lllustration — 1 (Ind AS 116 with Ind AS 109 Masala)

[Created by CA Suraj Lakhotia (AIR 1,4,2) without Al]

X Ltd. (Lessee) entered into a lease agreement with Y Ltd. (Lessor) on 1st April 20X1 for an
identified asset. X Ltd. also incurred initial direct costs of 10,000 (legal and negotiation costs
directly attributable to obtaining the lease).

As per the terms, X Ltd. is required to pay %1,00,000 at the end of each year as fixed lease
rentals. In addition, X Ltd. must pay the higher of 20,000 or 5% of its annual revenue as
variable lease payments, also due at the end of each year. The revenue of X Ltd. for FY 20X1-20X2
is £10,00,000.

At the commencement of the lease, X Ltd. paid an interest-free refundable security deposit of
%5,00,000 to Y Ltd., refundable at the end of the lease term. The market rate of interest for a
similar deposit is 8% per annum.

The non-cancellable period of the lease is 4 years. X Ltd. has an option to extend the lease by a
further 1 year, and it is reasonably certain that X Ltd. will exercise this extension option. X Ltd.
also has an option to purchase the underlying asset at the end of the lease term for 25,000, and
it is reasonably certain that this purchase option will not be exercised. The interest rate implicit
in the lease is 11% per annum, but this is not Rhown to X Ltd. The incremental borrowing rate of
X Ltd. is 12% per annum.

Further, X Ltd. is contractually required to restore the underlying asset to its original condition
upon termination of the lease, and the expected cost of such decommissioning at the end of
lease term is ¥50,000. X Ltd considers 8% ds an appropriate discount rate for such liabilities. The
tax rate applicable to X Ltd is 30%.

The underlying asset has a useful economic life of 8 years, and X Ltd. follows the Straight-Line
Method for depreciation of its right-of-use assets.

Required: In the books of X Ltd. (Lessee), as per Ind AS 116:
Pass Journal Entries at the commencement date (1st April 20X1) and at the end of Year 1 (31st

March 20X2). Show extracts of Statement of Profit and Loss dand Balance Sheet ds on 315t March
20X2. Ignore deferred tax considerations.

Year 1 2 3 4 5
PV Factor @ 8% 0.9259 0.8573 0.7938 0.7350 0.6806
PV Factor @ 12% 0.8929 0.7972 0.7118 0.6355 0.5674
@8% @12%
PVAF for 5 years 3.9927 3.6048
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Illustration — 2 (Ind AS 36 with 16,103 & 116)

Arka Ltd ("Arka"), a listed Indian company, holds 80% of the equity of Vega Ltd, acquired three
years ago in a business combination. At acquisition Arka made the policy choice, permitted
by Ind AS 103, to measure the non-controlling interest at its proportionate share of Vega's
identifiable net assets. Vega is managed as a single cash-generating unit (CGU) and the
goodwill on acquisition has been allocated in full to that CGU. No impairment has been
recognised in any earlier year.

In the current year Vega lost its principal operating licence renewal and one of its two
anchor customers. Management has concluded that impairment indicators exist at the
reporting date. The carrying amounts of the components of the Vega CGU at year-end are (X
crore):

Component of the CGU Carrying Notes
amount
Goodwill (as recognised in Arka's 40 | Relates to Arka's 80% interest only
consolidated FS)
Freehold building 60 Carried under the revaluation model (Ind AS

16); revaluation surplus of 4 relating to this
building sits in OCI. Fair value less costs of
disposal of the building alone is reliably
measurable at 54

Plant & equipment 90 Cost model

Right-of-use asset — leased 30 The related lease liability of 26 is recognised
factory (Ind AS 116) separately in Vega's balance sheet
Developed technology (finite-life 25 | Cost model

intangible)

Allocated share of a shared 20 —

corporate hub (a corporate asset
allocated to the CGU on a
reasonable and consistent basis)

Recoverable amount. Fair value less costs of disposal of the Vega CGU as a whole is reliably
estimated at 175 crore. Management's draft value-in-use projection (the CGU's licence and
anchor contract both lapse at the end of Year 5, and management can support no cash flows
beyond that horizon) is set out below (X crore):

Cash flow Yr Yr Yr Yr Yr
1 2 3 4 5

Operating cash inflows (before the items below) 60| 62| 64| 62| 60
Capital expenditure to keep the assets in their current (10) | (10) | (10) | (10) | (10)
condition
Savings from a restructuring to be tabled for board approval 8| 10 10 10| 10
hext quarter
One-off cost of restructuring referred above (12) - - - -
Incremental inflows from a new production line management - 6 12| 15 15
intends to build
Capital expenditure on that new production line (20) - - - -
Income-tax payments (9| (10) | (11) | (11) | (10)
Finance costs on Vega's borrowings @D @ @ @ @®
Lease payments on the leased factory G| B (B)| (B)| (B

Management intendes to discount the cashflows at a post-tax rate of 10%. The pre-tax rate
of 13% is appropriate to the risks specific to the CGU.

Discount factors —



13%: 0.885, 0.783, 0.693, 0.613, 0.543 (Yr 1-5);
10%: 0.909, 0.826, 0.751, 0.683, 0.621 (Yr 1-5).
Required

e Perform the impairment test and allocate the loss across the CGU's assets



Vindhya Cement Ltd. — Solar Power Arrangement

Ind AS 116 vs Ind AS 115 — Lease identification & lessor accounting

| QuesTion

Vindhya Cement Ltd. ("Vindhya") enters into a 15-year arrangement with
SunVolt Renewables Ltd. ("SunVolt") on 1 April 2024 to secure renewable
power for its plant. Terms:

e SunVolt will construct, own and operate a 30 MW solar photovoltaic
plant on land SunVolt owns, adjacent to Vindhya's factory. The plant is
explicitly identified, is physically fixed and cannot be relocated, and
SunVolt has no right to substitute a different plant.

e The plant's construction cost is T120 crore, incurred by SunVolt; this
equals its fair value on 1 April 2024. The plant has a useful life of 30
years, with an estimated residual value of %6 crore at the end of 30
years. Its estimated residual value at the end of the 15-year contract is
Z70 crore, at which point the plant reverts to SunVolt, free to re-
contract or dismantle.

e Vindhya takes the entire electrical output for 15 years. Consideration
comprises a fixed payment of X8 crore per annum, payable in arrears on
31 March, plus %2.80 per kWh of electricity actually delivered. SunVolt is
contractually prohibited from selling the output elsewhere. Expected
annual generation is = 5.4 crore kWwh.

e SunVolt desighed the plant (capacity, technology, orientation, grid
configuration) on its own engineering assessment, and SunVolt
operates, maintains and makes all operating decisions throughout the
term. Vindhya has no right to instruct SunVolt on operation and did not
participate in design.

e SunVolt retains the Renewable Energy Certificates (RECs) and claims
accelerated tax depreciation as owner.

e The discount rate relevant to the arrangement (rate implicit / SunVolt's
rate) is 9% p.a. The annuity factor for 15 periods at 9% is 8.0607.

Required:
(a) Determine whether this arrangement contains a lease under Ind AS 116 or
whether SunVolt accounts for it under Ind AS 115.

(b) On the basis of your conclusion in (a), explain how and when SunVolt
would account for the transaction.

(c) Suppose Vindhya had specified and designhed the plant before construction,
in a way that predetermines how and for what purpose it is used (all other
facts unchanged, including that SunVolt physically operates it)



SOLUTION

| Part (a) — Does the contract contain a lease?

As per Ind AS 116, a contract contains a lease if it conveys the right to
control the use of an identified asset for a period of time in exchange for
consideration. Control requires all three of the following:

(i) ldentified asset — Satisfied.

The plant is explicitly specified in the contract, is physically distinct and
fixed, and SunVolt has no substantive right to substitute it. Hence an
identified asset exists.

(ii) Right to substantially all economic benefits from use — Satisfied.

Vindhya takes 100% of the electricity, which is the primary output of the
plant. The RECs retained by SunVolt are only a by-product; since electricity is
the dominant benefit, this does not defeat "substantially all." The accelerated
tax depreciation arises from ownership, not from use, and is therefore not
considered in this test.

(iii) Right to direct the use — Not Satisfied.

For a solar plant, the "how and for what purpose" decisions are largely
predetermined by its design. In such cases, Ind AS 116 requires the customer
to satisfy one of two conditions:

e Right to operate — Vindhya cannot operate the plant or direct its
operation; SunVolt runs it.

e Right to designh — SunVolt designed the plant, not Vindhya.

Since neither condition is met, Vindhya does not have the right to direct the
use.

Effect of the fixed T8 crore payment:

The question of whether a contract contains a lease depends on control over
an identified asset, not on how the consideration is structured. A fixed
payment neither creates a lease nor does a variable payment prevent one.
Hence it has no bearing on this assessment.

