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Question #1
X Itd acquired Y Itd for X 20,000. It had following assets

Land and building 18,000
Inventories 500
Another PPE 700
Bank 100
Other assets 2,000

Y Itd had liability of X 3000 including DTL of X 1000. Apply Concentration test
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Question # 2
A Itd holds 30% shares of B Itd cost X 1000 and FV m It acquired further 50% g;‘ke of B Itd for

X 2000,6n which date FV of remaining g 20% stake being < 1,200. ~
B Itd had cash and cashm DTL of X100 and substantial PPE of X 3,800.
A Itd want to know whether it is Asset Acquisition as per Concentration Test in 103.
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EXAMPLE 1 OF SM

Question # 3

Entity A holds 20% interest in Entity B. Subsequently Entity A, further requires 50% share in Entity

B by paying X 300 crores.

T

The fair value of assets and liabilities assumed are as follows

Cash and cash equivalent

Building 1,000 E -

200 v

Financial liabilities

800 <«

DTL

Concentration test

4

150 ~—1~
FV of Entity B is X 400 crores and FV of Entity A’s previously held interest is Apply
——— ——
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ILL1 OF SM

An entity acquires an equipment and patent in exchange for Rs.1,000 crore cash and land. The fair
value of is Rs.400 crore and its carrying value is Rs.IOOQre. Fair value of Equipmentand patent is
estimated to be Rs.500 crore and Rs.1000 crore respectively. - '

Show how the transaction be accounted. -~
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Question #5

Situation-1

A limited share capital is 10,000 shares of X 10 each
B limited share capital is 7,000 shares of X 7 each

A Itd takes over business of B Itd. It agreed to issue 4 share for every share of B Itd at FV of X 12
per share.




Situation — 2

A limited share capital is 10,000 shares of X 10 each

B limited share capital is 15,000 shares of X 7 each

C Itd was formed to takeover A Itd and B Itd. Swap Ratio 3:2 for A Itd and 1:2 for B Itd.

FV of shares of C Itd is X 11 per share.

Situation -3

A limited share capital is 10,000 shares of X 10 each

B limited share capital is 15,000 shares of X 7 each

C Itd with 30,000 shares as its share capital took over A Itd and B Itd.

Swap Ratio 3:2 for A Itd and 1:2 for B Itd. FV of shares of C Itd is X 11 per share.
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€\ (Rsin 000)
F i CARRYING
VALUE JAMMOUNT
Plant & Machinery 120 90
Furniture 120 100
Debtors 140 150
Creditors 100 150
Debentures 70 50
PURCHASE CONSIDERATION = 300
TAX RATE = 30%
Calculate Goodwill or gain on Bargain purchase.
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QUESTION 09

1) Franchise Fees = Rs 10 LAKHS for 10 years.
P
2)Settlement amount in case of termination by either of paty at 50% above carrying amount.
3)Franchiser reacquired franchise after 4 years.
4)Fes# Value of franchise rights of remaining 6 years = 16 LAKHS.
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ABC Ltd. acquires PQR Ltd. for a consideration oFour years ago, ABC Ltd. had granted a
ten-year license allowing PQR Ltd. to operate in Europe. The cost of the license was %2, 50 000.

The contract allows either party tc party to terminate the franchise at a cost of the u nexglred initial fee
plus 20%. At the date of acquisition, the settlement amount is 1,80, 000 [(X2,50,000 x 6(10) +

2
ABC Ltd. has acquired PQR Ltd., because it sees high potential in the European market and wishes

to explont it. ABC Ltd. calculates that under current economic conditions and at current prices it

could grant a six-year franchise for a price of X4,50,000.

How is the license accounted for as part of the business combination? 1
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ABC Ltd. acquired a beverage company PQiLtd. from Xﬂd. At the time of the acquisition, PQR
Ltd. is the defendant in a court case whereby certain omers of PQR Ltd. have alleged that its
products coMesticides in excess of th hat have caused them health
darrﬁg?._lsQR Ltd. is being sued for damages o e. XYZ Ltd. has indemnified ABC Ltd. for the
losses, if any, due to the case for amount up to X 1 crore. The fair value of the contingent liability
for the court case is X 70 lakh. e -
How should ABC Ltd. accgunt for the contingent liability and the indemnification asset? What if
the fair value of the liability is ¥ 1.2 crore instead of X 70 Iakh
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Question #6
If FV of contingent liability as on DOA is 230 and acquiree had agreed to indemnify 80% and as on
subsequent date balance sheet date the FV changes to

—_——

(a) 350 and (b) X 20.
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Question # 7 QUES. 3 ICAI SM

Scenario 1:

New information on the fair value of and acquired loan

Bank F acquires Bank E in a business combination in October 20X1. The loan by Bank E to
Borrower B is recognised at its provisionally determined fair value. In December 20X1, F receives

to B at the acquisition date is determined to(be less than the 3mount recogniéed earlieron a

——

e

Borrower B’s financial statements for the year ended September 30:; Zoggwhich indicate
significant decrease in Borrower B’s income from oier'i“" . Basis this, the fair value of the loan
provisional basis.

| Scenario 2:
Decrease in fair value of acquired loan resulting from an event occurring during the measurement
D——

——— —_—

penod -
Bank F < F acquires Bai Ban 3 business combination in October 20X1. The loan by Bank E to
O — — "

Borrower B is recognised at its provisionally determined fair value. In December 2 20X1, F receives
information that Borrower B has lost its major customer earlier that month and this is expected to
have a significant negative effect on B’s operations. o

s —_—
Required:
Comment on the treatment done by Bank F

Scenario 1: The new information obtained by F subsequent to the acquisition relates to
facts and circumstances that existed at the acquisition date. Accordingly, an adjustment
(i.e., decrease) to in the provisional amount should be recognised for loan to B with a
corresponding increase in goodwill.

Scenario 2: Basis this, the fair value of the loan to B will be less than the amount
recognised earlier at the acquisition date. The new information resulting in the change in
the estimated fair value of the loan to B does not relate to facts and circumstances that
existed at the acquisition date, but rather is due to a new event i.e., the loss of a major
customer subsequent to the acquisition date. Therefore, based on the new information, F
should determine and recognise an allowance for loss on the loan in accordance with
Ind AS 109, Financial Instruments: Recognition and Measurement, with a corresponding
charge to profit or loss; gogdwill is not adjusted. ?\ | -
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Question # 8

A Ltd acquires B Ltd and the owners of B Ltd are given Land owned by A Ltd in lieu of entire

business of B Ltd. The book value of land is X 100 and its FV is X 1000. Net Assets of B Ltd are X
700.

Journalise in the books of A Ltd.
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Contingent consideration- fo: ps-wirareformerpiva: SR BC Ltd.
acquires all of the outstanding shares of XYZ Ltd. in a business combination.’ﬁYZ Ltd. had three
shareholders with equal shareholdings, two of whom were also senior-level employees of XYZ Ltd.
and would continue as employee post acquisition of shares by ABC Ltd‘
%?" The employee shareholders each will receive X 60,0(&@0*6]55 an additional payment of X
é 5 1,50,00,000 to 2,00,00,000 based on a multiple of earnings over the next two years.
— The non-employee shareholders each receive X 1,00,00,000.
The additional payment of each of these employee shareholders will be forfeited if they leave the
employment of XYZ Ltd. at any time during the two years following its acquisition by ABC Ltd‘The
salary received by them is considered reasonable remuneration for their services. =
How much amount is attributable to post combination servicjes?z'_==£{s

— S

ANALYSIS

In the instant case, the additional consideration of X 1,50,00,000 to X 2,00,00,000 represents
compensation for post-combination employment services, as the same represents that part of the
payment which is forfeited if the former shareholder does not remain in the employment of XYZ
Ltd. for two years following the acquisition, hence shall be treated as EBE.

