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AS – 30 :: Financial Instruments

Financial Instruments: It is a contract that gives rise to a

· Financial Assets of one entity; and

· Financial Liability or Equity Instrument of another entity

Financial Asset:

· Cash in Hand/ Bank.

· Equity Instrument of Another Entity (Shares of another company)

· A contractual right to receive cash or another financial asset from another entity

Common examples of Financial assets are cash at Bank, Debtors, Bills Receivable, Loans received, Deposits & Advances.



Categories of Financial Assets

· Financial Assets at fair Value through Profit or Loss

(FVTPL)
(i) Designated upon initial Recognition
(ii) Held for Trading

· Available for sale





(AFS)
· Help to Maturity Investments




(HTM)
· Loans & Receivables

· Cash in hand & Bank

Financial Liability:
A contractual Obligation to deliver cash or another financial asset to another entity Common examples of financial liabilities are Creditors, bills payable and Loan payable.



Categories of Financial Liabilities
· Financial Liabilities at Fair Value through Profit or Loss

(i) Designated upon initial Recognation

(ii) Held for Trading

· Financial Liabilities measured at amortised Cost

Derivative:

A derivative is a financial instrument with all three following characteristics:

1. Its value changes
2. It requires no initial net investment or requires negligible initial investments
3. It is settled at future date
Financial Assets/Liabilities at Fair Value through Profit & Loss (FVTPL)

It is a financial assets or liabilities that meet either of the following conditions:

1. It is classified as held for trading. The assets/liabilities is held for trading if it is

· Acquired or incurred principally for the purpose of selling or repurchasing it in the near term; or

· Part of a portfolio of identified financial instruments that are managed together and for which there is evidence (other than hedging instrument)
2. It is designated as FVTPL upon initial Recognition.  

Investment in equity instrument that do not have a quoted market price in an active market and whose fair value cannot be reliably measured should not be designated as FVTPL.

Initial Measurement:

The assets should be recognized at fair value on the date of acquisition . The difference between fair value and the cost including direct should be transferred to Profit & Loss account.

Subsequent Measurement :

The assets should continue to be valued at fair value without any deduction for transaction costs on disposal of the same. However, the assets whose fair value cannot be measured reliably must continue to be valued at cost.

Gains & Losses:

A gain or loss on a financial assets or liability classified as at FVTPL should be recognized in the statement of profit and loss.
Reclassification (In easy sense):

Once designated, finally designated. (No in and out from this group is allowed)

Disclosures:

AS-32 on Financial Instruments: Disclosures requires the entity to provide disclosures about financial assets and financial liabilities it has designated as at FVTPL.

Available for Sale Financial Assets (AFS):

The are those non-derivative financial assets that are designated as available for sale or are not classified as 


(a) Loans & Receivables





(b) HTM Investments





(c) FVTPL Investments

Initial Measurement:

The assets should be recognized at fair value +directly attributable transaction cost.

Subsequent Measurement:

Measured at fair value (As Silent on Initial directly attributable cost.

Gains & Losses:

A gain or loss on valuation of AFS assets is transferred to Investment Revaluation Reserve except for Impairment Loss or Foreign Exchange Gain/Loss.

Upon de-recognition, the balance of Investment Revaluation Reserve should be recognized in Profit & Loss Account.

Dividend and effective interest on AFS investment should be recognized in the Profit & Loss account . Dividend is recognized when right to received is established (AS-9).

Reclassification
Permitted to be transferred from AFS to HTM or at Cost on fulfillment of three conditions:

· Change of intention (Say to be kept till maturity)

· Fair Value no longer available

· In preceding two years, assets from HTM have not been sold

The fair value as on the date of classification becomes cost. The balance in Investment Revaluation Reserve should either remain in the same reserve or should be amortized in remaining maturity period. 

Held to Maturity Investments (HTM)
These are non derivative financial assets with determinable payments and fixed maturity that an entity has the positive intention and ability to hold till its maturity other than those that:

· Has been designated as FVTPL upon initial recognition

· Meets the definition of Loans & Receivables

· Has been designated as AFS

An entity should not classify any financial assets as HTM if the entity (during current year+2 preceding year) has sold or reclassified major HTM Investments before maturity other than sales or reclassification done that:

· Are very close to maturity (say 3 months)
· Occur after the entity has collected substantially principle amount of investment
· Are attributable to an isolated event and non recurring nature and that is beyond the entity’s control.

