FINANCIAL REPORTING MAY 2018
(NEW COURSE)
PAPER SOLUTION
SOLUTION PREPARED BY PROF. ISRAR SHAIKH 
(VISITING FACULTY OF W.I.R.C.)

Solution 1 (a): CONSOLIDATION OF FINANCIAL STATEMENTS :  MARKS: 15
BALANCE SHEET OF HOLD LTD. AND ITS SUBSIDIARY FOR 31 st MARCH 2018
	
	₹
	₹

	Assets
	
	

	Non-current assets:
	
	

	Property, Plant, Equipment:
	
	

	Land and Building (3000000+3600000+2000000)
Plant and Machinery (WN1)
	
	86,00,000
86,00,000
-

	Current assets:
	
	

	Inventory (2400000+728000+300000)
	
	34,28,000

	Trade receivables (1196000+800000)
	
	19,96,000

	Cash and Cash Equivalents (290000+160000)
	
	4,50,000

	
	
	

	Total assets
	
	23074000

	Equity and liabilities
	
	

	Equity
	
	

	Ordinary shares of ₹10 each
	
	1,00,00,000

	Other Equity 
	
	99,84,000

	
	
	

	Non - Current liabilities: 
	
	-

	Current liabilities:
	
	

	Bank Overdraft
	
	16,00,000

	Trade payable (942000+348000+200000)
	
	14,90,000

	Total equity and liabilities
	
	23,07,4000



   Calculation of Goodwill / Capital Reserves:
	Cost of investments in Sub Ltd.
	
	68,00,000

	Less: Pre - dividend wrongly credited to P/L (4000000*10%)
	
	(4,00,000)

	(-) Share of Pre - net worth from Sub Ltd.
	
	(1,01,70,000)

	Capital Reserves:
	
	37,70,000




  Other Equity:
	Retained earnings of Hold Ltd.
Other Reserves of Hold Ltd.
	
	11,44,000
  48,00,000

	+ Share of Post reserves from Sub Ltd.
	
	6,70,000

	Less: Pre - dividend wrongly credited to P/L (4000000*10%)
	
	(4,00,000)

	Total:
	
	60,64,000

	+ Capital Reserves on Business Combination
	
	37,70,000

	Total:
	
	99,84,000



   Analysis of Net Worth of Sub Ltd.
	
	Pre net worth
	Post net worth

	Share Capital 
Retained earnings
Other reserves
Revaluation of assets
(1150000+2000000+300000-200000)
Depreciation (6months) (4000000*5%) – 150000 old depn.
	40,00,000
9,20,000
20,00,000

32,50,000
-
	-
7,20,000
-

-
(50,000)

	Total Equity = 
	1,01,70,000
	6,70,000


 Hold Ltd holds 100% stake in Sub Ltd.  Non – Controlling Interest is Nil. Hence entire net worth of Sub
Ltd is Hold Ltd’s share.
 WN1) Plant and Machinery:
Hold Ltd Plant and Machinery                 48,00,000
Sub Ltd  Plant and Machinery                 38,00,000  (4000000 - Depreciation 5%)
                                                                86,00,000  


Solution 1 (b): INSURANCE CONTRACT MARKS: 5
(i) It is an insurance contract unless the transfer of insurance risk is insignificant. The contract transfers mortality risk to the insurer at inception, because the insurer might have to pay significant additional benefits for an individual contract if the annuitant elects to take the life contingent annuity and survives longer than expected (unless the contingent amount is insignificant in all scenarios that have commercial substance).
(ii)	It is not an insurance contract at inception, if the insurer can re-price the mortality risk without constraints. 