Therefore, only {i0,00,000ﬁattributed to consideration in exchange for the acquired business.

KKV Ltd acquires a 100% interest in VIVA Ltd, a company owned by a single shareholder who is
also the KMP in the Company, for a cash payment of USD 20 million and a contingent payment of
USD 2 million. The terms of the agreement provide for payment 2 years after the acquisition if the
following conditions are met:
— The EBIDTA margins of the Company after 2 years after the acquisition is 21%.
— The former shareholder continues to be employed with VIVA Ltd for at least 2 years after
the acquisition. No part of the contingent payment will be paid if the former shareholder
does not complete the 2 year employment period.

ANALYSIS

In the above scenario the former shareholder is required to continue in employment and the
contingent consideration will be forfeited if the employment is terminated or if he resigns.
Accordingly, only USD 20 million is considered as purchase consideration and the contingent
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Question # 10 Q.100 OF ICAI {MTP — SERIES | = NOV - 2019} {RTP — MAY - 19, 22}

How contingent consideration payable in relation to a business combination should be accounted
for on initial recognition and at the subsequent measurement as per Ind AS in the following cases:
CASE-1

On 1 April 2016, A Ltd. acquires 100% interest in B Ltd. As per the terms of agreement the
purchase consideration is payable in the following 2 tranches;

(a) an immediate issuance of 10 lakhs shares of A Ltd. having face value of INR 10 per share;

(b) a further issuance of 2 lakhs shares after one year if the profit before interest and tax of B Ltd.
for the first year following acquisition exceeds INR 1 crore.
The fair value of the shares ofM. on the date of acquisition is[INR 20 Re?sharei Further, the
management has estimated that on the date of acquisition, the fair_va ingent
consideration is X 25 lakhs.
During the year ended 31 March 2017, the profit before interest and tax of B Ltd. exceeded X 1
crore. As on 31 March 2017, the fair value of shares of A Ltd]is X 25 per shar?} S

—

CASE -2
Continuing with the fact pattern in ﬂabove except for: The number of shares to be issued after
one year is not fixed. Rather, A Ltd. agreed to issue variable number of shares having a fair value
equal to X 40 lakhs after one year, if the profit before interest and tax for the first year following
acquisition exceeds X1 crore. A Ltd. issued shares with X 40 lakhs after a year., ﬁ
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Question # 9
A agreed to acquire 100% stake in B on the following terms
1. Cash payment of X 15,000

2. An additional cash payment of X2,500 provided profit increases by 25% in next three
compared to previous year.
3. Net Assets of B as on DOA is 10,000

4. FV of contingent consideration after 1 year is 3,300
Journalise
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Question # 11

Company A acquires 100% share capital of company B for X500 lakhs. It is required to pay 200

lakhs upfront and remaining 300 lakhs after a period of 2 year, the relevant market rate of interest
for an instrument with 2 year maturity is 10% p.a.
What is FV of consideration?
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A58 Value of Share based payments = 500

VESTING PERIOD= 4
Revised Vesting Period = 5 years
Expired Period = 2 years
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Question # 12 (ILL 27 OF SM )

Green ltd acquired Pollution Ltd as a part of the arrangement Green Itd had to replace the
Pollution Ltd.’s existing equity-settled award. The original awards specify a vesting period of five
year. At the acquisition date, Pollution Ltd employees have already rendered two years of service.
As required, Green Ltd replaced the original awards with its own share-based payments awards
(replacement award). Under the replacement awards, the vesting period is reduced to 2 years
(from the acquisition date)
The value (market-based measure) of the awards at the acquisition date as are as follows

e Original awards : X 500

e Replacement awards: X 600
At the acquisition date all awards are expected to vest
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Solution
Pre-combination period

The value of the replacement awards will have to be allocated between the pre-combination and
post combination period. As of the acquisition date, the fair value of the original award (¥ 500)
will be multiplied by the service rendered upto acquisition date (2 years) divided by greater of
original vesting period (5 years) or new vesting period (4 years). Accordingly, ¥ 500 x 2/5=
X 200 will be considered as pre-combination service and will be included in the purchase
consideration.

Post- combination period

The fair value of the award on the acquisition date is ¥ 600 which means the difference between
the replacement award which is ¥ 600 and the amount allocated to pre-combination period
(¥ 200) is ¥ 400 which will be now recorded over the remaining vesting period which is 2 years
as an employee compensation cost.

Question # 13 (ILL 28 OF SM)
P a real estate company acquires Q another construction company which has an existing equity
settled share based payment scheme. The awards vest after 5 years of employee service. At the
acquisition date, Company Q’s employees have rendered 2 years of service. None of the awards
are vested at the acquisition date. P did not replace the existing share-based payment scheme but
reduced the remaining vesting period from 3 years to 2 year. Company P determines that the
market-based measure of the award at the acquisition date is X 500./
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Question # 14 PRACTICE Q.4 ICAI SM

Entity X acquired 100% of entity Y in a Business combination as per Ind AS 103. There is an existing
Share based plan in Entity Y with a vesting condition for 3 years in which 2 years has already
lapsed at the date of such business acquisition. Entity X aﬁ; to replace the existing awargfor
the employee of combined entity. The details are as below -

Acquisition date Fair value of SBP INR300 \_—~
No. of years to Vest after acquisition 1 year /
Fair Value of award which replaces existing INR 400 —

Calculate the Share-based payment values as per Ind AS 102?
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Question # 16 (Q. 4 OF ICAI SM)
A company acquired 90% equity interest in company B on 1.4.2010 for a consideration of X 85

crores in a distress sale. The company valued the FV of NCI and FV of identifiable NA as
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Question # 15 (Q. 1 OF SM, SIMILAR TO DEC 20 8 MARKS)

Company A and company B are in power business. Company A holds 25% of equity of B. on 1st
NovembeT A obtains control of B when it acquires a further 65% of shares of B

Consideration — A transfer’s cash of X59 lakhs and issues 1 lakh shares of FV of X 10. It consists of
5% of post-acquisition equity capital of A

Contingent consideration — of X 7,00,000 if company’s cumulative profit over next two year
exceeds X 70,00,000. As on the DOA it is considered probable and hence FV of contingent
consideration is X 3,00,000

Transaction cost — company pays acquisition related cost of X 1,00,000 NCI - FV of NCI X 7,50,000
Previously held controlling interest — its book value is X 6,00,000 but its FV is X 20,00,000

FV of net identifiable of B as on DOA - X 60,00,000

Calculate PC and GW
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Question # 19 (SIMILAR TO Q.6 SM &NOV 18)

On 1ST January, 20X1, A Ltd. acquires 80 per cent of the equity interests of B Ltd. in exchange for
cash of X15 crore. The former owners of B Ltd. were required to dispose off their investments in B
Ltd. by a specified date, and accordingly they did not have sufficient time to find potential buyers. \
A qualified valuation professional hired by the management of A Ltd. measures tEe fﬁ-entiﬁable net
assets acquired, in accordance with the requirements of Im& at X 20 crore and the fair

value of the 20 per cent non-controlling interest in B Ltd. at X 4.2 crore.
How should A Ltd. recognise the above bargain purchase?
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Question # 17 Q. 8 OF ICAI SM [RTP — MAY - 2018}

On 1 April 20X1, Alpha Ltd. acquires 80 percent of the equity interest of Beta Pvt. Ltd. in exchange
for cash @. Due to legal compulsion, Beta Pvt. Ltd. had to dispose of their investments by a
specified date. Therefore, they did not have sufficient time to market Beta Pvt. Ltd. to multiple
potential buyers. The management of Alpha Ltd. initially measures the separately recognizable
identifiable assets acquired and the liabilities assumed as of the acquisition date in accordance
with the requirement of Ind AS 103. The identifiable assets are measured at X 500 and the
liabilities assumed are measured at X 100. Alpha Ltd. engages on independent consultant, who
determined that the fair value of 20 per cent non-controlling interest in Beta Pvt. Ltd. is X 84.
Alpha Ltd. reviewed the procedures it used to identify and measure the assets acquired and
liabilities assumed and to measure the fair value of both the non- controlling interest in Beta Pvt.
Ltd. and the consideration transferred. After the review, it decided that the procedures and
resulting measures were appropriate.

