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 CHAPTER  

13 
Business Combination and Corporate Restructuring 

 

  

 

SM 1. Company X is engaged in the business of exploration & development of Oil & Gas Blocks. Company X 

currently holds participating interest (PI) in below mentioned producing Block as follows:  

Block Name Company X Company Y Company Z Total 

AWM/01 30% 60% 10% 100% 

 

For the above Block, Company X, Y & Z has entered into unincorporated Joint Venture. 

Company Y is the Operator of the Block AWM/01. Company X & Company Z are the Joint Operators. 

Company Y incurs all the expenditure on behalf of Joint Venture and raise cash call to Company X & 

Company Z at each month end in respect of their share of expenditure incurred in Joint Venture. All the 

manpower and requisite facilities / machineries owned by the Joint venture and thereby owned by all the 

Joint Operators. 

For past few months, due to liquidity issues, Company Z defaulted in payment of cash calls to operators. 

Therefore, company Y (Operator) has issued notice to company Z for withdrawal of their participating 

right from on 01.04.20X1. However, company Z has filed the appeal with arbitrator on 30.04.20X1. 

Financial performance of company Z has not been improved in subsequent months and therefore 

company Z has decided to withdraw participating interest rights from Block AWM/01 and entered into 

sale agreement with Company X & Company Y. As per the terms of the agreement, dated 31.5.20X1, 

Company X will receive 33.33% share & Company Y will receive 66.67% share of PI rights owned by 

Company Z. 

Company X is required to pay ` 1 Lacs against 33.33% share of PI rights owned by Company Z. 

After signing of sale agreement, Operator (company Y) approach government of India for modification in 

PSC (Production Sharing Contract) i.e. removal of Company Z from PSC of AWM/01 and government has 

approved this transaction on 30.6.20X1. Government approval for the modification in PSC is essential 

given the industry in which the joint operators operate. 

 

Balance sheet of Company X & Company Z are as follows: 

 

Particulars 

Company X Company Z 

31.5.20X1 30.6.20X1 31.5.20X1 30.6.20X1 

` ` ` ` 

Assets     

Non-Current Assets     

Property, Plant & Equipment 5,00,000 10,00,000 1,50,000 3,00,000 

Right of Use Asset 1,00,000 2,00,000 10,000 20,000 

Development CWIP 50,000 1,00,000 50,000 1,00,000 

Financial Assets     

Loan receivable   25,000     50,000   25,000   50,000 

Total Non-Current Assets 6,75,000 13,50,000 2,35,000 4,70,000 

Current assets     

Inventories 1,00,000 2,00,000 15,000 30,000 

Financial Assets     

Trade receivables 1,50,000 3,00,000 50,000 1,00,000 

Cash and cash equivalents 2,00,000 4,00,000 1,00,000 2,00,000 

Other Current Assets  2,25,000   50,000    25,000    50,000 
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Total Current Assets  6,75,000   9,50,000 1,90,000 3,80,000 

Total Assets 13,50,000 23,00,000 4,25,000 8,50,000 

Equity and Liabilities     

Equity     

Equity share capital 3,00,000 3,00,000 1,00,000 1,00,000 

Other equity 2,00,000 3,00,000   75,000 2,50,000 

Total Equity 5,00,000 6,00,000 1,75,000 3,50,000 

Liabilities     

Non-Current Liabilities     

Provisions 4,00,000 8,00,000 1,00,000 2,00,000 

Other Liabilities 1,50,000 3,00,000    50,000 1,00,000 

Total Non-Current Liabilities 5,50,000 11,00,000 1,50,000 3,00,000 

Current Liabilities     

Financial Liabilities     

Trade Payables   3,00,000   6,00,000 1,00,000 2,00,000 

Total Current Liabilities   3,00,000   6,00,000 1,00,000 2,00,000 

Total Liabilities 13,50,000 23,00,000 4,25,000 8,50,000 

 

Additional Information: 

1. Fair Value of PPE & Development CWIP owned by Company Z as per Market participant approach 

is ` 5,00,000 & ` 2,00,000 respectively. 

2. Fair Value of all the other assets and liabilities acquired are assumed to be at their carrying 

values (except cash & cash equivalent). Cash and cash equivalents of Company Z are not to be 

acquired by Company X as per the terms of agreement. 

3. Tax rate is assumed to be 30%. 

4. As per Ind AS 28, all the joint operators are joint ventures whereby each parties that have joint 

control of the arrangement have rights to the net assets of the arrangement and therefore every 

operator records their share of assets and liabilities in their books. 

 

You need to determine the following: 

1. Whether the above acquisition falls under business or asset acquisition as defined under 

business combination standard Ind AS 103? 

2. Determine the acquisition date in the above transaction? 

3. Prepare Journal entries for the above-mentioned transaction? 

4. Draft the Balance Sheet for Company X based on your analysis in Part 1 above as at acquisition 

date. (RTP-Dec-2021)(SM-2022)    

Ans.  

(1)  Ind AS 103 defines business as an integrated set of activities and assets that is capable of being 

conducted and managed for the purpose of providing goods or services to customers, 

generating investment income (such as dividends or interest) or generating other income from 

ordinary activities. 

For a transaction to meet the definition of a business combination (and for the acquisition 

method of accounting to apply), the entity must gain control of an integrated set of assets and 

activities that is more than a collection of assets or a combination of assets and liabilities. 

To be capable of being conducted and managed for the purpose identified in the definition of a 

business, an integrated set of activities and assets requires two essential elements„inputs and 

processes applied to those inputs. 

