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Mock Test Paper - Series Il: December, 2025
Date of Paper: 4t December, 2025
Time of Paper: 2 P.M. to 5 P.M.
FINAL COURSE: GROUP - |
PAPER - 1: FINANCIAL REPORTING
ANSWER TO PART - | CASE SCENARIO BASED MCQS
Option (C) ¥ 6,00,000
Option (A) Gain of T 16,000
Option (C) ¥ 46,830

Option (A) ¥ 80,000 accrued interest and ¥ 1,00,000 current portion of the non-
current bond would be presented as current liabilities while ¥ 9,00,000 would be
presented as a non-current liability.

Option (B) < 1.75 million

Option (B) The discovery of fraud is an adjusting event as the fraud took place
before the end of the reporting period, which has been confirmed after the end of the
reporting period but before the approval of financial statements. Hence, to be adjusted
in the year 20X3-20X4 with retrospective restatement.

Option (D) No Deferred tax asset/liability
Option (C) < 4,05,000
Option (D) < 4,55,625

Option (D) The license is recognised at ¥ 4,50,000, the fair value at market rates of
a license based on the remaining contractual life.

Option (B) < 1,80,000
Option (B) 98.20 lakhs
Option (B) ¥ 45,000

Option (D) The first Ind AS Financial Statements shall distinguish the correction of
errors from changes in accounting policies and reported as part of the reconciliation
as at 1st April, 20X1.

Option (D) Only i



Answers of Part - Il : Descriptive Questions

(i) Journal Entries
4 4
Property Plant and Equipment Dr. | 22,50,000
Investment in bonds Dr. | 15,00,000
Trade receivables Dr. | 1,50,000
Brand value Dr. | 4,50,000
Goodwill (balancing figure) Dr. | 1,00,000
To Investment in HD excavators Limited 20,25,000
To Profit and loss account 75,000
To Trade payables 9,50,000
To Non-controlling interest 14,00,000
Being assets and liabilities acquired at fair value
and previous investment considered at fair value
on the acquisition date
Consolidated Balance Sheet of Bulldozer Limited and its subsidiary
HD Excavators Limited as at 1st February 20X2
Notes Amount ¥
ASSETS
Non-current assets
(a) Property Plant and Equipment 1 63,00,000
(b) Goodwill 1,00,000
(c) Other Intangible Assets 2 4,50,000
(d) Financial Assets
(i) Investmentin bonds 15,00,000
Current assets
(a) Financial assets
(i) Trade receivables 3,90,000
(i) Cash and cash equivalents 15,60,000
Total 1,03,00,000




EQUITY AND LIABILITIES
Equity
Equity share capital 15,00,000
Other equity 5 36,00,000
Non-controlling interest 14,00,000
Current liabilities
(@)  Financial liabilities

(i) Borrowings 6 12,00,000

(i) Trade payables 7 18,50,000
(b)  Other current liabilities 8 7,950,000
Total 1,03,00,000
Notes to Accounts
S.N. 4 4
1 Property Plant and Equipment

Bulldozer Limited 40,50,000

HD Excavators Limited 22,50,000 | 63,00,000
2 Other Intangible Assets

Brand value of HD excavators limited 4,50,000
3 Trade receivables

Bulldozer Limited 2,40,000

HD Excavators Limited 1,50,000 | 3,90,000
4 Cash and cash equivalents

Bulldozer Limited 15,60,000
5 Other equity - Reserves

Bulldozer Limited 35,25,000

Add: Gain on Investment in HD Excavators Limited 75,000 | 36,00,000
6 Borrowings

Short term loans of Bulldozer Limited 12,00,000




7 Trade payables

Bulldozer Limited 9,00,000
HD Excavators Limited 9,50,000 | 18,50,000
8 Other current liabilities
Bulldozer Limited 7,50,000
Working Notes
1. Calculation of gain or loss on fair value of shares on the acquisition date
1st February 20X2
4
35% shares purchased on 1st February 20X2 fair value 12,25,000
25% shares purchased on 1st October 20X1 at ¥ 8,00,000
Fair value is equal to [(12,25,000 / 35%) x 25%)] 8,75,000
Total consideration at fair value on acquisition date 21,00,000
Less: Cost of investment (8,00,000 + 12,25,000) (20,25,000)
Gain recognised to profit or loss / OCI as appropriate 75,000
2. Measurement of non-controlling interest on fair value basis
Share of NCI (100 - 25 - 35) 40%
Taking fair value of shares on 1st February 20X2 as a base
[(21,00,000/60%) x 40%)] or [(12,25,000 x 40%) / 35%] 14,00,000

(@)  On evaluation of the contract in question, on the basis of definition of
derivative, contract for purchase of USD ($) 60,000 from Vidhi Bank contains a

derivative.