Calculate the galn or loss on acquisition of Beta Pvt .Ltd .and also show the journal entries for
accounting ofits a acquisition. Also ﬁculate the value of the non- controllmg interest in Beta Pvt.
Ltd. on the basis of proportionate interest method, if aIternatlvely applied?
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Question # 18 [Q 9 ICAI SM ,RTP — NOV - 2018}

ABC Ltd. prepares consolidated financial statements upto 31st March each year. On 1st July 2017,

ABC Ltd. acquired 75% of the equity shares of JKL Ltd. and gained control of JKL Ltd. the issued

shares of JKL Ltd. is 1,20,00,000 equity shares. Details of the purchase consideration are as follows:

1. On 1stluly, 2017, ABC Ltd. issued two shares for every three shares acquired in JKL Ltd. On 1st
July, 2017, the market value of an equity share in ABC Ltd. was X6.50 and the market value of
an equity share in JKL Ltd. was X 6.

2. On 30th June, 2018, ABC Ltd. will make a cash payment o . the former share -
holders of JKL Ltd. who sold their shares to ABC Ltd. on ¥sehibe2007. On 1st July, 2017, ABC
Ltd. would have to pay interest at an annual rate of 10% omings.

3. On 30th June, 2019,78C Ltd. may make a cash payment of % 3,00,00,000 to the former share -
holders of JKL Ltd. who sold their shares to ABC Ltd. on 1°* July, 2017. This payment is
contingent upon the revenues of ABC Ltd. Growing by 15% over the two-year period from 1st
JWto 30th June, 2019. On 1%t July, 2017, the fair value of this contingent consideration
was X 2,50,00,000-0n 31st March, 2018, the fair value of the contingent consideration was X
2,20,00,000.




5. On 1st July, 2017, the carrying values of the identifiable net assets of JKL Ltd. in the books of
that company was X 6,00,00,000. On 1st July, 2017, the fair values of these net assets was X
7,00,00,000. The rate of deferred tax to apply to temporary differences is 20%.

e 6. During the nine months ended on 31st March, 2018, JKL Ltd. had a poorer than expected
operating performance. Therefore, on 31st March, 2018 it was necessary for ABC Ltd. to
recognise an impairment of the goodwill arising on acquisition of JKL Ltd., amountinch}l_O"@
of its total computed value.

Compute the impairment of goodwill in the consolidated financial statements of ABC Ltd. under

both the methoﬁermitted by Ind AS 103 for the initial computation of the non-controlling

interest in JKL Ltd. at the[acquisition aa%e:_\.
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Question # 20 ILL 12 ICAI SM
Sita Ltd and Beta Ltd decides to combine together for forming a Dual Listed Corporation (DLC). As
per their shareholder’s agreement, both the parties will retain original listing and Board of DLC will
be comprised of 10 members out of which 6 members will be of Sita Ltd and remaining 4 board
members will be of Beta Ltd.

The fair value of Sita Ltd is 100 crores and fair value of Beta Ltd is 80 crores. The fair value of net
identifiable assets of Beta Limited is 70 crores. Assume non-controlling

Interest (NCI) to be measured at fair value.

Determine the goodwill to be recognised on acquisition
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Question # 21 (PRACTICE Q. 6 SM, RTP MAY 22)
Entity A acquires entity B. Entity A agrees with the former shareholders of entity B to pz
with an additional payment of X 500 if the subsequent earnings of entity B reach a specified target
in three years. The former shareholders also become employees. On the acquisition date, the fair
value of the net assets of entity B amount to X 850, and the fair value of addltional payment is
estimat;\e}at X 200. o

At the acquisition date, the outflow of additional payment is not probable. Over the next three

years, the cumulative earnings of entity B (before considering the effects of the additional
payments) amount to X 1,050. At the end of ye\a% entity A pay @ the conditions were
met.

———
State the impact on the financial position and results of classifying the payments as remuneration
and contingent consideration.
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Question # 22 (PRACTICE Q. 5 SM, RTP MAY 21)
Bima Ltd. acquired 65% of shares on 1 June, 20X1 in Nafa Ltd. which is engaged in production of
components of machinery. Nafa Ltd. has 1,00,000 equity shares of X 10 each. The quoted market
price of shares of Nafa Ltd. was X 12 on the date of acquisition. The fair value of Nafa Ltd.'s
identifiable net assets as on 1 June, 20X1 was X 80,00,000.

Bima Ltd. wired X 50,00,000 in cash and issued 50,000 equity shares as purchase consideration on
the date of acquisition. The quoted market price of shares of Bima Ltd. on the date of issue was X
25 per share.

Bima Ltd. also agrees to pay additional consideration of X 15,00,000, if the cumulative profit
earned by Nafa Ltd. exceeds X 1 crore over the next three years. On the date of acquisition, Nafa
Ltd. assessed and determined that it is considered probable that the extra consideration will be
paid. The fair value of this consideration on the date of acquisition is £ 9,80,000. Nafa Ltd. incurred
X 1,50,000 in relation to the acquisition. It measures Non-controlling interest at fair value.

How will the acquisition of Nafa Ltd. be accounted by Bima Ltd., under Ind AS 103?

Prepare detailed workings and pass the necessary journal entry.
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Question # 23
A Itd took over business of B Itd on 1.4.2017. Actual control was obtained orf 1.8.2017.
Balance Sheet of B limited as on 31.3.2017_~

Non-Current Asset
Property Plant and Equipment 7,00,000
Furniture 3,00,000 +”°
Current Asset
Inventory 2,50,000 «~
Trade Receivables 3,50,000 «~
Bank 7,00,000
23,00,000
Share Capital of 10 each 10,000,00 ”
Other Equity 6,00,000 -~
Non-Current Liability 5,00,000 v~
Current Liability 2,000,00 «~
23,000,00

Other Informations:

1. FV of Property Plant and Equipment and Furniture is X 9,00,000 and X 2,00,000 respectlvely
2. FV of Inventory and Trade Receivables is X3, 00 000 and 3 50,000 respectively

3. Liabilities were assumed at carrying amount

4. A ltd agreed to pay following consideration__~

(a) Cash of X 5 per share to shareholder of B Itd <-e

(b) 2 shares of X 10 each for every 5 ES held FV of X12 to shareholders of B Itd =

(c) X5,00,000 will be paid to promoters after 3 year Dlscountmg rate 8% > -

(d) X 1 00,000 will be paid to directors, if combined earnings is increased by 25%. FV of this
consideration as on 1.8.2017 is 35,000 ¢

(e) One court case between A Ltd and B Ltd will now be withdrawn. A Ltd made a provision for X
40 ,000 for damages. FV of such damages on 1.8.2017 i{ X 90,000y &V
() B Itd had share based awards whose FV on 1.8.2017 was < 3,00,000 with vesting period
yﬂs and expired period was one year. A Ltd replaced these awards with new awards whose
FV was X 3,50,000 and remaining vesting period decided was 4 year < QN ' o'
T ——