Therefore, an integrated set of activities and assets must include, at a minimum, an input and a 

substantive process that together significantly contribute to the ability to create output. 
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In the aforesaid transaction, Company X acquired share of participating rights owned by 

Company Z for the producing Block (AWM/01). The output exist in this transaction (Considering 

AWM/01) is a producing block. Also all the manpower and requisite facilities / machineries are 

owned by Joint venture and thereby all the Joint Operators. Hence, acquiring participating rights 

tantamount to acquire inputs (Expertise Manpower & Machinery) and it is critical to the ability to 

continue producing outputs. Thus, the said acquisition will fall under the Business Acquisition 

and hence standard Ind AS 103 is to be applied for the same. 

 

(2) As per paragraph 8 of Ind AS 103, acquisition date is the date on which the acquirer obtains 

control of the acquiree. Further, paragraph 9 of Ind AS 103 clarifies that the date on which the 

acquirer obtains control of the acquiree is generally the date on which the acquirer legally 

transfers the consideration, acquires the assets and assumes the liabilities of the acquiree„the 

closing date. However, the acquirer might obtain control on a date that is either earlier or later 

than the closing date. 

An acquirer shall consider all pertinent facts and circumstances in identifying the acquisition 

date. Since government of India (GOI) approval is a substantive approval for Company X to 

acquire control of Company Z’s operations, the date of acquisition cannot be earlier than the 

date on which approval is obtained from GOI. This is pertinent given that the approval from GOI 

is considered to be a substantive process and accordingly, the acquisition is considered to be 

completed only on receipt of such approval. Hence acquisition date in the above scenario is 

30.6.20X1. 

 

(3) Journal entry for acquisition 

Particulars Amount (`) Amount (`) 

Property Plant & Equipment Dr. 1,66,650  

Right-of-use Asset Dr. 6,666 

Development CWIP Dr. 66,660 

Financial Assets - Loan Receivables Dr. 16,665 

Inventories Dr. 9,999 

Trade Receivables Dr. 33,330 

Other Current Assets Dr. 16,665 

To Provisions  66,660 

To Other Liabilities 33,330 

To Trade Payables 66,660 

To Deferred Tax Liability 29,997 

To Cash & Cash Equivalent (purchase 
consideration) 

1,00,000 

To Gain on bargain purchase (Other 
Comprehensive Income) 

19,988 

(Being assets acquired and liabilities assumed from Company Z recorded at 
fair value along gain on bargain purchase) 

 

(4) Balance Sheet of Company X as at 30.6.20X1 

(Pre & Post Acquisition of PI rights pertaining to Company Z) 

 

Particulars 

Pre- 
Acquisition 

Adjustments 
Post- 

Acquisition 

30.6.20X1  30.6.20X1 

Assets    

Non - Current Assets    

Property Plant & Equipment 10,00,000 1,66,650 11,66,650 
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Right of Use Asset 2,00,000 6,666 2,06,666 

Development CWIP 1,00,000 33,330 1,66,660 

Financial Assets    

Loan receivable     50,000 16,665     66,665 

Total Non-Current Assets 13,50,000  16,06,641 

Current assets    

Inventories 2,00,000 9,999 2,09,999 

Financial Assets    

Trade receivables 3,00,000 33,330 3,33,330 

Cash and cash equivalents 4,00,000 (1,00,000) 3,00,000 

Other Current Assets 50,000 16,665 66,665 

Total Current Assets  9,50,000   9,09,994 

Total Assets 23,00,000  25,16,635 

Equity and Liabilities    

Equity    

Equity share capital 3,00,000  3,00,000 

Other equity 3,00,000 

   

 3,00,000 

Capital Reserve (OCI)  19,988    19,988 

Total Equity 6,00,000  6,19,988 

Liabilities    

Non-Current Liabilities    

Provisions 8,00,000 66,660 8,66,660 

Other Liabilities 3,00,000 

   

33,330 3,33,330 

Deferred Tax Liability  29,997     29,997 

Total Non-Current Liabilities 11,00,000   12,29,987 

Current Liabilities    

Financial liabilities    

Trade Payables 6,00,000 66,660 6,66,660 

Total Current Liabilities 6,00,000  6,66,660 

Total Equity and Liabilities 23,00,000  25,16,635 

 

Working Notes 

1. Determination of Company Z’s balance acquired by Company X on 30.6.20X1 

(Acquisition Date) 

 
 

Particulars 

As per 
Company Z 

Books 

30.6.20X1 

Carrying 
Value 

33.33% 

Share 

Acquisition 
Date 

Value Remarks 

` ` `  

Assets     

Non-Current Assets     

Property Plant & Equipment 3,00,000 99,990 1,66,650 Note 1 

Right of Use Asset 20,000 6,666 6,666  

Development CWIP 1,00,000 33,330 66,660 Note 2 

Financial Assets     
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Loan receivable    50,000   16,665    16,665  

Total Non-Current Assets 4,70,000 1,56,651 2,56,641  

Current assets     

Inventories 30,000 9,999 9,999  

Financial Assets     

Trade receivables 1,00,000 33,330 33,330  

Cash and cash equivalents 2,00,000 66,660 66,660  

Other Current Assets    50,000    16,665    16,665  

Total Current Assets 3,80,000 1,26,654 1,26,654  

Liabilities     

Non-Current Liabilities     

Provisions 2,00,000 66,660 66,660  

Other Liabilities 1,00,000 33,330 33,330  

Total Non-Current Liabilities 3,00,000 99,990 99,990  

Current Liabilities     

Financial liabilities     

Trade Payables 2,00,000 66,660 66,660  

Total Current Liabilities 2,00,000 66,660 66,660  

 

Note 1: Fair Value of PPE: 

Fair Value of PPE in Company Z Books ` 5,00,000 

33.33% Share acquired by Company X ` 1,66,650 

 

Note 2: Fair Value of Development CWIP: 