» Conclusion: Since the right-to-direct-use test fails, the contract does not
contain a lease. Ind AS 116 does not apply. It is a contract to supply electricity,
daccounted for under Ind AS 115.

| Part (b) — sunvolt's accounting (contract is not a lease)

Revenue (Ind AS 115):
The supply of electricity is a series of distinct goods that are substantially
the same and have the same pattern of transfer. It is therefore a single



performance obligation satisfied over time, measured using an output
method (RWh delivered).

Transaction price = Fixed Z8 crore p.a. + Variable ¥2.80 per kWh.

Revenue = T8 crore + (RWh delivered x ¥2.80) = T8 crore + (5.4 crore x T2.80) =
T8 + T15.12 =23.12 crore in a normal year, recognised as the electricity is
delivered.

Depreciation:

As there is no lease and no sale, the plant remains SunVolt's own PP&E under
Ind AS 16 and is depreciated over its 30-year useful life to its %6 crore
residual value:

Annual depreciation = (120 — 6) + 30 = ¥3.8 crore p.a.

Depreciation is based on the 6 crore residual over 30 years — not the %70
crore residual or the 15-year term, which are relevant only if the
arrangement is a lease.

Part (c) — If Vindhya had designed the plant

(i) A lease now exists

The only criterion that failed in (a) was the right to direct use. If Vindhya
desighed the plant so as to predetermine how and for what purpose it is
used, the "right to design" condition is how satisfied, even though SunVolt
physically operates it. With the identified-asset and economic-benefits
criteria already met, all three conditions are satisfied. Hence the contract
contains a lease and Ind AS 116 applies, with SunVolt as lessor.

(ii) Finance vs operating classification — computation
The 22.80/kWh charge is a variable lease payment not based on an index or a

rate — excluded from the classification present value. Only the fixed I8 crore
p.a. enters the test.

Indicator Assessment

PV of fixed lease payments 8 x 8.0607 = 64.49 crore

(% of fair value (2120 cr) 64.49 -~ 120 = 53.7% - not
"substantially all"

Lease term vs economic life 15 + 30 = 50% - nhot a "major part"

Transfer of ownership / None; plant reverts to SunVolt
purchase option

Specialised asset No - a general solar plant SunVolt can
re-contract

SunVolt retains the significant risks and rewards of ownership.

[» classification: operating lease.

(iii) Accounting for the operating lease



The plant stays on SunVolt's balance sheet as PP&E — an operating-lease
conclusion does not derecognise the asset; SunVolt continues to
depreciate it over its 30-year life to the %6 crore residual — 3.8 crore
p.a. — the same 3.8 crore as in part (b). The character of the income
changes between scenarios; the depreciation does not.

Fixed X8 crore payment — operating lease income on a straight-line
basis over the term (Ind AS 116.81), unless another systematic basis
better represents the pattern of benefit. As the payment is level and
output is broadly even, straight-line gives X8 crore p.a. — but note the
principle differs from part (b): here the fixed element is recognised on a
time/straight-line basis, whereas under Ind AS 115 it followed the
output measure of progress.

%2.80/kWh charge — variable lease payment not based on an index or
rate. It is recognised as lease income in the period the electricity is
generated (~%15.12 crore in a normal year) mechanically similar in
timing to part (b), but presented as lease income, not revenue from a
contract with a customer.

Operation-and-maintenance element — component separation. The
contract bundles the lease of the plant with SunVolt's O&M service. As
lessor, SunVolt separates the lease component from the non-lease
(O&M) component and allocates the total consideration on a relative
stand-alone-selling-price basis under Ind AS 115 (Ind AS 116.17). The
lease component is operating-lease income (fixed straight-lined +
variable as generated); the O&M component is Ind AS 115 service
revenue recognised as the service is performed.

Initial direct costs, if any, are added to the carrying amount of the plant
and expensed over the lease term (Ind AS 116.83).



Meridian Alloys Ltd grants share options to its senior management cohort under a
single scheme.

e Grant date: 1 April 20X3. Vesting date: 31 March 20X6.

e Award: 500 senior managers, each granted 200 options — exercise price X100
per share.

e Share price at grant date: Z110.

e Conditions attached (both must be satisfied for the options to vest):
(i) the manager remains in employment throughout the three years; and
(ii) Meridian's share price reaches ¥180 by 31 March 20X6.

e Valuation: Using an option-pricing model that reflects the share-price target,
the fair value of each option at grant date was ¥40. Had the share-price target
not been built into the model, the fair value would have been ¥52.

Staff movement and share-price data:

Managers who Further managers expected to Share price at
left during the leave before vesting year-end
year
31 Mar 20X4 | 30 50 <120
31 Mar 20X5 25 35 %150
31 Mar 20X6 | 40 — %165

The share price peaked at X172 and did not reach X180 by the vesting date. The
options therefore lapsed and none were exercised.

Tax: Meridian's tax rate is 25%. Under the applicable tax law, the employer is
entitled to a deduction equal to the intrinsic value of the options at exercise
(perquisite basis). The estimated future deduction at each reporting date is
measured using the intrinsic value at that date.

Required:
(a) Calculate the share-based payment expense to be recognised in each of the three
years, explaining your treatment of each condition and of the eventual lapse.

(b) Determine the deferred tax to be recognised each year, showing clearly the split
between profit or loss and equity, and explain the position at 31 March 20X6.



#5Ind AS 8 and 16

Tuesday, 15 September 2026 12:11

B
lllustration 5
IndAS8a...

Question — Konkan Petrochem Limited (10 marks) @L\,} AS 8/ 74

Konkan Petrochem Limited commissionet/a chemical processing upit on leased
Ptk oces ~ease

coastal land on 1 April 2021 at a cost aii uo,oo,ooa Under the leasg_flnd

applicable environmental law, the company has an unconditional legal

obligati arising on i llati to di: le the unit and restore the site at

— ~ 2 == _ —_—

the end of the unit's useful life.

The unit is depreciated on a straight-line basis over 8 years with nil residual
value under the cost model. At commissioning, the estimated cash outflow
er the cost macdel; ALLEEEL

for dismantling and restoration at the end of year 8 was £18,50,93Q;/the

- Al At

present value of this obligation on 1 April 2021 was ¥10,00,000, using a discount
—

rate of 8% p.a.

While finalising the financial statements for the year ended 31 March 2024,
the company discovered that the decommissioning obligation was never
‘Fifﬁnind — heither in the cost of the unit nor as a provision — and ho

—
unwinding had ever been recorded. The amounts are materigl.
—_— — —

Relevant as-reported figures (no dividends declared; ignore deferred tax and
—_— _—

all other tax effects): \eﬁ/ "’@/
of Profit and Loss | FY 2023-24 ;%% d

Depreciation ¢/ F45,00,00 {45,00,000

Finance costs \* —112,00,000 | 10,00,000

Profit for the year V ~75,00,000 | | 60,00,000

Retained earnings (as reported): ¥1,50,00,000 at 1 April 2022; ¥2,10,00,00Q at
31 March 2023; ¥2,85,00,000 at 31 March 2024.
P

The Finance Manager proposes to charge the entire cumulative shortfall to the

e cum e
. -  aeriod b :
current year's Statement of as_a single prior-period item since

the final impact on retained earnings would be the same.

Required:

(a) Explain the correct treatment of this omission under Ind AS, and evaluate
X —_ pALLLL o 2T -
the Finance Manager's proposal.

c

(b) Prepare the restated extracts of the Financial Statements
— _ R ————

Solution
(a) Nature of the item and correct treatment

This is a prior period error, not a change in estimate. The obligation is a legal
bligation arising at i (! ; Ind AS 16 para 16(c) requires the initial
Qb7tgation arising ar (nstar’dtio e the initie
estimate of dismantling and restoration costs to be capitalised in the cost of
. _— —

the unit, with a corresponding provision at present under Ind AS 37. Its
complete omission is a misapplication of standards using information
available at commissioning — an error under Ind AS 8.

—_—

Correction: apply retrospective r (Ind AS 8 para 42). As the error
originated before the earliest period presented (1 April 2021), restate the
opening balances of PPE, provision and retained earnings as at 1 April 2022,
and restate the comparative (FY 2022-23).

Finance Manager's proposal is incorrect. Ind AS 8 prohibits routing prior period
error corrections through current year profit. Ind AS has no "prior period item"
line in the P&L (unlike erstwhile AS 5). His approach would overstate FY 2022-
23 profit and understate FY 2023-24 profit, distorting both periods and per-
share figures, even though closing equity coincidentally ties. Correct route =
restate comparatives + restate opening equity + disclose.

Workings

W1 - Additional depreciation = 10,00,000 + 8  ¥1,25,000 p.a.

W2 - Unwinding of discount @ 8% (finance cost, Ind AS 37 para 60):

Year Opening Intcrcds‘tg% Closing
FY 2021-2210,00,000 | 80,00 10/80,000
FY 2022-23 [ 10,80,000 | 86,400~ | 1¥,66,400 |
FY 2023-24 | 11,66,400 | 93,312 12,59,712

W3 - Total charge tg profit each year:
FY 2021—22+ 80,000 /=(2,05,000)(adjusts opening RE at 1 Apr 2022)
2

FY 2022-23: 5,000 + 86,400 = 2,11,400 ﬁ

T
FY 2023-24: 1,25,000 + 93,312 = 2,18,312

(b) Restated Statement of Profit and Loss (extract)

FY 2023-24
(Restated) (Restated)
Depreciation (45,00,000 + 46,25,000 46,25,000
1,25,000) S — I 194

FY 2022-23

Do AR L VA Jecomt.