(iii) The policyholder obtains an additional benefit because no MVA is applied on death or maturity. However, that benefit does not transfer insurance risk from the policyholder because it is certain that the policyholder will live or die and the amount payable on death or maturity is adjusted for the time value of money. The contract is an investment contract.
(iv) 	In individual or separate financial statements of entities: It is an insurance contract.
In the consolidated financial statement of the entity: The transaction gets eliminated.
(v) 	The contract is an insurance contract if it transfers significant insurance risk from entity B to entity A, even if some or all of the individual contracts do not transfer significant insurance risk to entity B.
Solution 2 (a) IND AS 102: CORPORATE RESTRUCTURING MARKS 10
(i) Journal entries in the books of Notorola Ltd.
Senovo Ltd                    A/C     Dr.   ₹     50cr
Loan Funds            A/C   Dr.   ₹  600cr
Current Liabilities   A/C   Dr.   ₹   800cr
             To Current Assets  A/C      1,000
             To Fixed Assets    A/C         200  (net) 
             To Capital Reserve  A/C      250 (gain)
(being transfer of assets and liabilities and consideration due)
Investments             A/C    Dr.   ₹   50cr
             To Senovo  Ltd.                        50cr
[bookmark: _GoBack](being consideration received)
Capital Reserve    A/C  Dr.         ₹ 50 cr
            To Investments    A/C             50cr
(being consideration distributed to share - holders)
(ii) Balance Sheet of Notorola Ltd. after Demerger:     (₹ in crore)       
	
	$
	$

	Assets
	
	

	Non-current assets:
	
	

	Fixed Assets (Cost)
Less: Depreciation
	500
(450)
	
50

	
	
	

	Current assets:
	
	400

	Total assets
	
	450

	Equity and liabilities
	
	

	Equity
	
	

	Ordinary shares of ₹10 each
	50
	

	Other Equity (150 + 250 – 50)
	350
	450

	
	
	

	
	
	

	Current liabilities:
	
	50

	Total equity and liabilities
	
	450



Notes to Accounts:
Changes in Equity: OTHER EQUITY
Capital Reserve:
Opening balance                            150
Addition:
Sale of Business                            250
Utilisation:
Distribution of consideration          (50)   350 cr


(iii) Balance Sheet of Senovo Ltd. after purchase:     (₹ in crore)       
	
	$
	$

	Assets
	
	

	Non-current assets:
	
	

	Fixed Assets (Cost)
Less: Depreciation
	1,000
(800)
	
200

	Goodwill on Business Combination 
	
	250

	Current assets:
	
	1,000

	Total assets
	
	1,450

	Equity and liabilities
	
	

	Equity
	
	

	Ordinary shares of ₹10 each
	20
	

	Other Equity 
	30
	50

	
	
	

	Non - Current liabilities: Loan
	
	600

	Current liabilities:
	
	800

	Total equity and liabilities
	
	450



Calculation of Goodwill:
Consideration – Net Assets = 50 – (200) = 250cr.
Share Capital in (iii):
2 crore Ordinary shares issued of face value ₹10 fully paid under the scheme of purchase of 
Business from Notorola Ltd.

Solution 2 (b) IND AS 108 OPERATING SEGMENT    MARKS 10
Segment information
(A) 	Information about operating segment: 
(1) the company’s operating segments comprise : Crushing and Refining.
(₹ in Lakhs)
	
	Revenue
	Crushing
	Refining
	Total

	1.
	External sales (gross)
	1,00,000
	35,000
	1,35,000

	
	GST
	(2,500)
	(1,500)
	(4,000)

	
	External sales (net)
	97,500
	33,500
	1,31,000

	
	Other operating income
	20,000
	7,500
	27,500

	
	Total Revenue
	1,17,500
	41,000
	1,58,500

	2.
	Results
	
	
	

	
	Segment results
	5,000
	2,000
	7,000

	
	Unallocated income (net of unallocated expenses)
	
	
	1,500

	
	Profit from operation before
	
	
	8,500

	
	interest, taxation and exceptional items
	
	
	

	
	Interest and bank charges
	
	
	1,000

	
	Profit before exceptional items
	
	
	7,500

	
	Exceptional items
	
	
	Nil

	
	Profit before taxation 
	
	
	7,500

	
	Income Taxes 
	
	
	

	
	-	 Current taxes
	
	975
	

	
	-	Deferred taxes 
	
	25
	(1,000)

	
	Profit after taxation
	
	
	6,500

	3.
	Other Information
	
	
	

	(a)
	Assets
	
	
	

	
	Segment Assets
	25,000
	15,000
	40,000

	
	Investments
	
	
	5,000

	
	Unallocated assets
	
	
	5,000

	
	Total Assets
	
	
	50,000

	(b)
	Liabilities/Shareholder’s funds
	
	
	