5. Acquisition cost X 1,005000 paid by A Ltd\//
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Question # 24 PRACTICE Q 9 SM, RTP NOV 23
Mini Limited is a manufacturing entity in textile industry. Mini Limited decided to reduce the cost
— Sedbed ey e R AT —_——
of manufacturing by setting up its own power plant for theif’captive gonsumption. As per market

research report, there was non-operational power plant in nearby area. Hence, it decided to
acquire that power plant which was having capacity of 80MW along with all entire labour forc W
This Power entity was owned by another entity Max Limited. Mini Limited approached Max
Limited for acquisition of 80MW power plant at following terms:
1. Mini Limited will seek an independent valuation for determining fair value of@OMW power)
plant.
2. Value of other Non-current assets acquired, and Non—current financial liabilities assumed is X
11.10 million and X 32 million respectively.
3. Consideration agreed between both the parties is at X 51 million. \//
Both the parties agreed to the terms and entered into agreement @ ith
immediate effect.
Due to unavoidable circumstances, valuation could not be completed by the time Max Limited
finalizes its financial statements for the year ending 31st March, 20X1. =
Max Limited’s annual financial statements records the fair value of 80 MW Power Plant .
million with remaining useful life a —
Max Limited also has license to operate tha@ unrecorded in books. As on 31st March,
20X1, it has fair value of X 5 million, -
Six months after acquisition date, Mini Limited received the independent valuation, which
estimated the fair value of 80MW Power Plant as X 54.90 million.
CFO of Mini Limited, wants you to work upon following aspects of the transaction:\/
a. Determine whether transaction should be accounted as asset acquisition or busi.L.w
combination. .
Calculate GoodwiII / Bargain Purchase due to the@ > -
c. Pass necessaryjournal entities in the books of Mini Limited as per Ind AS 103 and prepare
balance sheet as on date ofacqwmk N
d. Determine whether any adjustment is required in case of valuation received subsequent to
acquisition. If yes, pass the necessary entries in the books of Mini Limited. W € - R
Balance Sheet of Mini Limited as at 3Tst March, 20X1

ASSETS
Non-current assets
Property, plant and equipment 2,158
Capital work-in-progress 12
Deferred Tax Assets (Net) 324
Other non-current assets 25
Total non-current assets 2,519
Current assets
Inventories 368
Financial assets
(i) Investments 45
(ii) Trade Receivables 762
(iii) Cash and Cash Equivalents 110
(iv) Bank balances other than (iii) above 28
(v) Other financial assets 267
) Total current assets 1,580




Total assets 4,099
EQUITY AND LIABILITIES
Equity
Equity Share Capital 295
Other equity m
Equity component of compound financial Inst 217
Reserves and surplus 2,481 MENTORING
Total equity 3,493 e
Liabilities
Non-current liabilities
Financial Liabilities

Borrowings
Total non-current liabilities 268
Current liabilities

Financial Liabilities

(i) Trade payables 302
Other current liabilities 36
Total current liabilities 338
Total liabilities 606
Total equity and liabilities 4,099
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Question # 25 ILL 40 OF ICAI SM, SIMILAR TO MAY 22, NOV 19, MAY 25, MTP S Il MAY 19
The balance sheet of P and D as on 31.3.20X2 is given below.
T B N
Property, Plant and Equipment 300 500¢
Investments 400 100
Current Asset
Inventory 250 150
Financial asset 400 230
Trade receivable 450 300
Bank 200 100
2000 1380
Equity share capital of X10 o§ Pl A\ euthe) DA . 500 400
Reserves and surplus \ \ 730 180
OcClI 80 45
Non-Current Liabilities
Long term borrowings 250 200
Long term provision 50 70
Deferred tax 40 35
Current Liabilities
Short term borrowings 100 150
Trade payable 250 300
2000 1380




Other Information

of ESof P is 340
b) The FV exercise resulted in following

1. PPEFV ason 1.4.2002 - 350 lakhs

—

over its profits in preceding 12 months before acquisition

a) Pacquired 70% of D on 1.4.20@py issuing its own shares in the ratio }Efor every 2ES. FV

2. P agreed to pay higher of X 35 lakhs or 25% of any excess profit of 1st year after acquisition

O —

preceding 12 months before acquisition and expects to another X 20 lakh

/ The additional amount will fall due after 2 years D Itd has earned a profit of X 10 lakh in

P agreed to pay one of the founder shareholder X20 lakh if he stays with the company for

two years after acquisition Q %Q ' >a —

4. D had certain equity-based awards which got replaced by the new awards issued by P. as
per the original awards the vesting period was 4 years and as on the date of DOA the \X

—~ A
2

Original award X 5
Replacement award X 8

estimated FV of the liability to be X 5
6. The applicable tax rates for both the entities is 30%

fb_(b'c_,\\” &'\-Q\?\ I'AQV\:*\%K e Qx\\u\q&)\

LA = AN = DLag.
UL = Fo7-
JoNeT = o

Sip VWord =S \—A- Q&)

SRy W kTo
W Ne ™ o TDTA[ DTL

RV[tv TR A

employee of D had already served 2 year. As per replaced awards the vesting period has
been reduced to one year from the DOA. The FV of the awards as on DOA was as under

5. D had pending law suit with a customer who had made claim of X 50. Management reliably

You are required to prepare opening consolidated balance sheet of P as on 1.4.2002
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Question # 26 RTP MAY 2023

'High Speed Limited' manufactures and sells cars. The Company wants to foray into the two-
wheeler business and therefore it acquires 30% interest in Quick Bikes Limited forX 5,00,000 as at
1st November, 20X1 and an additional 25% stake as at 1st January, 20X2 for X 5,00,000 at its fair

value.
Following is the Balance Sheet of\Quick Bikes Limited as at 1st January, 20X2:'\/

Liabilities Carrying Fair Assets Carrying Fair value

Value value
Share capital 1,00,000. Plant and 3,50,000 7,50,000
Equipment ~
Reserves 5,50,000 Investment in bonds— 4,00,000 m
Trade payables 1,50,000 1,50,000 | Trade Receivables _ 50,000 20,000
Total 8,00,000 Total ' 8,00,000

Quick Bikes Limited sells the motorcycles under the brand name "Super Start' which has a fair

value of X 3,50,000 as at 1st January, 20X2. This is a - generated brand therefore Quick Bikes
Limited has not recognized the bmitm Followi'rEs‘the separate balance
as at 1°t January, 20X2: «_—="

Liabilﬁies

Share capital 5,00,000 Plant and equipment 13,50,000
Reserves 15,00,000 Investment in Quick Bike 10,00,000
Short term loans 4,00,000 Trade Receivables
Trade payables 3,00,000 Cash and bank balances 5,20,000
Other liabilities 2,50,000

Total 29,50,000 Total 29,50,000

In relation to the acquisitio\n}f Quick Bikes Limited, you are required to:
1. Pass the necessary journal entries to give effect of business combinaﬂ'gn in accordance
with Ind AS 103 as at acquisition date 1st January, 20X2. NCl is measured by the entity at
fair value. Provide working notes, Ignore deferred tax implication; and

2. Prepare a consolidated balance sheet of High Speed Limited as a€ 1st January, 20X
—— —

)\
- Sepl Avguiseen
H\QV\ &‘?QQA \sd = S¥t

NeT - &Lg-r

&R‘n_ DOA - = (~\-061

S ‘N%'S AV 0& N A Q\m\m‘m&d



DQE ¥ Sesoo

TAwve vt ent tw \o sl ANETON HD
TIR. Seess MENTORING
%S\M\A 3 Teovn
— T\P U Swws)

S\ P-C.
Coan  Commdanadiown T oos o
&*ﬂ\g&“ %&mdm‘\\\ o Giain om WP
Ty m% N @equi med \§ wsovo
~ P¢ l&”wm
W\
~ kv 0% v ewdlivr hetd b svesD
\ 21)
= x 0. 5
X1
— NeT @ (v 3 Yougo O ssvweo
GO e G Kewmeo
S

$‘*§\QQ Imu\m\e& QN O \-\-s)

\ M .‘\V\Q_, W . \
’) LN NS °§&Q(b_>« \Ss s



TQ Q\L

Wt g gy &)‘K NN

TR Qi Sww
Raand Wt e
&U\)&m‘\\\ Q)\ § oweo
To Wex
Yo TP
Sttt Comn Ry
Padicularuy (Notey oo
Joneds
@) Non CA-
‘\) PPE | ) loveos
W) TTA. 2 300
) Quoduard (11hS)  Covurc
) i\wt"h\\r\ ‘ S9owo
o A
%) £ 4-
Cwso

1) CACE.