Comp ukason  of—  PPE cud Oep
2021 -2 202% 2,

Codt g-PPE " 800087V

Aok oW 1000000 )

bal 4. o1ppo oy

20 22-2%

ngogoon &80
CHWOO) C,ll%DOO}

(<1, 60,079 E@@@
22 2wy,

L 266D

50060

F2d20e 2

gIlE pr
1o POE

12400
1000

Lomputonon oR Um\m\lug o Aic
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31»/:7: 10 @og;b 006D = t?@am
227% 080 %é#oow 1188 %o/
252y |[l&8Y00 A%%IZT 1269712
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Finan 10,86,400

Profit for the year 72,81,688 57,88,
A — | —~
(FY24 finance cost 12,00,000 + 93,312; FY23 10,00,000 + 86,400. Profit reduced
by w3.)

(c) Rcstag:d Balance Sheet (extracts)

A third balance sheet as at 1 April 2022 is required. Under Ind AS 1 para 40A, a
retrospective restatement having a material effect on the opening balance

sheet of the preceding period mandates presentation of the opening balance
sheet of that comparative period.

Pl

| _1Apr2022 | 31 Mar 2023 | 31 Mar2024
PPE - proces: 78,75,000 67,50,000 56,25,000
(as reported) 70,00,00 (60,00,000)"1 (50,00,000)
D issioning provision (non- 10,80,000 11,66,400 12,59,712
current) ~7 — ‘A
Retained earnings 271,47,95,000 |2,05,83,6 2,7, 288 [
(as reported) |\ (1,50,00,000)]152,1 0,000)][(2,55,00,000) R

Disclosure (Ind AS 8 para 49): nature of the error; the correction to each
affected line item for each prior period presented; and the correction to
opening balances of the earliest period.

L5800 2100 285006

_ ~ 28D - 25
gooms < TRy 5w

—_—
TAposby, T4qal. 208834 28CH2RR
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B
lllustration 6
Ind AS 32...

Question

Vardhman Alloys Ltd. (functional & presentati
financial statements forthe year ended

face value of £10 eacH. ==

Shares (OCP

prei)

— —
each at par, ra:smgwhe terms are:

« Fixed cumulative preference dividend ¢f 6% p.aj, which the company is
—_ —_— A€ company 15,

contractually obliged to pay each year.

« On31 Marchédzl,:;Ehe holder may elecf either to convert each OCPS into
quity shares, or to require the company to each OCPS at par
:2 o W o ar

(%100) in cash.
« The market rate of return for an equivalent preference instrument

without the conversion option {s 10% p.a LM @

In preparing the draft accounts, the company:
e g s ne comp

« classified the entire ¥1,00,00,000 asunder "Preference Share
_— —_—
Capital"), and

« paid the year-1 dividend d debited it to retained earnings

as an appropriation.
il d b el LN

Equity share movements during the yearg_-1
—_— [

—
+ Opening balance (1 April 2025): 40,00,009 equity shares.

+ 1 October 2025: issued 20,00,000 equity shares for cash at fair value.
——— ——0

S E—
Preference dividends are not deductible for income tax. Ignore deferred tax.

PV factors @ 10%: Year 1 — 0.909; Year 2 — 0.826; Year 3 — 0.751 (PVIFA 3 yrs =

e — -

Required:

+ Compute Basic EPS and [Diluted EPS
— —

32/333

srrency %) is finalising its
—_—
The draft Statement
OF Profit and Loss shows profit after tax g¢f} 0,000)[Equity shares have a
—_— = —

5, #he company issued 1,00,000 Optionally Convertible Preference

Diluked £€PS:

&

@ oces:

ComPutzhm & Uo«ﬂo?(}% Covnp
. prelpE Pus
Poregr divtcand 600000 248 144D

p'n\vtc)pm,l\ 10000000 B8t “1€1062D
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rusied_PhT
CAECH

Wb e, -

4000600 ®iy,
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ST00080
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B
lllustration 7
Ind AS 102

QUESTION — Kalinga Semiconductors Ltd (10 marks)

On lkalmga Semiconductors Ltd ("Kalinga") granted share options
0!

to it r managers. Each manager was granted 4,000 options, PMA’\M B 293 |y 3 }H'X C
condltlonal on remammg in employment ua four-year

ww‘{w XbY. So K2
exp ~

vesting period).
L

The exercise pncc is not fixed. It steps down ags the group achieves higher

cumulative révenue growth measured over the four -year vesting period. }"{ g v Afé
Kalinga's advisers determined the following fdir values of each option at the v
—_— A\
grant date under each possible outcome: Np /% O'th’% Lfm L6
Cumu(atwe revenue growth over | Exercise price per | Grant-date fair value 2&:21.»0?% Pm' Co gg 20
v period =, option  rj——=—=per option

32% :; ::;i/ sdp | S 355 ﬁ) Wm&af@) |§\/ £

Further information:/ §D7<q7 &NMM\IL Ap H@YHG‘B‘D"M(‘ W‘sz

« The grant-date fair value of one Kalinga shau H Y
+ Year ended 31 March 20X4: board expected c lative revenue
growth tofall in the m band. It_expe cte@ of the 50 managers = 1260 (DD CC2000

aitl:r—e’a_g_qler the full vesting period. One manager actyally resigned M‘/
uring the year. The share price at 31 March 20X4 wa EE ) and the fair . 250
value one option at that date was reassessed &§ Wr\m%v”\“f) @) 1 0@
« Year ended 31 March 20X5: Tradin ior The board now expects

cumulative revenue growth [of below 15%), and revised its estimate of 8}(,{9 /%" M&'f jag ”7%617'0 Qégooé)

¥otal leayers over the vesting period © Two further managers
“resigned during the year. The share price at 31m¥'47 as ¥47, and
the year-end fair value of one option wasZ4— QM%
« Kalinga's Chief Accountant proposes to carry the options at the
r-end fair value each period, and has asked whether the c/l’mw_qn
expected exercise price should be treated as a modification of the
scheme.

Required: Explain, with supporting calculations and journal entries, how
Kalinga should account for the share option scheme — including deferred tax
— in the years ended 31 March 20X4 and 31 March 20X5. (10 marks)

Solution

A. Principles applied (Ind AS 102)

The award is settled in the entity's own shares — equity-settled share-based

paymcnt It is measured at the grant-date fair value of the options and is not
ly re ed for changes in that fair value. The reassessed

end fair values (12 and %4), the share price, the share's own grant-date

’ 'I/ CA SURAJ LAKHOTIA (AIR 1,4,2) / FINANCIAL REPORTING /I-

fair value (Z50) and the dividend are therefore not used in measuring the
charge.

The service condition and the revenue-growth condition are non-market
conditions. They are excluded from the fair value and instead built into (i) the

ber of op P d to vest and (ii) the scenario whose grant-date fair
value is applied, both of which are trued up at each reporting date. Because
the exercise price steps with a non-market performance condition, Kalinga
applies the grant-date fair value of the outcome currently expected. This is
the operation of the original terms — it is not a modification.

B. Workings

W1 — Options expected to vest (best estimate of total forfeitures; actual
resighations of 1 then 2 are ignored)

Year end M s expected to vest Options
31 Mar 20X4 | 50 x 96% = 48 48 x 4,000 = 1,92,000
31 Mar 20X5 | 50 x 92% = 46 46 x 4,000 = 1,84,000

W2 — Grant-date fair value applied (driven by the expected performance band;
fixed at grant date)

Year end Expected growth band | Exercise price | FV per option
31 Mar 20X4 | 15% - <25% %55 %15
31 Mar 20X5 | Below 15% %70 T6

W3 — Cumulative and annual charge (W1 x W2 x elapsed + 4)

c lative Year charge
20X4|1,92,000 x 15 x 1/4 = ¥7,20,000 | X7,20,000

AAVE |1 04 AAA . =r .. mi4 _mE FAa ARA | £ £n ARA 3 AR AANA _ fma ro ARAY




| £UAD | 1,0%,UUU X <D X £/* = <3,94,UVUV | 2,24,UVUV — /,£LU,UVUU = \<4,00,UVV) |

The cumulative charge falls in 20X5 despite a second year of service, because
the expected scenario worsened (lower FV). A reversal is permitted for a
non-market condition.