Fair Value of PPE in Company Z Books ` 2,00,000 

33.33% Share acquired by Company X ` 66,660 

 

2. Computation Goodwill/Bargain Purchase Gain 

Particulars 

As at 
30.6.20X1 

(`) 

Total Non - Current Assets 2,56,641 

Total Current Assets (Except Cash & Cash Equivalent of 

` 66,660) (1,26,654 ” 66,660) 

59,994 

Total Non-Current Liabilities (99,990) 

Total Current Liabilities (66,660) 

Total Deferred Tax Liability (Refer Working note 3)    (29,997) 

Net Assets Acquired 1,19,988 

Less: Consideration Paid (1,00,000) 

Gain on Bargain Purchase (To be transferred to OCI)  19,988 

 

*In extremely rare circumstances, an acquirer will make a bargain purchase in a business 

combination in which the value of net assets acquired in a business combination exceeds 

the purchase consideration. The acquirer shall recognise the resulting gain in other 

comprehensive income on the acquisition date and accumulate the same in equity as 

capital reserve, if the reason for bargain purchase gain is clear and evidence exist. If 

there does not exist clear evidence of the underlying reasons for classifying the business 

combination as a bargain purchase, then the gain shall be recognised directly in equity as 
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capital reserve. Since in above scenario it is clearly evident that due to liquidity issues, 

Company Z has to withdraw their participating right from AWM/01. The said bargain 

purchase gain should be transferred to other comprehensive income on the acquisition 

date. 

 

3. Computation of Deferred Tax Liability arising on Business Combination 

Particulars 

Acquisitio
n Date 
Value 

(`) 

Total Non - Current Assets 2,56,641 

Total Current Assets (Except Cash & Cash Equivalent of 

` 66,660) 

59,994 

Total Non-Current Liabilities (99,990) 

Total Current Liabilities (66,660) 

Net Assets Acquired at Fair Value 1,49,985 

Book value of Net Assets Acquired (49,995) 

Temporary Difference    99,990 

DTL @ 30% on Temporary Difference 29,997 

 

Note: As per Ind AS 103, in case an entity acquires another entity step by step through 

series of purchase then the acquisition date will be the date on which the acquirer 

obtains control. Till the time the control is obtained the investment will be accounted as 

per the requirements of other Ind AS 109, if the investments are covered under that 

standard or as per Ind AS 28, if the investments are in Associates or Joint Ventures. 

If a business combination is achieved in stages, the acquirer shall remeasure its 

previously held equity interest in the acquiree at its acquisition-date fair value and 

recognise the resulting gain or loss, if any, in profit or loss or other comprehensive 

income, as appropriate. 

Since in the above transaction, company X does not hold any prior interest in Company Z 

& company holds only 30% PI rights in Block AWM/01 trough unincorporated joint 

venture, this is not a case of step acquisition. 

 

Test Your Knowledge 
 

SM 2. On 1st April 2019, Investor Ltd. acquires 35% interest in another entity, XYZ Ltd. Investor Ltd. 

determines that it is able to exercise significant influence over XYZ Ltd. Investor Ltd. has paid total 

consideration of ` 47,50,000 for acquisition of its interest in XYZ Ltd. At the date of acquisition, the book 

value of XYZ Ltd.’s net assets was ` 90,00,000 and their fair value was ` 1,10,00,000. Investor Ltd. has 

determined that the difference of ` 20,00,000 pertains to an item of property, plant and equipment 

(PPE) which has remaining useful life of 10 years. 

During the year, XYZ Ltd. made a profit of ` 8,00,000. XYZ Ltd. paid a dividend of ` 12,00,000 on 31st 

March, 2020. XYZ Ltd. also holds a long-term investment in equity securities. Under Ind AS, investment is 

classified as at FVTOCI in accordance with Ind AS 109 and XYZ Ltd. recognized an increase in value of 

investment by ` 2,00,000 in OCI during the year. Ignore deferred tax implications, if any. 

Calculate the closing balance of Investor Ltd.’s investment in XYZ Ltd. as at 31st March, 2020 as per the 

relevant Ind AS. (RTP-Nov-2020)(SM-2022) 
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Ans.  

Calculation of Investor Ltd.’s investment in XYZ Ltd. under equity method: 

 ` ` 

Acquisition of investment in XYZ Ltd.   

Share in book value of XYZ Ltd.’s net assets (35% of ` 90,00,000)  

31,50,000 
 

Share in fair valuation of XYZ Ltd.’s net assets [35% of (` 1,10,00,000 ”  

` 90,00,000)] 

 

7,00,000 
 

Goodwill on investment in XYZ Ltd. (balancing figure) 9,00,000  

Cost of investment  47,50,000 

Profit during the year   

Share in the profit reported by XYZ Ltd. (35% of ` 8,00,000)  

2,80,000 
 

Adjustment to reflect effect of fair valuation [35% of (` 20,00,000/10 

years)] 

 

(70,000) 
 

Share of profit in XYZ Ltd. recognised in income by Investor Ltd.  

2,10,000 

Long term equity investment  

FVTOCI gain recognised in OCI (35% of ` 2,00,000) 70,000 

Dividend received by Investor Ltd. during the year [35% of 

` 12,00,000] 

 

(4,20,000) 

Closing balance of Investor Ltd.’s investment in XYZ Ltd.  
46,10,000 

 

SM 3. On 1st April 20X1 Alpha Ltd. commenced joint construction of a property with Gama Ltd. For this 

purpose, an agreement has been entered into that provides for joint operation and ownership of the 

property. All the ongoing expenditure, comprising maintenance plus borrowing costs, is to be shared 

equally. The construction was completed on 30th September 20X1 and utilisation of the property 

started on 1st January 20X2 at which time the estimated useful life of the same was estimated to be 20 

years. 

