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EXAM NOV 18

(c) NAV Limited granted a loan of &120 lakh to OLD Limited for 5 years @ 10% p.a. which is
Treasury bond yield of equivalent maturity. But the incremental borrowing rate of
OLD Limited is 12%. In this case, the loan is granted to OLD Limited at below market rate
of interest. Ind AS 109 requires that a financial asset or financial liability is to be measured
at fair value at the initial recognition. Should the transaction price be treated as fair value?
If not, find out the fair value. What is the accounting treatment of the difference between
the transaction price and the fair value on initial recognition in the book of NAV Ltd.?

Present value factors at 12%:

Year 1 2 5 4 5
PVF 0.892 0.797 0.712 0.636 0.567
(4 Marks)

Solution

(c) Since the loan is granted to OLD Ltd at 10% i.e below market rate of 12%. It will be
considered as loan given at off market terms. Hence the Fair value of the transaction will
be lower from its transaction price & not the transaction price.

Calculation of fair value

Year Future cash flow Discounting factor Present value
(in lakh) @ 12% (in lakh)

1 12 0.892 10.704
2 12 0.797 9.564
3 12 0.712 8.544
4 12 0.636 7632
5 120+12=132 0.567 74.844
111.288

Thefair value of the transaction be ¥ 111.288 lakh.

Since fair value is based on level 1 input or valuation technique that uses only data from
observable markets, difference between fair value and transaction price will be recognized
in Profit and Loss as fair value loss i.e T 120 lakh- ¥ 111.288 lakh= ¥ 8.712 lakh.

Note:  One may also calculate the above fair value by the way of annuity on interest
amount rather than separate calculation.
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SM 12.193
lllustration 1
A Ltd. issued redeemable preference shares to a Holding Company — Z Ltd. The terms of the
instrument have been summarized below. Account for this in the books of Z Ltd.
Nature Non-cumulative redeemable preference shares
Repayment: Redeemable after 5 years
Date of Allotment: 1-Apr-20X1
Date of repayment: 31-Mar-20X6
Total period: 5.00 years
Value of preference shares issued: 100,000,000
Dividend rate 0.0001%
Market rate of interest 12% per annum
Present value factor 0.56743
Solution
Intda) Measurement:
_Year  (03b Fiowd DEG 12~ __Pv
5 10 Cr 0«567TH686 56742686
_Year  Opening 19 Cash FlOW 1651
31-3-x2 56743686 680012 - 63551808
3.3-x3 63551308 7626217 - 71178035
3-3-X 4 71178036 26541363 - 79719388
3-3-Xs5 79719388 9456 6327 - 29285715
31-3-X ¢ 2985715 106714286 10,00,00,000 -
Journay Entry:
Particulars Amount Amount
Date of transaction
Investment - Equity portion Dr. 43,257,314
Loan receivable Dr. 56,742,686
To Bank 100,000,000
Interest income - March 31, 20X2
Loan receivable Dr. 6,809,122
To Interest income 6,809,122
Interest income - March 31, 20X3
Loan receivable Dr. 76,26,217
To Interest income 76,26,217
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Interest income - March 31, 20X4

Loan receivable Dr. 85,41,363

To Interest income 85,41,363

Interest income - March 31, 20X5

Loan receivable Dr. 95,66,327

To Interest income 95,66,327

Interest income - March 31, 20X6

Loan receivable Dr. 10,714,285

To Interest income 10,714,285

Settlement of transaction
Bank Dr. | 100,000,000

To Loan receivable 100,000,000
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SM 12.57

Solution
{ Caicuiohon OF Fau'r Yarue
Yeat CF PVE Dl Py
5Y 10L 0.864207 567427

AMOTtrsanNd N 3Unedeue: (FA = Int Incowe)

Year  Openng _E1r® 13~ CE Clasing
, 56THAY 6309 - -
\ 6356518 76262 ~ -
3 T80 BRUIN - _
4 787194 05663 - —
s 802457 107143 10,00060 -

{Journa) Entry:

Yo = $ecurrty Deposrt 86342%
ROU A3der (Proposd rent) 432573
To Bonk 0 Cr
N1 2 Securtty Deposit+ 68091
To Inferest 68091
Deph (433573 +5) 86615
To ROV Q3ser 86515
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l([bj: QQ_([[:
fecurtty Deposr+ 10 7143
To Inferest 10 7143
Bank toL
To Jecurry 0Pposrie oL
Depn (432573 +5) 86515

To RoU Q33er 86515
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SM 12.208

1. As part of staff welfare measures, Y Co Ltd. has contracted to lend to its employees sums
of money at 5% per annum rate of interest. The amounts lent are to be repaid in five equal
instalments for principle along with the interest. The market rate of interest is 10% per
annum for comparable loans. Y lent ¥ 1,600,000 to its employees on 1st January 20X1.

Following the principles of recognition and measurement as laid down in Ind AS 109, you
are required to record the entries for the year ended 31 December 20X1, for the transaction
and also compute the value of loan initially to be recognised and amortised cost for all

subsequent years.