C. Journal entries

Year ended 31 March 20X4

Particulars Dr (%) cr (%)
ployee benefits expense (P&L) 7,20,000
To Share-based payment reserve (equity) 7.20,000
(vear-1 SBP charge — W3) —

Year ended 31 March 20X5

w CA SURAJ LAKHOTIA (AIR1,4,2) / FINANCIAL REPORTING /I-
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Particulars ot (%) cr ()

Share-based payment reserve (equity) T 1,68,000 |
To Employee benefits expense (P&L) “{68,000
(Reversal on revised lower scenario — W3)
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lllustration 8
-Ind AS 11...

o

Vector Ltd (trle_lessee) leased a spec«ahsed machine from Nova Ltd on_1 April
20X3 under a non-cancellable arrangement runhing g for to 31
March 20X7. At the end of the third year, only the lessor, Nova Ltd, holds a
“Fight to terminate the lease; Vector Ltd itself has no right of termination and
cannot walk away. Ledse rentals are payable at the end of each year and rise
over the term : in Year 1, ¥12,00,000 in Year 2, ¥14,00,000 in Year 3
and T 0 in Year 4. Vector Ltd has guaranteed a residual value of
25,00,000 to Nova Ltd at the end of the lease. The dsset is expected to have a
vaiue of ¥3,00,000 at the end of lease term. There are no _ini initial direct costs,
no restoration obliggtion anHWFTse’T)pnon, and the machine's useful
life comfortab(y exceeds the lease term.

===

The interest rate implicit in the lease is not readily determinable, and Vector

Ltd's incremental borrowing rate is 10% per annum. (Present value factors at
JActor
Lo LT D909 Vear  Losaey Vear 3 07513 vear 40830,
e ector Ltd rran,
nd charged the rentals to profit_or loss on a straight-line

basis carrying the excess of expense over cash paid as q rent-e
liability. The error was identified at the beginningﬂ Year 2 (1 April 20X4),
before the Year 2 books were closed. -

Required: Applying Ind AS 116 and Ind AS 8, pass the journal entry to correct
the error at the beginning of Year 2, together with the journa[ entries for
Year 2. Show all supporting workings, and ignore tax.

Solution
WN 1 : Lease term (the trap).

Under Ind AS 116 paras B34-B35, a lessor-only termination right is ignored in
setting the lease term : "if only a lessor has the right to terminate, the nhon-
cancellable period includes the period covered by that option.” Vector cannot
avoid the lease, so lease term = 4 years, not 3. (A lessee has no "operating
lease" category : Ind AS 116 requires ROU + liability.)

WN 2 : Lease payments include RV guarantee at expected amount (para 27(c)).
Include only the amount expected to be payable = ¥5,00,000 guarantee —
23,00,000 expected FV = ¥2,00,000

Initial ROU / lease liability = PV of rentals + PV of expected RVG:

Amount PVF PV |
yrl | 10,00,000  0.9091| 9,09,100
Yr2 |12,00,000  0.8264| 9,91,680
Yr3 | 14,00,000 | 0.7513 | 10,51,820 |\~
Yr4 | 16,00,000 | 0.6830 | 10,92,800 s

2,00,000 | 0.6830| 1,36,600

‘I/ CA SURAJ LAKHOTIA (AIR 1,4,2) / FINANCIAL REPORTING /I-
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hedule / WN 4 : Depreciati

[Total

WN 3 : Liability
210,45,500 p.a.):

(SLM, 4 yrs = 41,82,000/4 =

Yr| Opening | Int @10% | Payment Closing
1 |41,82,000| 4,18,20010,00,000 | 36,00,200
2 |36,00,200| 3,60,020|12,00,00027,60,220

WNS: Quantcfymg the Year 1 ¢rror (prior pcr(od error, Ind AS 8 paras 41-42 —

retrosp r of op gr d earnings):

Correct | Wrong (recognised)
Year 1 P&L Interest 4,18,200 + Dep 10,45,500 = Rent (SLM)
charge 14,63,700 13,00,000

Profit was overstated by ¥1,63,700 — debit opening retained earnings. Also to
be removed: rent-equalisation liability of ¥3,00,000 (¥13,00,000 expensed —
%10,00,000 paid in Year 1).

Journal Entry : Correction at 1 April 20X4

Particulars Dr (3) cr (®
Right-of-use asset (net of Yrl dep: 41,82,000 — 31,36,500
10,45,500)
Rent equalisation liability (reversed) 3,00,000
Retained earnings (prior period error) 1,63,700
To Lease liability 36,00,200

(Being prior period error corrected retrospectively : operating-lease treatment
reversed and ROU asset/lease liability recognised per Ind AS 116)

Journal Entries : Year 2 (year ended 31 March 20X5)

Particulars [

Dr (3 |
‘ Depreciation (&L) Dr

cr @]
_|10,45,500

ey =2 CLUJJ% Yuelude -

Uoneexp booked
= £200890
2z,
= 1500400

{2are exp 200850
w Gomk looopde
T lasse enldds | BOOOY
LWN-) (2ane Heawm = 4 yead.

Tt nsor o ophn fp enwtivede,
dude kte  pethod Coverdd Loy desm
#Phvw

WL Computahion o @0V Afes e

Moo - ove- e
XY dpnet  6:dod;  A691d0
T 1200000 0-Q254 AMéZO
RE YYD 01 10€1820
wY  LbodDPs 066830  1692€80
vy 20000 24820 (24€4D
TR
e Qalr (% %84/%)
Year  0p bt D@07, Poy, 8
Y3y Ligress  [A18200] 10008 _

XU~ 2608 900 3L0020 (20067) 27602200

Aty rissaiion Den year =~ A1g2060 :!'m@,;
Cavyiyg  omu = “1g2000 —(WEW: 2126520
Told @=p to be cccay = 1182080 + (045D
= 46520
Actupd exp boote) = 1200070
Ditt h Le boote) = |IEEISOA

7200060

2126 00

162762
%eo

e =25 Ya

Qov Peser _dle m
~e_

T (lesse YUab




To ROU as¥et (accumulated depreciation) 10,45,500 |
Finance\gqst (P&L) Dr (36,00,200 x 10%) 3,60,020 2
To Lease liability v 3,60,020

Lease liability Dr o~ 12,00,000
To Bank (P 12,00,000

Closing lease liability = ¥27,60,220; ROU carrying amount = ¥20,91,000

(41,82,000 — 20,91,000 accumulated dep).

S
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[llustration 9 - Ind AS 21 Foreign Subsidiary
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B
Illustration 9
-Ind AS 21...

Ind AS 21, with Ind AS 27 and Ind AS 36 interplay | 10 marks

j0%.
Sea Ltd ('-5?_51/) prepares its financial statements | which is both its Qw\lll//(u 5
functional ‘and presentation curfency. Its year end i§ 31 March.] %

On 1 April 20X3)%ea acquired 100% of Coastline Inc ("Coastline"), an

autonomo foreign entity whose tunctional currency is th for
\‘fd\ 00,000 cash, On_the same date Sea advanced a long-term loan of

$2,000 to Coastline (denommated in US$). Settlem of the loan is Nd WW

neither|planned nor likely to occur in the foreseeable futurg. The loan carries

interest at g_market rate, pmd annua((y in cash; all interest due for the year
has been received. -
Jas been recelved.

Additional information:

. e fair value of Coastline's identifiable net assets on 1 April 20X3 was
$ - T —

7 $7.000000. O Com pudars W
Co,astl:ne 's profit for the year ended 31 March 20X4 was_$1,000,000 CD m 0% Q,

(accrumg evenly; no dividends declared) Its net assets at 31 March 20x4

werg $8,000,000. l m

+ Sea holds the investment in Coastline at cost under Ind AS 27. At 51 p %OOO
March 20X4 the fair value of the investment was $89, 0 and its PV':DNA‘ 200D DD
recoverable amount was assessed at|[$8,200,000. —

awo § 16v® avw

Exchange rates ($1 =):
. Rode ¢
\/;April 20X3 @ l %\,)(\{ C
Average, year ended 31 March 20X4 %77 Y w1 oY
31 March 20x4 ﬂ’/ :M @ -
o

&)
30 September 20X4
on @smmbcr 20X%4, Sea sold jts entire interest in_Coastline fo Cost ﬁ—m} ~ @ s
and the loan was repaid lqjull on the same da;e At that that date the carryw -
amount of Codstline's net gssg - 60 8]
statements was||T7¢k
‘ gd L s
~~
Required
(a) Explain, with supporting calculations, the accounting treatment of the ‘:ENQ» v
investment and the loan in Sea's separate financial statements at 31 March L&‘) on %VU/\. — $5\00 o000 150 6vD,007
_— - Adhy]
2054 ‘}
-

v
l3/xe. , )
(b) Explain, with supportmg calculations, the exchange differences arising in % 2/)(1{ 0 [é,@a/ﬂ]);m/

Sea’s consolidated financial statements for the year ended 31 MaFch 20X%, and
where each (s recognised.
f_/
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Gedn~ 10000 —D>C oL

Prwt—Leoc -

v - Neb AKer
(c) Determine the effect on Sea's consolidated statement of profit or loss and Q—) CllV‘) N
- oh >€d s consol eme
other compre! ive income arising on the disposal of Coastline on 30

September 20X4.
—_—
Solution
(a) Separate financial statements of Bhaskar — 31 March 20X4 (4 marks)

Investment in Coastline {(non-monetary,\ held at cost — Ind AS 27,
« — —_—

Carried at cost using the rate at the transaction date (Ind AS 21 para 23(b)). A
non-monetary item at historical cost is not retranslated:
—

« Cost = $8,000,000 x 75 = R600,000,00
_—

The year-end fair value of $9,000,000 is irrelevant — the cost option is used,

. _— -
not a fair value model. No exchand®difTerence arises.