Ao

HU

MENTORIN
uuuuuuuuuuuuuu

O Tvdin Tl @8 Wowsrs

YOI
| Foum
Noter o O -
) PoE
LR S Y
QR IT an
) T TA
“Ristend 3w
3 TIR
Wy RN



) TIR 3 3w

‘EW A g e -

) EQ\\)\
Q\B %& S\N\\Do
D) 0¥k (RAY) \ & %o

(ise + \\_>
) N1 (&’&\)s) % S0
) N(L —
AR
a) W1,

") %wmouo‘\vxazs' Jossr
\\) TP 4 1 Sooso
k) -CLs -~ 2 T
NIN\»

Question # 27 PRACTICE Q2 SM MTP MAY 19 & RTP NOV 19
H Ltd. acquired equity shares of S Ltd., a listed company, in two tranches as mentioned in the

below table:

Equity Stake Purchased Remarks
1st Nov ,2006 15% The shares were purchased on the quoted
1st Jam 45% prices on the stock exchange on relevant dates
N ——

Both the above-mentioned companies have Rupees as their functional currency. Consequently, H
Ltd. acquired control over S Ltd. on 1st January, 2007.

Following is the Balance Sheet of S Ltd. as on that date




Figures in crores

Assets Carrying value Fair value
Non-Current Asset SN
- Property, Plant and Equipment 40.00 (' 90.00 )
- Intangible Assets 20.00 3000 .
- Financial Assets
* Investments 100.00 350.00 —
Current Assets
- Inventories 20.00 20.00 -
- Financial Assets
* Trade Receivables : 20.00 20.00 -«
e Cash held in functional currency | 4.00 4.00 .
- Other Current Asset - -
e Non-Current Assets held for sale . 4.00 400 °
208.00
EQUITY AND LIABILITIES I
- Equity Share Capital of X 100 each - — 12.00 y 50.40
- Other Equity 141.00 _~

Non-Current Liabilities
Financial Liabilities - -

* Borrowings 20.00 20.00 —
Current Liabilities

- Financial Liabilities

* Trade Payables 28.00 28.00 -

- Provision for warranties 3.00 3.00

- Current tax liabilities 4.00 4.00
208.00

Other information:

1. Property, plant and equi tin '- above Balance Sheet include leasehold motor vehicles oL
havmg carrying value(of X lcrorea fairv alue of X 1.2 crore. 1.2 rore =P >tV

2. The date of inception of the ease was 1st Aprll 20X0 On the inception of the lease, Q—_‘
had correctly classified the lease as a finance lease. However, if ffacts and c:rcumstances i pUte
on 1st April, 2007 are considered, the lease would be classified as an. operating I@ %”\/_.
3. Following is the statement of contingent liabilities of S Ltd. as on 1st January, 2007 ;L SOL-
Particulars Fair value Remarks —
(XXin crore) RES)
Law suit filed by a 0.5 It is not probable that an outflow of resources ‘\'3_ D 240
customer for a claim of X ‘/‘D embodying economic benefits will be required to — Sy
2 cr% settle the claim. ", ()
oJ Any am_aum_whlch would be paid in respect of law ?V © lox49)
| —— | suit will b - Ny
Income tax demand of X 20 It is not probable that an outflow of resources \
crore raised by tax v embodying economic benefits will be required to
authorities; S Ltd. has settle the claim. ‘_S_\;\Q }&\‘)‘"
challenged the demand j —
the court. ~—
: ACEARORE



undertaking to H Ltd. up to a maximum o

5. X1 crore represents the acquisition date fair value of the'indemnification undertaking:
e—— —— ﬁ—é——

6. Any amount which would be received in respect of the above undertaking shall not be

ta)gble

7. The tax bases of the assets and |Iabl|lt|eS of S Ltd. is equal to their respective carrying values
being recognised in its Balahce Sheet. >

8. Carrying value of non-current asset held for sale of X 4 crore represents its fair value less cost
to sell in accordance with the relevant Ind AS'L/

9. In consideration of the additional stake purchased by H Ltd. on 1st January, 2007, it has
issued to the selling shareholders of S Ltd. 1 equity share of H Ltd. for every 2 shares held in S
Ltd. Fair value of equity shares of HLtc Ltd. as on 1° January, 2007 is X 10,000 per share. N

10. On 1st January, 2007, H Ltd. has pa|d X 50 crore in cash to the selling shareholders of S Ltd.

11. Additionally, on 31st March! 2009, H Ltd. will pay X 30 crore to the selling shareholders of S
Ltd. if return on equity of S Ltd. for the year ended 31* March, 2009 is more than 25% per

4. Inrelation to the above-mentioned contingeii “abilities, S Ltd. has given an indemnification

annum. /
12. /A N the fair value of th s on 1st January, 2007 and 31st March,
2007 /'\/ \ X 23 crore respectively. The change in fair value of the obligation is

attributable to the change in facts and circumstances after the acquisition date.
13. Quoted price of equity shares of as on various dates is as follows
As on November, 2006 X 350 per share [ P.y .

-

As on January, 2007 X 395 per share Dok —
—_— =
As on 31st March, 2007 X 420 per share.__— N L o

14. On 31st May, 2007, H Ltd. learned that@;in customer relationshipjexisting ason 1st
January, 2007, which met the recognition critgliiof an intangible asset as on that date, were
not considered during the accounting of business combia_tion for the year ended 31st
March, 2007. The fair value of such customer relationships as on 1st January, 2007 w@
crore (assume - '

&r that there are no temporary differences associated with customer relations; consequently,
there is no impac&income tales on customer relations) i

15. On 31st May, 2007 itself, H Ltd. further learned that due to additional customer relationships
being developed during the period 1st January, 2007 to 31st March, 2007, the fair value of
such customer relationships has increased to X 4 crore as on 31st March, 2007.

16. On 31st December, 2007, H Ltd. has established that it has obtained all the information
necess?y for the accounting of the business combination and that more information is not
obtainable.

17. H Ltd. and S Ltd. are not related parties and follow Ind AS for financial reporting. Income tax

C— — 3 —
rate applicable is 30%.
You are required to prc')me’your detailed responses to the following, along with reasoning and




computation notes: D) ?/}\,"
(a) What should be the goodwill or bargain purchase gain to be recognised by H Ltd. in its
~ financial statements for the year ended 31st March, 2007. For this purpose, measure non-
controlling interest using proportionate share of the fair value of the identifiable net
P — ——————
assets of S Ltd.
(b) Will the amount of non-controlling interest, goodwill, or bargain purchase gain so
N recognised in (a) above change subsequent to 31st March, 20077 If yes, provide relevant
S i A L ——— ) D
journal entries.
(c) What should be the accounting treatment of the contingent consideration as on 31st,

March, 20072 o
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Question # 28 FRACTICE Q 3 OF SM, RTP DEC 21

Block Name Company X
AWM/01 30%

For the above Block, Company X, Y & Z has ente)red into unincorporated Joint Venture. Company Y
(———

is the Operator of the Block AWM/01. Company X & Company Z ’ are the Joint Operators. Company
Y incurs all the expenditure on behalf of Joint Venture and raise cash call to Company X &
Company Z at each month end in respect of their share of expenditure incurred in Joint Venture.
{ All the manpower and requisite facilities / machineries owned by the Joint venture and thereby

—_—

owned by all the Joint Operators. .
For past few months, due to liquidity issues, Company Z defaulted in payment of cash calls to
operators. Therefore, company Y (Operator) hasissued notice to company Z for withdrawal of their
participating right fromoowever, company Z has filed the appeal with arbitrator *
on 30.04.20 X1.

