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LEARNING OUTCOMES 

 UNIT 3: ACCOUNTING STANDARD 27 

FINANCIAL REPORTING OF INTERESTS  

IN JOINT VENTURES 

 
 

 

After studying this unit, you will be able to: 

♦ Define ‘Joint venture’ ‘joint Control’, ‘control’, ‘venturer’ and investor. 

♦ Appreciate different forms of joint venture 

♦ Examine the contractual arrangements which will differentiate the 

control as of Associate or Joint venture 

♦ Evaluate the nitty-gritty of different forms of Joint ventures and 

differentiate among them 

♦ Present the separate and consolidated financial statements of the 

venturers 

♦ Accounting for transactions between the venturer and Joint venture  

♦ Comply with the disclosure requirements as stated in the standard. 

3.1 INTRODUCTION 

You would have come across many examples where 2 or more entities would have 

worked together to achieve a certain purpose. Hindustan Unilever Ltd (HUL), Tata 

Starbucks Ltd, Tata SIA Airlines Ltd. (Vistara), etc. are a few popular examples of 

Joint Ventures. Entities enter into such arrangements considering sharing of risk 

and expense, collaboration of know-how and skill-set, while also impacted by 

different work-cultures and management style. Depending on the contractual 

arrangement, the accounting and reporting for Joint Ventures is done. 

AS 27, came into effect in respect of accounting periods commenced on or after 

01.04.2002. This standard set out principles and procedures for accounting of 

interests in joint venture and reporting of joint venture assets, liabilities, income 
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and expenses in the financial statements of venturers and investors regardless of 

the structures or forms under which the joint venture activities take place.  

The standard deals with three broad types of joint ventures – 

1. Jointly controlled operations,  

2. Jointly controlled assets and  

3. Jointly controlled entities.   

The requirements relating to accounting for joint ventures in consolidated 

financial statements according to proportionate consolidation method, as 

contained in AS 27, apply only when consolidated financial statements are 

prepared by venturer Similarly existence of a contractual arrangement 

distinguishes interests which involve joint control from investments in associates 

in which the investor has significant influence (see Accounting Standard (AS) 23, 

Accounting for Investments in Associates in Consolidated Financial Statements). 

An investor in joint venture, which does not have joint control, should report its 

interest in a joint venture in its consolidated financial statements in accordance 

with AS 13, AS 21 and AS 23. 

 3.2 SCOPE 

This Standard should be applied in accounting for interests in joint ventures and 

the reporting of joint venture assets, liabilities, income and expenses in the 

financial statements of venturers and investors, regardless of the structures or 

forms under which the joint venture activities take place.  

The provisions of this AS need to be referred to for consolidated financial 

statement only when CFS is prepared and presented by the venturer. 

 3.3 DEFINITIONS 

1. A joint venture is a contractual arrangement whereby two or more parties 

undertake an economic activity, which is subject to joint control. 

 From the above definition we conclude that the essential conditions for any 

business relation to qualify as joint venture are: 

♦ Two or more parties coming together: Parties can be an individual 

or any form of business organization say, BOI, AOP, Company, firm. 
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♦ Venturers undertake some economic activity: Economic activity 

means activities with the profit-making motive. Joint venture is 

separate from the regular identity of the venturers, it may be in the 

form of independent and separate legal organization other than 

regular concern of the venturer engaged in the economic activity. 

♦ Venturers have joint control on the economic activity: The 

operating and financial decisions are influenced by the venturers and 

they also share the results of the economic activity.  

♦ There exists a contractual agreement: The relationship between 

venturers is governed by the contractual agreement. This agreement 

can be in the form of written and signed agreement or as minutes of 

venturer meeting or in any other written form. 

2. Joint control is the contractually agreed sharing of control over an 

economic activity. 

3. Control is the power to govern the financial and operating policies of an 

economic activity so as to obtain benefits from it. 

4. A venturer is a party to a joint venture and has joint control over that joint 

venture. 

5. An investor in a joint venture is a party to a joint venture and does not have 

joint control over that joint venture. 

6.  Proportionate consolidation is a method of accounting and reporting 

whereby a venturer’s share of each of the assets, liabilities, income and 

expenses of a jointly controlled entity is reported as separate line items in 

the venturer’s financial statements. 

 3.4 CONTRACTUAL ARRANGEMENT 

The joint venture covered under this statement is governed on the basis of 

contractual agreement. Non-existence of contractual agreement will disqualify 

an organization to be covered in AS 27. Joint ventures with contractual agreement 

will be excluded from the scope of AS 27 only if the investment qualifies as 

subsidiary under AS 21, in this case, it will be covered by AS 21. Contractual 

agreement can be in the form of written contract, minutes of discussion between 
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parties (venturers), articles of the concern or by-laws of the relevant joint venture. 

Irrespective of the form of the contract, the content of the contract ideally should 

include the following points: 

♦ The activity, duration and reporting obligations of the joint venture. 

♦ The appointment of the board of directors or equivalent governing body of 

the joint venture and the voting rights of the venturers. 

♦ Capital contributions by the venturers. 

♦ The sharing by the venturers of the output, income, expenses or results of 

the joint venture. 

The main object of contractual agreement is to distribute the economic control 

among the venturers, it ensures that no venturer should have unilateral control. 

The arrangement identifies those decisions in areas essential to the goals of the 

joint venture which require the consent of all the venturers and those decisions 

which may require the consent of a specified majority of the venturers. If 

contractual agreement is signed by a party to safeguard its right, such agreement 

will not make the party a venturer.  

The contractual arrangement may identify one venturer as the operator or 

manager of the joint venture. The operator does not control the joint venture but 

acts within the financial and operating policies which have been agreed to by the 

venturers in accordance with the contractual arrangement and delegated to the 

operator 

Example 1 

IDBI gave loan to the joint venture entity of L&T and Tantia Construction, they 

signed an agreement according to which IDBI will be informed for all important 

decisions of the joint venture entity. This agreement is to protect the right of the 

IDBI, hence just signing the contractual agreement will not make investor a 

venturer.  

Example 2 

X Ltd invested ` 200 crore as initial capital along with Y Ltd and Z Ltd in GFH Ltd. 

The purpose of X Ltd making this investment is to grow the business of GFH Ltd 

along with the other investors. All investors have a right to attend to the meetings 
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and to take decisions with respect to the business of GFH Ltd. All investors are 

actively involved in running the business of GFH Ltd and have a share in the returns 

generated by GFH Ltd in an agreed proportion. 

GFH Ltd is an example of a Joint Venture and X Ltd, Y Ltd and Z Ltd are all 

Venturers.   

Similarly, just because contractual agreement has assigned the role of a manager 

to any of the venturer will not disqualify him as venturer.  

Example 3 

Mr. A, M/s. B & Co. and C Ltd. entered into a joint venture, where according to the 

agreement, all the policies making decisions on financial and operating activities 

will be taken in a regular meeting attended by them or their representatives. 

Implementation and execution of these policies will be the responsibility of Mr. A. 

Here Mr. A is acting as venturer as well as manager of the concern. 

 3.5 FORMS OF JOINT VENTURES 

Joint ventures may take many forms and structures, this Statement identifies them 

in three broad types – 

• Jointly Controlled Operations (JCO),  

• Jointly Controlled Assets (JCA) and  

• Jointly Controlled Entities (JCE). 

Any structure which satisfies the following characteristics can be classified as joint 

ventures:  

(a)  Two or more venturers are bound by a contractual arrangement and  

(b)  The contractual arrangement establishes joint control. 

 3.6 JOINTLY CONTROLLED OPERATIONS (JCO) 

Under this set up, venturers do not create a separate entity for their joint venture 

business but they use their own resources for the purpose. They raise any funds 

required for joint venture on their own, they incur any expenses and sales are also 

realised individually. They use same set of assets and employees for joint venture 

business and their own business. The joint venture agreement usually provides 
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means by which the revenue from the jointly controlled operations and any 

expenses incurred in common are shared among the venturers. 

Since there is no separate legal entity and venturers don’t recognize the 

transactions separately, they do not maintain a separate set of books for joint 

venture. All the transactions of joint venture are recorded in their books only.  

Following are the key features of JCO: 

a. Each venturer has his own separate business. 

b. There is no separate entity for joint venture business. 

c. All venturers are creating their own assets and maintain them. 

d. Each venturer record only his own transactions without any separate set of 

books maintained for the joint venture business. 

e. There is a common agreement between all of them. 

f. Venturers use their assets for the joint venture business. 

g. Venturers met the liabilities created by them for the joint venture business. 

h. Venturers met the expenses of the joint venture business from their funds. 

i. Any revenue generated or income earned from the joint venture is shared 

by the venturers as per the contract. 