	
	Segment liabilities
	15,000
	5,000
	20,000

	
	Unallocated liabilities
	
	
	10,000

	
	Share capital
	
	
	5,000

	
	Reserves and surplus
	
	
	15,000

	
	Total liabilities/shareholder’s funds
	
	
	50,000

	(c)
	Others
	
	
	

	
	Capital Expenditure
	2,500
	1,000
	

	
	Depreciation
	500
	150
	

	
	Geographical Information
	India
(₹ )
	Outside
India 
(₹)
	Total
(₹)

	
	Revenue
	1,43,500
	15,000
	1,58,500

	
	Segment assets
	35,000
	5,000
	40,00

	
	Capital expenditure
	3,500
	
	3,500



Notes:
(i) 	The operating segments have been identified in line with the Ind AS 108, taking into account the nature of product, organisation structure, economic environment and internal reporting system.

(ii) 	Segment revenue, results, assets and liabilities include the respective amounts identifiable to each of the segments. Unallocable assets include unallocable fixed assets and other current assets. Unallocable liabilities include unallocable current liabilities and net deferred tax liability.

(iii) 	Corresponding figures for previous year have not been provided. However, in practical scenario the corresponding figures would need to be given.


Solution 3 (a) IND AS 109 / 32 FINANCIAL INSTRUMENTS  MARKS 8
Books of H Ltd (Holding company)
PV of Cash flows = 500 lakhs *0.7118 =₹ 3,55,90,000 
Initial recognition entry:
Pref. investments in Subsidiary A/C   Dr.     3,55,90,000
Investments in Subsidiary  A/C   Dr.            1,44,10,000
                          To Bank                           5,00,00,000
(recall in Financial instruments the different between fair value and cash paid in Staff
loan goes to Staff cost, Compound instruments goes to Equity, Government grants
goes to Deferred Grant or P/L, Investments in debt in Subsidiary goes to Investments account).
Subsequent accounting will be amortization of debt portion.
	Year
	Opening
	EIR 12%
	Cash flows
	Closing

	1
	3,55,90,000
	42,70,800
	Nil
	3,98,60,800

	2
	3,98,60,800
	47,83,296
	Nil
	4,46,44,096

	3
	4,46,44,096
	53,55,904
	(5,00,00,000)
	-



	Journal
	31st March 16
	31st March 17
	31st March 18

	Pref. investments A/c. Dr
            To Interest  A/c.
	42,70,800
        42,70,800
	47,83,296
          47,83,296
	53,55,904
          53,55,904

	Interest A/c. Dr
            To P / L A/c.
	42,70,800
        42,70,800
	47,83,296
          47,83,296
	53,55,904
          53,55,904

	Bank   A/c.   Dr.
            To Pref. investments A/c.
	-
	-
	5,00,00,000
5,00,00,000





Solution 3 (b) IND AS 109 FINANCIAL INSTRUMENTS  MARKS 8
The problem is a typical Financial instrument Cum Derivative Cum Speculative transaction.
As it is a speculative contract one has to mark to market.
Also the M-T-M difference goes to P/L account being “FVTPL”
	Date
	Particulars 
	Dr. (₹)
	Cr. (₹)

	1 / 1 / 2017
	No entry 
	-
	-

	31 / 3/ 2017 
	Fair value loss A/C  Dr. (P/L)
          To Derivative liability A/C.
(being forward contract marked to market)
	50,000
	
50,000

	30 / 6/ 2017 
	Derivative liability A/C. Dr.
           To Fair value gain A/C  Dr. (P/L)
(being forward contract marked to market)
	20,000
	
20,000

	30 / 9 / 2017 
	Derivative liability A/C. Dr.
Derivative asset   A/C. Dr.
           To Fair value gain A/C  Dr. (P/L)
(being forward contract marked to market)
	30,000
24,000
	

54,000

	31/ 12 / 2017
	Fair value loss A/C  Dr. (P/L)
          To Derivative asset A/C.
          To Derivative liability A/C.
(being forward contract marked to market)

Derivative liability A/C.  Dr.
                  To Cash  A/C.
(being forward contract settled)
	1,44,000




1,20,0001
	
24,000
1,20,000



1,20,000



Note 1  1,20,000  = (65 – 62)*40,000.