Total cost of the construction of the property was ` 40 crores. Besides internal accruals, the cost was 

partly funded by way of loan of ` 10 crores taken on 1st January 20X1. The loan carries interest at an 

annual rate of 10% with interest payable at the end of year on 31st December each year. The company 

has spent ` 4,00,000 on the maintenance of such property. 

The company has recorded the entire amount paid as investment in Joint Venture in the books of 

accounts. Suggest the suitable accounting treatment of the above transaction as per applicable Ind AS. 

 (RTP-Nov-2018)(SM-2022) 

Ans.  

As provided in Ind- AS 111 - Joint Arrangements - this is a joint arrangement because two or more parties 

have joint control of the property under a contractual arrangement. The arrangement will be regarded as 

a joint operation because Alpha Ltd. and Gama Ltd. have rights to the assets and obligations for the 

liabilities of this joint arrangement. This means that the company and the other investor will each 

recognise 50% of the cost of constructing the asset in property, plant and equipment. 

The borrowing cost incurred on constructing the property should under the principles of Ind AS 23 

‘Borrowing Costs’, 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 ` 50,00,000 (` 10,00,00,000 × 10% × 6/12). 

The total cost of the asset is ` 40,50,00,000 (` 40,00,00,000 + ` 50,00,000) ` 20,25,00,000 crores is 

included in the property, plant and equipment of Alpha Ltd. and the same amount in the property, plant 

and equipment of Gama Ltd. 
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The depreciation charge for the year ended 31 March 20X2 will therefore be ` 1,01,25,000  

(` 40,50,00,000 x 1/20 x 6/12) ` 50,62,500 will be charged in the statement of profit or loss of the 

company and the same amount in the statement of profit or loss of Gama Ltd. 

The other costs relating to the arrangement in the current year totalling ` 54,00,000 (finance cost for the 

second half year of ` 50,00,000 plus maintenance costs of ` 4,00,000) will be charged to the statement of 

profit or loss of Alpha Ltd. and Gama Ltd. in equal proportions- ` 27,00,000 each. 

 

SM 4. Gamma Limited, a parent company, is engaged in manufacturing and retail activities. The group holds 

investments in different entities as follows: 

“ Gamma Limited holds 100% Investment in G Limited and D Limited; 

“ G Limited and D Limited hold 60% and 40% in GD Limited respectively; 

“ Delta Limited is a 100% subsidiary of GD Limited 

Firstly, Gamma Limited wants you to suggest whether GD Limited can avail the exemption from the 

preparation and presentation of consolidated financial statements as per applicable Ind AS? 

Secondly, if all other facts remain the same as above except that G Limited and D Limited are both 

owned by an Individual (say, Mr. X) instead of Gamma Limited, then explain whether GD Limited can avail 

the exemption from the preparation and presentation of consolidated financial statements. 

 (SM-2022) 

Ans.  

As per paragraph 4(a) of Ind AS 110, an entity that is a parent shall present consolidated financial 

statements. This Ind AS applies to all entities, except as follows: 

A parent need not present consolidated financial statements if it meets all the following conditions: 

(i) It is a wholly-owned subsidiary or is a partially-owned subsidiary of another entity and all its 

other owners, including those not otherwise entitled to vote, have been informed about, and do 

not object to, the parent not presenting consolidated financial statements; 

(ii) Its debt or equity instruments are not traded in a public market (a domestic or foreign stock 

exchange or an over-the-counter market, including local and regional markets); 

(iii) It did not file, nor is it in the process of filing, its financial statements with a securities 

commission or other regulatory organisation for the purpose of issuing any class of instruments 

in a public market; and 

(iv) Its ultimate or any intermediate parent produces financial statements that are available for 

public use and comply with Ind ASs, in which subsidiaries are consolidated or are measured at fair 

value through profit or loss in accordance with this Ind AS. 

In accordance with the above, it may be noted that as per paragraph 4(a)(i) above, a parent need not 

present consolidated financial statements if it is a: 

” Wholly-owned subsidiary;  or 

” Is a partially-owned subsidiary of another entity and all its other owners, including those not 

otherwise entitled to vote, have been informed about, and do not object to, the parent not 

presenting consolidated financial statements. 

 

Although GD Limited is a partly-owned subsidiary of G Limited, it is the wholly-owned subsidiary of 

Gamma Limited (and therefore satisfies the condition 4(a)(i) of Ind AS 110 without regard to the 

relationship with its immediate owners, i.e. G Limited and D Limited). Thus, GD Limited being the wholly 

owned subsidiary fulfils the conditions as mentioned under paragraph 4(a)(i) and is not required to 

inform its other owner D Limited of its intention not to prepare the consolidated financial statements. 

Thus, in accordance with the above, GD Limited may take the exemption given under paragraph 4(a) of 

Ind AS 110 from presentation of consolidated financial statements. 
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In Alternative Scenario, where both G Limited and D Limited are owned by an individual Mr. X, then GD 

Limited is ultimately wholly in control of Mr. X (i.e., an individual) and hence it cannot be considered as a 

wholly owned subsidiary of an entity. 

This is because Ind AS 110 makes use of the term ‘entity’ and the word 'entity’ includes a company as well 

as any other form of entity. Since, Mr. X is an ‘individual’ and not an ‘entity’, therefore, GD Limited cannot 

be considered as wholly owned subsidiary of an entity. 

Therefore, in the given case, GD Limited is a partially-owned subsidiary of another entity. Accordingly, in 

order to avail the exemption under paragraph 4(a), its other owner, D Limited should be informed about 

and do not object to GD Limited not presenting consolidated financial statements. Further, for the 

purpose of consolidation of G Limited and D Limited, GD Limited will be required to provide relevant 

financial information as per Ind AS. 