Impairment test (Ind AS 27 — Ind AS 36, read with Ind AS 21 para 25)

Carrying amount (historical rate) vs recoverable amount translated at the
rate when RA was measured (closing rate):

« Carrying amount =[R600,000,000 (*——’l').( =
¥656.000.000

+ Recoverable amount = $8.200.000 x TR0 =



RA > CA — no impairment. Investiment remains at ¥600,000,000.
— =

Loan to Coast(inczmonztary itza &000 m '}Cg:o(

In the separate FS the net-investment treatment does not apply; the loan is a
foreign-currency monetary receivable retranslated at closing rate, with the
difference to P&L (Ind AS 21 paras 28 & 32):

« At 1 April 20X3: $2,000,000 x ¥75 = ¥150,000,000 GOLI‘ nw> A Oxdgfdm

« At 31 March 20X4: $2,000,000 x T80 = ¥160,000,000

+ Exchange gain 10,000,000 — Profit or Loss - __lg_m_f—s

Interest received is recognised in P&L at the rate on the date received.

(b) Consolidated financial statements — exchange differences, year ended 31
March 20%X% (4 marks) —— —

Coastline is translated per Ind AS 21 para 39 (assets/liabilities at closing rate;

income at average; differences to OCI). Goodwill = $8,000,000 — $7,000,000 =
$1,000,000 and is an asset of the foreign operation (para 47).

; / CA SURAJ LAKHOTIA (AIR 1,4,2) / FINANCIAL REPORTING /I-

1. On net assets

L/'mini net assets (1.4.x3) (7,000500d{

Closing net assets (31.3.X

Exchange difference = 640,000,000 — 602,000,000 = £38,000,000 ai
“’ 09
L 31000 Y

2. On goodwill (para 47)

« Closing: $1,000,000
————— .
« J¥%,000,000\gain

3. On the net-investment loan (para 32)
— —— —

The intragroup balance eliminates, but the exchange difference does not. The
10,000,000 gain recognised in Bhaskar's separate P&L is reclassified to OCI on
consolidation because the loan forms part of the net investment:

+ $2,000,000 x (80 — 75) =|¥10,000,000 ai

Total taken to OCI (FCTR) for the year = 38m + 5m + 10m = ¥53,000,000
(attributable wholly to owners; 100%-owned).

(c) Disposal of Coastline — 30 September 20X4 (2 marks)

Loss of control — full disposal. Cumulative FCTR is reclassified from equity to
P&L (Ind AS 21 para 48).

T =
Proceeds ($9,500,000 (Z84) 798,000,000
(39,500,000 X 38 )
Less: net assets + goodwill (consolidated CA) (700,000,000)

Gain on disposal 98,000,000

Add: reom OCI to P&L 92,000,000 —

Total gain to consolidated P&L 90,000,000
OCl effect: a reclassification adjustment reducing FCTR by 92,000,000
(recycled into P&L). The ¥92m stated already captures the exchange

differences on both the translated subsidiary and the net-investment loan up
to disposal, so no further recycling arises.

S
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[llustration 10 - Ind AS 23 and 21

Saturday, 26 September 2026 16:27

B
Illustration
10 - Ind AS...

D;ommtuﬂ o3t M ot B

Scenario

ot bosyo e d A000 d32°

Zenith Alloys Ltd. ("ZAL"), whose e functional and presentatlon currency i INRS

e el e Dot @Y. 00000
R e i et vy fae T
= @V D oS (USD La)| 1500000
1. Specific borrowing (for Unit A): A loan of W ,00,000 was drawn on 1
April 20X1 exclusively to fund Unit A, carrying interest at 5% p.a. =) mﬁab WY ~ ('_78——"72—) K 2000 7D

(translated at the_average rate; assume settled during the year).
sare Ve ELE assE f 2

jelevant exchange rates:( /,:,: [:/LO% /) 9 M W - 1’2 OIOD ,O 00

Date
\,lié(fq/?/\r;lrf:);txz TNE Peal @ = Pt TN = Qv % 200 DOVD X 72—~
| Average for the year 'PC/ Dl = t,ﬁ—‘], éa/m

2. Had ZAL borrowed an equivalent sum ( n?l April zoxﬂ the interest m < - o dbd — N o)
rate avmlable to it wou(d have Igeen 9% p.a. J—‘!/“'Q_— M&d' lg’q 6 go m

surplus proceeds of the specific Joan were temporarily invested pending - ! M 50D
deployment and earned . D Codtices - Eﬁ_—
3. General borrowings (used for nit B it B and general pums:s)w

throughou

/
A} ”\
10% Jerm)l,_oan 23,000 lakh B0 j‘}%/ s ?0')4‘ %ﬁW v ¢
8% Debentures: 32,000 lakh 1£ 0 ﬁ;id% W \
-

Tored BoroLbe logt = 7zqeo<nm

1(14 _ 2]
womww»

, all construction was M d-o"? — l 9—%60 /R 'X'_TZ_’/ n

1 January 20X2

Other even

)

Between 1 August 20X1 and 30 Sep b
halted by a prolonged labour dispute.
+ Unit A was substantially complete and ready for its intended use on 31 "] Q QO/ m

December 20X1. unit B remam ed under construct:on at the year end.
— -— - <
. Ly Bucone, ~(1€o0mm )
Required' —_—
(‘ *" ~P 4
For the year ended 31 March 20X2, determine, with reasons ____LQ_QL‘ ! @

w CA SURAJ LAKHOTIA (AIR 1,4,2) / FINANCIAL REPORTING /I-

— «
(a) The borrowing costs to be capitalised to Unit A and to Unit B; and
(b) The amounts to l?e recognised in profit or loss, and the resulting carrying
amounts of each unit. —_—
—_— S

Suggested Answers (Para numbers can be ignored)
1. Capitalisation period for each unit

+ Capitalisation commences 1 April 20X1 (Para 17 — expenditure, borrowing
costs and activities all present).

« Capitalisation is suspended for the 2 months 1 Aug-30 Sep 20X1 (Para 20).
An extended interruption not inherent to the construction process
suspends capitalisation; borrowing costs of this period are expensed.

« Unit A: capitalisation ceases on 31 December 20X1 — a part capable of
independent use is complete while other parts continue (Para 24 read
with Para 25). Active months: Apr-Jul + Oct-Dec = 7 months.

« Unit B: continues to 31 March 20X2. Active months: Apr—Jul + Oct-Mar =
10 months.

2. specific foreign-currency borrowing (Unit A)
Eligible finance cost for the year — interest plus exchange differences to the
extent regarded as an adjustment to interest cost (Para 6(e), interplay with

Ind AS 21):

| Component Wo_rlt_inp . ! S_la_k_h

= T - - ===




Interest USD 1,00,000 x 75 (avg) 75.00

Exchange loss on principal (Ind AS | USD 20,00,000 x (78 — 72) 120.00
21)
Ceiling — adjustment to interest Notional INR interest 1,440 x 9% | 54.60
= 129.6; less foreign interest 75
Exchange loss in excess of ceiling | 120 — 54.60 65.40
— P&L (not a borrowing cost)

Total eligible borrowing cost = 75 + 54.60 = ¥129.6 lakh (equal, sensibly, to the
notional local-currency interest — the cap on what a foreign loan may
contribute).

Apportion over the capitalisation period (Para 20/25):
« Capitalised (7/12): 129.6 x 7/12 = ¥75.60 lakh
+ Expensed — suspension + post-completion (5/12): 129.6 x 5/12 = ¥54.00
lakh

Less investment income on temporarily invested proceeds (Para 12-13): T18
lakh, deducted from the amount capitalised.
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Capitalised to Unit A (specific) = 75.60 — A8 = ¥57.60 lakh

3. General borrowings (Unit

Weighted-average rate (Para 14):
(3,000 x 10% + 2,000 x 8%) + 5,000 = (300 + 160) + 5,00 @
P R — — —

capitalisation rate

Expenditure | Active period Working % lakh
600 (1 Apr) |10 months 600 x 9.2% x 10/12 | 46.00
800 (1 Jan) 3 months 800 x 9.2% x 3/12 | 18.40
Capitalised to Unit B Y J®4.40)
——

4. Summary — carrying amounts and P&L

Z lakh
Unit A (PPE, ready 31 Dec 20X1) — 1,440 + 57.60 | 1,497.60
Unit B (CWIP) — 1,400 + 64.40 1,464.40

Recognised in profit or loss:

« Specific-loan finance cost ﬁnon—cagita(isation period: ES-LOO lakh ’
« Exchange loss in excess of ceiling (Ind AS 21): 265.40 lakh

« Geheral borrowing cost not capitalised: 460 — 64.40 = 395.60 lakh
Pttt — e

Unit A is depreciated from the date it is ready for use (Ind AS 16); its
borrowing costs, being a directly attributable cost, form part of its cost.
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[llustration 11 - Ind AS 36 Foreign Component
Impairment

Monday, 28 September 2026 12:26

B
lllustration
11-Ind AS...