Since the jointly controlled operation is not purchasing assets or raising finance in 

its own right, the assets and liabilities used in the activities of the joint venture 

are those of the ventures. As such, they are accounted for in the financial 

statements of the venture to which they belong. The only accounting issue that 

arises is that the output from the project is to be shared among the venturers 

and, therefore, there must be some mechanism for specifying the allocation of 

the proceeds and the sharing of any joint expenses.  

In respect of its interests in jointly controlled operations, a venturer should 

recognise in its separate financial statements and consequently in its consolidated 

financial statements:  

(a) the assets that it controls and the liabilities that it incurs; and  

(b) the expenses that it incurs and its share of the income that it earns from the 

joint venture. 
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Separate accounting records may not be required for the joint venture itself and 

financial statements may not be prepared for the joint venture. However, the 

venturers may prepare accounts for internal management reporting purposes so 

that they may assess the performance of the joint venture. 

Example 4 

Mr. A (dealer in tiles and marbles), Mr. B (dealer in various building materials) and 

Mr. C (Promoter) enters into a joint venture business, where any contract for 

construction received will be completed jointly, say, Mr. A will supply all tiles and 

marbles, Mr. B will supply other materials from his godown and Mr. C will look after 

the completion of construction. As per the contractual agreement, they will share 

any profit/loss in a predetermined ratio. None of them are using separate staff or 

other resources for the joint venture business and neither do they maintain a 

separate account. Everything is recorded in their personal business only. 

Venturer doesn’t maintain a separate set of books but they record only their own 

transactions of the joint venture business in their books. Any transaction of joint 

venture recorded separately is only for internal reporting purpose. Once all 

transactions recorded in venturer financial statement, they don’t need to be 

adjusted for in consolidated financial adjustment. 

Illustration 1 

Mr. A, Mr. B and Mr. C entered into a joint venture to purchase a land, construct 

and sell flats. Mr. A purchased a land for ` 60,00,000 on 01.01.20X1 and for the 

purpose he took loan from a bank for ` 50,00,000 @ 8% interest p.a. He also paid 

registering fees ` 60,000 on the same day. Mr. B supplied the materials for  

` 4,50,000 from his godown and further he purchased the materials for  

` 5,00,000 for the joint venture. Mr. C met all other expenses of advertising, labour 

and other incidental expenses which turnout to be ` 9,00,000. On 30.06.20X1 each 

of the venturer agreed to take away one flat each to be valued at ` 10,00,000 each 

flat and rest were sold by them as follow: Mr. A for ` 40,00,000; Mr. B for  

` 20,00,000 and Mr. C for ` 10,00,000. Loan was repaid on the same day by Mr. A 

along with the interest and net proceeds were shared by the partners equally. 

You are required to prepare the draft Consolidated Profit & Loss Account and Joint 

Venture Account in the books of each venturer. 
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Solution 

Draft Consolidated Profit & Loss Account 

Particulars ` ` Particulars ` ` 

To Purchase of 

Land: 

  By Sale of 

Flats: 

  

     Mr. A    60,00,000       Mr. A  40,00,000   

To Registration 

Fees: 

       Mr. B  20,00,000   

     Mr. A         60,000       Mr. C  10,00,000    70,00,000  

To Materials:   By Flats taken 

by Venturers: 

  

     Mr. B      9,50,000       Mr. A  10,00,000   

To Other 

Expenses: 

       Mr. B  10,00,000   

     Mr. C      9,00,000       Mr. C  10,00,000    30,00,000  

To Bank 

Interest: 

     

     Mr. A      2,00,000     

To Profits:      

     Mr. A  6,30,000      

     Mr. B  6,30,000      

     Mr. C  6,30,000    18,90,000      

  1,00,00,000    1,00,00,000 
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In the Books of Mr. A  

Joint Venture Account 

Particulars ` Particulars ` 

To Bank Loan (Purchase of 

Land) 

50,00,000  By Bank (Sale of Flats) 40,00,000  

To Bank:(Purchase of Land)   

10,00,000  

By Land & Building 10,00,000  

To Bank (Registration Fees)     

60,000  

By Bank (Received from 

Mr. B) 

 14,20,000  

To Bank (Bank Interest) 2,00,000  By Bank (Received from 

Mr. C) 

   4,70,000  

To Profit on JV  6,30,000     

 68,90,000   68,90,000 

In the Books of Mr. B 

Joint Venture Account 

Particulars ` Particulars ` 

To Purchases (Material 

Supplied) 

4,50,000  By Bank (Sale of 

Flats) 

   

20,00,000  

To Bank (Materials)  5,00,000  By Land & Building  10,00,000  

To Profit on JV   6,30,000    

To Bank (Paid to Mr. A) 14,20,000     

 30,00,000     30,00,000 

In the Books of Mr. C 

Joint Venture Account 

Particulars `  Particulars `  

To Bank (Misc. Expenses) 9,00,000  By Bank (Sale of 

Flats) 

   10,00,000  

To Profit on JV 6,30,000  By Land & Building    10,00,000  

To Bank (Paid to Mr. A) 4,70,000     

 20,00,000      20,00,000 
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 3.7 JOINTLY CONTROLLED ASSETS (JCA) 

Separate legal entity is not created in this form of joint venture but venturer owns 

the assets jointly, which are used by them for the purpose of generating 

economic benefit to each of them. They take up any expenses and liabilities 

related to the joint assets as per the contract. We can conclude the following 

points: 

♦ There is no separate legal identity. 

♦ There is a common control over the joint assets. 

♦ Venturers use this asset to derive some economic benefit to themselves. 

♦ Each venturer incurs separate expenses for their transactions. 

♦ Expenses on jointly held assets are shared by the venturers as per the 

contract. 

♦ In their financial statement, venturer shows only their share of the asset and 

total income earned by them along with total expenses incurred by them. 

♦ Since the assets, liabilities, income and expenses are already recognised in 

the separate financial statements of the venturer and consequently in its 

consolidated financial statements, no adjustments or other consolidation 

procedures are required in respect of these items when the venturer 

presents consolidated financial statements. 

♦ Financial statements may not be prepared for the joint venture, although 

the venturers may prepare accounts for internal management reporting 

purposes so that they may assess the performance of the joint venture. 

Example 5 

ABC Ltd., BP Ltd. and HP Ltd. having the same point of oil refinery and same place 

of customers agreed to spread a pipeline from their unit to customers place jointly. 

They agreed to share the expenditure on the pipeline construction and maintenance 

in the ratio 3:3:4 respectively and the time allotted to use the pipeline was in the 

ratio 4:3:3 respectively. 

For the joint venture, each venturer will record his share of joint assets as classified 

according to the nature of the assets rather than as an investment and any 

expenditure incurred or revenue generated will be recorded with other items similar 

to JCO.  
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Following are the few differences between JCO and JCA for better 

understanding: 

♦ In JCO, venturers use their own assets for joint venture business but in JCA 

they jointly own the assets to be used in joint venture. 

♦ JCO is an agreement to joint carry on the operations to earn income 

whereas, JCA is an agreement to jointly construct and maintain an asset to 

generate revenue to each venturer. 

♦ Under JCO all expenses and revenues are shared at an agreed ratio, in JCA 

only expenses on joint assets are shared at the agreed ratio. 

Illustration 2 

A Ltd., B Ltd. and C Ltd. decided to jointly construct a pipeline to transport the gas 

from one place to another that was manufactured by them. For the purpose 

following expenditure was incurred by them: Buildings ` 12,00,000 to be 

depreciated @ 5% p.a., Pipeline for ` 60,00,000 to be depreciated @ 15% p.a., 

computers and other electronics for ` 3,00,000 to be depreciated @ 40% p.a. and 

various vehicles of ` 9,00,000 to be depreciated @ 20% p.a. 

They also decided to equally bear the total expenditure incurred on the 

maintenance of the pipeline that comes to ` 6,00,000 each year. 

You are required to show the consolidated balance sheet and the extract of 

Statement of Profit & Loss and Balance Sheet for each venturer. 