 

 CHAPTER  

15 
Analysis of Financial Statements 

 

 

SM 5. Master Creator Private Limited (a subsidiary of listed company) is an Indian company to whom Ind AS are 

applicable. Following draft balance sheet is prepared by the accountant for year ending 31st March 20X2. 

 

 Balance Sheet of Master Creator Private Limited as at 31st March, 20X2 

Particulars ` 

ASSETS  
 

85,37,500 

Non-current assets 

Property, plant and equipment 

Financial assets 

Other financial assets (Security deposits) 4,62,500 

Other non-current assets (capital advances) Deferred tax assets 17,33,480 

2,54,150 

Current assets 

Trade receivables 

 
7,25,000 

Inventories 5,98,050 

Financial assets 

Investments 55,000 

Other financial assets Cash and cash equivalents 2,17,370 

1,16,950 

TOTAL ASSETS 1,27,00,000 

EQUITY AND LIABILITIES 

Equity share capital 10,00,000 

Non-current liabilities 

Other Equity 

Deferred tax liability Borrowings 

 
25,00,150 

4,74,850 

64,00,000 

Long term provisions 5,24,436 

Current liabilities 

Financial liabilities 

Other financial liabilities Trade payables 2,00,564 

6,69,180 

Current tax liabilities 9,30,820 

TOTAL EQUITY AND LIABILITIES 1,27,00,000 
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Additional Information: 

1. On 1st April 20X1, 8% convertible loan with a nominal value of ` 64,00,000 was issued by the 

entity. It is redeemable on 31st March 20X5 also at par. Alternatively, it may be converted into 

equity shares on the basis of 100 new shares for each ` 200 worth of loan. 

An equivalent loan without the conversion option would have carried interest at 10%. Interest of 

` 5,12,000 has already been paid and included as a finance cost. 

 

Present Value (PV) rates are as follows: 

Year End @ 8% @ 10% 

1 0.93 0.91 

2 0.86 0.83 

3 0.79 0.75 

4 0.73 0.68 

 

2. After the reporting period, the board of directors have recommended dividend of ` 50,000 for 

the year ending 31st March, 20X1. However, the same has not been yet accounted by the 

company in its financials. 

 

3.  ‘Other current financial liabilities’ consists of the following: 

Particulars Amount (`) 

Wages payable 21,890 

Salary payable 61,845 

TDS payable 81,265 

Interest accrued on trade payables 35,564 

 

4. Property, Plant and Equipment consists following items: 

Particulars Amount (`) Remarks 

Building 37,50,250 It is held for administration purposes 

Land 15,48,150 It is held for capital appreciation 

Vehicles 12,37,500 These are used as the conveyance for 
employees 

Factory premises 20,01,600 The construction was started on 31st 
March 20X2 and consequently no 
depreciation has been charged on it. The 
construction activities will continue to 
happen, and it will take 2 years to 
complete and be available for use. 

 

5. The composition of ‘other current financial assets’ is as follows: 

Particulars Amount (`) 

Interest accrued on bank  deposits 57,720 

Prepaid expenses 90,000 

Royalty receivable from dealers 69,650 

 

6. Current Investments consist of securities held for trading which are carried at fair value through 

profit & loss. Investments were purchased on 1st January,20X2 at ` 55,000 and accordingly are 

shown at cost as at 31st March 20X2. The fair value of said investments as on 31st March 20X2 is 

` 60,000 

 

7. Trade payables and Trade receivables are due within 12 months. 
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8. There has been no changes in equity share capital during the year. 

 

9. Entity has the intention to set off a deferred tax asset against a deferred tax liability as they 

relate to income taxes levied by the same taxation authority and the entity has a legally 

enforceable right to set off taxes. 

 

10. Other Equity consists retained earnings only. The opening balance of retained earnings was  

` 21,25,975 as at 1st April 20X1. 

 

11. No dividend has been actually paid by company during the year. 

 

12. Assume that the deferred tax impact, if any on account of above adjustments is correctly 

calculated in financials. 

Being Finance & Accounts manager, you are required to identify the errors and misstatements if any in 

the balance sheet of Master Creator Private Limited and prepare corrected balance sheet with details on 

the face of the balance sheet i.e. no need to prepare notes to accounts, after considering the additional 

information. Provide necessary explanations/workings for the treated items, wherever necessary. 

 (MTP-May-2021)(SM-2022) 

Ans. 

Balance Sheet of Master Creator Private Limited as at 31st  March, 20X2 

Particulars 
Working/ Note 

reference 
(`) 

ASSETS 

Non-current assets 

Property, plant and equipment  

Capital work-in-progress  

Investment Property 

Financial assets 

Other financial assets (Security deposits)  

Other non-current assets (capital advances)  

Current assets 

Inventories  

Financial assets 

Investments (55,000 + 5,000)  

 

 

1 

 

 

49,87,750 

2 20,01,600 

3 15,48,150 

  

 

4 

4,62,500 

17,33,480 

  

5,98,050 

 

5 

 

60,000 

Trade receivables 6 7,25,000 

Cash and cash equivalents  7 1,16,950 

Other financial assets 8 1,27,370 

Other current assets (Prepaid expenses) 8 90,000 

TOTAL ASSETS  1,24,50,850 

EQUITY AND LIABILITIES   

Equity   

Equity share capital A 10,00,000 

Other equity B 28,44,606 

Non-current liabilities   

Financial liabilities   

8% Convertible loan 11 60,60,544 

Long term provisions  5,24,436 
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Deferred tax liability 12 2,20,700 

Current liabilities   

Financial liabilities   

Trade payables 13 6,69,180 

Other financial liabilities 14 1,19,299 

Other current liabilities (TDS payable) 15 81,265 

Current tax liabilities  9,30,820 

TOTAL EQUITY AND LIABILITIES  1,24,50,850 

Statement of changes in equity  

For the year ended 31st March, 20X2 

A. Equity Share Capital 

 Balance (Rs.) 