Initial Measurement:

The assets should be recognized at fair value+directly attributable transaction cost.

Subsequent Measurement:

Measured at amortized cost using the effective interest method

Gains & Losses:

Interest calculated using the effective interest method should be recognized in the statement of profit or loss.

A gain or loss on de-recognition (say sale) is recognized in the P&L account.

Reclassification:

Permitted from HTM to AFS if intention to keep the asset till maturity has changed. Difference between carrying amount and fair value should be transferred to Investment Revaluation Reserve.

Loans & Receivables

These are non-derivative financial assets with fixed or determinable payments that are not quoted in active market other than:

· Those that have been classified as HFT or FVTPL

· Those that have been classified as AFS

Measurement:

Short Term receivables are measured at original invoice amount.

Long term and receivables are measured at amortized cost using the effective interest method.

Valuation of Financial Assets
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Illustration 1.

Jyoti Limited sold goods of Rs. 100000 to Deepak Limited on a deferred credit terms of 2 years. Pass necessary JE in respective years. Effective Interest 10%.
Illustration 2.

Manish Limited issued 10,000 9% debentures of Rs. 100 each at issue price of Rs. 110. The tenure of debentures is 5 years. The issue expense is Rs. 14,000. The redemption price is Rs. 120. Prepare Debentures account in the Books of Manish Limited.
Illustration 3.










                    

A Ltd. borrows Rs. 10 lakh from B Ltd. under the following terms:

(a) The loan will carry 5% annual rate of interest, payable at the end of each year.

(b) A Ltd. will make immediate payment of an origination fee of Rs. 70,000 to B Ltd.

(c) The principal will be repaid in two installments, Rs. 4 lakh at the end of year 3 and Rs. 6 lakh at the end of year 5.

Illustration 4.

Sarfaraz Limited advanced Rs. 1 Lac to Sonu Limited at an interest Rate of 8% p.a. for 5 years. The effective interest for such kind of Loan is 10% p.a. Prepare Loan Account in the Books of Sarfaraz Limited.

Illustration 5. 
Friendly  Ltd. granted Rs. 100 lakhs as loan to its employees on 1st January, 2009 at a concessional rate of interest of 4 % p.a. on the condition that the loan is to be repaid in five equal annual installments along with interest thereon. You are informed that the prevailing lending rate for such risk profiles is10% p.a. You are required to find out at what value the loan should be recognized initially and the amount of  annual amortization till closure thereof. Show Journal Entries with appropriate narrations that will be recorded in the company books in the year 2009.
The present value of Rs. 1 receivable at the end of each year on discount factor of 10% can be taken as:




Year 


1.

0.9090







2.

0.8263







3.

0.7512







4.

0.6829

  





5.

0.6208

IIlustration 6.










                       

On March 30, 2006, fair value per ordinary share of A Ltd. was Rs. 45. On this dare, B Ltd. committed to buy 10000 of these shares at fair value. B Ltd. paid the price and accepted delivery of these shares on  April 3, 2006. B Ltd. closed its annual accounts on March 31, 2006. Fair value of A Ltd. shares was Rs. 45.40 on March 31, 2006 and Rs. 45.30 on April 3, 2006.














Show journal entries in the books of B Ltd. in respect of above in the following three cases:

(a) B Ltd. classifies its investment in A Ltd. as ‘financial asset held-to-maturity’

(b) B Ltd. classifies its investment  in A Ltd. as ‘financial asset available for sale’

(c) B Ltd. classifies its investments in A Ltd. as ‘financial asset at fair value through profit or loss’

Illustration  7.












At the beginning of year 1, an enterprise issued 20,000 convertible debentures with face value Rs. 100 per debenture, at par. The debentures have six-year term. The interest at annual rate of 9% is paid half-yearly. The bondholders have an option to convert half of the face value of debentures into 2 ordinary shares at the end of year 3. The bondholders not exercising the conversion option will be repaid at par to the extent of Rs. 50 per debenture at the end of year 3. The non-convertible portion will be repaid at 10% premium at the end of year 6. At the time of issue, the prevailing market interest rate for similar debt without conversion option was 10%.