The reason being -

1) The value of the contract, purchase of USD at fixed price, changes in

response to the change in foreign exchange rate;

2) the contract requires zero initial investment;

3) The contract is settled at a future date that is 31st March 20X2.

Journal entries in the books of Satvik Limited

Date Particulars

15.4.20X1 | No entry recognised since initial fair value of
the forward contract is zero

Nil Nil




(b)

30.6.20X1 | Profit and loss account Dr. 18,000
To Derivative financial liability account 18,000
(Being mark to market loss on forward
contract recorded)
30.9.20X1 | Derivative financial liability account  Dr. 3,000
To Profit and loss account 3,000
(Being partial reversal of mark to market
loss on forward contract recorded)
31.12.20X1 | Derivative financial liability account  Dr. 15,000
Derivative financial asset account ~ Dr. 6,000
To Profit and loss account 21,000
(Being profit on mark to market of forward
contract booked as derivative financial asset
and reversal of derivative financial liability
recorded)
31.3.20X2 | Cash (USD account) account Dr. 49,23,000
Profit and loss account Dr. 3,000
To Cash account 49,20,000
(USD 60,000 x 82)
To Derivative financial asset account 6,000
(Being loss on settlement of forward contract
recorded on actual purchase of USD)
Working Notes:
Sr. No. | Date Working
1. 30.6.20X1 (82.40 - 82.10) x 60,000 = 18,000
2. 30.9.20X1 (82.15 - 82.10) x 60,000 = 3,000
3. 31.12.20X1 | (82.50 - 82.15) x 60,000 = 21,000
4 31.3.20X2 Cash (USD a/c) 60,000 x 82.05 = 49,23,000
Determination of Enterprise Value of XYZ Ltd.
Particulars % in crore
EBITDA as on the measurement date 40
EV/EBITDA multiple as on the date of valuation 8
Enterprise value of XYZ Ltd. 320
Determination of subsequent measurement of XYZ Ltd.
Particulars % in crore
Enterprise Value of XYZ Ltd. 320
ABC Ltd.’s share based on percentage of holding (5% of 320) 16




(a)

Less: Liquidity discount & Non-controlling stake discount

(5% + 5% = 10%) (1.6
Fair value of ABC Ltd.’s investment in XYZ Ltd. 14.4
Either
(i)  Calculation of capitalization rate on borrowings other than specific
borrowings
Amount of loan (%) Rate of | Amount of
interest interest
®)
7,00,000 12% 84,000
9,00,000 11% 99,000
16,00,000 1,83.000
Weighted average rate of interest (1,83,000/ 11.4375%
16,00,000) x 100

(ii) Computation of borrowing cost to he capitalized for specific
borrowings and general borrowings based on weighted average
accumulated expenses

Date of | Amount | Financed | Calculation 4
incurrence | spent through
of
expenditure
1st April, | 1,50,000 | Specific 1,50,000 x 9% x 10/12 11,250
20X1 borrowing
1st  August, | 2,00,000 | Specific 50,000 x 9% x 10/12 3,750
20X1 borrowing

General 1,50,000x11.4375% x 6/12 | 8,578.125

borrowing
1st October, | 3,50,000 | General 3,50,000x11.4375% x 4/12 | 13,343.75
20X1 borrowing
1st January, | 1,00,000 | General 1,00,000x11.4375% x 1/12 953.125
20X2 borrowing

37,875

Note: Since construction of building started on 1st April, 20X1, it is
presumed that all the later expenditures on construction of building had
been incurred at the beginning of the respective month.



(iii) Total expenses to be capitalized for building

4
Cost of building ¥ (1,50,000+2,00,000+3,50,000+1,00,000) 8,00,000
Add: Amount of interest to be capitalized 37,875
8,37.875
(iv) Journal Entry
Date Particulars 4 4
31.1.20X2 | Building account Dr. |8,37,875
To Bank account 8,00,0000
To Interest payable (borrowing cost) 37,875
(Being  expenditure  incurred  on
construction of building and borrowing
cost thereon capitalized)

Note: In the above journal entry, it is assumed that interest amount will
be paid at the year end. Hence, entry for interest payable has been
passed on 31.1.20X2.