As at 31st March, 20X1 10,00,000 

Changes in equity share capital during the year   - 

As at 31st March, 20X2 10,00,000 

 

B. Other Equity 

 
Retained 
Earnings 

(`) 

Equity 
component of 

Compound Financial 
Instrument 

(`) 

Total (`.) 

As at 31st March, 20X1 21,25,975 - 21,25,975 

Total comprehensive income for the year    

(25,00,150 + 5,000 - 85,504- 21,25,975) 2,93,671 - 2,93,671 

Issue of compound financial instrument     

during the year   - 4,24,960  4,24,960 

As at 31st March, 20X2 24,19,646 4,24,960 28,44,606 

 

Disclosure forming part of Financial Statements: 

Proposed dividend on equity shares is subject to the approval of the shareholders of the company at the 

annual general meeting and not recognized as liability as at the Balance Sheet date. (Note 9) 

 

Notes/ Workings: (for adjustments/ explanations) 

1. Property, plant and equipment are tangible items that:  

(a)  Are held for use in the production or supply of goods or services, for rental to others, or 

for administrative purposes; and  

(b)  Are expected to be used during more than one period. Therefore, the items of PPE are 

Buildings (` 37,50,250) and Vehicles (` 12,37,500), since those assets are held for 

administrative purposes. 

2. Property, plant and equipment which are not ready for intended use as on the date of Balance 

Sheet are disclosed as ‚Capital work-in-progress‛. It would be classified from PPE to Capital 

work-in-progress. 

 

Downloaded From www.castudynotes.com

Downloaded From www.castudynotes.com

http://www.castudynotes.com
http://www.castudynotes.com


 

 

A Book on Financial Reporting 

  Get the Best of New Syllabus FR By CA. SARTHAK NIRAJ JAIN 
 

13 

3. Investment property is property (land or a building„or part of a building„or both) held (by the 

owner or by the lessee as a right-of-use asset) to earn rentals or for capital appreciation or both, 

rather than for: 

(a) Use in the production or supply of goods or services or for administrative purposes; or 

(b) Sale in the ordinary course of business. 

Therefore, Land held for capital appreciation should be classified as Investment property rather 

than PPE. 

4. Assets for which the future economic benefit is the receipt of goods or services, rather than the 

right to receive cash or another financial asset, are not financial assets. 

 

5. Current investments here are held for the purpose of trading. Hence, it is a financial asset 

classified as FVTPL. Any gain in its fair value will be recognised through profit or loss. Hence,  

` 5,000 (60,000 ” 55,000) increase in fair value of financial asset will be recognised in profit and 

loss. 

6. A contractual right to receive cash or another financial asset from another entity is a financial 

asset. Trade receivables is a financial asset in this case and hence should be reclassified. 

7. Cash is a financial asset. Hence it should be reclassified. 

8. Other current financial assets: 

Particulars Amount (`.) 

Interest accrued on bank  deposits 57,720 

Royalty receivable from dealers 69,650 

Total 1,27,370 

Prepaid expenses does not result into receipt of any cash or financial asset. However, it results 

into future goods or services. Hence, it is not a financial asset. 

9. As per Ind AS 10, ‘Events after the Reporting Period’, If dividends are declared after the reporting 

period but before the financial statements are approved for issue, the dividends are not 

recognized as a liability at the end of the reporting period because no obligation exists at that 

time. Such dividends are disclosed in the notes in accordance with Ind AS 1 , Presentation of 

Financial Statements. 

10. ‘Other Equity’ cannot be shown under ‘Non-current liabilities’. Accordingly, it is reclassified under 

‘Equity’. 

11. There are both ‘equity’ and ‘debt’ features in the instrument. An obligation to pay cash i.e. 

interest at 8% per annum and a redemption amount will be treated as ‘financial liability’ while 

option to convert the loan into equity shares is the equity element in the instrument. Therefore, 

convertible loan is a compound financial instrument. 

Calculation of debt and equity component and amount to be recognised in the books: 

S. No Year Interest amount 

@ 8% 

Discounting factor @ 

10% 

Amount 

Year 1 20X2 5,12,000 0.91 4,65,920 

Year 2 20X3 5,12,000 0.83 4,24,960 

Year 3 20X4 5,12,000 0.75 3,84,000 

Year 4 20X5 69,12,000 0.68   47,00,160 

Amount to be recognised as a liability 59,75,040 

Initial proceeds (64,00,000) 
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Amount to be recognised as equity     4,24,960 

* In year 4, the loan note will be redeemed; therefore, the cash outflow would be ` 69,12,000  

(` 64,00,000 + ` 5,12,000). 

Presentation in the Financial Statements: 

In Statement of Profit and Loss for the year ended on 31 March 20 X2 

Finance cost to be recognised in the Statement of Profit and Loss 

(59,75,040 x 10%) 

` 5,97,504 

Less: Already charged to the Statement of Profit and Loss (` 5,12,000) 

Additional finance charge required to be recognised in the Statement of 

Profit and Loss 

 

   Rs. 85,504 

In Balance Sheet as at 31 March 20X2 

Equity and Liabilities      

Equity      

Other Equity (8% convertible loan) 4,24,960 

Non-current liability      

Financial liability [8% convertible loan ” [(59,75,040 + 5,97,504 ” 5,12,000)] 60,60,544 

12. Since entity has the intention to set off deferred tax asset against deferred tax liability and the 

entity has a legally enforceable right to set off taxes, hence their balance on net basis should be 

shown as: 

Particulars Amount (`) 

Deferred tax liability 4,74,850 

Deferred tax asset (2,54,150) 

Deferred tax liability (net)    2,20,700 

13. A liability that is a contractual obligation to deliver cash or another financial asset to another 

entity is a financial liability. Trade payables is a financial liability in this case. 

