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1. A Company entered into an agreement to sell its immoveable property included in the balance sheet at ` 5 lacs, to another company, for ` 20 lacs. The agreement to sell was concluded on 31st  January, while the actual sale deed was registered on 30th April. Advise the treatment for this transaction.







[Nov. 1992]

Solution : 

AS 4. Post Balance Sheet Event. Adjusting Event. Quantifiable. Therefore, sale, and gain will be recognised in the P&L of the current year. 

2. Advise B Co. Ltd. about the treatment for the following in the final statement of accounts for the year ended 31st March, 1993: 

On 15th April, 1993 due to destruction of the factory by fire, X, one of the company’s debtors, declared himself insolvent. He owed ` 1,17,000 to B co. Ltd. 
(Nov 1993) (2 marks)
Solution:
Apply  para 8.2 of AS - 4. Adjusting event. 

3. State your view on the following:

After the close of the accounting year of XYZ Co. Ltd., there was a severe earthquake. As a result of which, a portion of the building and the rolling mill was destroyed. The extent of the damage was beyond repair. The company's resources were inadequate to fund the replacement of the assets so destroyed.

(Advanced Auditing) (May 1995) (8 marks)

Solution:

The auditor should assess whether the 'going concern' assumption still holds valid. If it is valid then it is non-adjusting event. AS - 4, requires disclosure of nature of event, an estimate of financial impact or statement that such an estimate cannot be made in the report of approving authority.

4. What will be the treatment of the following in the final statement of account for the year ended 31st March, 1995 of a limited company?
On 15th April, 1995 due to destruction of the factory by fire, Ravi, one of the company's debtors, declared himself insolvent. He owed ` 2,00,000 to the company.

(Nov. 1995) (3 marks)

Solution:

AS - 4. Adjusting event.

5. In preparing the financial statement of R Ltd. for the year ended 31st March, 1998, you come across the following information. State with reasons, how you would deal with them in the financial statements.
The company invested ` 100 lakhs in April, 1998 in the acquisition of another company doing similar business, the negotiations for which had started during the financial year.









(May 1998) (5 marks)

Solution:

AS - 4 Events occuring after BS Date. Non-adjusting event. Disclosure needed.

6. A limited company closes its accounting year on 30th June 1998. Accounts for that period were considered and approved by BOD on 20th August 1998. The company was engaged in laying pipeline for an oil company, deep beneath the earth. While doing the boring work, on 1-9-1998, it had met a rocky surface for which a was estimated that there would be an extra cost to the tune of ` 80 lacs. Explain how the item will be dealt with for the accounting year ended 30th June 1998.

(May 1999) (3 Marks)

Solution :
AS 4 will be attracted. Non-adjusting event. Will be disclosed in the BOD's report, with monetary effect quantified.

7. As an auditor state your views on the following situation:

VV Ltd. had announced a voluntary retirement plan for its employees on January 2000. The Scheme is scheduled to close on June 30, 2000. The Scheme envisaged an initial lump sum payment of a maximum of ` 2 lacs, and monthly payments over the balance period of service of employees coming under the plan. 200 employees opted for the scheme, as on March 31, 2000. Total lump-sum payment, for these employees, would be ` 250 lacs, and the aggregate of future payments, to them would amount to ` 1,500 lacs. However, payment had not been made to the employees under the Scheme, up to March 31 2000, nor the company made any provision in its accounts, towards any liability under the Scheme. Comment.

(Advanced Auditing)(May 2000) (5 marks) 
Solution :

AS 4 will apply. Adjusting event. Appropriate provision to be made.

8. While preparing its final accounts for the year ended 31st March 2003, a company made a provision for the bad debts @ 5% of its total Debtors. In the last week of February 2003 a debtor for ` 2 Lakhs had suffered heavy loss due to a earthquake; the loss was not covered by any insurance policy. In April 2003, the debtor became bankrupt. Can the company provide for the full loss arising out insolvency of the debtor in the final accounts for the year ended 31st March 2003?

