
ICAI TEXT BOOK PROBLEMS ACCOUNTING STANDARDS FROMS AS(21 TO 32) 

As 30 31 32 
1.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. 
Answer 
It is necessary to evaluate the past practice of X Ltd. If X Ltd. has the past practice of settling 
net, then it becomes a financial instrument. If X Ltd. Intends to sell the identified PPE and 
settle by delivery and there is no past practice of settling net, then the contract should not be 
accounted for as derivative under AS 30 and AS 31. 

A financial instrument is any contract that gives rise to a financial asset of one entity and a 
financial liability or equity instrument of another entity. 

A financial asset is any asset that is: 
(a) cash; 
(b) an equity instrument of another entity; 
(c) a contractual right: 
(i) to receive cash or another financial asset from another entity; or 
(ii) to exchange financial assets or financial liabilities with another entity under conditions that 

are potentially favourable to the entity; or 

(d) a contract that will or may be settled in the entity’s own equity instruments and is: 
(i) a non-derivative for which the entity is or may be obliged to receive a variable 
number of the entity’s own equity instruments; or 
(ii) a derivative that will or may be settled other than by the exchange of a fixed amount 
of cash or another financial asset for a fixed number of the entity’s own equity 
instruments. 

A financial liability is any liability that is: 
(a) a contractual obligation: 
(i) to deliver cash or another financial asset to another entity; or 
(ii) to exchange financial assets or financial liabilities with another entity under 
conditions that are potentially unfavourable to the entity; or 
(b) a contract that will or may be settled in the entity’s own equity instruments and is 
(i) a non-derivative for which the entity is or may be obliged to deliver a variable 
number of the entity’s own equity instruments; or 
(ii) a derivative that will or may be settled other than by the exchange of a fixed amount 
of cash or another financial asset for a fixed number of the entity ’s own equity 
instruments. 
 
An equity instrument is any contract that evidences a residual interest in the assets of an 
entity after deducting all of its liabilities. 
Fair value is the amount for which an asset could be exchanged, or a liability settled, between 
knowledgeable, willing parties in an arm’s length transaction. 

2.As 30 

Example: Omega Ltd. has entered into hedging relationship. At the year end the entity 
assesses the fair value of the hedged item and hedging instrument and the gains and losses 



ICAI TEXT BOOK PROBLEMS ACCOUNTING STANDARDS FROMS AS(21 TO 32) 

arise as follows: 
Hedged Item – gain of ` 1,000 
Hedged instrument – loss of ` 1,200 
The effectiveness of the hedge has been calculated as: 
` 1,200/1,000 = 120%. The hedge is assessed as highly effective as it is between 80 to 
125%. 

3.On February 1, 2011 Omega Ltd enters in to a contract with Beta Ltd. to receive the fair value of 
1000 
Omega’s own equity shares outstanding as of 31.1.2012 in exchange for payment of 

` 1,04,000 in cash i.e., ` 104 per share on 31.1.2012. The contract will be settled in net cash- 

(i) fair value of forward on 1.2.2011 - Nil 

(ii) fair value of forward 31.12.2011 ` 6,300 

(iii) fair value of forward 31.1.2012 ` 2,000. 

Give journal entries on the basis that the net amount is settled in cash. Omega Ltd closes its 
books on 
31st December. 

Solution 
(a) 1.2.2011 
No entry is required because the fair value of derivatives is zero and no cash is paid or 
received 
(b) 31.12.2011 
Forward Asset Dr. 6,300 
To Gain 6,300 
(c ) 31.1.2012 
Loss Dr. 4,300 
To Forward Asset 4,300 
(d) Cash Dr. 2,000 
To Forward asset 2,000 

4.Example: A lease contract contains a provision that rentals increase each year by 10%. 
Is there an embedded derivative in this contract? 
Answer: No. There is no embedded derivative since lease rental does not depend on any 
underling basis. 
 