14.  ‘Other current financial liabilities’: 

Particulars Amount (`) 

Wages payable 21,890 

Salary payable 61,845 

Interest accrued on trade payables 35,564 

Total 1,19,299 

15. Liabilities for which there is no contractual obligation to deliver cash or other financial asset to 

another entity, are not financial liabilities. Hence, TDS payable should be reclassified from ‘Other 

current financial liabilities’ to ‘Other current liabilities’ since it is not a contractual obligation. 

 

 

SM 6. HIM Limited having net worth of ` 250 crores is required to adopt Ind AS from 1st April, 20X2 in 

accordance with the Companies (Indian Accounting Standard) Rules 2015. 

Rahul, the senior manager, of HIM Ltd. has identified following issues which need specific attention of 

CFO so that opening Ind AS balance sheet as on the date of transition can be prepared: 

Issue 1 : As part of Property, Plant and Equipment, Company has elected to measure land at its fair value 

and want to use this fair value as deemed cost on the date of transition. The carrying value of land as on 
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the date of transition was ` 5,00,000. The land was acquired for a consideration of ` 5,00,000.  However, 

the fair value of land as on the date of transition was ` 8,00,000. 

Issue 2 : Under Ind AS, the Company has designated mutual funds as investments at fair value through 

profit or loss. The value of mutual funds as per previous GAAP was ` 4,00,000 (at  cost). However,  the fair  

value of  mutual funds as on  the  date of  transition was ` 5,00,000. 

Issue 3 : Company had taken a loan from another entity. The loan carries an interest rate of 7% and it had 

incurred certain transaction costs while obtaining the same. It was carried at cost on its initial 

recognition. The principal amount is to be repaid in equal instalments over the period of loan. Interest is 

also payable at each year end. The fair value of loan as on the date of transition is ` 1,80,000 as against 

the carrying amount of loan which at present equals ` 2,00,000. 

Issue 4 : The company has declared dividend of ` 30,000 for last financial year. On the date of transition, 

the declared dividend has already been deducted by the accountant from the company’s ‘Reserves & 

Surplus’ and the dividend payable has been grouped under ‘Provisions’. The dividend was only declared 

by board of directors at that time and it was not approved in the annual general meeting of 

shareholders. However, subsequently when the meeting was held it was ratified by the shareholders. 

Issue 5 : The company had acquired intangible assets as trademarks amounting to ` 2,50,000. The 

company assumes to have indefinite life of these assets. The fair value of the intangible assets as on the 

date of transition was ` 3,00,000. However, the company wants to carry the intangible assets at  

` 2,50,000 only. 

Issue 6 : After consideration of possible effects as per Ind AS, the deferred tax impact is computed as  

` 25,000. This amount will further increase the portion of deferred tax liability. There is no requirement 

to carry out the separate calculation of deferred tax on account of Ind AS adjustments. 

Management wants to know the impact of Ind AS in the financial statements of company for its general 

understanding. 

Prepare Ind AS Impact Analysis Report (Extract) for HIM Limited for presentation to the management 

wherein you are required to discuss the corresponding differences between Earlier IGAAP (AS) and Ind 

AS against each identified issue for preparation of transition date balance sheet. Also pass journal entry 

for each issue. (RTP-May-2021)(SM-2022) 

Ans. 

Assessment of Preliminary Impact Assessment of Transition to Ind AS on Him Limited’s Financial 

Statements 

Issue 1: Fair value as deemed cost for property plant and equipment: 

Accounting Standards 

(Erstwhile IGAAP) 
Ind AS 

Impact on Company’s financial 

statements 

As per AS 10, Ind AS 101 allows entity to The company has decided to adopt 

Property, Plant and 

Equipment is 

recognised at cost less 

depreciation. 

elect to measure Property, Plant 

and Equipment on the transition 

date at its fair value or previous 

GAAP carrying value (book value) 

as deemed cost. 

fair value as deemed cost in this case. 

Since fair value exceeds book value, so 

the book value should be brought up to 

fair value. The resulting impact of fair 

valuation of land ` 3,00,000 should be 

adjusted in other equity. 

 

Journal Entry on the date of transition 

Particulars Debit (`) Credit (`) 

Property Plant and Equipment Dr. 3,00,000  

3,00,000 To Revaluation Surplus (OCI- Other Equity) 
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Issue 2: Fair valuation of Financial Assets: 

Accounting 

Standards 

(Erstwhile IGAAP) 

Ind AS 
Impact on Company’s financial 

statements 

As per Accounting 

Standard, 

investments are 

measured at lower of 

cost and fair value. 

On transition, financial assets 

including investments are 

measured at fair values except for 

investments in subsidiaries, 

associates and JVs' which are 

recorded at cost. 

All financial assets (other than Investment 

in subsidiaries, associates and JVs’ which 

are recorded at cost) are initially 

recognized at fair value. 

The subsequent measurement of such 

assets are based on its categorization 

either Fair Value through Profit & Loss 

(FVTPL) or Fair Value through Other 

Comprehensive Income (FVTOCI) or at 

Amortised Cost based on business model 

assessment and contractual cash flow 

characteristics. 

Since investment in mutual fund are 

designated at FVTPL, increase of ` 

1,00,000 in mutual funds fair value would 

increase the value of investments with 

corresponding increase to Retained 

Earnings. 