G )
Zenith Pharma Ltd ("Zenith"), an Indian company reporting in T (INR),
acquire@of the equity of SEl_anlt:is BioCare Ltd, an lrish pharmaceutical
company, on 1 April 2022. The remaining 25% non-controlling inferest (NCI)
e — S 0 N
was measured at its acquisition-date fair value, and goodwill was determined
under the fair value method Zi.e., “falt goodwill"i. Solantis BioCare'g functional
currency is the Euro (EUR), and it constitutes a single cash-generating unit
(CGU) within th& Zenith group, being the smallest identifiable_qm
generating cash inflows largely independent of other units.
— e — — —_—

Extracts of Solantis BioCare's net assets forming part of the CGU gt 31 March

2026, before any impairment adjustment, are as follows:
= —_— pR————

Asset Carrying amount

Goodwill , +
Formulation X — an indefinite useful life intangible asset (q
proprigsary drug formulation)
Pl

inery (net of lated depreciation) y
Trade receivableg and i ies
<
During the year, two developments came to light: (i) a competitor obtained a,
court in':uni:sn in certain export markets restricting one_permitted use of

Formulatio and (ii) Irish sovereign bond yields rose sharply, pushing u
discount rates used in valuations_across the sector. Zenith's management,

supported by an independent valuer, obtained, the follom_/l_ng_aw 2026:

’
+ Fair value of the 2GU as a whole: EUR 9,750,000, from which costs of
“ — r—-b—‘-‘ ~—
disposal of EURY150,000,are to be deducted.
« Vatuen use of Th CGU, based on_management's discounted cash flow

projections using a pre-tax discount rate reflecting current market

Issessrie of érg_ti_me value of money and the risks specific to the_
cqu: EuRil0,000,000. N

« The valuer separately confirmed that Formulatio@if sold on a

standalong basis, would realise a fair value less costs of disposal of EUR
3,700,000.
e e @)

Relevant exchange rates:
« 1 April 2022 (acquisition date),‘ EUR 1
« Average rate for the year en arch 2026: T94 = EUR 1
+ Closing rate a arch 2026 £96 UR 1

-_——

Required

Determine the impairment loss and how the loss so computed should be

accounted.
-

I
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Illustration 12 - Ind AS 115 - Variable Consideration
Modification

Wednesday, 30 September 2026 15:49

0
Illustration
-Ind AS...

Zenith Infratech Ltd (year-end 31 March 2027) signed a contract with Meridian Realty Ltd
on 1 October 2026. —_ —_ -

Deliverabl
ellver es fo

|Licence of pr opnetary building-management software (BMS), delivered|
Installation and infegration with Meridian's HVAC and security hardware. This!

customqses the sof’{warg, o otFner vendor, can do it without Zenith's source cod

Post- mstal(atlon technical support (PCS) for 24 “months from go-live (expected 31 Mar
—

2028). @
.’_—_—-
rce i paymerne Troqely provel u\_J
D —
onus of l crore-—if-tife bu:(dmg achieves a 20% energy saving within 12 months o-live.

The outcome depends heav‘l_y 5] Z ncy and other factors outside Zenith's control
FTIT Y lmves‘&"ﬁ"evemﬂs likely” 5 ¥

was received gn signing, mainly to protect Zenith from the credit risk of

——
7 a financially weak entity. The balance is due on go- (cve
'—’—"—_‘ -

Stand-alone selling pnces (SSP): Licence 30 crore l stallation T2 crore €CS %12 crore for)

24 months.
-
Costs éj —0r ?
= - - O I'q
/7 is mcludes 0.6 grore of specc—zrlsi
. (’5‘?# 5.3 crore. This mclude e of wasted

materials and (& f unmst:alled—}ﬁrdware Zenith holds ardware ana title has

was won. : S o . S
. ' kore were incurred. )) C,Q)V\-WO Ck C@.S k-
Other information ./ »

e Assume the combined installation obligation meets the over-time criteria and that
progress is measured orff @ €ost-to-cosT basis. - _
«—Om 1 January 2027, Meridian requested am addrtional floor at W SSP %12 crore),
Assume this work is distinct
e« Zznith gives a standard 12-month warranty against software defects. ’ 1 ND 0,5 Z)

— —-— \

=

Required

LY
(a) Identify the performance obligations. Discuss whether \Licence and installation Jre

W LR N




Qisuinct. >
P

— A —
P

(b) Determine the transaction price, covering the bonus, financing component and
customer credit risk. =——— - )

(c) Allocate the transaction price. Compute revenue, contract liability and contract cost
balances for the y&ar ended 31 March 2027, ignoring the modification.

S
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(d) Discuss the accounting for the 1 January 2027 modification and the warranty.
————
———————N

-~

Solution
Solution
Solution
(a) Identification of Performance Obligations
As per Ind AS 115, a promised good or service is a separate performance obligation (PO) if it is
distinct.

. N\
.[Licence and Installation

he BMS software licence and the installation/integration aertdistim:tJ because:
_—  — — -

The installation significantly customises the software.
ThéTwo are highly integrated to deliver the intended functionality to Meridian.

No ofRer vendor can peFform the intégration without Zenith's source code. ©

They are therefore combined into one PO, satisfied over time.

-— . -—
2. Post-installation Technical Support (PCS)

<

—

This is a distinct service and a separate PO, satisfied over the 24-month support period.

Performance Obligation Satisfaction
BMS licence + installation/integration Over time
24-month PCS Over time

(b) Determination of Transaction Price

Component Treatment Amount included (%
- crore)
“—Fixed consideration Included
Energy-saving bonus Variable consideration, Nil¢\
constrained ~—
Significant financing None Nil
component — /\r
JE—
Energy-saving bonus (%6 crore)
—

—

e It is variable consideration.
+« Achievement depends significantly on occupancy and other factors outside Zenith's
control P = e - a_P X th 7
. lE_i_s__t_lm_rgfore not highly probable that including it will avoid a significant revenue
reversal, so the constraint applies and the bonus is excluded.
—— P

—

Significant financing component

a Tho #F2N rravo roroivod An ciAanina aratorte Zonith anninet tho rrodit vick af Moridian



e e e v e S P e A AR IS L e et f e ] ri ey
which is financially weak. -
It is ot for financing, so there is ng significant anc:nw&,
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Transaction price = 60 crore

(c) Allocation of Transaction Price and Accounting for FY 2026-27
—_—

—

Step 1: Allocation of Transaction Price

Particulars | SSP (Z crore) w
sy &o K™ 766

Licence ' 30

nstallati
pes 12 (2= gn 0 Y g
Total 66 e

—
Licence + installation form one PO: T30 + ¥24 = 54 crore.
Performance Obligation ' Working | AllocationA% crore)

(" Licence + installation | 60 x 54/66 | 49.09\"
PCsS |_— | 60 x 12/66 | 10.91 t

Step 2: Revenue for FY 2026-27

Licence + installation (cost-to-cost method)
L S

Particulars ¥ crore
Total costs incurred up to 31 March 2027 6.30
Less: abnormal wastage (excluded) (0.50)
| Less: unins itle hot passed, excluded) | (0.6
1 considered for progress %io )
N ——

* Estimated total installation cost

« Percentage of completion = 4.3

¢ Revenue = 4909 x 26.67% =¥13.09 ¢
—_—— —

= T1¥ crore

PCs

* PCS starts on go-live, expected on 31 March 2028.
* Revenue in FY 2026-27 = Nil.

Total revenue for FY 2026-27 = ¥13.09 crore
v
Step 3: Contract Liability

Particulars
Amount received on signing
Less: revenue recognised

——

Step 4: Contract Costs

Item Amount ' Treatment Reason
(% crore)

’m@"//




o268 V3 32418

7.
j; ama~N -
Sales 1.200). Asset_(contract cost), Incremental cost of obtaining the
d commission amortised - contract, payable only because the
systematically contract was won, and expected to be
e, recovered
Tender legal 0.50 @ ) Incurred whether or not the contract
fees | is obtained
Abnormal 0.90 (Expense ) Not part of the cost of the PO
wastag® X
Uninstalled 0.60 emains an asset Held by Zenith, title not passed,
hdrdware (inventory) excluded from progress
— .

(d) Contract Modification and Warranty

—

1. Additional Floor (1 January 2027)

The additional floor is distinct.
However, the pr'i'e_:?of Z9 crore does not reflect its SSP of Z12 crore, so the modification
is not a separate contract. —
* Because the additional goo_ds_/servi the modification is accounted for
prospectively, as a termination_of the exiLs ng contract and creation of a new contract
—\‘U'rt'ﬁ‘e"rm/ning goods/services.