Solution 3 (c)CARBON CREDIT    MARKS 4              

	Inventories Dr B
           To Bank
(Being expenses incurred)
	2,00,000
	
2,00,000

	Year end:  Cost is > NRV hence no valuation entry
	
	

	Bank Dr
          To Sale of CER
(Being CERs sold) 180000*1.2
	2,16,000
	
2,16,000

	Profit / loss   Dr
        To Inventories
(Being cost recognised)
	2,00,000
	
2,00,000

	Sale of CER   Dr
       To Profit / loss
(Being sale a/c transferred to P/L)
	2,16,000
	
2,16,000





Solution 4 (a) IND AS 102 SHARE BASED PAYMENTS MARKS 10
Fair value of the option at the beginning = 20,000*95 = ₹19,00,000
	Particulars
	31 st March 2016
	31 st March 2017
	31 st March 2018

	Expected Numbers of employees to vest SAR
	19,000
(20000*95%)
	18,400
(20000*92%)
	17,800
(20000*89%)

	Fair Value
	110
	107
	112

	PRODUCT
	20,90,000
	19,68,800
	19,93,600

	Less: Cost recognised
	(19,00,000)
	(20,90,000)
	(19,68,800)

	Cost for the year:
	1,90,000
	(1,21,200)
	24,800



	Date
	Particulars
	Dr (₹)
	Cr (₹)

	1st April 2015
	Employee compensation A/C. Dr.
                      To Provision for SAR A/C.
(being employee compensation recognised)
	19,00,000

	
19,00,000

	31st March 2016
	Employee compensation A/C. Dr.
                      To Provision for SAR A/C.
(being employee compensation recognised)
	1,90,000
	
1,90,000

	31st March 2017
	Provision for SAR A/C.
             To Employee compensation A/C. 
(being excess employee compensation reversed)
	1,21,200
	
1,21,200

	31st March 2018
	Employee compensation A/C. Dr.
                      To Provision for SAR A/C.
(being employee compensation recognised)
	24,800
	
24,800


Note:
1) As the vested period is already expired, amortisation of employee cost is not applicable.
2) Employee compensation annually is transferred to P/L account.
3) Provision for SAR (Stock Appreciation Right) is a liability and not Equity for the entity.

Solution 4 (b) IND AS 16 and 40 PPE AND INVESTMENT PROPERTY MARKS 10
Property 1 and Property 2 is owner occupied property and hence it is to be covered by Ind AS 16 Plant, Property, Equipment. Property 3 is covered by Ind AS 40 as it is let out on rental basis. Investment Property is that property which is held exclusively to earn rentals and capital appreciation.  
Following mistakes Stars Ltd. had incurred while preparing its accounts:
1) Property 1 and Property 2 is owner occupied property and hence it is to be covered by Ind AS 16 Plant, Property, Equipment. But Property 3 is Investment property as per Ind AS 40. Stars Ltd has treated all the Assets under Ind AS 16 which is incorrect. The 3rd Property is not Plant, Property and Equipment. 
2) As per Ind AS 16 PPE should be either at Cost model or Revaluation model. This model is to be applied on the entire class of assets. It means either Cost model or revaluation model will be applied on both Property 1 and 2. One cannot apply cost model on one asset and revaluation model on another.
3) The third Property which is wrongly classified as Investment Property should not be revalued. It means as per Ind AS 40 Investment Property should be valued strictly @COST MODEL. Revaluation model is prohibited. 
4) No depreciation is charged on the assets. Full years depreciation is to be charged as per Ind AS 16 
as well as Ind AS 40.
CORRECT TREATMENT AS PER IND AS:
If Stars Ltd adopts COST MODEL:
	Balance Sheet (extract):
	
	P/L Statement (extract):
	

	Non - Current assets:
Plant, Property, Equipment:
Property 1 (30000-3000) 
Property 2 (20000-2000)

Investment Property:
Cost less Depreciation
(24,000 – 2400)
(Fair value ₹27,000)
	

27,000
18,000



21,600
	Depreciation on:
Plant, Property, Equipment:
Factory 1: 
Factory 2:

Depreciation on:
Investment Property:

	

3,000
2,000


2,400



If Stars Ltd adopts REVALUATION MODEL:
	Balance Sheet (extract):
	
	Other Comprehensive Income Statement (extract):

	Non - Current assets:
Plant, Property, Equipment:
Property 1 (Fair Value) 
Property 2 (Fair Value)

Investment Property:
Cost less Depreciation
(24,000 – 2400)
(Fair value ₹27,000)
	

32,000
22,000



21,600
	Revaluation Surplus:
Plant, Property, Equipment:
Factory 1: 
Factory 2:

· P/L statement remains same under revaluation model.

	

2,000
2,000





Remember Investment 

Solution 5 (a) CORPORATE SOCIAL REPORTING MARKS 8
Provisions of section 135 regarding CSR:
Every company having either:
Net worth ₹500 crores or more or
Turnover of ₹1,000 or more or
Net profit of ₹5 crore or more 
during any financial year shall constitute a Board CRS Board. The Board should
consists of at least 3 or more directors (including at least 1 independent director).
Role played by CSR Committee:
The CSR Committee shall – formulate and recommend to Board an appropriate CSR policy indicating
the activities to be undertaken by the company as specified in Schedule VII. It should also consider and
explain the amount of expenditure to be incurred on the above activities. 
The CSR committee is also required to monitor the CSR policy from time to time. 
Applicability of CSR Act on XYZ Limited: (any 1 condition should be satisfied) 
Net worth ₹500 crores or more  Not satisfied
Turnover of ₹1,000 or more  Not satisfied
Net profit of ₹5 crore or more Satisfied in the year 31st March 2017.
XYZ Ltd should form CSR committee.

Solution 5 (b) IND AS 17 LEASE MARKS 12
Books of Sky Ltd. (LESSEE)
Step 1: Calculation of PV of MLP (Cash flows)
PV = 100000*2.486 + 20000*0751 = ₹2,63,620
MLP should excludes any cost of taxes / insurance reimbursed by the lessee to the lessor. 
Step 2: Calculation of annual finance expense
	Year
	Opening
	EIR 10%
	Cash flows
	Closing

	1
	263620
	26362
	(100000)
	189982

	2
	189982
	18998
	(100000)
	108980

	3
	108980
	11020
	(120000)
	-



(i) As per Ind AS 17 the Lessee should recognise the Financial interest in the Asset at its lower of (Fair Value or PV of MLP) = lower of (263620 or 264000) = ₹2,63,620
Entry on 1/4/2014 :
Asset   A/C   Dr.     2,63,620
                 To Lessor  A/C      2,63,620
(being initial recognition of asset)
(ii) and (iii)Journal entry: 
	Year
	31 st March 2015
	31 st March 2016
	31 st March 2017

	
Depreciation A/C Dr
          To Asset
(being depn charged)

Finance expense A/C Dr.
          To Lessor A/C.
(being interest accrued)

Insurance exp. A/C Dr.
     To Lessor  A/C   Dr
(being insurance charges due)     

Lessor  A/C   Dr.
          To Bank
(being insurance and MLP paid)

· Insurance, interest and depreciation will be transferred to P/L.
	
87,207
                87,207


26,362
                 26,362


2,000
                2,000



1,02,000
       1,02,000





	
87,207
                87,207


18,998
                18,998


2,000
                   2,000



1,02,000
         1,02,000





	
87,207
                87,207


11,020
               11,020


2,000
               2,000



1,22,000
        1,22,000
(including RV)








(iv) In the first year lease payables will be presented as follows:
Non - Current Liability:            Current Liability:                           Total Liability 
Lessor :     ₹1,08,980                  Lessor :  ₹81,002                          =    ₹1,89,982

Solution 6 (a) CFS – AS – 21   MARKS 10
Initial Goodwill / Capital Reserve
	Particulars
	Total
	Share of XYZ
	MI

	Share Capital 
Pre – Reserves
	20,00,000
1,60,000
	70%
	30%

	
	21,60,000
	15,12,000
	6,48,000

	Less: Cost of investments 
	
	20,00,000
	

	Goodwill
	
	4,88,000
	



(i) Statement showing Minority Interest balance
	Year
	Opening balance
	P/L
	Share
	Closing balance
	Adjusted against XYZ Cum. Bal.