Financial performance of company Z has not been improved in subsequent months and therefore
company.Zh_as decided to withdraw participating interest rights from Block AWM/01 and entered
/into sale agreement with Company_)(__& Company Y. As per the terms of the agreement, dated
31.5.20X1, Company X will receive 33.33% share & Company Y will receive 66.67% share of PIl_~
— — T

rights owned by Company Z. Company X is required to pay X 1 Lacs against 33.33% share of PI
rights owned by Company Z. - T —

(¥




After signing of sale agreement, Operator (company Y) approach government of India for

modification in PSC (Production Sharing Contract) i.e. removal of Company Z from PSC of AWM/01

and government has approved this transactio m Government approval for the
modification in PSC is essential given the industry in which the joint-operators operate.
BALANCE Sheet of Company X and & Company Z are as follows P

Particulars Company X Company Z
31.5.2021 30.6.2021 31.5.2021 30.6.2021
b R & b

Assets

Non-Current Assets A

PPE 5,00,000 10,00,000V 1,50,000 3,00,000 /'

_| Right to Use Asset 1,00,000 2,00,000 10,000 20,000 -

Development of CWIP 50,000 1,00,000 50,000 1,00,000y
Financial Asset -
Loan Receivable 25,000 50,000 25,000 50,000
Total Non-Current Asset 6,75,000 13,50,000 2,35,000 4,70,000
Current Asset

Inventories 1,00,000 2,00,000 15,000 30,000
Financial Assets
Trade Receivables 1,50,000 3,00,000 50,000 1,00,000
Cash & Cash Equivalent 2,00,000 4,00,000 1,00,000 2,00,000
Other Current Assets 2,25,000 50,000 25,000 50,000
Total current Assets 6,75,000 9,50,000 1,90,000 3,80,000
Total Assets 13,50,000 23,00,000 4,25,000 8,50,000
Equity & Liabilities

Equity

Equity Share Capital 3,00,000 3,00,000 1,00,000 1,00,000
Other Equity 2,00,000 3,00,000 75,000 2,50,000
Total Equity 5,00,000 6,00,000 1,75,000 3,50,000
Liabilities

Non-Current Liabilities

Provisions 4,00,000 8,00,000 1,00,000 2,00,000
Other Liabilities 1,50,000 3,00,000 50,000 1,00,000
Total Non-Current Liabilities 5,50,000 11,00,000 1,50,000 3,00,000
Current liabilities

Financial Liabilities
Trade Payables 3,00,000 6,00,000 1,00,000 2,00,000
Total Current Liabilities 3,00,000 6,00,000 1,00,000 2,00,000
Total Liabilities 13,50,000 23,00,000 4,25,000 8,50,000

Additional Information:
1. Fair Value of PPE & Development CWIP owned per Market participant

approach is X 5,00,000 & £2,00,000 respectively.

2. Fair Value of all the other assets and liabilities acquired are assumed to be at their carrying
values (except cash & cash equivalents). Cash and cash equivalents of Companyyre not to

be acquired b as per the terms of agreement.
Tax rate is assumed to be 30%

4. As perInd AS 28, all the joint operators are joint ventures whereby each parties that have
O —— C———e e et

joint control of the arrangement have rights to the net assets of the arrangement and
therefore every opem@mn their books

Afou need to determine the following: R

1. Whether the above acquisition falls under business or asset acquisition as defined under

business combination standard Ind AS 103?,__=

2. Determine the acquisition date in the above transaction.
e ———————

. Prepare Journal entries for the above -mentioned transaction
4. Draft the Balance Sheet ford ased on your analysis in Part 1 ab;ve as at

acquisition date _
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Question # 29

A and B has the following balance sheet as on 31.03.2017

ALTD B LTD

Non-Current Asset 5,00,000 4,00,000
Current Asset 4,00,000 3,00,000
9,00,000 4,00,000
Equity Share Capital of X10 each 3,00,000 4,00,000
Reserves and Surplus 2,00,000 2,50,000
Liability 4,00,000 50,000
9,00,000 4,00,000

Fair value of shares of A Ltd and B Ltd is 220 and X25 respectively. C Ltd was formed to takeover A
Ltd and B Ltd, necessary shares were issued.
Prepare Balance sheet of C Ltd.
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Question # 30

A and B has the following balance sheet as on 31.03.2017

Non-Current Asset 15,00,000 16,00,000
Current Asset 5,00,000 6,00,000
20,00,000 22,00,000
Equity Share Capital of X10 each 7,00,000 5,00,000
Reserves and Surplus 3,00,000 4,00,000
Liability 10,00,000 13,00,000
20,00,000 22,00,000

A Ltd and B Ltd were merged to form C Ltd. Agreed number of shares issued for
A Ltd : 3ES for 2ES and B 2ES for 1ES. Fair Value of Non-Current Asset of A Ltd and
B Ltd is X17,00,000 and X 19,00,000 respectively.

Fair value of Equity Shares of A Itd is X 15

Fair value of Equity Shares of B Itd is X 12
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A and B has the following balance sheet as on 31.03.2017
Non-Current Asset 20,00,000 15,00,000
Current Asset 6,00,000 4,00,000
20,00,000 19,00,000
Equity Share Capital of X10 each 10,00,000 8,00,000
Reserves and Surplus 6,00,000 4,00,000
Liability 10,00,000 7,00,000
26,00,000 22,00,000
FV of PPE X 22,00,000 X 20,00,000
FV of Goodwill __—— X 5,00,000 X 3,00,000

PCis based antrinsic Values.)
A Ltd and B Ltd were merged to form C Ltd.
Prepare Balance Sheet of C Ltd.
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Question # 33 ILL 38 OF ICAI SM

AO Ltd and BO Ltd are amalgamated on and from 1st January 2002. A new company
ABO Ltd was formed to take over the business of existing companies
ALTD B LTD

Non-current Asset

Property, Plant and Equipment 8,500 7,500

Financial Asset — Investment 1,050 850

Current Asset

Inventory 1,250 2,750

Trade Receivable 1,800 4,000

Cash and Cash Equivalent 450 400
13,050 15,200

Equity and Liabilities

Equity share capital of X10 each 6,000 7,000

Other equity 3,050 3,000

Non-Current Liabilities

Financial Liabilities — Borrowings 3,000 4,000

Current Liabilities

Trade Payables 1,000 1,500
13,050 15,200

ABO transfers requisites number of shares to discharge the claims of the equity shareholder of
transferor companies

Prepare a note showing calculation of PC and draft Balance Sheet of ABO Ltd, assuming BO is larger
entity and, and their management will take control of the entity

FV of net assets is as under

A0 LTD BOLTD

Fixed asset . 9,500 1,000
Inventory - 1,300 2,900
FV of business | 11,000 14,000
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Question # 32

A and B has the following balance sheet as on 31.03.2017

Non-Current Asset 5,00,000 7,00,000
Current Asset 3,00,000 4,00,000
8,00,000 11,00,000
Equity Share Capital of X10 each 2,00,000 1,50,000
Reserves and Surplus 1,00,000 5,00,000
Liability 5,00,000 4,50,000
8,00,000 11,00,000

Prepare Balance Sheet of A Ltd

A Ltd took over B Ltd. Fair Value of shares is X 20 and X 25. Swap ratio is 5 ES for every 2 ES.
Fair Value of PPE of A Ltd and B Ltd is X 6,00,000 and X 8,00,000 respectively