Solution 

Consolidated Balance Sheet 

  Note (`)  

I Equity and liabilities    

   Shareholders’ funds:   

    Share Capital 1 71,40,000 

      71,40,000 

II Assets    

 Non-current Assets   

 Property, Plant and Equipment: 2 71,40,000 

   71,40,000 
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Notes to Accounts 

   (`) 

1. Share capital   

      A Ltd. 23,80,000   

      B Ltd. 23,80,000  

      C Ltd. 23,80,000 71,40,000  

2. Property, Plant and Equipment   

 Land & Building:   

      A Ltd. 3,80,000   

      B Ltd. 3,80,000   

      C Ltd. 3,80,000   11,40,000  

 Plant & Machinery:   

      A Ltd. 17,00,000   

      B Ltd. 17,00,000  

      C Ltd. 17,00,000 51,00,000  

 Computers:   

      A Ltd. 60,000   

      B Ltd. 60,000   

      C Ltd. 60,000  1,80,000  

 Vehicles:   

      A Ltd. 2,40,000   

      B Ltd. 2,40,000   

      C Ltd. 2,40,000    7,20,000  
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In the Books of A Ltd. 

Extract of  statement of Profit & Loss  

Particulars Note No. ` 

Depreciation and amortisation expense 1 4,20,000 

Other operating Expenses (Pipeline Expenses)     200,000  

Extract of Balance Sheet 

 Note No.  `  

Assets   

Non-current assets   

 Property, Plant and Equipment 2 23,80,000 

Notes to Accounts 

  ` ` 

1. Depreciation and amortisation expense   

      Land & Building    20,000   

      Plant & Machinery   3,00,000   

      Computers     40,000   

      Vehicles     60,000  4,20,000 

2. Land & Building      4,00,000   

 Less: Depreciation       (20,000)       3,80,000  

 Plant & Machinery  20,00,000   

 Less: Depreciation     (3,00,000)    17,00,000  

 Computers     1,00,000   

 Less: Depreciation       (40,000)        60,000  

 Vehicles     3,00,000   

 Less: Depreciation       (60,000)    2,40,000  

   23,80,000 
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In the Books of B Ltd. 

Extract of draft Profit & Loss Account 

Particulars Note No. ` 

Depreciation and amortisation expense 1 4,20,000 

Other operating Expenses (Pipeline Expenses)     200,000  

Extract of Balance Sheet 

 Note No.  `  

Assets   

Non-current assets   

 Property, Plant and Equipment 2 23,80,000 

Notes to Accounts 

  ` ` 

1. Depreciation and amortisation expense   

      Land & Building    20,000   

      Plant & Machinery   3,00,000   

      Computers     40,000   

      Vehicles     60,000  4,20,000 

2. Land & Building      4,00,000   

 Less: Depreciation       (20,000)       3,80,000  

 Plant & Machinery  20,00,000   

 Less: Depreciation     (3,00,000)    17,00,000  

 Computers     1,00,000   

 Less: Depreciation       (40,000)        60,000  

 Vehicles     3,00,000   

 Less: Depreciation       (60,000)    2,40,000  

   23,80,000 
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In the Books of C Ltd. 

Extract of Draft Profit & Loss Account Note No. ` 

Depreciation and amortisation expense 1 4,20,000 

Other operating Expenses (Pipeline Expenses)     200,000  

Extract of Balance Sheet 

 Note No.  `  

Assets   

Non-current assets   

 Property, Plant and Equipment 2 23,80,000 

Notes to Accounts 

  ` ` 

1. Depreciation and amortisation expense   

      Land & Building    20,000   

      Plant & Machinery   3,00,000   

      Computers     40,000   

      Vehicles     60,000  4,20,000 

2. Land & Building      4,00,000   

 Less: Depreciation       (20,000)       3,80,000  

 Plant & Machinery  20,00,000   

 Less: Depreciation     

(3,00,000) 

   17,00,000  

 Computers     1,00,000   

 Less: Depreciation       (40,000)        60,000  

 Vehicles     3,00,000   

 Less: Depreciation       (60,000)    2,40,000  

   23,80,000 
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 3.8 JOINTLY CONTROLLED ENTITIES (JCE) 

This is the format where venturer creates a new entity for their joint venture 

business. A jointly controlled entity is a joint venture which involves the 

establishment of a corporation, partnership or other entity in which each venturer 

has an interest. The entity operates in the same way as other enterprises, except 

that a contractual arrangement between the venturers establishes joint control 

over the economic activity of the entity. All the venturers pool their resources 

under new banner and this entity purchases its own assets, create its own 

liabilities, expenses are incurred by the entity itself and sales are also made by 

this entity. The net result of the entity is shared by the venturers in the ratio 

agreed upon in the contractual agreement. This contractual agreement also 

determines the joint control of the venturer. Each venturer usually contributes 

cash or other resources to the jointly controlled entity. These contributions are 

included in the accounting records of the venturer and are recognised in its 

separate financial statements as an investment in the jointly controlled entity. 

A jointly controlled entity maintains its own accounting records and prepares and 

presents financial statements in the same way as other enterprises in conformity 

with the requirements applicable to that jointly controlled entity 

Example 

A Ltd and B Ltd are two infrastructure companies operating in City A. The local 

authority has issued a tender to construct a metro stretch for ` 2,000 crore and had 

invited bidders to apply for the tender. A Ltd and B Ltd, jointly form a new entity AB 

Ltd that bids for the tender. All machinery and equipment will be the responsibility 

of A Ltd. All funding will be managed and controlled by B Ltd. Revenue and 

operating expenses will be shared jointly by A Ltd and B Ltd in the proportion of 

60:40. 

In the above example AB Ltd constitutes a Jointly Controlled Entity (JCE). 

Example (Jointly Controlled Entity (JCE)) 

Three separate aerospace companies form a separate entity, Aero Ltd, to jointly 

manufacture an aircraft. They carry responsibility for different areas of expertise, 

such as: manufacturing engines; manufacturing fuselage and wings; and 

aerodynamics. 
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The companies carry out different parts of the manufacturing process, each using 

its own resources and expertise in order to manufacture, market and distribute 

the aircraft jointly. The three entities share the revenues from the sale of aircraft 

and jointly incur expenses.  

The revenues and common costs are shared, as agreed in the consortium 

contract. Parties also incur their own separate costs, such as labour costs, 

manufacturing costs, supplies, inventory of unused parts and work in progress. 

Each party recognises its separately incurred costs in full. 

Aero Ltd maintains separate accounting records. The consortium agreement 

comprises the following: 

Aero Ltd will invoice the customers on the investors’ behalf. The allocation of 

revenue from the aircraft’s sale is in proportion to the investors’ interests. 

All administrative costs incurred by Aero Ltd are shared by the parties in 

proportion to their interests; Aero Ltd will recharge these, with no additional 

margin. 

The companies carry out different parts of the manufacturing process, each using 

its own resources and expertise to manufacture, market and distribute the aircraft 

jointly. 

Each company incurs its own separate costs, such as labour costs, manufacturing 

costs, supplies, inventory of unused parts and work in progress. Each company 

recognises its separately incurred costs in full. 

Being a separate entity, separate set of books is maintained for the joint venture 

and in the individual books of venturers the investment in joint venture is 

recorded as investment (AS 13). Joint venture can be a foreign company 

operating in India through an Indian concern say Gremo Insurance of Germany 

contributes 49% of the assets in joint venture in India with Indo Bank Ltd. of India. 

They agreed to share the net results in 1:1 ratio. The main objective of the joint 

venture is to exploit the technical expertise of Gremo Insurance and Goodwill of 

Indo Bank Ltd. It can also be two or more local concerns opening an organization 

or firm or company contributing their assets to this new joint venture concern and 

share the profits of the operation in the agreed ratio.  
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Illustration 3 

A Ltd. a UK based company entered into a joint venture with B Ltd. in India, 

wherein B Ltd. will import the goods manufactured by A Ltd. on account of joint 

venture and sell them in India.  A Ltd. and B Ltd. agreed to share the expenses & 

revenues in the ratio of 5:4 respectively whereas profits are distributed equally.  A 

Ltd. invested 49% of total capital but has equal share in all the assets and is equally 

liable for all the liabilities of the joint venture. Following is the trial balance of the 

joint venture at the end of the first year: 

Particulars Dr. (` ) Cr. (` ) 

Purchases 9,00,000  

Other Expenses    3,06,000  

Sales  13,05,000 

Property, Plant and Equipment 6,00,000  

Current Assets 2,00,000  

Unsecured Loans  2,00,000 

Current Liabilities   1,00,000 

Capital  4,01,000 

Closing inventory was valued at ` 1,00,000. 

You are required to prepare the Consolidated Financial Statement. 