Alternatively, following journal entry may be passed if interest is paid on
the date of capitalization:

Date Particulars 4 4
31.1.20X2 | Building account Dr.| 8,37,875
To Bank account 8,37,875

(Being expenditure incurred on
construction of building and borrowing
cost thereon capitalized)

Or
Extract of the Balance Sheet of RKA Private Ltd. as at 31st March, 20X2
Z in lakhs
Closing net defined liability (1,580 - 1,275) lakhs 305



Extract of the Statement of Profit or Loss of RKA Private Ltd for the year
ended 31st March, 20X2

Particulars % in lakhs
Service cost 55
Net interest (Refer W.N.1) 21
Profit or loss 76
Other comprehensive income:
Remeasurements (Refer W.N.2) _80
Total 156
Journal Entries in the books of RKA Private Ltd
Particulars % in lakhs | X in lakhs
Profit & Loss Dr. 76
Other comprehensive income Dr. 80
To Cash (Contribution) 11
To Net defined benefit liability (Refer WN 3) 45
Working Notes:
1. Computation of Net interest taken to the Statement of Profit or
Loss

= Discount rate x Opening net defined benefit liability
= 8% x (1,400 — 1,140) lakhs
= 8% x 260 lakhs = 21 lakhs (Rounded off to nearest lakhs)
2. Computation of Remeasurements
Defined Benefit Obligation Account

Particulars ¥ | Particulars 4
in lakhs in lakhs
To Balance c/d (given) 1,580 | By Balance b/d (given) 1,400
(closing balance) (opening balance)
By Current Service 55
Cost (given)
By Interest on Opening 112
Liability (1,400 x 8%)
By Actuarial loss (bal.
— | fig) _13
1,580 1,580




(b)

Plan Assets Account

Particulars T | Particulars 4
in lakhs in lakhs
To Balance b/d 1,140 | By Balance c/d 1,275
(given) (opening balance) (given) (closing
balance)
To Bank Account 111

(contribution for the year)
To Surplus/Actual Return

(bal. figure) 24
1,275 1,275

Net interest on opening balance of plan asset = ¥ 91 lakhs (i.e. ¥ 1,140 lakhs x
8%) (Rounded off to nearest lakhs)

Hence, there is a decrease in plan assets due to remeasurement for which
computation is as follows:

Actual Return — Net interest on opening plan asset = X 24 lakhs — ¥ 91 lakhs
=% 67 lakhs.
Net remeasurement would be computed as follows:
Actuarial loss on liability + Loss on return = ¥ 13 lakhs + ¥ 67 lakhs
=¥ 80 lakhs

Computation of increase/ decrease in net defined benefit liability:

Particulars % in lakhs
Opening net liability (% 1,400 lakhs — T 1,140 lakhs) 260
Closing net liability (¥ 1,580 lakhs — ¥ 1,275 lakhs) 305
Increase in liability _45

As per paragraph 48 and 48B of Ind AS 21 on the disposal of a foreign
operation, the cumulative amount of the exchange differences relating to that
foreign operation recognised in other comprehensive income and accumulated
in the separate component of equity, shall be reclassified from equity to profit
and loss (as a reclassification adjustment) when the gain or loss on disposal is
recognised (see Ind AS 1, Presentation of Financial Statements).

Further, the standard states that on disposal of a subsidiary that includes a
foreign operation, the cumulative amount of the exchange differences relating
to that for an operation that have been attributed to the non-controlling interest
shall be derecognised but shall not be reclassified to profit and loss.



(a)

Where the subsidiary is partially owned (that is, where a non-controlling
interest exists) and the parent has sold its entire interest, the amount of the
cumulative translation adjustment (CTA) that has been allocated to the non-
controlling interest derecognised, but it is not transferred to profit and loss. De-
recognition of the non-controlling interest (that includes the non-controlling
interest share of the CTA will form part of the journal entry to recognise the
gain or loss on disposal of the subsidiary.

In Lotus Limited consolidated financial statements, the following amounts (% in

thousands) have been recognised in relation to its investments in Jasmine

Limited:

— net assets of ¥ 6,000 and associated non-controlling interest of
T 1,200;

—  foreign exchange gains of ¥ 1,350 were recognised in other
comprehensive income of which ¥ 270 were attributable to non-
controlling interests;

— % 1,080 of foreign exchange gains have been accumulated in a
separate component of equity relating to Lotus Limited’s 80% share in
Jasmine Limited.