Compute value of embedded derivative.



















	Solution: 7
	
	
	
	

	
	
	
	
	
	

	Compute value of Embedded derivative.
	
	

	
	
	
	
	
	

	Half Year
	Cash Flow    Rs.`000
	Discounted Factor(10/2)@5%
	Present Value  Rs. `000

	(1-6)
	20000*100*9%/2
	90
	5.076
	456.84

	
	
	
	
	

	        (7-12)
	
	45
	3.787
	170.42

	12
	 
	1100
	0.557
	612.70

	 
	Value of Host (Lability component)
	1239.96

	
	
	
	
	
	

	Calculation of Emdedded derivative( Equity Component)

	
	
	
	
	
	

	
	Issue Proceeds
	
	
	2000.00

	
	Less: Value of Host ( LiabilityComponent)
	1239.96

	
	Value of embedded derivative(Equity Component) Blancing Figure
	760.05


Illustration 8.











Certain callable debentures are issued at Rs. 60. The value of similar debentures without call or equity conversion option is Rs. 57. The value of call as determined using Black and Scholes model for option pricing is Rs. 2.
Determine values of liability and equity component.

	Solution: 8
	
	
	
	

	A callable bond is one that gives the issuer a right to buy the bond from the bondholders at a specified price. This Feature in effect is a call option written by the bond holder. The Option Premium value of call is payable by the issuer.

	
	
	
	
	
	

	1. Calculation of Liabilty Component:
	Rs.
	

	
	
	
	
	
	

	Liability component(disregarding the call)
	57
	

	Less: Value of call payable by issuer
	2
	

	Liability component
	
	55
	

	
	
	
	
	
	

	2. Calculation of Equity Component
	
	

	
	
	
	
	
	

	 Value of  Callable Convertible debentures
	60
	

	Less:  Liability component
	
	55
	

	Equity Component
	
	5
	


Illustration 9.












A Ltd. has lent Rs. 50,000 yielding 18% interest p.a. for 10 years. The company transferred the right to receive principal Rs. 50,000 on maturity and the right to receive 14% interest per year. Of the balance 4%  interest,  2% is due to the transferor, i.e. A Ltd. as service fee for collection of principal and interest. The expected cost for collection etc. is Rs. 400. A Ltd. has retained the right to receive the remaining 2%  interest per year.










Show import accounting entries in books of A Ltd. Assume expected yield rate 13% p.a
	Solution:9
	
	
	
	
	

	
	
	50000
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	Principal Transferred 50000
	14%
	
	4%
	
	

	
	
	Transferred  Interest
	
	
	

	
	
	
	
	
	
	

	
	
	
	        2%
	2%
	
	

	
	
	
	Interest Retained
	
	For Service Charges

	
	
	
	
	
	
	

	Particulars
	Interest Transferred @ 14%
	Principal Transferred
	Interest Retained     @ 2%
	Service @ 2%

	Cash Flow
	 
	                  7,000 
	            50,000 
	                1,000 
	               1,000 

	Less: Cost of servicing loan
	                         -   
	                     -   
	                       -   
	                   400 

	Net Cash Flow
	                  7,000 
	            50,000 
	                1,000 
	                   600 

	Year
	 
	(1-10)
	10
	(1-10)
	(1-10)

	DF(13%)  (Annuity Value)
	5.43
	0.29
	5.43
	5.43

	Fair Value of components
	                38,010 
	            14,500 
	                5,430 
	               3,258 

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	Particulars
	Fair Value
	Carrying Amount

	
	Amount
	Amount
	Ratio to Bifurcate
	Amount

	Principal Transferred
	                14,500 
	 
	 
	 

	Interest Transferred
	                38,010 
	            52,510 
	 50000/61198     *52510 
	             42,902 

	Service Asset
	 
	 
	              3,258 
	 50000/61198     *3258 
	               2,662 

	Interest Strip
	 
	 
	              5,430 
	 50000/61198     *5430 
	               4,436 

	Total
	 
	 
	            61,198 
	              61,198 
	             50,000 

	
	
	
	
	
	
	

	Journal Entry
	
	
	
	
	

	In the books of A limited
	
	
	
	

	
	Amount
	Amount
	

	1
	Cash A/c …………………....Dr    
	52510
	
	

	
	           To Loan
	
	
	42902
	

	
	           To Profit & Loss Account
	
	9608
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	2
	Servicing Asset A/c …………………..Dr
	2662
	
	

	
	Interest Strip
	
	4436
	
	

	
	             To Loans
	
	
	7098
	

	
	
	
	
	
	
	


Illustration 10.