5.Example: X Co. entered with Y Co. to sell coal over a period of two year. The coal price 
will be determined as per the increase in electricity prices. Is there an embedded 
derivative? 
Answer: Yes, there is embedded derivative because cash flow of the contract or settlement 
price is dependent on underlying electricity price. 
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AS 29 

\ 

 
According to AS 29 ‘Provisions, Contingent Liabilities and Contingent Assets’, contingent liability 

should 

be disclosed in the financial statements if following conditions are satisfied: 

(i) There is a present obligation arising out of past events but not recognized as provision. 

(ii) It is not probable that an outflow of resources embodying economic benefits will be required to settle 

the obligation. 

(iii) The possibility of an outflow of resources embodying economic benefits is also remote. 

(iv) The amount of the obligation cannot be measured with sufficient reliability to be recognized as 

provision. 

In this case, the probability of winning of first five cases is 100% and hence, question of providing for 

contingent loss does not arise. The probability of winning of next ten cases is 60% and for remaining five 

cases is 50%. As per AS 29, we make a provision if the loss is probable. As the loss does not appear to be 

probable and the possibility of an outflow of resources embodying economic benefits is not remote rather 

there is reasonable possibility of loss, therefore disclosure by way of note should be made. For the 

purpose of the disclosure of contingent liability by way of note, amount may be 

calculated as under: 

Expected loss in next ten cases = 30% of ` 1,20,000 + 10% of ` 2,00,000 

= ` 36,000 + ` 20,000 

= ` 56,000 

Expected loss in remaining five cases = 30% of ` 1,00,000 + 20% of ` 2,10,000 

= ` 30,000 + ` 42,000 

= ` 72,000 

To disclose contingent liability on the basis of maximum loss will be highly unrealistic. Therefore, the 

better approach will be to disclose the overall expected loss of ` 9,20,000 

(` 56,000 × 10 + ` 72,000 × 5) as contingent liability. 
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AS 28 
Illustration 1 
Ergo Industries Ltd. gives the following estimates of cash flows relating to fixed asset on 
31-12-2010. The discount is 15%. 

Year Cash Flow (` In lakhs) 

2011 4000 
2012 6000 
2013 6000 
2014 8000 
2015 4000 

Residual value at the end of 2015 = ` 1000 lakhs 

Fixed Asset purchased on 1-1-2008 = ` 40,000 lakhs 

Useful life = 8 years 

Net selling price on 31-12-2015 = ` 20,000 lakhs 
Calculate on 31-12-2010: 
(a) Carrying amount at the end of 2010 
(b) Value in use on 31-12-2010 
(c) Recoverable amount on 31-12-2010 
(d) Impairment loss to be recognized for the year ended 31-12-2010 
(e) Revised carrying amount 
(f) Depreciation charge for 2011 
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AS 26 

Dell International Ltd. is developing a new production process. During the financial year 
31st March, 2012, the total expenditure incurred on this process was ` 40 lakhs. The 
production process met the criteria for recognition as an intangible asset on 1st 
December, 2011. Expenditure incurred till this date was ` 16 lakhs. Further expenditure 
incurred on the process for the financial year ending 31st March 2013, was ` 70 lakhs. As 
at 31-3-2013, the recoverable amount of know-how embodied in the process is estimated 
to be ` 62 lakhs. This includes estimates of future cash outflows as well as inflows. 
You are required to work out: 
(a) What is the expenditure to be charged to the profit and loss account for the financial 
year ended 
31st March 2012? (Ignore depreciation for this purpose) 
(b) What is the carrying amount of the intangible asset as at 31st March 2012? 
(c) What is the expenditure to be charged to the profit and loss account for the financial 
year ended 
31st March 2013? (Ignore depreciation for this purpose) 
(d) What is the carrying amount of the intangible asset as at 31st March 2013? 
Solution 
(a) ` 22 lakhs 
(b) Carrying amount as on 31-3-2012 will be expenditure incurred after 1-12-2011 
= ` 24 lakhs 
(c) Book cost of intangible asset as on 31-3-2013 is as follows 
Total Book cost = ` (70 + 24) lakhs = ` 94 lakhs 
Recoverable amount as estimated = ` 62 lakhs 
Difference to be charged to Profit and Loss account = ` 32 lakhs 
(d) ` 62 lakhs 
 