For the purpose of calculation, following discount factors at interest rate of 10% per annum

may be adopted -
At the end of year -
Year Present value factor
1 .909
2 827
3 J91
4 .683
5 .620
1. cotc N Of F 3¢
openrnQ Int Prrnupal Tota PYF

Year ROLONCE 6 6% __Repara Cosh Flow @®10n PV

r 1600,000 80000 320,000 400,0c0 0.900 363600
2 1R8DOOO 6RO 390,000 384000 0.827 317568
3 966,000 48000 320,000 368000 0751 276368
b 640,006 32000 30,000 35000 0. 6L 3 40416
5 36,000 16000 320,000 33 6000 0. G20 20820

1406272

2. Armortraahon Tane:
Year openrnq IGO0y Ca4h F1ow 10810 Q

v 1406272 1406271 400,000 46299

2 46899 114690 384000 877589

3 877589 217509 368000 537348

4 5373 4 8 59735 352000 306083

5 305083 336000 -
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3. Journ@) ENtrres

__Date PortreciIQrs
[-1-Q0X%] Loan +0 A+OFF (FAR)
Prepand $MOFF (034
To BoNK
3)- 3~ 20X Loan +0 A+0FF (FR)

To Interest EXp

pank
16 loon +o 3+OEE

420 FF Co3 (193798+5)
To Prepayd $tofF (O5+

Dot Cred 4
1406272
600,000
INO62%
140627
400,000
400,000
38746
38746
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RTP MAY 19 MTP OCT 20

KK Ltd. has granted an interest free loan of ¥ 10,00,000 to its wholly owned Indian
Subsidiary YK Ltd. Thereis no transaction cost attached to the said loan. The Company
has not finalised any terms and conditions including the applicable interest rates on such
loans. The Board of Directors of the Company are evaluating various options and has
requested your firm to provide your views under Ind AS in following situations:

() The Loan given by KK Ltd. to its wholly owned subsidiary YK Ltd. is interest free
and such loan is repayable on demand.[ep & L]

(i) Thesaid Loan is interest free and will be repayable after 3 years from the date of
granting such loan. The current market rate of interest for similar loan is 10%.
Considering the same, the fair value of the loan at initial recognition is ¥ 8,10,150.

(if) The said loan is interest free and will be repaid as and when the YK Ltd. has funds
to repay the Loan amount.

Based on the same, KK Ltd. has requested you to suggest the accounting treatment of
the above loan in the stand-alone financial statements of KK Ltd. and YK Ltd. and also
in the consolidated financial statements of the group. Consider interest for only one year
for the above loan.

Further the Company is also planning to grant interest free loan from YK Ltd. to KK Ltd.
in the subsequent period. What will be the accounting treatment of the same under
applicable Ind AS?

Solution Case 1

Since the loan is repayable on demand, it has fair value equal to cash consideration
given. KK Ltd. and YK Ltd. should recognize financial asset and liability, respectively,
at the amount of loan given (assuming that loan is repayable within a year). Upon,

repayment, both the entities should reverse the entries that were made at the origination.
Journal entries in the books of KK Ltd.

At origination

Loan to YK Ltd. Alc Dr. ¥ 10,00,000

ToBank Alc Z10,00,000
On repayment
Bank Alc Dr. ¥10,00,000

ToLoan to YK Ltd. Alc %10,00,000

Journal entries in the books of YK Ltd.

At origination

Bank Alc Dr. 10,00,000

To Loan from KK Ltd. Alc ¥ 10,00,000
On repayment
Loan from KK Lid. Alc Dr. Z.10,00,000

ToBank Alc ¥10,00,000

In the consolidated financial statements, there will be no entry in this regard since loan
receivable and loan payable will get set off.
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Case 2

Journal entries in the books of KK Ltd. (for one year)

At origination
Loan to YK Ltd. Alc Dr. ¥8,10,150
Investment in YK Ltd. Alc Dr. ¥1,89,850

To Bank Alc ¥10,00,000
During periods to repayment- to recognise interest
Year 1 - Charging of Interest
Loan to YK Ltd. Alc Dr. Z81,015

To Interest income Alc T 81,015
Transferring of interest to Profit and Loss
Interest income Alc Dr. 381,015

To Profit and Loss Alc 381,015
On repayment
Bank Alc Dr. %10,00,000

ToLoan to YK Ltd. Alc ¥10,00,000
Note- Interest needs to be recognised in statement of profit and loss. The same
cannot be adjusted against capital contribution recognised at origination.

Journal entries in the books of YK Ltd. (for one year)

At origination

To Loan from KK Ltd. Alc

Bank Alc Dr.

To Equity Contribution in KK Ltd. Alc

< 10,00,000
< 8,10,150
< 1,89,850

During periods to repayment- to recognise interest

Year 1

Interest expense Alc (P&L)
To Loan from KK Ltd. Alc
On repayment
Loan from KK Ltd. Alc
To Bank Alc

Dr.

Dr.

381,015
X81,015

¥ 10,00,000
¥ 10,00,000

In the consolidated financial statements, there will be no entry in this regard since loan

and interest income/expense will get set off.
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Case 3

Generally, a loan which is repayable when funds are available, cannot be stated as loan
repayable on demand. Rather the entity needs to estimate the repayment date and
determine its measurement accordingly by applying the concept prescribed in Scenario
(ii).

In the consolidated financial statements, there will be no entry in this regard since loan
and interest income/expense will get set off.

In case the subsidiary YK Ltd. is planning to grant interest free loan to KK Ltd., then the
difference between the fair value of the loan on initial recognition and its nominal value
should be treated as dividend distribution by YK Ltd. and dividend income by the parent
KK Ltd.




CA RAHUL PANCHAL

SM 12.60
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SM 12.67

Solution

Calcurarron of EIR( Effechve Interest Rate)

Yeor 0Sh fow  DE Rlor PV DE®IS) PV %, 2 143

-8 1600 3.7906787 3791 3617231 3517

5 10000 0.620921 6204 0542760 S48 / \

10000 2046  (1055) 500

(16,000~9500)