On 1st April, 2008 Sigma Ltd. issued 6% Convertible debentures of face value of Rs. 100 per debenture at per. The debentures are redeemable at a premium of 10% on 31-03-2012 or these may be converted into ordinary shares at the option of the holder, the interest rate for equivalent debenture without conversion rights would have been 10%. Being a compound financial instrument, you are required to separate equity and debt portions as on 01-04-2008. Equity portion is Rs. 1,85,400. Find out the debt portion (Debenture amount). The present value of Rs. 1 receivable at the end of each year based on discount rates 0f 6% and 10% can be taken as:

                  End of Year                                    6%                                            10%

                          1                                              0.94                                           0.91

                          2                                             0.89                                            0.83

                          3                                             0.84                                            0.75

                          4                                             0.79                                            0.68   

	Solution:10
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	Let the total proceeds of the issue is= Rs X
	
	
	
	

	Hence, Intereset payable every year=6% on Rs. X=.06X
	
	
	

	Present Value of Interest at 10 % discount=0.06X* cumulative discount factor of 4 years

	
	
	
	
	
	=
	0.06X*3.17=0.1902X
	

	
	
	
	
	
	
	
	
	
	

	Amount refundable(as amount have to be redeemed at 10% Premium =1.10*X

	Present Value of 1.10X at 4th Year=1.10X*0.68=0.748X
	
	
	

	Therefore, total present value of debentures =0.1902X+0.748X=0.9382X
	

	
	
	
	
	
	
	
	
	
	

	Hence, amount of equity=X-0.9382X= Rs. 185400
	
	
	
	

	
	
	
	0.0618X
	=
	Rs.185400
	
	
	
	

	
	
	
	X=185400/0.0618
	
	
	
	

	
	
	
	   =
	             3,000,000 
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	Therefore,total Proceeds of the issue is Rs. 3000000
	
	
	
	

	Debt Portion:  Rs.(3000000-185400)
	=
	Rs.2814600
	
	
	
	


Illustration 11:

Mr. A purchases the following units of Equity Index Futures:

	Sr No
	Name of Future Contract
	Date of Purchase
	Date of Expiry
	Contract Price p.u.
	Contract Multiplier (Units)

	1
	EF1
	28.03.07
	May’07
	1,420
	200

	2
	EF2
	29.03.07
	June’07
	4,280
	50

	3
	EF1
	29.03.07
	May’03
	1,416
	200


Daily Settlement prices of EF series are as under:

Date


EF1 (May Series)


EF2 (June Series)

28.03.07


1,410




4,000

29.03.07


1,428




4,300

30.03.07


1,435




4,270

31.03.07


1,407




4,290


01.04.07


1,415




4,250

02.04.07


1,430




-

03.04.07


1,442




-

200 units of EF1 series is settled on 2nd April’07 and balance 200 units of EF1 is settled in 3rd of April’07. EF2 series is settled on 1st of April’-7.

Prepare Mark to Market – EIF Account and Extract of Balance Sheet as on 31.03.07.

Illustration 12:

Mr. X buys the following Equity Options and the seller/writer of these options is Mr. Y.

	Date of Purchase
	Nature of Option
	Expiry Date
	Premium per Unit
	Units
	Strike Price

	28.03.07
	NIFTY – Call
	29.05.07
	15
	200
	880

	28.03.07
	NIFTY – Put
	29.05.07
	20
	200
	885


Assume Calendar year as accounting year. Pass necessary entries in the books of X  if the price on expiry is:

A]
Rs. 875

B]
Rs. 890

Fair Value of the Premium on 31.03.2007—



Call Option—6



Put option--28

Ilustration 13. 

Mr. X buys the following Equity Options and the seller/writer of these options is Mr. Y.