Solution 

Consolidated Profit & Loss Account 

Particulars Note No.  (` ) 

Revenue from operations 1 13,05,000 

Total Revenue (A)  13,05,000 

Less: Expenses   

   Purchases 2 9,00,000 

   Other expenses 3 3,06,000 
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   Changes in inventories of finished goods 4 (1,00,000) 

Total Expenses (B)  11,06,000 

Profit Before Tax (A-B)  1,99,000 

Consolidated Balance Sheet 

  Note No. (`) 

I Equity and liabilities    

 1. Shareholders’ funds:   

   Share Capital 5 4,01,000 

   Reserves and Surplus 6 1,99,000 

 2. Non-current liabilities   

   Long term borrowings 7 2,00,000 

 3. Current Liabilities 8 1,00,000 

     9,00,000 

II Assets    

 Non-current Assets   

 Property, Plant and Equipment 9 6,00,000 

 Current Assets   

  Inventories 10 1,00,000 

  Other current assets 11 2,00,000 

   9,00,000 

Notes to Accounts 

 Particulars  (`) 

1. Revenue from operations   

    Sales:   

      A Ltd. 7,25,000   

      B Ltd. 5,80,000  13,05,000  
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2. Purchases   

      A Ltd. 5,00,000   

      B Ltd. 4,00,000   9,00,000  

3. Other expenses   

      A Ltd. 1,70,000   

      B Ltd. 1,36,000  3,06,000 

4. Closing Inventory   

      A Ltd.  50,000   

      B Ltd.   50,000   1,00,000  

5. Share Capital   

      A Ltd. 1,96,490   

      B Ltd. 2,04,510  4,01,000  

6. Reserves and Surplus   

 Profit & Loss Account:   

      A Ltd.   99,500   

      B Ltd. 99,500  1,99,000  

7. Long Term Borrowings   

 Unsecured Loans:   

      A Ltd. 1,00,000   

      B Ltd. 1,00,000  2,00,000  

8. Current Liabilities   

      A Ltd. 50,000   

      B Ltd. 50,000   1,00,000  

9. Property, Plant and Equipment   

      A Ltd. 3,00,000   

      B Ltd. 3,00,000  6,00,000  
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10. Inventories   

      A Ltd.   50,000   

      B Ltd.  50,000  1,00,000  

11. Other Current Assets   

      A Ltd. 1,00,000   

      B Ltd. 1,00,000   2,00,000  

 3.9 CONSOLIDATED FINANCIAL STATEMENTS 

OF A VENTURER 

Proportionate consolidation is a method of accounting and reporting whereby a 

venturer's share of each of the assets, liabilities, income and expenses of a jointly 

controlled entity is reported as separate line items in the venturer's financial 

statements. 

Proportionate consolidation method of accounting is to be followed except in the 

following cases: 

a. Investment is intended to be temporary because the investment is acquired 

and held exclusively with a view to its subsequent disposal in the near 

future. And  

b. joint venture operates under severe long-term restrictions, which 

significantly impair its ability to transfer funds to the venturers. 

 In both the above cases, investment of venturer in the share of the investee 

is treated as investment according to AS 13. 

A venturer should discontinue the use of the proportionate consolidation method 

from the date that:  

a. It ceases to have joint control in the joint venture but retains, either in 

whole or in part, its investment. 

b. The use of the proportionate consolidation method is no longer appropriate 

because the joint venture operates under severe long-term restrictions that 

significantly impair its ability to transfer funds to the venturers. 
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From the date of discontinuing the use of the proportionate consolidation 

method, 

a. If interest in entity is more than 50%, investments in such joint ventures 

should be accounted for in accordance with AS 21, Consolidated Financial 

Statement.  

b. If interest is 20% or more but upto 50%, investments are to be accounted 

for in accordance with AS 23, Accounting for Investment in Associates in 

Consolidated Financial Statement. 

c. For all other cases investment in joint venture is treated as per AS 13, 

Accounting for Investment. 

d. For this purpose, the carrying amount of the investment at the date on 

which joint venture relationship ceases to exist should be regarded as cost 

thereafter. 

Following are the features of Proportionate Consolidation Method: 

a. Stress is given on substance over form i.e., more importance is given to the 

share of venturers in the profit or loss of the venture from the share of 

assets and liabilities rather than the nature and form of the joint venture. 

b. Venturer’s share of joint assets, liabilities, expenses and income are shown 

on the separate lines in the consolidated financial statement. 

For example, Mr. A enters into a joint venture with Mr. B and has 

contributed 33% of the total Property, Plant and Equipment and has share 

of 40% in current assets and current liabilities. Its share in net result is 50%. 

Consolidated Balance Sheet will be prepared by Mr. A as follow: 

       Consolidated Balance Sheet 

  Note No. (`) 

I Equity and liabilities    

 1. Shareholders’ funds:   

  Share Capital 1 1,00,000 

 2. Current Liabilities 2   50,000 

      1,50,000 
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II Assets    

 Non-current Assets   

 Property, Plant and Equipment 3 75,000 

 Current Assets 4    75,000 

   1,50,000 

Notes to Accounts 

1. Share Capital *:   

      A (25,000 + 30,000 - 20,000)  35,000   

      B (50,000 + 45,000 - 30,000) 65,000 1,00,000 

2. Current Liabilities:   

      A   20,000   

      B  30,000   50,000  

3. Property, Plant and Equipment:   

      A   25,000   

      B  50,000  75,000  

4. Current Assets:   

      A  30,000   

      B  45,000  75,000  

* Contribution to Share capital taken as a balancing figure in absence of 

information in this regard in the example 

Similar to above all the items of expenses and income will also be classified 

line by line for each item. The whole basis of this provision is to bring 

transparency in the books of account. If there is any special clause for 

sharing of expenses, income or any other item that should be clearly 

disclosed in the consolidated financial statement. 

c. Most of the provisions of Proportionate Consolidation Method are similar to 

the provisions of AS 21. 

© The Institute of Chartered Accountants of India 



 

 

ACCOUNTING STANDARDS FOR CONSOLIDATED 

FINANCIAL STATEMENTS 
10.157      10.157 

d. As far as possible the reporting date of the financial statements of jointly 

controlled entity and venturers should be same. If practically it is not 

possible to draw up the financial statements to such date and, accordingly, 

those financial statements are drawn up to different reporting dates, 

adjustments should be made in joint venturer’s books for the effects of 

significant transactions or other events that occur between the jointly 

controlled entity’s date and the date of the venturer’s financial statements. 

In any case, the difference between reporting dates should not be more 

than six months. 

e. Accounting policies followed in the preparation of the financial statements 

of the jointly controlled entity and venturer should be uniform for like 

transactions and other events in similar circumstances. 

 If accounting policies followed by venturer and jointly controlled entity are 

not uniform, then adjustments should be made in the items of the venturer 

to bring it in line with the accounting policy of the joint venture. 

f. Any asset or liability should not be adjusted by another liability or asset. 

Similarly any income or expense cannot be adjusted with another expense 

or income. Such adjustment can be made only when legally it is allowed to 

adjust them and such items does lead to settlement of obligation or writing 

off of assets. 

g. On the date when interest in joint entity is acquired, if the interest of 

venturer in net assets of the entity is less than the cost of investment in joint 

entity, the difference will be recognized as goodwill in the consolidated 

financial statement and if net asset is more than cost of investment, then 

the difference is recognized as capital reserve. 

 In case the carrying amount of investment is different than cost of 

investment, we take carrying amount for the purpose of the above 

calculation. 

h. An investor who don’t have joint control in the entity is like associate as 

discussed in AS 23, therefore the treatment of losses will be similar to AS 23. 

If investor’s share in loss of the joint entity is in excess of his interest in net 

asset, this excess loss will be recognized by the venturers. In future when 

entity starts reporting profits, investor’s share of profits will be provided to 

venturer till total amount is equivalent to absorbed losses. 
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Illustration 4 

A Ltd. entered into a joint venture with B Ltd. on 1:1 basis and a new company C 

Ltd. was formed for the same purpose and following is the balance sheet of all the 

three companies: 

Particulars A Ltd. B Ltd. C Ltd. 

Share Capital  10,00,000      7,50,000  5,00,000  

Reserve & Surplus  18,00,000   16,00,000  12,00,000  

Loans 3,00,000      4,00,000     2,00,000  

Current Liabilities  4,00,000      2,50,000     1,00,000  

Property, Plant and Equipment  30,50,000   26,25,000  19,50,000  

Investment in JV     2,50,000      2,50,000  -  

Current Assets     2,00,000      1,25,000  50,000  

Prepare the balance sheet of A Ltd. and B Ltd. under proportionate consolidation 

method. 

Solution 

Balance Sheet of A Ltd. 