(Nov. 2003) (5 Marks)

Solution:

As per the AS - 4, adjustments of assets and liabilities is to be made for events occuring after Balance Sheet date that provide some additional evidence that assist in estimation of amounts relating to conditions existing on Balance Sheet date.

In the given circumstances, the company can make provision for the full loss arising out of insolvency of the debtor in the final accounts for the year ended 31st March 2003 in compliance with AS - 4.

9. A company deals in petroleum products. The sale price of petrol is fixed by the Government. After the Balance sheet date, but before the finalisation of the company's accounts, the government unexpectedly increased the price retrospectively. Can the company account for additional revenue at the close of the year? Discuss.















(Nov 2006) (4 Marks)

Solution:

Yes. If the sale contracts certain an agreed provision by customer to company at for price change, i.e. a condition existed on balance sheet date that higher price recovery might happen (AS - 4)

10. EXOX Ltd. is in the process of finalizing its accounts for the year ended 31st March, 2008. The company seeks your advice on the following:

The Company has entered into a wage agreement in May, 2008 whereby the labour union has accepted a revision in wage from June, 2007. The agreement provided that the hike till May, 2008 will not be paid to the employees but settled to them at the time of retirement. The company agrees to deposit the arrears in Government Bonds by September, 2008.









(Jun. 2009 - Old Syllabus) (4 Marks)

Solution:

Since the wage agreement was entered into only in May 2008, this is a non-adjusting event under AS-4 "Contingencies and Events occurring after the Balance sheet date". No provision should be made in accounts for the year ended 31.03.2008.

11. While preparing its final accounts for the year ended 31st March 2009, a company made a provision for bad debts @5% of its total debtors. In the last week of February 2009, a debtor for 2 lakhs had suffered heavy loss due to earthquake. The loss was not covered by any insurance policy. In April, 2009, the debtor became bankrupt. Can the company provide for full loss arising out of insolvency of debtor in the final accounts for year ended 31st March 2009?







(Jun. 2009 - New Syllabus) (5 Marks)

Solution :

According to AS-4 "Contingencies and Events occurring after the Balance sheet date", assets and liabilities should be adjusted for events occurring after the balance sheet date, that provide additional evidence to assist the estimation of amounts relating to conditions existing at the balance sheet date.

In the given case, the earthquake had occurred before 31.3.09 and the loss was confirmed by bankruptcy after 31.3.09. So, full provision for insolvency loss should be made in final accounts for year ended 31.3.09.

12. In preparing the Financial Statements of Santhanam Ltd. for the year ended 31st March, 2009, you come across the following issue. State with reasons, how you would deal with it in the Financial Statements:

The Company invested ` 560 lakhs in April, 2009 in the acquisition of another company doing similar business, the negotiations for which had started during the current Financial Year.






(Nov. 2009 - Old Syllabus)(5 Marks)

Solution:
The acquisition of the other company is a transaction which consummated only in April 2009 and hence it will not appear in the balance sheet as on 31.3.09. However, as per para 15 of AS - 4, disclosures should be made in the report of Board of Directors.

13. AS-4 prescribes that adjustments to assets and liabilities are required for events occurring after the Balance Sheet date that provide additional information materially affecting the determination of the amount relating to conditions existing at the Balance Sheet date-generally called adjusting events. "Proposed dividend" is shown and adjusted in the Balance Sheet even if it is not an adjusting event as per AS-4 because it is proposed by the Board of Directors of the company after the Balance Sheet date.

Keeping this in view, is it not violation of AS-4 to show proposed dividends as current liabilities and provisions? Comment.