	2010-11
	6,48,000
	(5,00,000)
	(150,000)
	4,98,000
	

	2011-12
	4,98,000
	(8,00,000)
	(240,000)
	2,58,000
	

	2012-13
	2,58,000
	(10,00,000)
	(300,000)
	Nil
	(42,000)

	2013-14
	Nil
	(2,40,000)
	(72,000)
	Nil
	(1,14,000)

	2014-15
	Nil
	1,00,000
	30,000
	Nil
	(84,000)

	2015-16
	Nil
	2,00,000
	6,00,000
	Nil
	(24,000)

	2016-17
	Nil
	3,00,000
	90,000
	#66,000
	Nil


66000 = (24000) + 90000 share
(ii) Annual Goodwill / Capital Reserve = ₹4,88,000 per annum. It will not change unless until it is impaired. 

Solution 6 (b) E - Commerce  MARKS 6
	Books of Vendor “See”
	
	Books of E -Commerce “Bee”
	

	Purchase a/c Dr.
IGST credit receivable Dr.
            To Kee
(being inter state purchase)
	10,00,000
1,80,000
11,80,000
	Pee (Buyer) a/c Dr.
            To See (Vendor)
(being sale of Laptop to Pee)
	1,7,70,000
17,70,000

	Pee a/c Dr.
             To Sales
              To IGST payable a/c 
(being inter state sale)
	17,70,000
15,00,000
2,70,000

	See (Vendor) a/c Dr.
         To Commission income
         To IGST payable a/c 
(being commission due) 
	35,400
30,000
5,400


	Commission a/c  Dr.
IGST credit receivable a/c Dr.
              To Bee (E-Comm)
(being commission due)
	30,000
5,400
35,400
	Bank   a/c  Dr.
    To Pee (Buyer) a/c 
(being receipt of payment from Pee)
	17,70,000
17,70,000

	Cash a/c. Dr.               
Bee (E-Comm)  a/c Dr.
              To Pee a/c      
(being net balance collected from Pee)
	17,34,600
35,400
17,70,000
	See (Vendor) a/c. Dr.               
          To Bank a/c
(being net balance paid to See)
	17,34,600
17,34,600

	IGST payable a/c  Dr
       To IGST credit receivable a/c
       To Cash / Bank
	2,70,000
1,85,400
84,600
	IGST payable a/c  Dr
       To Cash  a/c
(being GST settled)      
	5,400
5,400




Solution 6 (c) IND AS 18 REVENUE RECOGNITION  MARKS 18
Recognition of revenue including credit points:
Year 1:
Cash  A/C.   Dr.     xxxx
           To Sales           A/C.                xxx
           To Deferred Sales          ₹10,000  (8000 points*1.25)
Deferred Sales   A/C   Dr.      5,000    redemption of points  (4000 / 8000)*10,000
            To Sales                          5,000

Year 2:
Deferred Sales   A/C   Dr.      4,000   
            To Sales                         4,000
redemption of points =  [(4000+4100) / 9000)*10,000 – already recognised 5000] = ₹4,000
     
Year 3:
Deferred Sales   A/C   Dr.      1,000   
            To Sales                         1,000
redemption of points =  [10,000 – 5,000 – 4,000] = ₹1,000
  

OR
Solution 6 (c)    INVENTORY VALUATION IND AS – 2 MARKS 4
As per Ind AS 2 Fixed overhead is added to cost of goods based on normal capacity levels. First Step is to calculate “Absorption rate”.
Absorption rate = Fixed overhead / Normal capacity = 30,00,000 / 10,00,000 = ₹3 per unit.
	
	Actual production
7,50,000
	Actual production
15,00,000

	Fixed production overhead incurred
Less: Absorbed (actual units*3)
	30,00,000
(22,50,000)
	30,00,000
(30,00,000)

	Charged to P/L
	7,50,000
	Nil


As per Ind AS -2 FPOH will be ₹22,50,000 and ₹30,00,000 respectively.
Also cost per unit charged to inventory will be ₹3 and ₹2 respectively. 