	Date of Purchase
	Nature of Option
	Expiry Date
	Premium Per Unit as on Date of Purchase
	Premium per Unit as on 31.03.07
	Units
	Strike Price

	28.03.07
	NIFTY – Call
	29.05.07
	15
	6
	200
	880

	28.03.07
	NIFTY – Put
	29.05.07
	20
	28
	200
	885


Mr. X and Mr. Y follow the financial year (April to March) as the accounting year. 

Prepare extracts of Balance Sheet in the Books of Mr. X & Mr.Y.

Solution:

Extracts from Balance Sheet in the Books of Mr. X

Liabilities


Amount
Assets




Amount

Profit & Loss Account

    (200)

Current Assets and Loans & Advance







Equity Index Options Premium A/c
7000







Less: Provision for Loss on Equity







         Index Options


  200
     6800

Working Note:

Calculation of Provision for loss on Equity Options Premium Payment:









Call Option
Put Option
Total

Premium Paid






       3000
     4000
 
7000

Less: Premium existing on BS Date for the Strike Price
       
       1200
     5600
 
6800

Net Provision Required




     
       1800
    (1600)
  200

Extracts from Balance Sheet in the Books of Mr. Y :
Liabilities




Amount
Assets

Amount

Profit & Loss Account

    
       Nil
Current Assets and Loans & Advance

Current Liabilities & Provisions 




Equity Index Options Premium A/c
7000



 Less: Provision for Loss

      0
     7000

Working Note:

(No Provision is required to be made by Mr. Y as net Premium on the BS date is lower than actual amount received.)

Illustration 14.











On April 1, 2006, A Ltd. borrowed Rs. 10 lakh at annual fixed interest rate of 7% payable half-yearly. The life of the loan is 4 years with no per-payment permitted. The company expected the interest rate to fall and on the same day, it entered into an interest rate swap arrangement, whereby the company would pay 6-month LIBOR and would receive annual fixed interest of 7% every half-year. The swap effectively converted the company’s fixed rate obligation to floating rate obligation.

The follow value of swap and debt are available







Value of swap


Value of debt







Rs. Lakh

Rs. Lakh

April 1, 2006




+0.2



10.2

March 31, 2007




-0.1



9.9

Six-month LIBOR on April 1, 2006 was 6% that on October 1, 2006 was 8%.


Show important accounting entries in respect of the swap arrangement.






                                          

llustration 15.

Aakshaya Ltd. Has given 12.50% fixed rate loan to its subsidiary Shaya Ltd. Aakshaya Ltd. Measures this loan at an amortised cost of Rs. 2,50,000. Aakshaya Ltd. Has plant to hive off the receivable at a later stage and as a measure to safeguard against fall in value of its due enters into a pay-fixed, received floating interest rate swap to convert the fixed interest receipts into floating rate receipts. Aakshaya Ltd. Designates the swap as a Hedging instrument in a fair value hedge of the Loan Asset.

Over the following months market interest rates increase and Aakshaya Ltd. Earns interest income of Rs.25,000 on the loan and Rs. 1,000 as net interest payments on the swap. The Fair value of the Loan Assets decreases by Rs. 5,000 while that of the interest rate swap increases by 5,000. You are informed that all conditions required for the Hedge Accounting are satisfied. You are required to pass Journal Entries, with suitable narrations, in the books of Aakshaya Ltd.To record the above transaction.






(May 2010-Old Courese,6 marks)
	Soulution: In the books of Aakshaya Ltd

	Journa l Entries

	S. N
	Particulars
	Amount  
	Amount  

	 
	Cash A/c ……………..Dr
	25000
	 

	 
	           To   Interest A/c
	 
	25000

	 
	
	 
	 

	 
	Derivative A/c………… Dr
	5000
	 

	 
	           To   Hedging Gain Account
	 
	5000

	 
	
	 
	 

	 
	Hedging loss Account………. Dr
	5000
	 

	 
	                   To  Loan to Shaya Ltd. Account
	 
	5000

	 
	
	 
	 

	 
	Cash A/c ……………..Dr
	1000
	 

	 
	           To   Interest A/c
	 
	1000

	 
	 
	 
	 


llustration 16.