Lotus limited sells its 80% interest in Jasmine Limited for ¥ 5,200 thousand
and records the following amounts: Zin 000
Cash /bank account Dr. 5,200
Non-controlling interest Dr. 1,200
Foreign Currency Translation Reserves (OCI) | Dr. 1,080
To Net Assets 6,000

To Profit on disposal 1,480
(1,080 + (5,200-4,800)

It can be seen that ¥ 1,080 of the foreign currency gains previously recognised
in OCl i.e. the amount attributed to Lotus Limited is reclassified to profit and
loss (profit on disposal) and adjusted from OCI. However, ¥ 270 of such gains
attributed to the non-controlling interest is not reclassified to profit and loss
and is recognised as a part of the NCI balance.

From 1st April, 20X1, the property would be regarded as an investment
property since it is being held for its investment potential rather than being
owner occupied or developed for sale.

The property would be measured under the cost model. This means it will be
measured at ¥ 2,00,00,000 at each year end.

10



(b)

On 30t September, 20X5, the property ceases to be an investment property.
X Ltd. begins to develop it for sale as flats.

As per para 59 of Ind AS 40, transfers between investment property, owner-
occupied property and inventories do not change the carrying amount of the
property transferred and they do not change the cost of that property for
measurement or disclosure purposes. Hence, the carrying value of the
reclassified property will be ¥ 2,00,00,000.

Since the lease of the property is an operating lease, rental income of
% 10,00,000 (X 20,00,000 x 6/12) would be recognized in P/L for the year
ended 313t March, 20X6.

The additional costs of ¥ 60,00,000 for developing the flats which were
incurred up to and including 31st March, 20X6 would be added to the ‘cost’ of
inventory to give a closing cost of ¥ 2,60,00,000.

The total selling price of the flats is expected to be ¥ 5,00,00,000 (10 x
T 50,00,000). Since the further costs to develop the flats total ¥ 40,00,000,
their net realisable value is ¥ 4,60,00,000 (¥ 5,00,00,000 - ¥ 40,00,000), so
the flats will be measured at a cost of ¥ 2,60,00,000.

The flats will be shown in inventory as a current asset.
An entity has eight segments and the relevant information is as follows:

Criterial 1: Segment revenue is 10% or more of total external +
intersegment sales

Segments Al B| C| D| E| F| G| H| Total
Total sales 100| 315| 45| 15| 15| 50| 25| 35| 600
% to total sales 16.7|52.5| 7.5| 25| 2.5| 8.3| 4.2| 5.8
Reportable segments Al B

Criteria 2: 10% or more of segment result
Consider segment profit and loss separately in absolute terms

Segments A B C| D| E| F| G| H Total
Profit 5 -1 15| -| 8| -| 5| 7 40
Segments loss -1 90 - 5] - 5 - - 100

Since segment loss is greater, we select 100 as evaluating the segment
percentage

11




(a)

Segments Al B| C|D| E| F|G| H| Total
% to segment loss 519 | 15| 5| 8| 5|5 7
Reportable segments -| B| C| - S

Criteria 2: 10% or more of segment assets

Segments Al B| C| D|E|F| G| H| Total
Assets 151 471 5| 11 3| 5| 5|9 100
% 15|47 5] 11| 3| 5] 5| 9 100
Reportable segments Al B| -| D| -| -| - -

Based on the above 3 Criteria, the Reportable Segments are A, B, C & D

However, 75% test for external sales should also be checked.

Reportable Segments Al B c D | TOTAL
External sales 0255 | 15 10 280
Total entity’s sales (external) 405
% of reportable segments external sales to entity’s sales 69.14%
Required percentage 75%

Hence, in the above scenario, additional operating segments need to be
identified as reportable segments, till the 75% test is satisfied, even if those
segments do not satisfy the quantitative threshold limits.

In the facts provided above, the entity has made sale of two goods — machine
and space parts, whose control is transferred at a point in time. Additionally,
company agrees to hold the spare parts for the customer for a period of 2-4
years, which is a separate performance obligation. Therefore, total transaction
price shall be divided amongst 3 performance obligations —

(i) Sale of machinery
(i) Sale of spare parts
(iii)y  Custodial services for storing spare parts.