égg\ . Sie F\ A tc\\)\om\ e
A& T QAuvo RNA
— - e /.
BLd = \fewx S = Q3¥eo
Bt \vo
SO LA T AW
AA = BLw,
35&\3'1_ > Dok SDSNA
E‘y‘cwzs LS o% AR 6*&\?4 Y
NYEN 6 wusD A cwsss = 2>
C A R v ¥ Cws — AT
— Qb LS oouyy) S Pl Rosssax T 28
Am- —_ ‘)_&\aboo
SRS Glw - ® %Qx'm on P
N A K wssso
— P( 2_Sssvo




(sron® Y \L‘ Q\) Em,
&*Q‘? A e v N 1 S R Y SR B N
V) BQG\\&QN\\SQ @\ b& N\

oiq\\; \ ‘bq\ ()Qb °oGo
0% D (YU

.\ Wyt Soeeeso
TQ NQV\Q'J\Q S’Qm
_\Q C j\ >

‘Rm%w R o% R @ WV
Now CA Dw Fosoes
C N ‘b;\ fssos

g ?\‘itoaw N @ FV o%A
Non CA O Lesswo
Ch D 3

o €L BOcess

To GRL 2sc 600

1o Vopdex 20w

I-I'D

MENTORING

IIIIIIIIIIIIII



‘)*5 (ZD‘\&L\!\ QM6Q P-Ce
V endas W\ booos HD

To Cac Qusiwo  MENTORING
'—\‘0 e ) e sv o

&) Ralante Sherd-

Non A \Q0 0690
A Foows
) GTBYOO
T RS
0f ([ SLaarsiar) ) www
(L Aoy
N s ssTue

Question # 34 EXAMPLE 9 OF SM, Q. 2 OF SM

On 30th September A issues 2.5 shares in exchange for each share of B. Therefore, A
issues 150 shares in exchange of 60 shares of B

FV of each share of B as on 30.9.2001 is X 40 and the quoted market price of A’s
share is as on that date isX 16

FV of A’s Non-Current Asset is X 1,500 as on 30.9.2001

A Ltd B Ltd
Legal Parent Legal Subsidiary
Accounting Acquiree Accounting Acquirer
Non-Current Asset 1,300 3,000
Current Asset 500 700
1,800 3,700
Equity Share Capital of 10 each 300 (100 shares) 600 (60 shares)
Reserves and Surplus 800 1,400
Liability 700 1,700
1,800 3,700

St st Ac NINEA .t.
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Question # 35 ILL 38 OF ICAI SM

A0 Ltd and BO Ltd are amalgamated on and from 1st January 2002. A new company
ABO Ltd was formed to take over the business of existing companies

ALTD B LTD
Non-current Asset
Property, Plant and Equipment 8,500 7,500
Financial Asset — Investment 1,050 850
Current Asset
Inventory 1,250 2,750
Trade Receivable 1,800 4,000
Cash and Cash Equivalent 450 400
13,050 15,200
Equity and Liabilities
Equity share capital of X10 each 6,000 7,000
Other equity 3,050 3,000
Non-Current Liabilities
Financial Liabilities — Borrowings 3,000 4,000
Current Liabilities
Trade Payables 1,000 1,500
13,050 15,200

transferor companies

FV of net assets is as under

(U TSI ¢

ABO transfers requisites number of shares to discharge the claims of the equity shareholder of

Prepare a note showing calculation of PC and\draft Balance Shegt of ABO Ltd,)assuming BésXlargar -
i hei nt wi
Assuming that both the entities are under common control

AO LTD BO LTD
Fixed asset 9,500 1,000
Inventory 1,300 2,900
FV of business 11,000 14,000
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Question # 35 (MTP MAY 23, DEC21) ghId
Sun Limited and Moon Limited amalgamated from 1st April, 2021. A new company o
Sun moon Limited with shares of X 10 each was formed to take over the businesses

of the existing companies
Summarised Balance Sheet as on 31st March, 2021

SUNLTD MOON LTD

v
ol |

.
> A2
A
s
*
s
S
o 5
* fu

Non-current Asset

Property, Plant and Equipment 1,70,00,000 1,50,00,000

Financial Asset — Investment 21,00,000 11,00,000

Current Asset

Inventory 25,00,000 55,00,000

Trade Receivable 36,00,000 80,00,000

Cash and Cash Equivalent 9,00,000 8,00,000
2,61,00,000 3,04,00,000

Equity and Liabilities

Equity share capital of 10 each 1,20,00,000 1,40,00,000

Other equity 61,00,000 54,00,000

Non-Current Liabilities

Financial Liabilities —

Borrowings (12 % debentures) 60,00,000 80,00,000

Current Liabilities

Trade Payables 20,00,000 30,00,000
2,61,00,000 3,04,00,000

Notes to Accounts:

SUN LTD MOON LTD

Other equity

General reserve 30,00,000 40,00,000

Profit & Loss 20,00,000 10,00,000

Investment allowance reserve | 10,00,000 2,00,000

Export profit reserve 1,00,000 2,00,000
61,00,000 54,00,000

Sun moon Limited issued requisite number of shares to discharge the claims of the equity
shareholders of the transferor companies. Also, the new debentures were issued in exchange of
the old series of both the companies.

Compute purchase consideration and advice discharge thereof by preparing a note and draft the
Balance Sheet of Sun moon Limited assuming that Sun Limited and Moon Limited are not under




common control and management of larger entity out of Sun Limited and Moon Limited will take
over the control of the entity Sun moon Limited.
The fair value of net assets as at 31st March, 2021 of Sun Limited and Moon Limited are as follows:

SUNLTD MOON LTD >

PPE 1,90,00,000 1,70,00,000

Inventory 26,00,000 58,00,000 NG

FV of business 2,20,00,000 2,80,00,000 P
SOLUTION

T Ty —

The management of a larger entity (out of Sun Limited and Moon Limited) will take the control of the
Sunmoon Ltd. Since, here Sun Ltd. and Moon Ltd. are not under common control and hence accounting
prescribed under Ind AS 103 for business combination will be applied. As per the accounting
guidance provided in

Ind AS 103, sometimes the legal acquirer may not be the accounting acquirer. In the given scenario
although Sunmoon Ltd. is issuing the shares but managementof a larger entity out of Sun Ltd. and
Moon Ltd. will have control of Sunmoon Ltd.

This can be determined by the following table: (Rs.)

Sun Ltd. | Moon Ltd.

Fair Value A 2,20,00,000{2,80,00,000
Value per share B 10 10
Number of shares AB =C 22,00,000 | 28,00,000

Total number of shares in
Sunmoon Ltd. will be
50,00,000 shares (22,00,000

+ 28,00,000)
Thus, % held by each company| [((/50,00,000) 44% 56%
in Sunmoon Ltd. x 100]

Note: It is a case of Reverse Acquisition. Since post-merger, Moon Ltd. is biggerin size which is a
clear indicator that Moon Ltd. will have control of Sunmoon Ltd.and will be considered as an
accounting acquirer. Accordingly, Moon Ltd.’s assets and liabilities will be recorded at historical cost
in the merged financial statements.

Number of shares to be issued by Moon Ltd. to Sun Ltd. to maintain the same percentage i.e. 56%

Since 14,00,000 shares of Moon Ltd. (given in the balance sheet) represent 56%,the total number
of shares would be 25,00,000 shares (14,00,000 shares / 56%).

This implies Moon Ltd. would need to issue 11,00,000 shares (25,00,000 — 14,00,000) to Sun
Ltd.

Purchase Consideration = 11,00,000 shares x Rs. 20 per share (ie. 2,80,00,000 /14,00,000 shares) = Rs.
2,20,00,000.