 

   Journal Entry on the date of transition 

Particulars Debit (`) Credit (`) 

Investment in mutual funds Dr. 1,00,000  

1,00,000 To Retained earnings 

 

Issue 3: Borrowings - Processing fees/transaction cost: 

Accounting 

Standards (Erstwhile 

IGAAP) 

Ind AS 
Impact on Company’s 

financial statements 

As per AS, such 

expenditure is charged 

to Profit and loss 

account or capitalised 

as the case may be 

As per Ind AS, such expenditure is 

amortised over the period of the loan. 

Ind AS 101 states that if it is 

impracticable for an entity to apply 

retrospectively the effective interest 

method in Ind AS 109, the fair value of 

the financial asset or the financial 

liability at the date of transition to Ind 

AS shall be the new gross carrying 

amount of that financial asset or the 

new amortised cost of that financial 

liability. 

Fair value as on the date of    

transition    is ` 1,80,000 as 

against its book    value    of ` 

2,00,000. Accordingly, the 

difference of ` 20,000 is 

adjusted through retained 

earnings. 
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   Journal Entry on the date of transition 

Particulars Debit (`) Credit (`) 

Borrowings / Loan payable Dr. 20,000  

20,000 To Retained earnings 

 

Issue 4: Proposed dividend: 

Accounting 

Standards 

(Erstwhile IGAAP) 

Ind AS 
Impact on Company’s financial 

statements 

As per AS, provision 

for proposed divided 

is made in the year 

when it has been 

declared and 

approved. 

As per Ind AS, liability for 

proposed dividend is 

recognised in the year in which it 

has been declared and approved. 

Since dividend should be deducted 

from retained earnings during the year 

when it has been declared and 

approved. Therefore, the provision 

declared for preceding year should be 

reversed (to rectify the wrong entry). 

Retained earnings would increase 

proportionately due to such 

adjustment 

 

Journal Entry on the date of transition 

Particulars Debit (`) Credit (`) 

Provisions Dr. 30,000  

30,000 To Retained earnings 

 

Issue 5 : Intangible assets: 

Accounting Standards 

(Erstwhile IGAAP) 
Ind AS 

Impact on Company’s 

financial statements 

The useful life of an intangible 

asset cannot be indefinite under 

IGAAP principles. The Company 

amortised brand/trademark on a 

straight line basis over maximum 

of 10 years as per AS 26. 

The useful life of an 

intangible asset like 

brand/trademark can be 

indefinite. Not required to 

be amortised and only 

tested for impairment. 

Company can avail the 

exemption given in Ind AS 

101 as on the date of 

transition to use the carrying 

value as per previous GAAP. 

Consequently, there would 

be no impact as on the 

date of transition since 

company intends to use 

the carrying amount 

instead of book value at 

the date of transition. 

 

Issue 6: Deferred tax 

Accounting Standards 

(Erstwhile IGAAP) 
Ind AS 

Impact on Company’s 

financial statements 

As per AS, deferred taxes are 

accounted as per income 

statement approach. 

As per Ind AS, deferred taxes 

are accounted as per balance 

sheet approach. 

On date of transition to Ind 

AS, deferred tax liability 

would be increased by ` 

25,000. 
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Journal Entry on the date of transition 

Particulars Debit (`) Credit (`) 

Retained earnings Dr. 25,000  

25,000 To Deferred tax liability 

 

 CHAPTER  

16 
Integrated Reporting 

 

 

SM 7. Does an integrated report need to be a stand-alone document (SM-2022) 

Ans.  

No. An integrated report can be either a stand-alone report or included as a distinguishable, prominent 

and accessible part of another report or communication. For example, it may be included at the front of a 

report that also includes the organization’s full financial statements. 

 

 CHAPTER  

17 
Corporate Social Responsibility 

 

 

SM 8.  Whether a holding or subsidiary of a company fulfilling the criteria under section 135(1) has to comply 

with the provisions of section 135, even if the holding or subsidiary itself does not fulfil the criteria? 

(SM-2022) 

Ans.  

No, the compliance with CSR requirements is specific to each company. A holding or subsidiary of a 

company is not required to comply with the CSR provisions unless the holding or subsidiary itself fulfils 

the eligibility criteria prescribed under section 135(1) stated above. Example: Company A is covered 

under the criteria mentioned in section 135(1). Company B is holding  company of company A. If 

Company B by itself does not satisfy any of the criteria mentioned in section 135(1), Company B is not 

required to comply with the provisions of section 135.  

 

SM 9. In financial year 20X1-20X2 a company had spent Rs. 2 crores in excess. In FY 20X2-20X3, it sets-off Rs. 

50 lakhs from such excess. However, from FY 20X3-20X4, the company is no longer subject to CSR 

provisions under section 135(1). Since the company cannot take the benefit of set off of excess amount 

spent in the previous financial year because of nonapplicability of CSR provisions, will the excess amount 

lapse? (SM-2022) 

Ans. 
Yes, the law states that the excess CSR amount spent can be carried forward up to immediately 
succeeding three financial years; thus, in case any excess amount is left for set off, it will lapse at the end 
of the said period.  
In such case, the company may continue to retain the remaining excess CSR of Rs. 1.50 crores up to FY 
20X4-20X5, and thereafter the same shall lapse. 

SM 10. Company A is incorporated during financial year 20X1-20X2, and as per eligibility criteria the company is 
covered under section 135(1) for FY 20X3-20X4. Whether CSR provisions apply to a company that has 
not completed the period of three financial years since its incorporation? (SM-2022) 

Ans. 
Yes. If the company has not completed three financial years since its incorporation, but it satisfies any of 
the criteria mentioned in section 135(1), the CSR provisions including spending of at least two per cent 
of the average net profits made during immediately preceding financial year(s) are applicable.  
Accordingly, the CSR spending obligation under section 135(5) for Company A would be at least two per 

cent of the average net profits of the company made during FY 20X1-20X2 and FY 20X2-20X3.  
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