« The remaining consideration is accounted for prospectively under the modified
tning consideration |
contract.

I
2. Standard Warranty (12 months)

P ]

* It only provides assurance that the software meets the agreed specifications, so it is
an assurance-type warranty.
It iSThot a separate PO, ard—e-tsansaction price is allocated to it.
Expected warranty costs are recognised as a provision under Ind AS 37.

I/ CA SURAJ LAKHOTIA (AIR 1,4,2) / FINANCIAL REPORTING /I-



[lustration 13 Flnancial Instruments ED

Wednesday, 30 September 2026 16:55

B

llustration
13 FInanci...
[04
e ' Ao 1000
Compound Financial Instrument: Convertible Debentures O d
QUESTION 100006 @2( ¢y 60 OGvD 20— —

— L) Pt
On 1 April 2026, Pravaha Technologies Ltd (PTL) issued 10,000 convertible f}g/ '7( </0
debentures of/%1,000 each at par. [

The debentures carry interest aer annum, pgyable annually in arrears. 50 X\ia
The principal amount is repayable on 31 March 2029, unless converted earlier.

— ————’—/
Each debenture gives the holder a nght to convert the prmapa( amount into OOhW/
40 equity shares of PTL on 31 March 2029
—veqay n 2025" _OPhoe
However, the terms of the debenture further provide that |f the market prlce
of PTL's equlty shares |mmed(ately before conversion is less << than §5 pep
- = . == —_—
share, the holder will receive such additional humber of equity shares as are

required to ensure that the value of shares received on conversion is not less
“€Ran 1,000 per debenture. -

‘At the date of issue, the market rate of interest for similar debt instruments
— — -
without a conversion option was 10% per anhum. /
-

-
PTL incurred directly attributable issue costs of R . The effective
interest rate aft:er transaction cost works out té 10 49%

———

The Finance Dlrector mltlally recorded the entire T10 million_proceeds as a
inancial liabilit and charged the issue cos};s to profit or loss.
-==———
The present value factors at 10% are: I%OO 0

Dot
0.909 6 60O 0 O

2 0.826 X 600000

3 0751 { D 60 OLF0

Y52 O87

J—
Required

Accounting treatment of the transaction for the financial year ending on 31**
March 2027.

Y /EEE IRy AT A
.

SUGGESTED SOLUTION

Does the instrument contain an equity component3

Fanchiucinme NMa sAaiisu rravabansint Tha rAanusveinn fonriivs faile +ha Fivad_fav_
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fixed criterion, so th:z whoTe instrument is a financial liability with an
embedded derivative.

+ Fixed-for-fixed test. Under Ind AS 32.16(b)(ii), a derivative on own equity
is equity only if it will be settled by exchanging a fixed amount of cash
for a fixed number of the entity's own equity instruments.

+ Number of shares is not fixed. If the market price is T25 or more, the
holder receives 40 Shares. If the price is below ¥25, the holder receives
1,000 + market price shares, which is more than 40.

+ Fixed value, not fixed shares. The holder receives the higher of 40 shares
and shares worth 1,000. The holder is protected on the downside, so this
is a variable-share, fixed-value settlement.

+ Consequence. PTL has an obligation that may be settled in a variable
humber of its own shares (Ind AS 32.11, 32.21 and 32.24). The conversion

option is therefore gderivative liability, not equity.)

. IEmbcddcd dcnvatwcvd AS 105D The optton is not closely related to the
debt host, because its value ggpends on PTliibﬂe__gn_ceJ_so it is

debt hos
separated from-the-host.

+ The option is measured at FVTPL and the host at amortised cost.

+ Alternatively, the whole instrument may be designated at FVTPL.

» Finance Director's treatment. Treating the instrument as a liability was
right in principle, but ignoring the embedded derivative and expensing all
the issue costs was wrong.

(b) Initial recognition
Present value of the host debt at 10%:

Item Working T

Interest 6,00,000 x (0.909 + 0.826 14,91,600
+ 0.751) = 6,00,000 x

2.486
Principal 1,00,00,000 x 0.751 ,10, %
Host liability
Embedded derivative 1,00,00,000 — 90,01,600
(residual

% CA SURAJ LAKHOTIA (AIR 1,4,2) / FINANCIAL REPORTING /I-

The residual is taken as the fair value of the derivative, since no separate
valuation is given. Equity component = Nil.

(¢) Transaction costs of ¥1,20,000
Costs are allocated to the two components in proportion to their initial
amounts (Ind AS 32.38 and Ind AS 109).

Component Share L2zt (3  Treatment

Host debt 90.016% 1,08,019 Dgducted from the carrying
— ount of the liability and
amortised through the
—effective interest rate
p_gmwei-vé 9.984% 11,981 pensed immediately in
(FVTPL) rofit or loss
Promt or foss

"
Initial carrying amount of the host = 90,01,600( — [L,08,019.=/¥88,93,581.
f —

The Finance Director's treatment of charging all the costs to profit or loss is
wrong for the host portion.
[dvq
,

V(d‘)/Year ended El March 2027 ]

The effective interest rate (EIR) is recomputed on the net carrying amount. It
is the rate at which ¥88,93,581 equals the present value of ¥6,00,000 (Year 1),
%6,00,000 (Year 2) and T1,06,00,000 (Year 3). Interpolating around 10.5% gives
an EIR of approximately 10.49%.

Amortised cost schedule
Opening liability (1 April 2026)
Finance cost @ 10.49% \_—"




Interest paid (6% x 1,00,00,000) ~— C_(6.00,0009

Closing liability (31 March 2027) — 92;26,251 ;

+ Finance cost for FY 2026-27:29,32,670
coscin v
+ Carrying amount of the liability at 31 March 2027:/%92,26,251
» Derivative: remeasured to fa(r value at 31 March 2027 through profit or
—)

loss. No fair value is given, so the dain or {oss is hot guanmﬁed

'm'l/ CA SURAJ LAKHOTIA (AIR 1,4,2) / FINANCIAL REPORTING /I-
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B
Illustration
14 Financi...

—_
Compound Financial Instruments
—_— —

Question (10 marks)

Kestrel lndustnes Ltd (functlonal and presentation currenc@ax mt@ issued
6,00,000 debentures of ¥1,000 each (260 crore) at it par on 1 April 20X1.
ey - —_

5 J—
Terms @
. Couponpayable annually in arrears. @
+ Redemption: at par on 31 March 20x4T>
+ Conversion: the holder may instead convert each debenture mtquity
sP‘l:l_l:_es/(face value 210) on 31 March 20X4. [
=

Other information

. A[simi(ar non-convertible debenture yould have carried a market rate ¢ff

at 1 April 20XT_— =
+ Kestrel's bank term loans cos cod the 3- yealeld i 7 8%.

. € market price of the Kestrel share was 26 ¥20n1 April 20X1 an 0 on 31
h— e —_— “_'.

March 20X4. —

Required

a) Classify the debentures under Ind AS 32, with reasons. (2 marks)

b) Compute the inftral carrying qmounts of the Tiability and equity components.

Show the deferred tax at inception and the journal entries. (3 marks)

—_— ———————

c) For FY 20X1-X2 and FY 20X2-X3, show the finance cost, lcurrent tax effecaand

deferred tax efFect Show the closing habnlxt deferred tax liability and equity
crerred tax ity ¢

component (3 marks)

d) Show the entries on conversion on 31 March 20X4. (2 marks)

Solution

Solution

Part (a): Classification (2 marks)

Test Analysis Conclusion
Contractual obligation | Kestrel must pay a 7% Liability component
topay—<ash (Ind As coupon and redeem at par
32.11) unless the holder converts
Conversion option: A fixed 20 shares for a fixed | Equity component
fixed-for-fixed TInd AS | 21,000 in %, the functional
32.16(b)(ii)) currency.

Overall Both a liability and an Compound instrument (Ind AS
equity feature are present | 32.28). Split at inception and
do not reassess later.

Not relevant:

+ The %62 share price.

’ 'I/ CA SURAJ LAKHOTIA (AIR1,4,2) / FINANCIAL REPORTING /I-
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+ The 9.5% bank rate, because it is hot the rate for similar unsecured non-
convertible debt.
+« The 7.8% G-Sec yield, because it is a risk-free rate.

The liability is discounted at 11%, and the equity component is the residual (Ind AS
32.32).