EIR= 10 + 500 3

16665

10 + 142

= H-hl‘/_

AmGrtrsatron Tobte:

il 1085 1,000 9585

o8| 109 1o00|  eets
o619 10 0| oms |

9,785 | M7 1,000 | 9902 |

2N N PO Y N

o] 109 11,000 |
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SM 12.68

Solution

calcoreton of COsh Flows: (Interest & Prrocpal)

openrng  Interest Cash Fow

Date Ralgnce &3 ). Infereet Prinapay  Tota)
30-6-x! 100066 300 300 - 300
30-9-x! 16,000 500 %00 2600 2800
BRI X1 7<00 o) WS - WS
31-3-X2 7500 Lely q3$ ¥ 0o Q75
30~6-X2 000 10 1S0 - 160
30-9-%Q <000 1O 1O 4560 26 60
319 X9 XS00 76 76 - )
31-3-X3 100 76 765 9500 X575
Inrtra) ReCOGNIHrom -

frnono@ Lrobrirky : Loan Payablre

15,600 - 800 = §600.
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90
92
92
90
91
92
92
91

Aroortisahon Table :

Date  Balonce

30-6-x!
30-9-x!
319 X1
31-3-X2
30°6-X2
30-9-%2
3112 X
31-3-X3

openrg  Interest  cash

9800
g589
7190
T66
4$83¢
4828
Vhha
R™T3

Q16607% FIOW.
389 300
401 2 R00
30! NS
297 Q75
2006 150
20K 2660
102 L)

Cl0S10g
Ralaace
95¢9
7190
1266
4838

482°%
Q4452
3473
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RTP MAY 20 MTP MARCH 21

XYZ issued ¥ 4,80,000 4% redeemable preference shares on 15t April 20X5 at par. Interest
is paid annually in arrears, the first payment of interest amounting ¥ 19,200 was made on
31t March 20X6 and it is debited directly to retained earnings by accountant. The
preference shares are redeemable for a cash amount of ¥ 7,20,000 on 31st March 20X8.
The effective rate of interest on the redeemable preference shares is 18% per annum. The
proceeds of the issue have been recorded within equity by accountant as this reflects the
legal nature of the shares. Board of directors intends to issue new equity shares over the
next two years to build up cash resources to redeem the preference shares.

Mukesh, Accounts manager of XYZ has been told to review the accounting of aforesaid
issue. CFO has asked from Mukesh the closing balance of preference shares at the year
end. If you were Mukesh, then how much balance you would have shown to CFO on
analysis of the stated issue. Prepare necessary adjusting journal entry in the books of
account, if required.

Solution

Inrtra) Recognition: 486,000

ArMorisaNoN Taple:

_Yeor Openrng = EIRAIR% . C0sh Fowy _CU0sing
XB-X6  H&O,000 86400 13200 547200

Rectr Freaon EDMY-

(4 4
Preference share capital (equity) (Balance sheet) Dr. | 4,80,000
Finance costs (Profit and loss) Dr. 86,400
To Equity — Retained earnings (Balance sheet) 19,200
To Preference shares (Long-term Borrowings) (Balance 5,47,200
sheet)
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SM 12.59
lllustration 27: Accounting for assets at FVOCI

Metallics Ltd. has made an investment in equity instrument of a company — Castor Ltd. for
19% equity stake. Significant influence not exercised. The investment was made for
¢ 5,00,000 for 10,000 equity shares on 01 April 20X1. On 30 June 20X1 the fair value per
equity share is ¢ 45. The Company has taken an irrevocable option to measure such
investment at fair value through other comprehensive income.

Solution

The Company has made an irrecoverable option to carry its investment at fair value
through other comprehensive income. Accordingly, the investment shall be initially
recognised at fair value and all subsequent fair value gains/ losses shall be recognised in
other comprehensive income (OCI).

Journal Entries

Particulars Amount | Amount
Upon initial recognition -
Investment in equity shares of C Ltd. Dr. 5,00,000

To Bank alc 5,00,000

(Being investment recognized at fair value plus
transaction costs upon initial recognition)

Subsequently -
Fair value loss on financial instruments Dr. 50,000
To Investment in equity shares of C Ltd. 50,000
(Being fair value loss recognised)
Fair value reserve in OCI Dr. 50,000
To Fair value loss on financial instruments 50,000

(Being fair value loss recognized in other comprehensive
income)
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lllustration 26 : Accounting for assets at FVTPL

A Ltd. invested in equity shares of C Ltd. on 15" March for & 10,000. Transaction costs
were ¢ 500 in addition to the basic cost of & 10,000. On 31 March, the fair value of the
equity shares was & 11,200 and market rate of interest is 10% per annum for a 10 year
loan. Pass necessary journal entries. Analyse the measurement principle and pass
necessary journal entries.

The above investment is in equity shares of C Ltd and hence, does not involve any
contractual cash flows that are solely payments of principal and interest. Hence, these
equity shares shall be measured at fair value through profit or loss. Also, an irrecoverable
option exists to designate such investment as fair value through other comprehensive
income.

Journal Entries

Particulars Amount Amount
Upon initial recognition -
Investment in equity shares of C Ltd. Dr. 10,000
Transaction cost Dr. 500
To Bank Alc 10,500

(Being investment recognized at fair value plus transaction
costs upon initial recognition)

Profit and Loss Alc Dr. 500
To Transaction cost 500

(Being transaction cost incurred on assets measured at
FVTPL transferred to P&L A/c)

Subsequently -
Investment in equity shares of C Ltd. Dr. 1,200
To Fair value gain on financial instruments 1,200
(Being fair value gain recognized at year end in P&L)
Fair value gain on financial instruments Dr. 1,200
To Profit and Loss Alc 1,200

(Being fair value gain transferred to P&L A/c)
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Q13

(DLSDEMN I TIEY

coupon Rate : Q +1 =107 pQ

morke+ Rate ¢ 9+ 4 =137pa.