  Note No. (`)  

I Equity and liabilities    

 1. Shareholders’ funds:   

  Share Capital  10,00,000 

  Reserves and Surplus 1 24,00,000 

 2. Non-current liabilities 2 4,00,000 

 3. Current Liabilities 3   4,50,000 

    TOTAL    42,50,000 
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II Assets    

 Non-current Assets   

 Property, Plant and Equipment: 4 40,25,000 

 Current Assets 5   2,25,000 

   42,50,000 

Notes to Accounts 

  ` ` 

1. Reserves and Surplus   

    A Ltd. 18,00,000   

    C Ltd.  6,00,000  24,00,000  

2. Long Term Borrowings   

 Loans:   

    A Ltd.  3,00,000   

    C Ltd.  1,00,000   4,00,000  

3. Current Liabilities:   

    A Ltd.  4,00,000   

    C Ltd.     50,000   4,50,000  

4. Property, Plant and Equipment:   

    A Ltd. 30,50,000   

    C Ltd.  9,75,000  40,25,000  

5. Current Assets:   

    A Ltd.  2,00,000   

    C Ltd.     25,000   2,25,000  

Balance Sheet of B Ltd. 

  Note No. (`)  

I Equity and liabilities    

 1. Shareholders’ funds:   

    Share Capital  7,50,000 

    Reserves and Surplus 1 22,00,000 

 2. Non-current liabilities 2 5,00,000 

 3. Current Liabilities 3   

3,00,000 

      37,50,000 
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II Assets    

 1. Non-current Assets   

   Property, Plant and Equipment 4 36,00,000 

 2. Current Assets 5   

1,50,000 

   37,50,000 

Notes to Accounts 

  ` ` 

1. Reserves and Surplus   

    A Ltd. 16,00,000   

    C Ltd.  6,00,000  22,00,000  

2. Long Term Borrowings   

 Loans:   

    A Ltd.  4,00,000   

    C Ltd.  1,00,000   5,00,000  

3. Current Liabilities:   

    A Ltd.  2,50,000   

    C Ltd.     50,000   3,00,000  

4. Property, Plant and Equipment:   

    A Ltd. 26,25,000   

    C Ltd. 9,75,000  36,00,000  

5. Current Assets:   

    A Ltd.  1,25,000   

    C Ltd.     25,000   1,50,000  
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 3.10 TRANSACTIONS BETWEEN A VENTURER 

AND JOINT VENTURE 

When venturer transfers or sells assets to Joint Venture, the venturer should 

recognise only that portion of the gain or loss which is attributable to the 

interests of the other venturers. The venturer should recognise the full amount of 

any loss only when the contribution or sale provides evidence of a reduction in 

the net realisable value of current assets or an impairment loss.  

When the venturer from the joint venture purchases the assets, venturer will not 

recognized his share of profits in the joint venture of such transaction unless he 

disposes off the assets. A venturer should recognise his share of the losses 

resulting from these transactions in the same way as profits except that losses will 

be recognised in full immediately only when they represent a reduction in the net 

realisable value of current assets or an impairment loss. 

In case the joint venture is in the form of separate entity (i.e., JCE) then provisions 

of above the Para will be followed only for consolidated financial statement and 

not for venturer’s own financial statement. In the books of venturer, profit or loss 

from such transactions are recognised in full. 

Example 

A and B established a separate vehicle i.e. entity J, wherein each operator has a 

50% ownership interest and each takes 50% of the output. On formation of the joint 

venture, A contributed a property with fair value of ` 110 crore and agreed to 

contribute his experience over the years towards this venture; and  

B contributed equipment with a fair value of ` 120 crore. The carrying values of the 

contributed assets were ` 100 crore and ` 80 crore, respectively. 

Answer 

A – Gain in consolidated financial statements  

A’s share in the  fair value of assets contributed by entity 

 B (50% × 120)            60 

A’s share  in the carrying value of asset contributed by  

 A to the joint venture (50% × 100)       (50) 

Gain recognised by A            10 

© The Institute of Chartered Accountants of India 



 

 
ADVANCED ACCOUNTING   10.162 

 3.11 REPORTING INTERESTS IN JOINT 

VENTURES IN THE FINANCIAL 

STATEMENTS OF AN INVESTOR 

The investors who don’t have joint control over the entity recognized his share of 

net results and his investments in joint venture as per AS 13. In the consolidated 

financial statement it is recognized as per AS 13, AS 21 or AS 23 as appropriate. 

 3.12 OPERATORS OF JOINT VENTURES 

Payment to operators is recognized as expense in CFS and in the books of the 

operators as per AS 9, Revenue Recognition. The operator may be any of the 

venturers, in this case any amount received by him, as management fees for the 

service will be recognized as stated above in this Para. 

 3.13 DISCLOSURE 

A venturer should disclose the aggregate amount of the following contingent 

liabilities, unless the probability of loss is remote, separately from the amount of 

other contingent liabilities:  

a. Any contingent liabilities that the venturer has incurred in relation to its 

interests in joint ventures and its share in each of the contingent liabilities 

which have been incurred jointly with other venturers; 

b. Its share of the contingent liabilities of the joint ventures themselves for 

which it is contingently liable; and 

c. Those contingent liabilities that arise because the venturer is contingently 

liable for the liabilities of the other venturers of a joint venture. 

A venturer should disclose the aggregate amount of the following commitments 

in respect of its interests in joint ventures separately from other commitments:  

a. Any capital commitments of the venturer in relation to its interests in joint 

ventures and its share in the capital commitments that have been incurred 

jointly with other venturers; and 

b. Its share of the capital commitments of the joint ventures themselves. 
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A venturer should disclose a list of all joint ventures and description of interests in 

significant joint ventures. In respect of jointly controlled entities, the venturer 

should also disclose the proportion of ownership interest, name and country of 

incorporation or residence. A venturer should disclose, in its separate financial 

statements, the aggregate amounts of each of the assets, liabilities, income and 

expenses related to its interests in the jointly controlled entities. 

Reference:  The students are advised to refer the full text of AS 27 “Financial 

Reporting of Interests in Joint Ventures”  

TEST YOUR KNOWLEDGE 

Multiple Choice Questions  

1. State which of the following statements are incorrect.  

(i) The requirements relating to accounting for joint ventures in 

consolidated financial statements according to proportionate 

consolidation method, as contained in AS 27, applies only when 

consolidated financial statements are prepared by venturer.  

(ii) The requirements relating to accounting for joint ventures in 

consolidated financial statements according to proportionate 

consolidation method, as contained in AS 27, applies irrespective 

whether consolidated financial statements are prepared by venturer or 

not.  

(iii) An investor in joint venture, which does not have joint control, should 

report its interest in a joint venture in its consolidated financial 

statements in accordance with AS 13, AS 21 and AS 23as the case may 

be. 

(a) Point (i) is incorrect.  

(b) Point (ii) is incorrect.  

(c) Point (iii) is incorrect.  

(d) None of the above.  
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2. Identify which of the following is not a feature of a Jointly controlled 

operations (JCO):  

(a) Each venturer has his own separate business. 

(b) There is a separate entity for joint venture business. 

(c) Each venturer record only his own transactions without any separately 

set of books maintained for the joint venture business. 

(d) There is a common agreement between all of them. 

3. Identify which of the following is/are  not a feature of a Jointly controlled 

assets (JCA):  

(i) There is a separate legal identity. 

(ii) There is a common control over the joint assets. 

(iii) Expenses on jointly held assets are shared by the venturers as per the 

contract. 

(iv) In their financial statement, venturer shows only their share of the asset 

and total income earned by them along with total expenses incurred by 

them. 

(a) Point no. (i) only.  

(b) Point no. (i) and (iii).  

(c) Point no. (iii) and (iv).  

(d)  Point (i) and (ii). 

4. Identify which is/ are features of a Jointly controlled entity (JCE):  

(i) Venturer creates a new entity for their joint venture business.  

(ii) All the venturers pool their resources under new banner and this entity 

purchases its own assets, create its own liabilities, expenses are incurred 

by the entity itself and sales are also made by this entity.  

(iii) The revenues and expenses of the entity is shared by the venturers in 

the equal ratio only. 

(a) Point no. (i) only.  
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(b) Point no. (i) and (ii).  

(c) Point no. (ii).  

(d) Point no. (iii).  

5. Identify the correct statements.  

 From the date of discontinuing the use of the proportionate consolidation 

method: 

(i) If interest in entity is more than 50%, investments in such joint ventures 

should be accounted for in accordance with AS 21, Consolidated 

Financial Statements.  

(ii) If interest is 20% or more but upto 50%, investments are to be 

accounted for in accordance with AS 23, Accounting for Investment in 

Associates in Consolidated Financial Statements. 

(iii) For all other cases investment in joint venture is treated as per AS 13, 

Accounting for Investments. 

(iv) For this purpose, the fair value of the investment at the date on which 

joint venture relationship ceases to exist should be regarded as cost 

thereafter. 