ASSETS NoteNo. Amount
Rs.
Non-current assets
Property, Plant and Equipment(1,90,00,000 + 1,50,00,000) 3,40,00,000
Goodwill (Refer Working Note) 18,00,000
Financial assets
Investment (21,00,000 + 11,00,000) 32,00,000
Current assets
Inventory (26,00,000 + 55,00,000) 381,00,000
Financial assets
Trade receivables (36,00,000 + 80,00,000) 1,16,00,000
Cash and Cash equivalent (9,00,000 + 8,00,000)
17,00,000
6,04,00,000
EQUITY AND LIABILITIES
Equity
Equity share capital (of face value of Rs. 10 each) 1 2,50,00,000
Other equity 2 1,64,00,000
Liabilities
Non-current liabilities
Financial liabilities
Borrowings (12% Debentures) 3 1,40,00,000
(60,00,000 + 80,00,000)
Current liabilities
Financial liabilities
Trade payables (20,00,000 + 30,00,000) 50,00,000

6,04,00,000




(Rs.) (Rs.)
1. Share Capital
25,00,000 Equity Shares of Rs. 10 each (14,00,000 to Moon
Ltd. and 11,00,000 as computed above, to Sun Ltd.) 2,50,00,000
2. [Other Equity
General reserve of Moon Ltd. 40,00,000
Profit and loss of Moon Ltd. 10,00,000
Export profit reserve of Moon Ltd. 2,00,000
Investment allowance reserve of Moon Ltd. 2,00,000
Security premium (11,00,000 shares x Rs. 10) 1,10,00,000 1,64,00,000
3. llong Term Borrowings
12% Debentures 1,40,00,000
: i £ Goodwill
Assets: Rs.
Property, plant and equipment 1,90,00,000
Investment 21,00,000
Inventory 26,00,000
Trade receivables 36,00,000
Cash & cash equivalent 9,00,000
Total assets 2,82,00,000
Less: Liabilities:
Borrowings (12% Debentures) (60,00,000)
Trade payables (20,00,000)
Net assets A 2,02,00,000
Purchase consideration B 2,20,00,000
Goodwill (B-A) 18,00,000




Question # 37 RTP NOV 18
Smart Technologies Inc. is a Company incorporated in India in 1998 having business in the field of
development and installation of softwares, trading of computer peripherals and other IT related
equipment and provision of cloud computing services along with other services incidental thereto.
It is one of the leading brands in India.

After witnessing immense popularity and support in its niche market, Smart Technologies further
grew by bringing its subsidiaries namely:

Company Name Principle Activity

Cloudustries India Private Limited Provision of cloud computing services.

MicroFly India Private Limited Trading of computer peripherals like mouse,
keyboard, printer etc.

Smart Technologies started preparing its financial statements based on Ind AS from 1st April, 2018
on voluntary basis. The Microfly India Pvt. Ltd. is planning to merge the business of Cloudstries
India Pvt. Ltd. with its own for which it presented before the members in the meeting the below
extract of latest audited Balance Sheet of Cloudustries (prepared on the basis of Ind AS) for the

year ended 31st March, 2017:
Balance Sheet as at March 31, 2017

Carrying value

Non-Current Asset
—> Property, Plant and Equipment 15.00
Current Assets

— Financial Assets

e Trade Receivables 10.00

e Cash held in functional currency 10.00
Other Current Asset 8.00

43.00

EQUITY AND LIABILITIES

— Equity Share Capital of X 100 each \
— Other Equity 45.00

Non-Current Liabilities ~>(24.80)
— Financial Liabilities
e Borrowings 2.80
Current Liabilities 20.00
43.00

*The Tax Loss carried forward of the company is X 27.20 crores

On September 5, 2017, the merger got approved by the Directors. The purchase consideration
payable by MicroFly to Cloudustries was fixed at X18.00 crores payable in cash and that MicroFly
take over all the assets and liabilities of Cloudustries.

Present the statement showing the éalculation of assets / liabilities taken over as per Ind AS. Also
mention the accounting of difference between considéeration and assets / liabilities taken over.
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To & MR
Enterprise Ltd has two divisions Laptops and Mobiles.
Laptop Mobile Total

Fixed Assets at cost 250 500 750

Less : Depreciation (225) (400) (625)

Net Asset (A) 25 100 125

Current Asset 200 500 700

Less : Current Liability (25) (400) (425)

Working Capital (B) 175 100 275

Total (A + B) 200 200 400

Financed by

Loan funds - 300 300

Equity Shares of X10 25 - 25 P

Surplus 175 ed 75>

200 200 400 —

Mobile Division was sold for X25 crore to Turnaround Ltd a new company, who allotted 1 crore % lg

equity of 10 each at a premium of X15 per share to the members of Enterprise limited. One of
the members of Enterprise Ltd was ho |dlnﬁ 52% shareholding of the company.

You are asked to

(a) Pass journal entries in the books of Enterprise Ltd L/

(b) Prepare balance sheet of Enterprise Ltd after demerger

(c) Prepare balance sheet of Turnaround Ltd
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Question # 39 (ILL37 OF SM) Pt P,

Maxi Mini Ltd has two division Maxi and Mini. The draft information of Assets and liabilities as at

31.10.2002 was as under.

Lapiop

Total

Fixed Assets at cost 600 300 900
Less : Depreciation (500) (100) (600)
Net Asset (A) 100 200 300
Current Asset 400 300 700
Less : Current Liability (100) (100) (200)
Working Capital (B) 300 200 500
Total (A + B) 400 400 800
Financed by

Loan funds - 100 100
Equity Shares of X10 - - 650
Surplus 400 400 800

It is decided to form a new company Mini Ltd to take over the assets and liabilities

of Mini division

Accordingly, Mini Ltd. was incorporated takeover at Balance Sheet figures the assets and liabilities
of that division. Mini Ltd is to allot 5 crores equity shares of X10 each in the company to the
members of Maxi Mini in full settlement of consideration.
The members of Maxi Mini Ltd are therefore to become members of Mini Ltd as well without
having to make any further Investment
a. You are asked to pass journal entries in relation to the above in the books of Maxi Mini Ltd
and Mini Ltd. Also show the balance sheet of the 2 companies as on the morning of 1St

November, 2002, showing corresponding previous year’s figures.

b. The directors of the 2 companies ask you to find out the net asset value of equity shares

pre and post demerger
c. Comment on the impact of demerger on “shareholders wealth”
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Question # 40
The following is the draft Balance Sheet of Diverse Ltd having an authorised share
capital of 1,000 crores as on 31.3.2001

Assets Carrying value

Non-Current Asset

—> Property, Plant and Equipment 600

Financial Assets

— Investments 1000

Current Assets

— Other Current Assets 3000
4600

EQUITY AND LIABILITIES

—> Equity Share Capital of 250

—> Other Equity 1350

Non-Current Liabilities
Financial Liabilities

- Borrowings 1000
- Current Liabilities 2000
4600

Capital Commitments: X700 crores
The company consists of 2 division
1. Established Division : Gross Block was X200 crores and Net Block was X30 Crores Current Assets
were 1,500 and working capital was 1,200 crores, the entire amount being financed by
shareholders -
IS
2. New Project Division : To which remaining fixed asset, current assets and current liabilities
related The following scheme of reconstruction was agreed upon
(a) Two new companies Sunrise Ltd and Khajana Ltd are to be formed, with authorise capital of
21000 Wore respectively =
(b) Khaj\én/a'Ltd is to takeover nd unsecured loan at balance sheet
value of X600 crore. It is to allot equity shares of X10 each to members of Diverse Ltd.
(c) Sunrise Ltd to takeover PPE and net working capital of New Project Division along with the
secured loans and capital commitments at book value. It is to allot one crore equity shares of
%10 each as consideration to Diverse Ltd. Sunrise limited issued 15% Debentures of X500 crore

subscribed by Diverse Itd (convertible into equity shares after 2 years).
(d) Diverse Ltd made a bonus issue in the ratiiof 1:1, S
(e) None of the shareholders own more than and are not related to each other.
e —— ——

You are asked to:

(i) Pass journal entries in the books o{ Diverse Lta and
(ii) Prepare the Balance Sheet of three Companies after Mme of arrangement:~,
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