Recognition of revenue for each of the three performance obligations shall
occur as follows:

- Sale of machinery: Machine has been sold to the customer and physical
possession as well as legal title passed to the customer on 31st March,
20X3. Accordingly, revenue for sale of machinery shall be recognized

12



on 31st March, 20X3.

- Sale of spare parts: The customer has made payment for the spare
parts and legal title has been passed to specifically identified goods, but
such spares continue to be physically held by the entity. In this regard,
the company shall evaluate if revenue can be recognized on

bill-and-hold basis if all below criteria are met;

(a)

the reason for the bill-and-hold
arrangement must be
substantive (for example, the
customer has requested the
arrangement);

The customer has specifically
requested for entity to store
goods in their warehouse,
owing to close proximity to
customer’s factory.

the product must be identified
separately as belonging to the
customer;

The spare parts have been
specifically  identified and
inspected by the customer.

the product currently must be
ready for physical transfer to
the customer; and

The spares are identified and
segregated, therefore, ready
for delivery.

the entity cannot have the
ability to use the product or to

Spares have been
segregated and cannot be

direct it to another customer redirected to any other

customer.

Therefore, all conditions of bill-and-hold are met and hence, company can
recognize revenue for sale of spare parts on 31st March, 20X3.

- Custodial services: Such services shall be given for a period of 2 to 4
years from 31st March, 20X3. Where services are given uniformly and
customer receives & consumes benefits simultaneously, revenue for
such service shall be recognized on a straight-line basis over a period
of time.

(b)  The first annual Ind AS financial statements are prepared in accordance with the
specific requirements of Ind AS 101. Subject to certain specified exemptions
and exceptions, paragraph 7 of Ind AS 101 requires the entity to use the same
accounting policies in its opening Ind AS balance sheet and throughout all
periods presented. This override Ind AS 8’s requirements for disclosures about
changes in accounting policies do not apply in an entity’s first Ind AS financial
statements.

13



(c)

GG Ltd. should include an explanation of the change in policy that it has made
since the interim financial report, in the notes to the annual financial
statements, in accordance with paragraph 27A of Ind AS 101. The disclosure
note is likely to include information, similar to what Ind AS 8 would otherwise
require, to help users of the financial statements to understand the changes
that have been made. The entity should also ensure that the reconciliations of
total comprehensive income and of equity, presented in the first Ind AS
financial statements in accordance with paragraph 24 of Ind AS 101 are
updated from those included in the interim financial report to reflect the
amended accounting policy.

Ethical and accounting implications:

As per Ind AS 7 Statement of Cash Flows, cash equivalents are short-term,
highly liquid instruments readily convertible to cash and subject to insignificant
risk of change in value. Loan given to director has no fixed repayment schedule
and likelihood of defaulting is not known. Thus, the classification as a ‘cash and
cash equivalent’ is inappropriate. Instead, loan to director should be shown as a
financial asset under Ind AS 109 Financial Instrument.

Due to the pressure from directors, CA Suraj knowingly disclosed incorrect
information to the bank in projected cash flow statement, thereby
compromising the fundamental principles of objectivity, integrity and
professional competence.

° By reporting favourable cash flow projections to bank, objectivity is
compromised.

. Integrity is also compromised as by not acting in a straightforward and
honest manner, incorrect information is knowingly disclosed.

. The principle of competence requires CA Suraj to prepare the cash flow
projection to the best of his professional judgment which would not be
the case if the cash flow projection showed a more positive position
than what is actually anticipated.

By submitting incorrect projected cash flow statement, CA Suraj would be
subject to professional misconduct under clause -1 of Part Il of Second schedule
of the Chartered Accountants Act 1949.

The clause-1 states that a member of the institute whether in practice or not,
shall be deemed to be guilty of professional misconduct, if he contravenes any

14



(a)

of the provisions of this Act or regulations made thereunder or any guidelines
issued by the council.

Guidance to appropriate action

As a professional, CA Suraj is responsible for presenting the truth and
not to indulge in creative accounting owing to force.

CA Suraj should put the interest of the Company and professional
ethics first and must insist that the projected cash flow statement to the
bank should be an honest reflection of the company's current financial
position. He must prevent deliberate misrepresentation to the said bank.

CA Suraj should not allow any undue influence and force from the
directors to override his professional judgement or integrity.