(a) Point no. 1 and 2.  

(b) Point no. 1, 2 and 3.  

(c) Point no. 1, 2, 3 and 4.  

(d) None of the above.  

Theoretical Questions 

6. Describe the cases when AS 27 does not allow the use of Proportionate 

consolidation method of accounting?  

7. When is a venturer required to discontinue the use of the proportionate 

consolidation method? 
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Scenario based Questions 

8. JVR Limited has made investments of ` 97.84 crores in equity shares of  

QSR Limited in pursuance of Joint Venture agreement till 20X1-X2 (i.e., more 

than 12 months). The investment has been made at par. QSR Limited has 

been in continuous losses for the last 2 years. JVR Limited is willing to  

reassess the carrying amount of its investment in QSR Limited and wish to 

provide for diminution in value of investments.  However, QSR Limited has a 

futuristic and profitable business plans and projection for the coming years.  

Discuss whether the contention of JVR Limited to bring down the carrying 

amount of investment in QSR Limited is in accordance with the Accounting 

Standard.  

ANSWERS/SOLUTION 

Answer to the Multiple Choice Questions 

1. (b) 2. (b) 3. (a) 4. ( b) 5. (b) 

Answer to the Theoretical Questions 

6. Proportionate consolidation method of accounting is to be followed except 

in the following cases: 

a. Investment is intended to be temporary because the investment is 

acquired and held exclusively with a view to its subsequent disposal in 

the near future. 

The term ‘Near Future’ is explained with AS 21. 

Or 

b.  joint venture operates under severe long-term restrictions, which 

significantly impair its ability to transfer funds to the venturers. 

In both the above cases, investment of venturer in the share of the investee 

is treated as investment according to AS 13. 

7. A venturer should discontinue the use of the proportionate consolidation 

method from the date that:  

a. It ceases to have joint control in the joint venture but retains, either in 

whole or in part, its investment. 
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b. The use of the proportionate consolidation method is no longer 

appropriate because the joint venture operates under severe long-

term restrictions that significantly impair its ability to transfer funds to 

the venturers. 

 From the date of discontinuing the use of the proportionate consolidation 

method, 

a. If interest in entity is more than 50%, investments in such joint 

ventures should be accounted for in accordance with AS 21, 

Consolidated Financial Statement.  

b. If interest is 20% or more but up to 50%, investments are to be 

accounted for in accordance with AS 23, Accounting for Investment in 

Associates in Consolidated Financial Statement. 

c. For all other cases investment in joint venture is treated as per AS 13, 

Accounting for Investment. 

d. For this purpose, the carrying amount of the investment at the date on 

which joint venture relationship ceases to exist should be regarded as 

cost thereafter. 

Answer to the Scenario based Questions 

8. As per para 26 of AS 27 “Financial Reporting of Interests in Joint Ventures”, 

in a venturer’s separate financial statements, interest in a jointly controlled 

entity should be accounted for as an investment in accordance with AS 13 

‘Accounting for Investments’. 

 As per para 17 of AS 13 “Accounting for Investments”, long-term 

investments are usually carried at cost.  However, when there is a decline, 

other than temporary, in the value of a long-term investment, the carrying 

amount is reduced to recognize the decline. Indicators of the value of an 

investment are obtained by reference to its market value, the investee’s 

assets and results and the expected cash flows from the investment.  The 

type and extent of the investor’s stake in the investee are also taken into 

account.  However, where there is a decline, other than temporary, in the 

carrying amounts of long-term investments, the resultant reduction in the 

carrying amount is charged to the profit and loss statement. 
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 Since the investment was made in the year 20X1-20X2 i.e., more than a year, 

it is a long-term investment.  In the given case, though the QSR Ltd. is in 

continuous losses for past 2 years, yet it has a futuristic and profitable 

business plans and projections for the coming years. Here, one of the 

indicators i.e. ‘losses incurred to the company’ may lead to diminution in 

the value of the shares while the other indicator that ‘the company has 

positive expected cash flows from its business plans’ does not lead to 

decline in the value of shares.   

 Considering both the facts, in case the expectation of profitable business 

plans and positive cash flows is based reliable presumptions (such as tender 

in favour of QSR Ltd., strong order book etc.), the decline will be regarded 

as temporary in nature and the investment in equity shares will continue to 

be carried at cost only.  

 However, should the aforesaid presumptions be based on projections 

without reasonable evidence backing the claims, the decline could be 

regarded as non-temporary in nature in which case the write down of the 

carrying amount become necessary in line with AS 13, thereby implying the 

contention of QSR Ltd. to be correct.  
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Case Scenario 1 

RTS Ltd, (“RTS” or the “Company”), is engaged in the business of manufacturing of 

equipments/components. The Company has a contract with the Indian Railways for 

a brake component which is structured such that: 

♦ The Company’s obligation is to deliver the component to the Railways’ 

stockyard, while the delivery terms are ex-works, the Company is responsible 

for engaging a transporter for delivery. 

♦ Railways sends an order for a defined quantity. 

♦ The Company manufactures the required quantity and informs Railways for 

carrying out the inspection. 

♦ Railways representatives visit the Company’s factory and inspect the 

components, and mark each component with a quality check sticker. 

♦ Goods once inspected by Railways, are marked with a hologram sticker to 

earmark for delivery identification by the customer when they are delivered 

to the customer’s location.  

♦ The Company raises an invoice once it dispatches the goods. 

The management of RTS is under discussion with the auditors of the Company in 

respect of accounting of a critical matter as regards its accounting with respect 

subsequent events i.e. events after the reporting period. They have been checking 

as to which one of the following events after the reporting period provide evidence 

of conditions that existed at the end of the reporting period? 
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i. Nationalisation or privatization by government 

ii. Out of court settlement of a legal claim 

iii. Rights issue of equity shares 

iv. Strike by workforce 

v. Announcing a plan to discontinue an operation 

The Company has received a grant of ` 8 crores from the Government for setting 

up a factory in a backward area. Out of this grant, the Company distributed ` 2 

crores as dividend. The Company also received land, free of cost, from the State 

Government but it has not recorded this at all in the books as no money has been 

spent.  

RTS has a subsidiary, A Ltd, which is evaluating its production process wherein 

normal waste is 5% of input. 5,000 MT of input were put in process resulting in 

wastage of 300 MT. Cost per MT of input was ` 1,000. The entire quantity of waste 

was on stock at the end of the financial year. 

(i) When should RTS Ltd recognize revenue as per the Accounting Standards 

notified under the Companies (Accounting Standards) Rules, 2006? Would 

your answer be different if inspection is normally known to lead to no quality 

rejections? 

(a)  Revenue should be recognized on dispatch of components. The 

assessment would not change even in case where inspection is normally 

known to lead to no quality rejections. 

(b)  Revenue should be recognized on completion of inspection of 

components. The assessment would not change even in case where 

inspection is normally known to lead to no quality rejections. 

(c)  Revenue should be recognized on dispatch of components. The 

assessment would change where inspection is normally known to lead 

to no quality rejections. 

(d)  Revenue should be recognized on delivery of the component to the 

Railways’ stockyard. The assessment would change where inspection is 

normally known to lead to no quality rejections. 
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(ii) In respect of A Ltd, state with reference to Accounting Standards notified 

under the Companies (Accounting Standards) Rules, 2006, what would be 

value of the inventory to be recorded in the books of accounts? 

(a)  ` 4,700,000. 

(b) ` 5,000,000. 

(c)  ` 4,950,000. 

(d)  ` 4,947,368. 

(iii) Please guide regarding the accounting treatment of both the grants 

mentioned above in line with the requirements of Accounting Standard 12. 

(a) Distribution of dividend out of grant is correct. In the second case also 

not recording land in the books of accounts is correct. 

(b)  Distribution of dividend out of grant is incorrect. In the second case, 

not recording land in the books of accounts is correct. 

(c) Distribution of dividend out of grant is correct. In the second case, land 

should be recorded in the books of accounts at a nominal value. 

(d)  Distribution of dividend out of grant is incorrect. In the second case, 

land should be recorded in the books of accounts at a nominal value. 

Answers 

(i) (b) (ii) (d) (iii) (d) 

Case Scenario 2 

Suman Ltd. is in the business of manufacturing electronics equipment and selling 

these at its various outlets. It provides installation services for the equipment sold 

and also provide free 1 year warranty on all the sold products.  