2) A Pharma Company spent ` 33 lakhs during the accounting year ended 31st 
March, 2012 on a research project to develop a drug to treat “AIDS”. Experts are 
of the view that it may take four years to establish whether the drug will be 
effective or not and even if found effective it may take two to three more years to 
produce the medicine, which can be marketed. The company wants to treat the 
expenditure as deferred revenue expenditure. Comment. 
Solution 

As per para 41 of AS 26 ‘Intangible Assets’, no intangible asset arising from research 
(or from the research phase of an internal project) should be recognized. Expenditure 
on research (or on the research phase of an internal project) should be recognized as 
an expense when it is incurred. Thus the company cannot treat the expenditure as 
deferred revenue expenditure. The entire amount of ` 33 lakhs spent on research 
project should be charged as an expense in the year ended 31st March, 2012. 
 
 3)Swift Ltd. acquired a patent at a cost of ` 80,00,000 for a period of 5 years and 
the product life-cycle is also 5 years. The company capitalized the cost and 
started amortizing the asset at ` 10,00,000 per annum. After two years it was 
found that the product life-cycle may continue for another 5 years from then. The 
net cash flows from the product during these 5 years were expected to be ` 
36,00,000, `46,00,000, ` 44,00,000, ` 40,00,000 and 34,00,000. Find out the 
amortization cost of the patent for each of the years. 
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4.During 2011, an enterprise incurred costs to develop and produce a routine, low risk computer 
software product, as follows: 
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AS 25 
Illustration 1 

Sincere Corporation is dealing in seasonal product sales pattern of the product, 
quarter wise is as 
follows: 
1st quarter 30th June                                             10% 
2nd quarter 30th September                                   10% 
3rd quarter 31st December                                     60% 
4th quarter 31st March                                           20% 
Information regarding the 1st quarter ending on 30th June, 2012 is as follows: 
Sales                                                                                                80 crores 
Salary and other expenses                                                            60 crores 
Advertisement expenses (routine)                                                 4 crores 
Administrative and selling expenses                                             8 crores 
While preparing interim financial report for first quarter Sincere Corporation 
wants to defer ` 10 crores expenditure to third quarter on the argument that third 
quarter is having more sales therefore third quarter should be debited by more 
expenditure. Considering the seasonal nature of business and the expenditures 
are uniform throughout all quarters, calculate the result of the first quarter as per 
AS 25. Also give a comment on the company’s view. 
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ILLUSTRATION 3 
Accountants of Poornima Ltd. show a net profit of ` 7,20,000 for the third quarter 
of 2011 after incorporating the following: 
(I)Bad debts of ` 40,000 incurred during the quarter. 50% of the bad debts have 
been deferred to the next quarter 
(ii) Extra ordinary loss of ` 35,000 incurred during the quarter has been fully 
recognized in this quarter. 
(iii) Additional depreciation of ` 45,000 resulting from the change in the method of 
charge of depreciation assuming that ` 45,000 is the charge for the 3rd quarter 
only. 

Ascertain the correct quarterly income. 
In the above case, the quarterly income has not been correctly stated. As per AS 25 
“Interim Financial Reporting”, the quarterly income should be adjusted and restated as 
follows: 
Bad debts of ` 40,000 have been incurred during current quarter. Out of this, the 
company has deferred 50% (i.e.) ` 20,000 to the next quarter. Therefore, ` 20,000 
should be deducted from `7,20,000. The treatment of extra-ordinary loss of ` 35,000 
being recognized in the same quarter is correct. 
Recognising additional depreciation of ` 45,000 in the same quarter is in tune with AS 
25. Hence, no adjustments are required for these two items. 

Poornima Ltd should report quarterly income as ` 7,00,000 (` 7,20,000–` 20,000 
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AS22 
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As 21\ 
A Ltd. acquired 60% shares of B Ltd. @ ` 20 per share. Following are the extract of Balance Sheet 

of BLtd.: 

`  
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