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Q1(a) Solution

Discontinuing operation is relatively large component of an enterprise which is major line

of business or geographical segment, that is distinguishable operationally or for financial reporting such component of business is being disposed on the basis of an overall plan in its entirety or in piecemeal. Discontinuance will be carried either through demerger or spin-off, piecemeal disposal of assets and settling of liabilities or by abandonment.

In the given case, it is not a discontinuing operation.

Q1(b) Solution
As per para 23 of AS-26, intangible assets should be measured initially at cost therefore. J Ltd. should amortize the trademark at its cost of Rs.50 lakhs. The unamortized cost on the seller’s books Rs.35 lakhs is irrelevant to the buyer. Although the trademark has a remaining useful life of 14 years, intangible assets are generally amortized over a maximum period of 10 years as per AS-26.

Therefore, the maximum amortization expense and accumulated amortization is Rs.5 lakhs (Rs.50 lakhs/10).

Q1(c)Solution
Carrying amount of the asset: [3.2 – (3.2 – 0.4) x 39/60] = 1.38 crores.

Time period for use of the asset: 1.1.2007 to 31.3.2010 = 39 months

Total life period of the asset= 5 years = 60 months.

Recoverable amount: being the higher of present value and net selling price = Rs.1.3 crores.

Impairment Loss= Rs(1.38 – 1.3) crores= Rs.0.08 crores.

Q1(d)Solution 

There is a probable present obligation as a result of past obligating event. The obligating

event is the sale of the product. Provision should be recognized as per AS-29. The best estimate for provision is Rs. 2,000 ( Rs.20 lakhs x 0.1%).

Q2 Solution 

Please refer to pages 216-217 for solution 

Q3 Solution 

Please refer to pages 172-175  for solution. Balance sheet year in the solution will be 2011 & not 2009.
Q5(a) Solution 

Borrowing costs: Borrowing costs are interest and other costs incurred by an enterprise in connection with the borrowing of funds. As per para 4 of AS 16 on Borrowing Costs, borrowing costs may include : 
(i)Interest and commitment charges on bank borrowings and other short-term and long-term borrowings; 
(ii) Amortization of discounts or premiums relating to borrowings ; 
(iii) Amortization of ancillary costs incurred in connection with the arrangement of borrowings; 
(iv)Finance charges in respect of assets acquired under finance leases or under other similar arrangements; and 
(v)Exchange differences arising from foreign currency borrowings to the extent that they are regarded as an adjustment to interest costs.
Q5(b) Solution 

Embedded Derivative: An embedded derivative is a component of a hybrid (combined) instrument that also includes a non-derivative host contract—with the effect that some of the cash flows of the combined instrument vary in a way similar to a stand-alone derivative.

Q5(c) Solution 

Held-to-maturity investments are non-derivative financial assets with fixed or determinable payments and fixed maturity that an entity has the positive intention and ability to hold to maturity other than:

(a) those that the entity upon initial recognition designates as at fair value through profit or loss;

(b) those that meet the definition of loans and receivables; and

(c) those that the entity designates as available for sale.

An entity should not classify any financial assets as held to maturity if the entity has, during the current financial year or during the two preceding financial years, sold or reclassified more than an insignificant amount of held-to-maturity investments before maturity (more than insignificant in relation to the total amount of held-to-maturity investments) other than sales or reclassifications.
Q5(d) Solution 

(c) Effect of Uncertainties on Revenue Recognition

Para 9 of AS 9 on “Revenue Recognition” deals with the effect of uncertainties on Revenue Recognition.

The para states:

(i) Recognition of revenue requires that revenue is measurable and at the time of sale or the rendering of the service it would not be unreasonable to expect ultimate collection.

(ii) Where the ability to assess the ultimate collection with reasonable certainty is lacking at the time of raising any claim, e.g., for escalation of price, export incentives, interest etc. revenue recognition is postponed to the extent of uncertainty involved. In such cases, it may be appropriate to recognise, revenue only when it is reasonably certain that the ultimate collection will be made. When there is uncertainty as to ultimate collection, revenue is recognised at the, time of sale or rendering of service even, though payments are made by instalments.

(iii) When the uncertainty relating to collectability arises subsequent to the time of sale or rendering of the service, it is more appropriate to make a separate provision to reflect the uncertainty rather than to adjust the amount of revenue originally recorded.

(iv) An essential criterion for the recognition of revenue is that the consideration receivable for the sale of goods, the rendering of services or from the use by others of enterprise resources is reasonably determinable. When such consideration is not determinable within reasonable limits; the recognition of revenue is postponed.

(v) When recognition of revenue is postponed due to the effect of uncertainties, it is considered as revenue of the period in which it is properly recognised.