By not providing incorrect projected cash flow statement and by
adhering to ethical principles, CA Suraj will maintain his professional
integrity and contribute to the trust and reliability placed in the work
expected from him.

As per the guidelines issued by the council of the Institute, a member of
the institute who is an employee shall exercise due diligence and shall
not be grossly negligent in conduct of his duties.

If it is considered that there is no quarterly / seasonal variation, therefore
normal expected production for each quarter is 500 MT and fixed production
overheads for the quarter are ¥ 2,500.

Fixed production overhead to be allocated per unit of production in every quarter
will be ¥ 5 per MT (Fixed overheads / Normal production).

Quarters Allocations

First Quarter > Actual fixed production overheads = ¥ 2,500

> Fixed production overheads based on the
allocation rate of ¥ 5 per unit allocated to actual
production =¥ 5 x 400 =% 2,000

> Unallocated fixed production overheads to be
charged as expense as per Ind AS 2 and
consequently as per Ind AS 34 =¥ 500

Second Quarter | >  Actual fixed production overheads on year-to-

date basis =¥ 5,000

15



> Fixed production overheads to be absorbed on
year-to-date basis = 1,000 x ¥ 5=3 5,000

> Earlier, ¥ 500 was not allocated to production in
the 1st quarter. To give effect to the entire
T 5,000 to be allocated in the second quarter, as
per Ind AS 34, T 500 are reversed by way of a
credit to the statement of profit and loss of the
2" quarter.

Third Quarter > Actual production overheads on year-to-date
basis = ¥ 7,500

> Fixed production overheads to be allocated on
year-to-date basis = 1,500 x 5 =¥ 7,500

> There is no under or over recovery of allocated
overheads. Hence, no further action is required.

Fourth Quarter | >  Actual fixed production overheads on year-to-
date basis =¥ 10,000

> Fixed production overheads to be allocated on
year-to-date basis 1,900 x 5 =¥ 9,500

> T 500, i.e., [T 2,500 - (X 5 x 400)] unallocated
fixed production overheads in the 4t quarter, are
to be expensed off as per the principles of Ind AS
2 and Ind AS 34 by way of a charge to the
statement of profit and loss.

> Unallocated productions overheads for the year
T 500 (i.e ¥ 10,000 — ¥ 9,500) are expensed in
the Statement of profit and loss as per Ind AS 2.

The cumulative result of all the quarters would also result in unallocated
overheads of ¥ 500, thus, meeting the requirements of Ind AS 34 that the
quarterly results should not affect the measurement of the annual results.

(b)  Calculation of cost for closing inventory

Particulars 4
Cost of Purchase (10,200 x 10) 1,02,000
Direct Labour 76,500

75,000 x 10,200

Fixed Overhead 15,000 51,000

16



Cost of Production 2,29,500
Cost of closing inventory per unit (2,29,500/10,200) %2250
Net Realisable Value per unit ¥20.00

Since net realisable value is less than cost, closing inventory will be valued at
% 20.

As NRV of the finished goods is less than its cost, relevant raw materials will
be valued at replacement cost i.e. T 9.50.

Therefore, value of closing inventory: Finished Goods (1,200x20) | ¥ 24,000
Raw Materials (900 x 9.50) T 8,550
332,550

ABC Ltd. should recognise the grants in the following manner:

° T 20 lakhs have been received for immediate start-up of business. This
should be recognised in Statement of Profit and Loss immediately as
there are no further conditions attached to the grant.

° T 50 lakhs should be recognised in profit or loss on a systematic basis
over the periods which the entity recognises as expense the related
costs for which the grants are intended to compensate provided that
there is reasonable assurance that ABC Ltd. will comply with the
conditions attached to the grant.

o Land should be recognised at fair value of ¥ 10 lakhs and government
grant should be presented in the balance sheet by setting up the grant
as deferred income. Alternatively, deduct the amount of grant from the
cost of the asset. In the given case, the land is granted at no cost. It
will be presented in the books at nominal value.

° T 2 lakhs should be recognised as deferred income and will be
transferred to profit and loss over the useful life of the asset. In this
case, ¥ 40,000 [R 2 lakhs/5] should be credited to profit and loss each
year over a period of 5 years. Alternatively, ¥ 2,00,000 will be deducted
from the cost of the asset and depreciation will be charged at reduced
amount of ¥ 8,00,000 (% 10,00,000 - ¥ 2,00,000) every year.

17