Beach Resorts are leading resorts in the city. It purchased 5 air conditioners (AC) 

from Suman Ltd. for its resort. Suman Ltd. sold 5 AC to Beach resort for ` 45,000 

each which includes installation fees of ` 1,000 for each AC. The Company also 

offers 1 year warranty for any repair etc. The Company also offered ` 500 per AC 

as trade discount. Beach resort placed order on March 15, 2024 and made payment 

on March 20, 2024. The ACs were delivered on March 27, 2024 and the installation 

was completed on April 5, 2024.  
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(i) How much revenue should be recognised by the Company as on March 31, 

2024: 

(a) ` 2,25,000 

(b) ` 2,17,500 

(c) ` 2,00,000 

(d) ` 2,30,000 

(ii) How much revenue should be recognised by the Company in the financial 

year 2024-25: 

(a) ` 5000 

(b) ` 2,20,000 

(c) ` 10,000 

(d) ` 2,40,000 

(iii) What will be the accounting for trade discount: 

(a) The same will be recognised separately in the profit and loss. 

(b) The trade discounts are deducted in determining the revenue. 

(c) Trade discount will be recognised after one year, when the warranty will 

be over. 

(d) Trade discount will be recognised after installation is complete. 

(iv) Is the Company required to do any accounting for 1 year warranty provided 

by it: 

(a) No accounting treatment is required till some warranty claim is actually 

received by the Company. 

(b) As there exist a present obligation to provide warranty to customers for 

1 year, the Company should estimate the amount that it may have to 

incur considering various factors including past trends and create a 

provision as per AS 29.  

(c) Accounting for claims will be done on cash basis i.e. expense will be 

recognised when expense is made.  
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(d) As the Company is not charging separately for the warranty provided, 

there is no need to create any provision. 

Answers 

(i) (b) (ii) (a) (iii) (b) (iv) (b) 

Case Scenario 3 

Mars Ltd. is a manufacturing enterprise which is starting a new manufacturing plant 

at X Village. It has commenced construction of the plant on April 1, 2023 and has 

incurred following expenses: 

♦ It has acquired land for installing Plant for ` 50,00,000  

♦ It incurred ` 35,00,000 for material and direct labour cost for developing the 

Plant.  

♦ The Company incurred ` 10,00,000 for head office expenses at New Delhi 

which included rent, employee cost and maintenance expenditure.  

♦ The Company borrowed ` 25,00,000 for construction work of Plant @12% per 

annum on April 1, 2023.  Director finance of the Company incurred travel and 

meeting expenses amounting to ` 5,00,000 during the year for arranging this 

loan.  

♦ On November 1, 2023, the construction activities of the plant were 

interrupted as the local people alongwith the activists have raised issues 

relating to environmental impact of plant being constructed. Due to agitation 

the construction activities came to standstill for 3 months.  

♦ With the help of Government and NGOs, the agitation was over by February 

28, 2024 and the work resumed. However, to balance the impact on 

environment, government ordered the company to install certain devices for 

which the Company had to incur ` 6,00,000 in March 2024.  

♦ The rate of depreciation on Plant is 10%. 

Based on the above information, answer the following questions. 

(i) Which of the following expenses cannot be included in the cost of plant: 

(a) Cost of Land  
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(b) Construction material and labour cost  

(c) Head office expenses  

(d) Borrowing cost 

(ii) How much amount of borrowing cost can be capitalised with the plant: 

(a) ` 300,000 

(b) ` 2,00,000 

(c) ` 7,00,000 

(d) ` 6,00,000 

(iii) The total cost of plant as on march 31, 2024 will be: 

(a) ` 85,00,000 

(b) ` 98,00,000  

(c) ` 93,00,000 

(d) ` 95,00,000 

(iv) The amount of depreciation to be charged for the year end March 31, 2024 

(a) ` 4,30,000 

(b) ` 9,30,000 

(c) ` 9,80,000 

(d) Nil 

Answers 

(i) (c) (ii) (b) (iii) (c) (iv) (d) 

Case Scenario 4 

Beloved Finance Ltd. is a financial enterprise which is in the business of lending 

loan to small businesses and earn interest on loans.  

♦ During the year the Company has lend 50 crores and earned ` 1.5 crore as 

interest on loans.  
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♦ The Company had surplus funds during the year and invested then in Fixed 

Deposits with bank and earned interest on fixed deposits of ` 20 lacs.  

♦ The Company also acquired a gold loan unit for ` 10 crore during the year 

and the Company provided interest free loan of ` 15 crore to its wholly-

owned subsidiary. 

♦ The Company paid a total income tax of ` 75 lacs for the year.  

Based on the above information, answer the following questions. 

(i) In the Cash Flow Statement as per AS 3, the interest income of ` 1.5 crore 

earned on earned on loans given by the Company will be disclosed as: 

(a) Cash Flow from Operating Activities  

(b) Cash Flow from Investing Activities 

(c)  Cash Flow from Financing Activities   

(d) Non-cash Items 

(ii) In the Cash Flow Statement as per AS 3, the interest income of ` 20 Lacs 

earned fixed deposits with bank will be disclosed as: 

(a) Cash Flow from Operating Activities  

(b) Cash Flow from Investing Activities 

(c)  Cash Flow from Financing Activities   

(d) Non-cash Items 

(iii) In the Cash Flow Statement as per AS 3, amount paid for acquiring gold loan 

unit will be disclosed as: 

(a) Cash Flow from Operating Activities  

(b) Cash Flow from Investing Activities 

(c)  Cash Flow from Financing Activities   

(d) Non-cash Items 

(iv) In the Cash Flow Statement as per AS 3, total income tax of ` 75 lacs paid for 

the year will be disclosed as: 

(a) Cash Flow from Operating Activities  
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(b) Cash Flow from Investing Activities 

(c)  Cash Flow from Financing Activities   

(d) Non-cash Items 

(v) Is any specific disclosures required to made in relation to the interest free 

loan of ` 15 crore provided by the Company to its wholly-owned subsidiary, 

if yes, as per which Accounting Standard:  

(a) Yes, disclosure is required to be made as per AS 3, Cash Flow 

Statements. 

(b) Yes, disclosure is required to be made as per AS 18, Related Party 

Disclosures 

(c) Yes, disclosure is required to be made as per AS 13, Accounting for 

Investments 

(d) No specific disclosures are required.  

Answers 

(i) (a) (ii) (a) (iii) (b) (iv) (a) (v) (b) 

Case Scenario 5 

Venus Limited received a parcel of land at no cost from the government for the 

purpose of developing a factory in an outlying area. The land is valued at ̀  75 lakhs, 

while the nominal value is ` 10 lakhs. Additionally, the company received a 

government grant of ` 30 lakhs, which represents 25% of the total investment 

needed for the factory development. Furthermore, the company received ` 15 lakhs 

with the stipulation that it be used to purchase machinery. There is no expectation 

from the government for the repayment of these grants.  

Answer the following questions based on the above information: 

(i) The land received from Government, free of cost should be presented at: 

(a) ` 75 Lakhs 

(b) ` 30 Lakhs   

(c) ` 10 Lakhs   

(d) ` 45 Lakhs    
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(ii) As per AS 12, how the Government Grant of ` 30 Lakhs should be presented: 

(a) It should be recognised in the profit and loss statement as per the 

related cost.   

(b) It will be treated as capital reserve.  

(c) It will be treated as deferred income. 

(d) It will not be recognised in the financial statements.   

(iii) As per AS 12, how the Government Grant of ` 15 Lakhs with a condition to 

purchase machinery may be presented as: 

(a) Capital Reserve   

(b) Shareholders Fund  

(c) Deferred Income 

(d) Income in statement of profit and loss as received.   

(iv) Which of the above grants are required to be recognised in the statement of 

profit and loss on a systematic and rational basis over the useful life of the 

asset: 

(a) Land received as Grant  

(b) Government Grant of ` 30 Lakhs 

(c) Government Grant of ̀  15 Lakhs with a condition to purchase machinery  

(d) Noe of the above  

Answers 

(i) (c) (ii) (b) (iii) (c) (iv) (c) 

Case Scenario 6 

Axis limited is a manufacturing company. It purchased a machinery costing  

` 10 Lakhs in April 2023. It paid ` 4 lakhs upfront and paid the remaining  

` 6,00,000 as deferred payment by paying instalment of ` 1,05,000 for the next 6 

months.  During the year, the Company sold a land which was classified as its 

‘property, plant and equipment’ for ` 25,00,000 and paid ` 1,00,000 as income tax 

as long term capital gain on such sale. During the year, the Company also received 
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income tax refund along with interest.  

(i) As per the requirements of AS 3, ‘Cash Flow Statements’, how the amount for 

purchase of machinery should be presented: 

(a) ` 10 lakhs as ‘Cash flows from Investing Activities’ and ` 30,000 will 

simply be booked in profit and loss with no presentation if Cash Flow 

Statement.   