 A ltd has given a 12.50% fixed rate loan to one of its subsidiaries,G ltd.A ltd measure this loan at  an amortised cost of Rs. 250000. A ltd. plans to sell the assets at a later stage and, in order to avoid any changes in fair value of the asset , it  enters into apay-fixed receive floating interest rate swap to convert the fixed  interest receipts into floating interest receipts. A ltd designates the swap as ahedging instrument in a fair valu hrdge of the loan asset.

Over the following months, market interest rates increase and A ltd. earns an interest income of Rs. 12500 on the loan and Rs. 500 as net interest payments on the swap.The fair value of the loan asset decreases by Rs. 3,250 . Assuming all the conditions required for hedge accounting are met, how would you, as an accountant, account for these transaction?

	Journal Entries In the books of A ltd.

	
	
	 

	SI No.
	Particulars
	Amount  
	Amount  

	1
	Cash A/c …..………...Dr    
	12500
	 

	 
	           To  Interest Income  A/c
	 
	12500

	 
	 
	 
	 

	2
	 Derivative A/c……………………..Dr
	3250
	 

	 
	           To Hedging Gain A/c
	 
	3250

	 
	 
	 
	 

	3
	Hedging Loss A/c …………………Dr
	3250
	 

	 
	                   To  Loan Asset
	 
	3250

	 
	 
	 
	 

	4
	Cash A/c …..………...Dr    
	500
	 

	 
	           To  Interest Income  A/c
	 
	500

	 
	 
	 
	 


Illustration:17
On February 1, 2009 Future Limited entered into the contract with Son Ltd. to receive the fair value of 1000 future limited own equity share outstanding as on 31.01.2010 in exchange for payment of 104000 in cash i.e. 104 per share.The contract will be settled in net cash as on 31.01.2010.

The fair value of Contract on this date were:

i.   Fair value of Forward on 01.02.2009 


Nil

ii.  Fair value of Forward on 31.12.2009 


6300


iii.  Fair value of Forward on 31.01.2010


2000

Presuming that Future Ltd. closes its books on 31 December each Year, Pass Entries

a)  If Net Settled In cash

b)  If Net Settled by son Ltd. by delivering shares of Future Limited


(CA Final New Course Nov`10)

	Solution : 17
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	(a)
	If Net is Settled in cash
	b
	If Net is Settled  by delivery of Shares

	
	
	
	

	
	
	
	

	Date 
	
	
	
	
	
	
	
	
	

	
	Journal
	Amount
	
	Journal
	Amount

	
	
	
	
	
	
	
	
	
	

	01.02.09
	No Entry,because fair value of derivative is Zero and no cash os paid or received
	*
	No Entry,because fair value of derivative is Zero and no cash os paid or received

	
	
	
	

	
	
	
	

	
	
	
	
	
	
	
	
	
	

	31.12.09
	Forward Contract (Asset)A/c ……..Dr    
	6300
	*
	Forward Contract (Asset)A/c ……..Dr    
	6300

	
	           To Profit & Loss Account
	
	
	           To Profit & Loss Account
	

	
	
	
	
	
	
	
	
	
	

	31.03.09
	 Profit & Loss Account
	4300
	*
	 Profit & Loss Account
	4300

	
	                To Forward Contract (Asset)A/c
	
	
	                To Forward Contract (Asset)A/c
	

	
	
	
	
	
	
	
	
	
	

	03.04.09
	Cash A/c…………………..Dr.
	2000
	*
	Equity A/c…………………..Dr.
	2000

	
	                To Forward Contract (Asset)A/c
	
	
	                To Forward Contract (Asset)A/c
	


Illustration:18
A Ltd. lent Rs. 20,000 for 8 years at 8% interest payable annually. At the time, the fair value of the loan at effective annual interest rate of 10.2% was Rs. 17670. The borrower had the option to pre-pay the loan. After 3 years, when amortised cost of the loan was Rs. 18,100, the company transferred its right to receive principal to the extent of Rs. 90% and interest to the extent of 9.5% in favor of  B Ltd. The consideration for transaction was Rs. 16,700. The other particulars of the transaction were as below:













(a) Fair value of the loan at the time of transaction at effective interest rate of 10% was Rs. 18,484. A Ltd. retained the excess spread of 0.5% principal transferred.