1. Calcuianon OF Fmanaa Lob'Ity & EQuity

Year Cash Fow PVE @ %% Py
1-3 166,000 2361165 236116
3 16,00,000 0.69305 6930¢%o

froonaga Lrobf!r*r(,. 929165

Eqqu (omponent 70835

1006000
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Solution

The values of the liability and equity components are calculated as follows:

Present value of principal payable at the end of 3 years (X 10 lakhs discounted at 13% for 3
years) =T 6,93,050

Present value of interest payable in arrears for 3 years (¥ 100,000 discounted at 13% for each T
of 3 years) =¥ 2,36,115 I

Paragraph AG 31 of Ind AS 32 states that a common form of compound financial instruments is
a debt instrument with an embedded conversion option, such as a bond convertible into ordinary —
shares of the issuer, and without any other embedded derivatives features.

The liability component = Present value of principal + Present value of Interest

=%6,93,050 +¥ 2,36,115 =% 9,29,165

Equity Component =% 10,00,000 - ¥ 9,29,165 =¥ 70,835 D

FkkEdk
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12,210

4. K Itd. issued 500,000, 6% convertible debentures @ ¥ 10 each on 01 April 20X1. The
debentures are due for redemption on 31 March 20X5 at a premium of 10%, convertible into
equity shares to the extent of 50% and balance to be settled in cash to the debenture
holders. The interest rate on equivalent debentures without conversion rights was 10%.

You are required to separate the debt and equity components at the time of issue and show
the accounting entries in Company’s books at initial recognition. The following present

values of Re 1 at 6% and at 10% are provided:

Interest rate Year 1 Year 2 Year 3 Year 4
6% 0.94 0.89 0.84 0.79
10% 0.91 0.83 0.75 0.68

1. Colcurohon OF Fmanaa Lobrirty & Bquity

Year Cosh Fiow OVE ® 1Y Py
1~ & 300,000 317 951000
4 270,000 0.68 1876000

([ (500000 xSO7 X10)+10% ] Frnonam Lo 2821000
Eqwrty 179,000

5000000
L. _EDtrres:.
Bont RG00,000
To 67 Debentrures ( FL) 2821000
To ©7 Debentures (equity) 2179 000
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12210

4. K Itd. issued 500,000, 6% convertible debentures @ ¥ 10 each on 01 April 20X1. The
debentures are due for redemption on 31 March 20X5 at a premium of 10%, convertible into
equity shares to the extent of 50% and balance to be settled in cash to the debenture
holders. The interest rate on equivalent debentures without conversion rights was 10%.

You are required to separate the debt and equity components at the time of issue and show
the accounting entries in Company’s books at initial recognition. The following present
values of Re 1 at 6% and at 10% are provided:

Interest rate Year 1 Year 2 Year 3 Year 4

6% 0.94 0.89 0.84 0.79

10% 0.91 0.83 0.75 0.68

4. Computation of debt component of convertible debentures on 01 April 20X1
Particulars Amount
Present value of principal amount repayable after 4 years
(A) 5,000,000 x 50% x 1.10 x 0.68 (10% discount factor) 1,870,000
(B) Present value of interest [300,000 x 3.17] (4 years cumulative 10% 951,000
discount factor)

Total present value of debt component (A) + (B) 2,821,000
Issue proceeds from convertible debentures 5,000,000
Value of equity component 2,179,000

Journal entry at initial recognition

Particulars Dr. Amount | Cr. Amount
®) ®)
Bank Alc Dr. 5,000,000
To 6% debenture A/c (liability component) 2,821,000
To 6% debenture A/c (equity component) 2,179,000
(Being disbursement recorded at fair value)
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N : INrNa@) roeQso rement:
Yyear CF PVEORY Pv
-8 600000 5. 7466 34477960
g 160,00,000  0.5463 5403000
FL 8850960
Equty 143040
160,000,000
o) @ccountrng Entry (Tnitra) Recoqnrhond
I ~07-%] Bank 160,00,000
To Bonds (FL) 880960
To Bsnads (Equkg) 43040
30-06-xI Interest Exp 708079 ( 2850960 X R %)
To Bonds 708077
Bongs 600,000

To Bonk 600,000
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1:36 .
b) AmorHsonon Table
Interesd+ cash
Year openrng A R Fow Ctosrng
! 8S09360 708077 600,000 8959037
q 2959037 716723 600,000 9075760
j 9075760 72606/ 600000 920182
Y 920182 736146 600000 933796%
5 933796% 747037 600,000 9 495004
6 3 425004 752800 60q000 9643804
7 9643804 77604 600,000 0815308
2 0815308 600000 100,060,000
©) Accounting Entrres epd of 39 yegr:
30-6-* Yy Interest Exp 72606/
To Bond (FO 92606/
Bong (FL) 600000
To BQNK 600000
Bongd CFL 9201821
Bono (Equity) 143040
To Esc 1035026
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1 Inrd@) redsorement:

Yeor CF PVES IS Pv
-6 '6Q000  8.352165 502823
(10,000 x 160 X10%)
Partreu1ars (rro34 @11 OCaNgN Net
Ft 502823 1006 6 492767
Eq ity 997177 1994 4 977233
1 500,000 30,000 140,000

( 10,000X1S0)
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r+r TObte: NOT 1 156%
Lnterest
YeQr  __Opening ®15.867.5° (04h FIOW 16310
} 402767 78163 160,000 420920
2 420920 66758 160,000 337678
3 337678 53556 150,000 241234
Y 241234 38260 160,000 12049 4
5 12949 4 20506 160000 -
Journa) EDtrres:
I-4-x1  Bank 470,000
70 Preference shores (FL) 408767
1o Preference srares (equity) 377233
31-3-X2 31-3-X3 | 3)-3- X4 31-3-x5 | ¥1-3 -Xp
Frnonce (o34 18163 66758 53556 38260 20506
To P5 (FL) 18163 66768 53556 32260 20506
P3CFL) 180,000 160,000 160,000 180,000 180,000
To BONK 160,000 150,000 150,000 150,000 160,000
31-3~x6 : P5 (EQWtw) 377233
To EQuity share QP 50,000 (000X I0)
To securrty Premium 927233 (977233 -55,000)




m N A Reu AL
20— CA RAHUL PANCHAL

12.210

5. On 1 April 20X1, an 8% convertible loan with a nominal value of ¥ 6,00,000 was issued at
par. It is redeemable on 31 March 20X5 also at par. Alternatively, it may be converted into
equity shares on the basis of 100 new shares for each ¥ 200 worth of loan.