(b) ` 10.30 lakhs as ‘Cash flows from Investing Activities’ as entire amount 

is spend on purchase of machinery. 

(c) ` 10 lakhs as ‘Cash flows from Investing Activities’ and ` 30,000 as ‘Cash 

flows from Financing Activities’.  

(d) ` 10.30 lakhs as ‘Cash flows from Financing Activities’ as the machinery 

has been purchased on finance.  

(ii) At what amount, the machinery should be recognised in the financial 

statements: 

(a) ` 400,000 

(b) ` 10,30,000 

(c) ` 600,000 

(d) ` 10,00,000 

(iii) How should the income tax paid on sale of land should be disclosed in the 

Cash Flows Statement: 

(a) Cash flows from Operating Activities 

(b) Cash flows from Investing Activities 

(c) Cash flows from Financing Activities  

(d) No disclosure in Cash Flow Statement 

(iv) How should the interest on income tax refunds should be disclosed in the 

Cash Flows Statement: 

(a) Cash flows from Operating Activities 

(b) Cash flows from Investing Activities 

(c) Cash flows from Financing Activities  
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(d) No disclosure in Cash Flow Statement 

Answers 

(i) (c) (ii) (d) (iii) (b) (iv) (b) 

Case Scenario 7 

SEAS Ltd., the “Company”, is in the business of tours and travels. It sells holiday 

packages to the customers. The Company negotiates upfront with the Airlines for 

specified number of seats in flight. The Company agrees to buy a specific number 

of tickets and pay for those tickets regardless of whether it is able to resell all of 

those in package.  

The rate paid by the Company for each ticket purchased is negotiated and agreed 

in advance. The Company also assists the customers in resolving complaints with 

the service provided by airlines. However, each airline is responsible for fulfilling 

obligations associated with the ticket, including remedies to a customer for 

dissatisfaction with the service.  

The Company bought a forward contract for three months of US$ 1,00,000 on 1 

March 2024 at 1 US$ = INR 83.10 when exchange rate was US$ 1 = INR 83.02. On 

31 March 2024, when the Company closed its books, exchange rate was US$ 1 = 

INR 83.15. On 1 April 2024, the Company decided for premature settlement of the 

contract due to some exceptional circumstances.  

The Company is evaluating below mentioned schemes: 

i. Introduction of a formal retirement gratuity scheme by an employer in place 

of ad hoc ex-gratia payments to employees on retirement. 

ii. Management decided to pay pension to those employees who have retired 

after completing 5 years of service in the organization. Such employees will 

get pension of ` 20,000 per month. Earlier there was no such scheme of 

pension in the organization. 

 SEAS Ltd.  has a subsidiary, ADI Ltd., which is in the business of construction 

having turnover of ` 200 crores. SEAS Ltd.  and ADI Ltd.  hold 9% and 23% 

respectively in an associate company, ASOC Ltd. Both SEAS Ltd.  and ADI Ltd.  

prepare consolidated financial statements as per Accounting Standards 

notified under the Companies (Accounting Standards) Rules, 2021.  
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(i) What would be the basis of revenue recognition for SEAS Ltd.  as per the 

requirements of Accounting Standards? 

(a)  Gross basis. 

(b)  Net basis. 

(c)  Depends on the accounting policy of the Company. 

(d)  Indian GAAP allows a choice to the Company to recognize revenue on 

gross basis or net basis. 

(ii) Please suggest accounting treatment of forward contract for the year ended 

31 March 2024 as per Accounting Standard 11. 

(a)  MTM (marked to market value) of contract will be recorded on 31 March 

2024. 

(b)  MTM (marked to market value) of contract will be computed as at 31 

March 2024 and only if there is loss, it will be recorded during the year 

ended 31 March 2024. 

(c)  No accounting will be done during the year ended 31 March 2024. 

(d)  Premium on contract will be amortized over the life of the contract. 

(iii) You are requested to advise the Company in respect of the accounting 

requirements of above schemes related to employee benefits as to which one 

of those schemes should be considered as a change in accounting policy 

during the year. 

(a)  1 – Change in accounting policy. 2 – Change in accounting policy. 

(b)  1– Not a change in accounting policy. 2 – Change in accounting policy. 

(c)  1 – Not a change in accounting policy. 2 – Not a change in accounting 

policy. 

(d)  1– Change in accounting policy. 2 – Not a change in accounting policy. 

(iv) Please comment regarding consolidation requirements for SEAS Ltd.  and ADI 

Ltd.  using the below mentioned options as to which one should be correct. 

(a) ADI Ltd. would using equity method of accounting for 23% in ASOC Ltd.  

SEAS Ltd. would consolidate ADI Ltd. and consequently automatically 
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equity account 23% and separately account for the balance 9% as per 

AS 13. 

(b) ADI Ltd. would account for 23% in ASOC Ltd.  as per AS 13. SEAS 

Ltd.  would consolidate ADI Ltd. and consequently automatically 

account 23% and separately account for the balance 9%. 

(c)  ADI Ltd. would account for 23% share in ASOC Ltd using equity method 

of accounting. SEAS Ltd. would consolidate ADI Ltd.  and consequently, 

automatically account for ASOC Ltd 23% share and separately account 

for 9% share in ASOC Ltd. using equity method of accounting in 

consolidated financial statements. 

(d)  ADI Ltd. would account for 23% in ASOC Ltd.  as per AS 13. SEAS Ltd. 

would consolidate ADI Ltd. and using equity method of accounting 23% 

in ASOC Ltd. and separately account for the balance 9% as per AS 13. 

Answers 

(i) (a) (ii) (d) (iii) (c) (iv) (c) 

Case Scenario 8 

On 1st April, 2022, Shubham Limited purchased some land for ` 30 lakhs for the 

purpose of constructing a new factory. This cost of 30 lakhs included legal cost of 

` 2 lakhs incurred for the purpose of acquisition of this land. Construction work 

could start on 1st May, 2022 and Shubham Limited provides you the details of the 

following costs incurred in relation to its construction:  

 ` 

Preparation and levelling of the land  80,000 

Employment costs of the construction workers (per month)  29,000 

Purchase of materials for the construction  21,24,000 

Cost of relocating employees to new factory for work 60,000 

Costs of inauguration ceremony on 1st January, 2023 80,000 

Overhead costs incurred directly on the construction of the factory 

(per month) 

25,000 
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General overhead costs allocated to construction project by the Manager is ` 

30,000. However, as per company’s normal overhead allocation policy, it should 

be ` 24,000. The auditor of the company has support documentation for the cost 

of ` 15,000 only) and raised objection for the balance amount. 

The construction of the factory was completed on 31st December, 2022 and 

production could begin on 1st February, 2023. The overall useful life of the factory 

building was estimated at 40 years from the date of completion. However, it was 

estimated that the roof will need to be replaced 20 years after the date of 

completion and that the cost of replacing the roof at current prices would be 25% 

of the total cost of the building.  

The construction of the factory was partly financed by a loan of ̀  28 lakhs borrowed 

on 1st April, 2022. The loan was taken at an annual rate of interest of 9%. During 

the period when the loan proceeds had been fully utilized to finance the 

construction, Shubham Limited received investment income of ` 25,000 on the 

temporary investment of the proceeds.  

You are required to assume that all of the net finance costs to be allocated to the 

cost of factory (not land) and interest cost to be capitalized based on nine months’ 

period. 

Based on the information given in the above scenario, answer the following 

multiple choice questions: 

(i)  Which of the following cost  (incurred directly on construction) will be 

capitalized to the cost of factory building?  

(a) ` 2,00,000 incurred as legal cost  

(b) ` 60,000 – costs of relocating employees  

(c) ` 80,000 costs of inauguration ceremony  

(d) ` 24,000 – allocated general overhead cost  

(ii)   What amount of employment cost of construction workers will be capitalized 

to the cost of factory building?  

(a) ` 2,90,000  

(b) ` 3,48,000  

(c) ` 2,32,000  

(d) ` 29,000  
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(iii)  What is the amount of net borrowing cost capitalized to the cost of the 

factory? 

(a) ` 1,89,000 

(b) ` 1,68,000 

(c) ` 1,44,000 

(d) ` 1,64,000 

(iv) What will be the carrying amount (i.e. value after charging depreciation) of 

the factory in the Balance Sheet of Shubham Limited as at 31st March, 2023? 

(a) ` 30,00,000 

(b) ` 57,78,125 

(c) ` 27,78,125 

(d) ` 58,00,000 

Answers 

(i) (a) (ii) (c) (iii) (d) (iv) (b) 
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