(b) A Ltd. retained the right to receive collections of principal to the extent of Rs. 2,000 plus interest thereon. Defaults if any, are deductible from the company’s claim on the principal, subject to maximum Rs. 2,000.









(c) The estimated fair value of the excess spread of 0.5% is Rs. 38.





(d) Collections from pre-payments are to be allocated between A Ltd. and the transferee proportionately in the ratio of 1:9.

Show journal entry to record the transfer.


Illustration: 19
X Ltd. is a subsidiary of Y Ltd. It holds 9% ` 100 5-year debentures of Y Ltd. and designated them as held to maturity as per AS 30 “Financial Instruments: Recognition and Measurement”. Can X Ltd. designate this financial asset as hedging instrument for managing foreign currency risk?
(SM)
Illustration: 20
X Ltd. has entered into a contract by which it has the option to sell its identified Property, Plant and Equipment (PPE) to Y Ltd. for ` 100 million after 3 years whereas its current market price is ` 180 million. Is the put option of X Ltd. a financial instrument? Explain.
(SM)
Illustration: 21
Write short notes on the following 

i. Disclosure of carrying amounts of financial assets and financial liabilities in Balance Sheet. 

ii. Financial guarantee contract. 

iii. De-recognition of financial liability. 

(PM)

Illustration: 22
Bee Ltd., has entered into a contract by which it has the option to sell its identified property, plant and equipment (PPE) to Axe Ltd. for ` 100 lakhs after 3 years whereas its current market price is `150 lakhs. Is the put option of Bee Ltd., a financial instrument? Explain. 

(PM)

Illustration: 23
Identify the host and embedded derivative in the following cases:

I. Entity A holds a debenture bond of entity B which is convertible into ordinary shares of entity B at the option of entity A.

II. Sun Ltd. enters into a lease agreement for usage of plant and equipment, rentals in respect of which lease rentals are payable annually. The lease includes a clause that lease rentals payable will be linked to changes in Cost Inflation Index announced u/s 48 of Income tax Act, and contingent rentals will be payable on the basis of Benchmark interest of PLR of SBI.

III. Moon Ltd. enters into a lease agreement for usage of plant and equipment, rentals in respect of which are payable annually. The lease includes a clause that lease rentals payable will be increasing annually by ` 1,20,000

IV. A floating rate debt - (1) with no cap (2) with a cap on interest and (3) a separate agreement for a cap on interest.

V.  Interest rate on a fixed deposit linked to fluctuation of BSE sensex.

(RTP May’13)

Illustration: 24
a) Can an equity instrument, such as a preference share, with fixed or determinable payments be classified within loans and receivables by the holder?

b) Does AS 30 permit the recognition of an impairment loss through the establishment of an allowance for future losses when a loan is given?

(RTP May’11)

Illustration: 25
A Ltd. lent Rs. 20,000 for 8 years at 8% interest payable annually. At the time, the fair value of the loan at effective annual interest rate of 10 % was Rs. 17670. The borrower had the option to pre-pay the loan. After 3 years, when amortised cost of the loan was Rs. 10,000, the company transferred its right to receive principal to the extent of Rs. 9000  and interest to the extent of 9.5% in favor of  B Ltd. The consideration for transaction was Rs. 16,700. The other particulars of the transaction were as below:














(a) Fair value of the loan at the time of transaction at effective interest rate of 10% was Rs. 10,100. A Ltd. retained the excess spread of 0.5% principal transferred.





(b) A Ltd. retained the right to receive collections of principal to the extent of Rs. 1,000 plus interest thereon. Defaults if any, are deductible from the company’s claim on the principal, subject to maximum Rs. 1,000.









(c) The estimated fair value of the excess spread of 0.5% is Rs. 40.





(d) Collections from pre-payments are to be allocated between A Ltd. and the transferee proportionately in the ratio of 1:9.

Show journal entry to record the transfer.




Hint:

Cash Account………………………….………Dr



9,115

Asset  Residual Interest ………………….Dr



1,000


Asset  received  excess spread…………Dr                       

     40

            To Original Asset Account





9,000


            To Liability for Continued Involvement A/c



1,065


            To Profit & Loss Account (Gain  on transfer)
Bal. fig.

     
      90

(Note: Interested Students may send a request mail for Solutions of above questions at aditya.siliguri@gmail.com.)
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