An equivalent loan without the conversion option would have carried interest at 10%.

Interest of ¥ 48,000 has already been paid and included as a finance cost.

Present value rates are as follows:

Year End @ 8% @ 10%
1 0.93 0.91
2 0.86 0.83
— 317
3 0.79 0.75
4 043 0.68

Explain how will the Company account for the above loan notes in the financial statements

for the year ended 31 March 20X2?

1. InrH'a medsorement: % (600000%87)
Yyeor CF PYED 10 Pv
! 43000 0.91 43680 ¢ 30! nan
R 4 2000 0.83 39840 L
3 48000 0.75 36000 360 63
y _6h80CD  0.68 440640 L
560160 § 60223

.2_ Clﬂ SHE].C t.:
Fe 560160

EqQUty 39840

Toto) Proceed s 600000

3. Borrsangn Taple :
Yeqr opening INF®1AY _Cf¢ C!osing
1. 560160 56016 48000 56 81% 2.

L. Reerrfrrcahon Eotry .

frnance (6st (+obe recardeo) 560!6 Fc g0'6
(=) Fe alreaay recorded 4000 To Loon (FL)
8016

RO'6
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2.

1.

12113
Illustration 31: Optionally convertible redeemable preference shares (continued from
llustration 29) (a33umea Year ending 301P June)

On 1 July 20X1, D Ltd. issues preference shares to G Ltd. for a consideration of & 10 lakhs. The
holder has an option to convert these preference shares to a fixed number of equity instruments
of the issuer anytime up to a period of 3 years. If the option is not exercised by the holder, the
preference shares are redeemed at the end of 3 years. The preference shares carry a fixed
coupon of 6% p.a. and is payable every year. The prevailing market rate for similar preference
shares, without the conversion feature, is 9% p.a.

Calculate the value of the liability and equity components. (PYF = 6 deamals)

3. Ao rtrsanagn Tante :

(30-6-¥2) ! 924066/ R3165 63,000
(30-6-¥3 ) < 947226 RK5250 60,000

30-6-X4) 3 972476 60,000  10,00,000

Inrira) redso rement: £ (1000000X 67)
Yeor CF PYESAy. Pv
-3 60,000 2.5312Q95 1518718
3 1006000 0.772183 TT21R3
92406l
Crasarfreanc

Fe 92406/

Equty (28939>

TotQ Proceed s 10,060,000

__Year opeping _&nbk®9dy _Cc¥  Closing
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1. cA & cosh Flow .

Parrcuicirs CA cash Fow
F 972476 009 8§24
EqQuty 75939 90476 (1100000 ~1008624)
TotrQu Proceed s X > 1100,000

2. Cash Flow reasreg 4o FL.
Yeor CF PVES 52, Pv
30-6-X4 1060000 00352381 10098524

Journoy Entrq: (not 0sked : Extro)

PS5 (FL) 972476 P3 (EqQW*L) 765939
ML 37042 Rercuned Eorning (14833 )

To BOok 1009 52M To BONK 90476
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2. On 1st April, 20X4, Shelter Ltd. issued 5,000, 8% convertible debentures with a face
MAY |2 value of ¥ 100 each maturing on 31st March, 20X9. The debentures are convertible into
% equity shares of Shelter Ltd. at a conversion price of ¥ 105 per share. Interest is payable
QTP annually in cash. At the date of issue, Shelter Ltd. could have issued non-convertible
(12 Mares) debt with a 5 year term bearing a coupon interest rate of 12%. On 15t April, 20X7, the
convertible debentures have a fair value of ¥ 5,25,000. Shelter Ltd. makes a tender offer
to debenture holders to repurchase the debentures for ¥ 5,25,000, which the holders
accepted. At the date of repurchase, Shelter Ltd. could have issued non-convertible debt

with a 2 year term bearing a coupon interest rate of 9%.

Show accounting entries in the books of Shelter Ltd. for recording of equity and liability
component:

(i) At the time of initial recognition and
(i) At the time of repurchase of the convertible debentures.
The following present values of T 1 at 8%, 9% & 12% are supplied to you:

Interest Rate Year 1 Year 2 Year 3 Year 4 Year 5
8% 0.926 0.857 0.794 0.735 0.681
9% 0.917 0.842 0.772 0.708 0.650
12% 0.893 0.797 0.712 0.636 0.567
L _Tort@) Recogorhan: (5000 X 10O X&)
Yeor _CEF = PV@®IDy PV
-5 40,000 3.605 %4200
5 80000  0.567 X83L00
421700
2. Classriicanon:
Par Aot
FL 427700
Equtry  (72300)
To+o AOBO0O
3. Journa) eorry (Torkral BQgQg NI'HO0)
BOnK AOD000
To R7.Cooverhbre debenture () 427700
10 87.COOYerhble debevture (EqQWry ) 72300
Note: Since ¥ 105 is the conversion price of debentures into equity shares and not
the redemption price, the liability component is calculated @ ¥ 100 each only.