(Nov. 2010 - New Syllabus)(5 Marks)

Solution:

According to para 8.5 of AS-4, though certain events take place after the balance sheet date, they are sometimes reflected in the financial statements because of statutory requirements or because of their special nature. E.g. dividend proposed after the balance sheet date but which pertain to the period covered by the financial statements should be reflected in the financial statements. Para 14 also specifically requires that such proposed dividends should be adjusted in the financial statements. Therefore, to show proposed dividend as a part of current liabilities and provisions does not violate AS 4.
STUDY MATERIAL QUESTIONS
Illustration 1

Pure Oil Ltd. closed the books of accounts on March 31, 2012 for which financial statement was finalized by the Board of Directors on September 04, 2012. During the month of December 2011, company under took the project of laying a pipeline across the country and during May 2012 engineers realized that due to unexpected heavy rain, the total cost of  the project will be inflated by ` 50 lakhs. How this should be provided for in the balance sheet of  2011-12 accordance to AS 4?

Solution: 

This event occurred after March 31, 2012 but before September 04, 2012 is an event occurring after the balance sheet date. But this event is not affecting financial position on the date of balance sheet therefore it should be disclosed in the financial statement by the directors.

Illustration 2

In preparing the financial statements of R Ltd. for the year ended 31st March, 2012, you come across the following information. State with reasons, how you would deal with this in the financial statements:
The company invested 100 lakhs in April, 2012 in the acquisition of another company doing similar business, the negotiations for which had started during the year.
Solution : 

Para 3.2 of AS 4 (Revised) defines "Events Occurring after the Balance Sheet Date" as those significant events, both favourable and unfavourable, that occur between the balance sheet date and the date on which the financial statements are approved by the Board of Directors in the case of a company. Accordingly, the acquisition of another company is an event occurring after the balance sheet date. However, no adjustment to assets and liabilities is required as the event does not affect the determination and the condition of the amounts stated in the financial statements for the year ended 31st March, 2012. Applying para 15 which clearly states that/disclosure should be made in the report of the approving authority of those events occurring after the balance sheet date that represent material changes and commitments affecting the financial position of the enterprise, the investment of ` 100 lakhs in April, 2012 in the acquisition of another company should be disclosed in the report of the Board of Directors to enable users of financial statements to make proper evaluations and decisions.
Illustration 3

A Limited Company closed its accounting year on 30.6.2011 and the accounts for that period were considered and approved by the board of directors on 20th August, 2011. The company was engaged in laying pipe line for an oil company deep beneath the earth. While doing the boring work on 1.9.2011 it had met a rocky surface for which it was estimated that there would be an extra cost to the tune of ` 80 lakhs. You are required to state with reasons, how the event would be dealt with in the financial statements for the year ended 30.6.2011.
Solution: 

Para 3.2 of AS 4 (Revised) on Contingencies and Events Occurring after the Balance Sheet Date defines 'events occurring after the balance sheet date' as 'significant events, both favourable and unfavourable, that occur between the balance sheet date and the date on which financial statements are approved by the Board of Directors in the case of a company'.
The given case is discussed in the light of the above mentioned definition and requirements given in paras 13-15 of the said AS 4 (Revised).
In this case the incidence, which was expected to push up cost became evident after the date of approval of the accounts. So that was not an 'event occurring after the balance sheet date'. However, this may be mentioned in the Directors’ Report.
Illustration 4

While preparing its final accounts for the year ended 31st March, 2012 a company made a provision for bad 
debts @ 5% of its total debtors. In the last week of February, 2012 a debtor  for ` 2 lakhs had suffered heavy loss due to an earthquake; the loss was not covered by any insurance policy. In April, 2012 the debtor became a bankrupt. Can the company provide for the full loss arising out of insolvency of the debtor in the final accounts for the year ended 31st March, 2012?

Solution:

As per paras 8.2 and 13 of Accounting Standard 4 on Contingencies and Events Occurring after the Balance Sheet Date, Assets and Liabilities should be adjusted for events occurring after the balance sheet date that provide additional evidence to assist estimation of amounts relating to conditions existing at the balance sheet date.

So full provision for bad debt amounting to ` 2 lakhs should be made to cover the loss arising due to the insolvency in the Final Accounts for the year ended 31st March, 2012. It is because earthquake took place before the balance sheet date.

Had the earthquake taken place after 31st March, 2012, then mere disclosure required as per para 15, would have been sufficient.
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