Part (b): Initial recognition (3 marks)

Working 1: Liability component (Z crore) I >

Cash flow Amount | Factor | PV
Coupon, Year 1 (60 x 7% = 4.2) | 4.20 “ | 0.9009 | 3.78
Coupon, Year 2 4.20 Y [0.8116 | 3.41
Coupon, Year 3 4.20 L+ | 0.7312 | 3.07
Principal, Year 3 60.00 0.7312 | 43.87
Liability 54.14

1 ) T . [

O v q 41

at  frosd-fiv P

Twhunants W0 o9hm

® Mocede —Qu = Vo ¢
Oph‘m,\




Working 2: Equity componcnt':f 60.00)— F4.1 5.86 krore Y2 Eou E;’ w }Zk { Y1 @
£
» .
Working 3: Deferred tax ‘o “To DL , L 7
+ Tax base of the liability = ¥60.00 crore. Carrying amount = ¥54.14 crore.
« The taxable temporary difference (liability carrying amount below tax base) is

¥5.86 crore, so the DTL = 25% x 5.86 = ¥1.47 crore. .
« The Ind AS 12.15(b) initial recognition exemption does not apply to the equity O P l’ o“( w @ \.Lf P“j C/é\
component (Ind AS 12.23).
« The DTL is charged directly to equity (Ind AS 12.61A), not to P&L. [ €‘{r( Cf Q,q m Lf "2
Journal entries (1 April 20X1, Z crore) 2.
Entry ~Dr Cr '
Bank J60.00 7 2
L AT0 Debenture liability 54.14
v/To Equity (conversion option) | ——— 586 /
[Equity (conversion option) (da7)
To Deferred tax liability 1.47
—

*2 71

S

Net equity component = 5.86 — 1.47 = 24.40 crore. é

-

Part (c): Subsequent measurement (3 marks) :/

Working 4: Amortised cost at the 11% EIR (2 crore)

FY 20X1-22 | FY 20X2-23 | FY 20X3-24

Opening liability 54.14 V' |55.89 57.84
Finance cost @ 11% (&.950/ 6.15 6.36
Less: coupon paid { % (4.20) (4.20) ,

Closing liability  /[55.89Y) (s7.84 | 1 60.00 |

i Z [2Jo) &o
Working 's: Deferred hd tax effect (2 crore)

At

PN oo svr wronia ez ] enanciareportve I |
= N
_
H. 112 pr DL
-

FY 20X1-22 | FY 20X2-23
Closing temporary difference (60 — closing liability) [#.11) 2.16
Closing DTL @ 25%) 1.03)~ [0.54
Opening DTLy~ __— (14701 |[1.03
Deferred tax credit(in P&l 44) 0.49
Current tax saving (25% x 4.20 coupon paid) .05 1.05
Total tax credit 1.49 1.54
Check: 25% x finance cost 1.49 1.54
Presentation

+ P&L shows finance cost of ¥5.95 crore (FY 20X1-22) and ¥6.15 crore (FY 20X2-
23).

« The coupon is deductible when paid, but the accretion (finance cost less
coupon) is not. The DTL unwinds through P&L (Ind AS 12.23), so the effective
tax relief on the full finance cost is 25%.

+ The equity component stays at ¥4.40 crore and is not remeasured.

+ The closing balances are:

o FY 20X1-22: liability ¥55.89 crore, DTL ¥1.03 crore, equity ¥4.40 crore.
o FY 20X2-23: liability ¥57.84 crore, DTL 20.54 crore, equity ¥4.40 crore.

Part (d): Conversion on 31 March 20X4 (2 marks)
-

—~—

« The liability is ¥60.00 crore after the final coupon is paid. The DTL is nil,
because the carrying amount now equals the tax base.
+ Shares issued = 6,00,000 x 20 = 1.2 crore shares. Share capital = 1.2 crore x 10

= %12 crore.
N Entry Cr
Debenture liability (g0.00
Ao Share capital 1200
To Securities premium / 48.00 >
— —

+ The equity component (24.4%«3 net of tax) stays in equity. It may be
trafsferred withimeguity (to securities premium or r?f;?;ed earnings), but
this is not mandatory (Ind AS 32.AG32).

« There is no gain or loss in P&L, because conversion under the original terms is
not an extinguishment at a different value.

+ The ¥70 market price is irrelevant. The shares are issued at carrying amount.

« |If the holder had instead redeemed at par, Kestrel would pay %60 crore in cash
and the equity component would still remain in equity.

’ 'I/ CA SURAJ LAKHOTIA (AIR1,4,2) / FINANCIAL REPORTING /I-
lall



[llustration 15 Consoildation with Intercompany discounted
loan

Thursday, 1 October 2026 17:17

(&
lllustration
15..

’:’T_]Mth Inter Comp di ted loan

Question

Pinnacle Ltd (P) acof Sapphire Ltd (S) on or 80O crore

ga’s_fl._goth follow Ind AS, with a 31 March year end.
hallid nd A

Data at 1 April 2025 (Z crore) 16V

Ty 4
« Book value of S's net assets{_1,000. 2 2 1{'1/5-7’
« Land in S's books: carrying amounmr va(u@
e

« Deferred tax on fairvalue adjystments
« TFair value 6f the 30% NCI*EE:, P elects tQ measure NCI at fair value.
« S5 profit aﬁ:er tax for FY 2025-26: No dividends have been declared.

—_—

Loan to S Tyw
e
« On 1 April 20 P advanced.: crore to S as
« Interest ls“, payable annually on 31 Marc
« The market rate for a similar lodn to S 3 m
ordea—h_e loan qE 2500 2rore in both P and S, with

Other information

« Ignore the tax effect of the loan adjustments.

« Assume no goodwill impairment.
« Discount factors(@at Year 1 = 0.9174, year 2 = 0.8417, year 3(< 0.7722,

annuity (3 years) = = 2.5313 5313
—

Required

(a) Compute goodwill and NCI at the acquisition date and NCI at 31
March 2026.
~—

(b) Show the correct accounting for the loan in the separate financial
statements of P and S at inception and at 31 March 2027. Identify the
error.

(c) Compute the profit attributable to NCI fond NCI at 31
pro ¢

March 2027 —_

'm'l/ CA SURAJ LAKHOTIA (AIR1,4,2) / FINANCIAL REPORTING /I-
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Solution

Model Answer

(a) Goodwill and NCI (2 marks)

¥ crore [ a
Considerati 800 /?L )~
Ncé?sc:tef:ilrl\cl,:(ue 330 , Pt Pau) DoXT ¢
Total 1,13 v - ¢ S22 =
rﬁ ”%‘ Dot Y 2-5212

Less: net assets 1,000 + land uplift I.OO}— DTL 25 [[(1

S
i 55
Goodwi — ?lf ~ €0 OHM22 =
N y q, (’H n —~
NCI at 31 March 2026 = 330 + 120 =
Ponpm .
(b) Separate financial statements (3 marks) — bo @
" o D7
Fair value (Ind AS 109, para 5.1.1) 2R o # o
Ly} Dl b 0 2ax
Item Calculation | ¥ crore /

Interest |15 x_2.5313 |37.97 O Q > ‘Tb & MC

Principal | 500 x 0.7722 |3 ﬂ

Fair value A %%

Discount | 500 — 424. - Sudor
Error: The loan was recognised at the transaction price, not d e)The \ R [//O C
discount of 7593 is not a P&L loss, because P is acting as owner. In P it is a P'Yép \qu — o)« R = '
deemed additional investment, and in S it is a capital contribution (equity). J— o2 ?1 - BS‘

.
\ N
7' boks v & o v
. A n 1 e - - e A . N 44— A




.
Inception: vr Loangﬂt.U/, LI INVESTMENT (N > y5.93,JCr Lasn >uu. Hlc LA 24X P = LU0 T o7 ] 1S Loatr
« FY 2026-27: Dr Cash 15, Dr Loan 23.17, Cr Interest income 38.17 (424.07 x

99%).

« Loan carrying amount at 31 March 2027: 447.24. m{/ = u}f{ 07 F q Ve

« Inception: Dr Cash 500, Cr r Equity (contribution from <,
parent! :‘—) 22 "7

+« FY 2026-27: Dr Finance cost 38.17, Cr Cash 15, Cr Loan 23.17.

« Liability at 31 March 2027: 447.24. C,b'ﬂ’f’_c(" ,]-),)/Jb.{— o \%S‘ ~ 9/%)7

Effect of the error

« Interest income in P and finance cost in S are each understated b l l
(38.17 — 15).

P's investment is understated by 75.93.

CA SURAJ LAKHOTIA (AIR 1,4,2) / FINANCIAL REPORTING /I- N
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(¢) NCI and eliminations (3 marks) e, ¢ ) (owe @ 10
o [ 2%
¥ crore Accoun Lorrected ~ 9.
S's profit E¥.2026-27 135.00 % 111.83) r
NCI shar((so’;% A 40.50 33.55
NCI at 31 May€h 2023366 + share) | 406.53/ 399.55
iS5 S AT 19 Wi [Teor

Eliminations (Ind AS 110, B86)

+ Loan asset in P (447.24) against loan liability in S (447.24).

« Interest income in P (38.17) against finance cost in S (38.17), and the @ Pont po..p.,g
intra-group cash flow of 15.
« Additional investment in P (75.93) against the capital contribution in S's @ wb

equity (75.93). 5
Guiem vides g P2 102
No shares are issued, so ownership percentages do not change. There is no Ind

AS 110 B96 adjustment, and NCI is not credited with any share of the O W =) Y /
contribution. NCI bears 30% of the extra finance cost only. 4 C{[ 4’9 ‘“’L’ h }'4'-»"
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