CA RAHUL PANCHAL

4. Carrging Ao

ount OF FL

on Repurchose dare  (1-x-x7)

__Yegr  _ppeninQ  __IntBlav. CE 104iN
(3r8-x6) 1 427700 51324 40,000
(31-3-x6) 2 439024 52683 406,000
(31-3-X7) 8 45190% 54205 40,000 465912
§. four vatue OF FL on Repurchose dare (-4~ x7)
—_Year  _ CF PV 89 PY
(31-3~x 8) r 46,000 0.9 17 36680
(31-3-x9) 2 540,000 0.842 454680
491360
6 rut & 'r
_ Portreuiars CA I A
FL 466912 491360
Eowty 72300 33640
5365000
T Journa) E0try:
Rr. Coayerhbre debenture () 466912

P2l
To ®onk

g7. cooverhble debevture (Equty )
76 RUJarned Earning
To BONK

72300

4391360

33640
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£A Tronsaehon (0S4

18. On 1st April 2017, A Ltd. lent ¥ 2 crores to a supplier in order to‘assist them with their
expansion plans. The arrangement of the loan cost the company X 10 lakhs. The company
has agreed not to charge interest on this loan to help the supplier's short-term cash flow
but expected the supplier to repay ¥ 2.40 crores on 31st March 2019. As calculated by the
finance team of the company, the effective annual rate of interest on this loan is 6.9% On
28th February 2018, the company received the information that poor economic climate has
caused the supplier significant problems and in order to help them, the company agreed
to reduce the amount repayable by them on 31st March 2019 to ¥ 2.20 crores. Suggest
the accounting entries as per applicable Ind AS. (Nov 18 rTP) (PYF = 7 decrmans)

1. Carrying amount on modrfrcanaon dake: (FA)
o) Intoy RGCOC_! NIrH'eO - 200,00,000 + 10,006,000 =« 210,00,000

b c/ on modifito hon dale

__YeqQr OPEN'NQ Int® 6.9y, CF crosing
31348  2,10,00,000 449000 - 22449000
2- FAIT votue on modrficonon date:
YeQr J 3 PNE® 6:97 PY
(21-349) ! 220,060,000 0.935453F 2057009
3. DIFROrO DGO -
Fv 20879Q8!
CA (224%0000)
o FA 1263019
PiL 18649016 FA 1449000
™ FA 1 869019 To PIiL (Inkd 1%4 90600

Ner+ Arot Charged to PEL ( 1269019~ 144 3000) = 420019
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£A
2.  Wheel Co. Limited has a policy of providing subsidized loans to its employees for the
purpose of buying or building houses. Mr. X, who's executive assistant to the CEO of
Wheel Co. Limited, took a loan from the Company on the following terms:

e  Principal amount: 1,000,000

* Interest rate: 4% for the first 400,000 and 7% for the next 600,000

e Start date: 1 January 20X1

e Tenure: 5 years

e  Pre-payment: Full or partial pre-payment at the option of the employee

e  The principal amount of loan shall be recovered in 5 equal annual instaiments and will
be first applied to 7% interest bearing principal

e The accrued interest shall be paid on an annual basis
e  Mr. X must remain in service till the term of the loan ends

The market rate of a comparable loan available to Mr. X, is 12% per annum.

Following table shows the contractually expected cash flows from the loan given to Mr. X:

(amount in %)

Inflows
Date Outflows Principal Interest Interest Principal
income 7%| income 4%| outstanding
1-Jan-20X1 (1,000,000) 1,000,000
31-Dec-20X1 258000 |—200,000 42,000 16,000 | 800,000
| |31-Dec-20X2 || 200,000 28,000 16,000 600,000
31-Dec-20X3 200,000 14,000 16,000 400,000
31-Dec-20X4 200,000 - 16,000 200,000
31-Dec-20X5 200,000 - 8,000 -

Mr. S, pre-pays ¥ 200,000 on 31 December 20X2, reducing the outstanding principal as at
that date to ¥ 400,000.

Following table shows the actual cash flows from the loan given to Mr. X, considering the

pre-payment event on 31 December 20X2: (amount in )
Inflows
Date Outflows | Principal Interest Interest Principal
income 7% income 4% | outstanding
1-Jan-20X1 {(1,000,000) 1,000,000
31-Dec-20X1 200,000 42,000 16,000 800,000
31-Dec-20X2 400,000 28,000 16,000 400,000
31-Dec-20X3 200,000 - 16,000 200,000
31-Dec-20X4 200,000 - 8,000 -
31-Dec-20X5 - - - -

Record journal entries in the books of Wheel Co. Limited considering the requirements of
Ind AS 109.  (PVF = g decrmats) (asked 2 trwes)
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1. Tortral measureraent: (1-1-X1)
Year CF PVEB®IY PV
31-12-x ] v 28O0 0.8£92867 280367
x| 2 244000 0.79719 4 1945 15
X3 3 230,000 0.71170 163709
* 4 216000 0.636618 137279
] 5 02000 0.567421 112035
84378
Q. UQssIFrcotron - 3 . Journ) EDrra
FL 43878 I-1-x! Loan *o employee (Fp) R43878
Preposd SHOFF(OS 66122 Prepoud SHUFf Cost 66122
16,060,000 To $Hank 16,0C,000
4. Prepord SORF (OSt - 19612  _ yaay
WIOFF +6 P2L €Ach Yeor 5
A _AMOINsahon Toble:
YeQr Qggﬂigq I+ Gy, ce C)Qﬁing
I 843878 101265 PLY{oles) 6RTIHY
2 687143 2467 144000 55600
3 8RB 600 63072 230000 3658672
A 3658672 4304 16000 185713
5 186719 2228+ 208000 -
b . Journa) Eotries:
31-13- %1 81-12-X2
Loan+o EE 101265 Q2467
To Interest 101265 Q2467
Bgnk 2A8L000 244000
To \oan to EE 288000 144000
5+0Pf Cost (PIV 322y a2y
70 PRPAJ SHOFF (oSt a2y a2y
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7. Faur value (RPeorsed \alue) 00 modfAcatign ddte

