 
material for 
Daliya

(1,600 x 
2.15) + 
(400 x 

3.25)

4,740 23,700

Packing 
material for 
Turmeric 
powder

750 x 1.5 1,125  
2,23,200

     5,625
1,03,500

 So, raw material and processing cost of Daliya for 5 days is  
R 2,23,200 and 

 Raw material and processing cost of Turmeric Powder for  
5 days is R 1,03,500

3. Calculation of fixed overheads
a. Rent of packing centre = R 60,000 per 

month
Number of units packed in a year = 8,25,000 packs (as 

computed 
for MCQ 5)

 Number of units packed in a 
month

= 8,25,000 / 12 
months = 68,750  
packs

Number of units packed in 5 days  = (68,750 packs / 25 
days) x 5 days = 
13,750 packs

Rent for 5 days = (R 60,000 / 68,750 
packs) x 13,750 
packs = R 12,000

b. Direct labour = (3,25,000/30 days) 
x 5 days

= R 54,167

c. Depreciation of miscellaneous assets
= 13,750 packs x 0.21818 (as computed for MCQ 5) 
= R 3,000

 Total fixed overheads to be 
allocated

= R 12,000 +  
R 54,167 + R 3,000

= R 69,167
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