Yoor CF PVERIRY PV
(1-13~-%3 ) | 6000 0.£928657 19285+
( X4) -'l {08000 0.79710 4 16581 6
3586%3
2. DrEference
fT value 3586%3
Carring fwnt (52 5600)
L in Fn 16632%F
q._Journa oy
3~13- 02 : Bonk 200,000
To PrPOA Sfoff-Cost 33073
To fA 16 692%

0. Newo Amorrsahon Tapte: (&1-12-02 onwards)

Year openIng _Int@®fy e C1081ng
(3H2%3) | 358673 4304 2160606 1IRKT14

C xy) 1IR5714 208000 ~

. Prepaud StoFf (oSt (to be wrrten off In 2003 & 2004

opening bolance (0N I1-1- %15 156129
(9 WI0 40 PIL Caox! 220%2)  C 31224 + 31224) (62448)
©_modrfi'cahan effec (33073)

Bolance on  3)-13-xa 6060

IO exery Yyear 60608! *x Va = 30300
1. _Journa Eotries:

31-13- X1 81-12-x2

Loan 4o EE 4304 22286

To 1nterest 4304 22286
Bank 216000 0R000
To Lo0n to EE 216000 L0000

5+0 F£ Cost (PIV 30300. 3030/

70 PRPAA SHOFF (oSt 30300 30301
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5. (a) On 1 January 20X0, Preet Ltd. issues 10 year bonds for ¥ 10,00,000, bearing interest at 10%

(payable annually on 315t December each year). The bonds are redeemable on 31 December

20X9 for ¥ 10,00,000. No costs or fees are incurred. The effective interest rate is 10%. On 1

January 20X5 (i.e. after 5 years) Preet Ltd. and the bondholders agree to a modification in
accordance with which:

e the term is extended to 31 December 20Y1; X <0
e interest payments are reduced to 5% p.a.;

e the bonds are redeemable on 31 December 20Y1 for ¥ 15,00,000; and
e |egal and other fees of ¥ 1,00,000 are incurred.

Preet Ltd. determines that the market interest rate on 1 January 20X5 for borrowings on similar
terms is 11%.

Analyse whether the extinguishment accounting will apply or not as per Ind AS. If yes,
determine the fair value of the modified liability and compute the gain or loss on modification.

(PVE - 6 decrmats) (14 Marks)
1. Initra) meqsuremnent:
Faur value on  I~1-%0 = 1000000

2 H<A+100N Table :

YeQors opening 107 _cr  _CodIng
31-12-X0 10,00,000 106,000 100,000 10,006,000

X! 10,00,000 106,000 100,000 10,00,000

X2 10,006,000 100,006 100,000 10,00,000

X3 10,006,000 106,000 100,000 10,00,000

X4 10,00,000 106,000 100,000 10,00,000

3. PV OF rewvrsed femaming Cosh Fiows using Orfgncy EIR
on Mmoarfirarion dgre

_Year  _cash Flows PVE @& 107 pv
31-12-x § 80,000
X6 60,000
XY 60,000
X € 60,000 4.35526!/ 217763
Xq 60,000
X160 60,000
X1t 16,60,000 0.513158 795395
101316 8
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modrFrcatran Y
(1013188 +1CO000) - 100,000 y ns < 1133,
IO/O0,000

srnce MEdrficahon v. (1.e.11.32y.) more Hao 10X
Rence , extrng wrshment accounting wril Qppry.

. . .

_NMoOrs CF PVED 1% Py
7 £0,000 4.7112196 235610
( 31-19-X5 +0 312A-Y1)
31-12-Y) 600,000 0.48165% 722487
gsg097

JournQ! Eﬂrru;'.

FL (Exretrng) 10,060,000

pxL 580972
To Bank 100,000
To FL CNew) 358097

4~ loss On moarHcangn= K092
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24 124209 (s0cr)
3. Wheel Co. Limited borrowed ¥ 500,000,000 from a bank on 1 January 20X1. The original

terms of the loan were as follows:

e Interestrate: 11%

e Repayment of principal in 5 equal instalments
e Payment of interest annually on accrual basis
e  Upfront processing fee: ¥ 5,870,096

Effective interest rate on loan: 11.50%

After. |

2Years.  0n 31 December 20X2, Wheel Co. Limited approached the bank citing liquidity issues in
meeting the cash flows required for immediate instalments and re-negotiated the terms of

the loan with banks as follows:

e Interest rate 15%

e Repayment of outstanding principal in 10 equal instalments starting 31 December
20X3

e Payment of interest on an annual basis

Record journal entries in the books of Wheel Co. Limited till 31 December 20X3, after giving
effect of the changes in the terms of the loan on 31 December 20X2 (PVF= gdearmals)

NIy Y t
on I-1-x1 = 650,00,00,000 - 6%,70,096 = 404129904
-1-x1 :  BonkK 404129904
To loan From Bank ( FU) 494129904
0 A A nitall $ 4 e ad e or:
__Year ngm'ng Nt O 11y Princrpa) Tty CF
314 =X! 60,00,00,000 BS000,000 10,0000000 16,60,00,000
% 40,00,00,000 44000,000  '0,0000000 14, 40,00,006
X3 30,00,00,000 330,00000 00000000 13,30,00,000
*y 15,00,00,006 220,006,006 '0,0000000 12,20,00,000

x5 16,00,00,000 110,00,000 00000000 11,10,00,000
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3. ArmOoItisotron Tob'e

__Year  _opening

INt@11.S07

404129904 668,24 930

_CF gvas'm%
16,60,00,000 3089K4H 843

[4, 46,00,0006 29749650

20%1
20X2 3959584 843 48534807
R0X3 13,30,00,000
RoxY 13,20,00,000
20X S 11,10,00,000
4 Journa) ENhy:
31~12-x1 311 =% 2
Interest 668,24 937 Intorest 4L8§K34807
To Loon 668,24 939 To LOON 46534807
Loan 16,60,00,000 Loan 44 000,000
To BaNK 16,560,00,000 10 BANK 440,006,000
(0n1y foferest Pard not nStaliment)

5. Carrying AMOU Nt OF Loan on modfficahan ¢ote  81.M~X2

2074309650 + 10,00,00,000 =

6. Raursed Faur yaue on nodrercohon gase

337419 650

paud eqach Uear:

Amount 0f ACual Inistaliment +o be
Year ngm‘ng Nt O 6% Prhincrpa) Tota) CF

ISP RS 40,00,00,000 600,000,000 4,00,00,000 10,00,006,000
Xy 36,00,00,000 540,00,000 4,00,00,000 9,40,00,000
X 6 32,,00,00,000 4 80,00,000 4,00,00000 8,%0,00,000

X6 {3,00,00,000 420,00,006 4,00,00000 §,20,00,000

Xy 1%,00,006,000 360,00,006  4/00,000000 7,60,00,0 00

X 20,00,00,000 300,00000  4,00,00000 7,00,00,000

xq 16,/00,00,000 340,006,000 4/00,00000 6,40,00,000

Y1 12,00,00,000 120,00,000  /00,00000 5,20,00,000

ya 8 00,006,000 120,006,000  “4/00,00000 6,2.0,00,000

Y3 4 00,006,000 60,00,000  4/00,00000 4,60,00,000
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Year CE PYFO® KDY A%
312~ X3 10,00,06,/000 0.89 686099 89,686,099
Xy 9,40,00,000  0.20435963 75,609,805
X 8,%0,00,000 0.12139 879 63,483,092
X6 §,20,00,000 0-64699 4 4] 53,053,542
XYy 7,60,00,000 0, 5206405 44,100,068
X R 7,00,00,000 0.520M1619 36,429,133
Xq 6,40,00,000 0. 46674097 29,871,422
Y1 5,£0,00,000 0. 41860177 24,278,903
ya 6,20,00,000  0.37542766 19,522,235
Y3 4,60,00,000 033670636 15,488,493 _
451,522,791

MoArFIcoH" 0N ¥,

45162279 — 397489650 xiop= 1389
397419650

srnce MOOrEiconon 7. (i.e. 18.64%) more Han 10,
Hence , extrag wrshment accounting wrtt Qpp!y.

Far & medrfred lrabiir

imee Intered+ rore FOr Py =16y
0, e FL = 40,00,00000

JournQ! Eﬂr‘rq '

FL (Exrsrng) 397429650
&
T0 Bank -
To FL CNew) 40,00,00,000

4 Loss On moarFHcongn= ¢ KI03K0
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NeW AMOTr+Hi'sahon Table:

31-12~x 3 40,00,00,000 600,000,000 10,00,00,000 3600,00,000 .
§1~12~%X3
INter 5+ 606,00,000
T Loan 60000,000
Loan ’OIOO,OOIOOO

To 800K 10,00,00,000
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38 oD
Q 33 |12.211

6. On 1 April 20X1, Sun Limited guarantees a ¥ 10,00,000 loan of Subsidiary — Moon Limited,
which Bank STDK has provided to Moon Limited for three years at 8%.
Interest payments are made at the end of each year and the principal is repaid at the end
of the loan term.
If Sun Limited had not issued a guarantee, Bank STDK would have charged Moon Limited
an interest rate of 11%. Sun Limited does not charge Moon Limited for providing the
guarantee.
On 31 March 20X2, there is 1% probability that Moon Limited may default on the loan in the
next 12 months. If Moon Limited defaults on the loan, Sun Limited does not expect to
recover any amount from Moon Limited.
On 31 March 20X3, there is 3% probability that Moon Limited may default on the loan in the
next 12 months. If Moon Limited defaults on the loan, Sun Limited does not expect to
recover any amount from Moon Limited.
Provide the accounting treatment of financial guarantee as per Ind AS 109 in the books of
Sun Ltd., on initial recognition and in subsequent periods till 31 March 20X3.

loan +axen (Lrow)
Moon W7 -8y, 800K
(SubsIOT (2yre
ubsidrovy) / 1-4-x] 31-3-x 2 31-3~X3
un FG grven 17, 3y,
(HB1310Q)
Solution
1 | Inrtrau Recognrircn of Frnanuod Guargntee:

Yeor Int@11z Int®.zZ saving DEONz PV

!

110,000  800C0 30,000 0.90! A10%0

? 116,060 000 30000 0.812 4360

3 6,000  EBC00 30000  0.732 *19%0
73320

I-4-01-  Lnvt ip 3ubsidrory 73%20 .

To Frnono'a) Guoroniee 73320 .
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SobseqQuent recogNIhon on  3r-3-xa:

a) PV of remarnrng IniRres+ 3Qvrng:
Yeor Int®lz ntORZ 5gy_f-nq DEGNZ PV
! 110,000  8O0C0 30,000 0.901 7030

? 116,060 000 30000 0.812 4360
51390,
B Expecred 1033 : 10,000,000 X 17, - 16,000

® Hrgherocr obdye: 61390
@) cthange m fraonaray Gruorontee «  73320-51390 = 2193

31-3-0a:  fraanara) Guarantee 21930
To P&l 21930

| 3ubsequent recogNIhon on 3r-3-x3:
a) PV OF remarnrng IniRRres+ $avrng:
Yeor Int@11z Int®er having DEONz PV
r 110,000 80000 30000 00901 7030
B Expected 1033 : 10,00,000 X 37, = 360600
® Hrgheror abSYe: 30,000
@ change m Frponu'a Gruoron+ee = 30,000 — 51330 = 21330,

31-3-02:  Fraanara) Guarantee 21390
To P&L R13g90 ,




