CA Final - Financial Reporting
Suggested Answers
(Test on IND AS 40, 36, 105, 41, 2)
(FRWITHAK)

Question 1 (10 Marks)

Company X purchased 100 goat at an auction for ¥ 1,00,000 on 30 September 20X1.
Subsequent transportation costs were % 1,000 that is similar to the cost X would have to incur
to sell the goat at the auction. Additionally, there would be a 2% selling fee on the market price
of the goat to be incurred by the seller.

On 31 March 20X2, the market value of the goat in the most relevant market increases to
1,10,000. Transportation costs of ¥ 1,000 would have to be incurred by-the seller to get the
goat to the relevant market. An auctioneer’s fee of 2% on the market price of the goat would
be payable by the seller.

On 1 June 20X2, X sold 18 goat for ¥ 20,000 and incurred transportation charges of ¥ 150. In
addition, there was a 2% auctioneer’s fee on the market price of the goat paid by the seller.

On 15 September 20X2, the fair value of the remaining.goat was ¥ 82,820. 42 goat were
slaughtered on that day, with a total slaughter cost of ¥'4,200. The total market price of the
carcasses on that day was ¥ 48,300, and the expected transportation cost to sell the carcasses
is ¥ 420. No other costs are expected.

On 30 September 20X2, the market price of the remaining 40 goat was % 44,800. The expected
transportation cost is ¥ 400. Also, there would-be a 2% auctioneer’s fee on the market price
of the goat payable by the seller.

Pass Journal entries so as.to provide the initial and subsequent measurement for all above
transactions. Interim reporting periods are of 30 September and 31 March and the company
determines the fair values on these dates for reporting.

Solution
Value of goat at.initial recognition (30 September 20X1) (All figures are in %)
Biological asset (goat ) Dr. 97,000*
Loss on initial recognition Dr. 4,000
To Bank (Purchase and cost of transportation) 1,01,000
(Initial recognition of goat at fair value less costs to sell)

*Fair value of goat = 1,00,000 — 1,000 — 2,000 (2% of 1,00,000) = 97,000

Subsequent measurement at 31 March 20X2 (All figures are in ¥)

Biological Assets (Goat ) Dr. (9,800

To Gain on Sale (Profit & Loss) 9,800
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(Subsequent measurement of Goat at fair value less costs to sell
(1,06,800** — 97,000))

** Fair value of goat = 1,10,0000 — 1,000 — 2,200 (2% of 1,10,000) = 1,06,800

Sale of goat on 1 June 20X2 (All figures are in ¥)

Biological Assets (Goat ) Dr. 226
To Gain on Sale (Profit & Loss) 226

(Subsequent re-measurement of 18 Goat at fair value less
costs to sell just prior to the point at which they are sold
[19,450 - {(1,06,800/100) x 18}]

Cost to Sales Dr. 19,450
To Biological Assets (Goat ) 19,450

(Recording a cost of sales figure separately with a
corresponding reduction in the value of the biological

assets)
Bank Dr. 19,450
Selling expenses (150 + 400) Dr. 550
To Revenue 20,000

(Recognition of revenue from sale of goat )

Transfer of Goat to Inventory on 15 September 20X2 . (All'figures are in ¥)

Inventory (48,300 - 420) Dr. 47,880
Loss on remeasurement Dr. 1,176
To Biological Asset (Goat ) 44,856#
To Bank (Slaughtering cost) 4,200
(Transfer of goat to inventory)

#Note: 44,856 is calculated as the proportion of goat sold using the fair value (1,06,800+ 226
—19,450) x 42/82)

Subsequent measurement of goat at 30 September 20X2 (All figures are in ¥)

Loss on remeasurement Dr. 784

To Biological Asset (Goat ) 784

(Subsequent measurement of Goat at fair value
less costs to sell [43,504## —

((1,06,800 + 226 — 19,450)— 44,856}]
##Fair value of goat = 44,800 — 400 — 896 (2% of 44,800) = 43,504
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Question 2 (12 Marks)

Elia limited is a manufacturing company which deals in to manufacturing of cold drinks and
beverages. It is having various plants across India. There is a Machinery a in the Baroda plant
which is used for the purpose of bottling. There is one more machinery which is Machinery B
clubbed with Machinery A. Machinery A can individually have an output and also sold
independently in the open market. Machinery B cannot be sold in isolation and without
clubbing with Machine A it cannot produce output as well. The Company considers this group
of assets as a Cash Generating Unit and an Inventory amounting to 2 Lakh and Goodwill
amounting to 1.50 Lakhs is included in such CGU.

Machinery A was purchased on 1st April 2013 for 10 Lakhs and residual value is 50
thousands. Machinery B was purchased on 1st April, 2015 for 5 Lakhs with no residual value.
The useful life of both Machine A and B is 10 years. The Company expects following cash
flows in the next 5 years pertaining to Machinery A. The incremental borrowing rate of the
company is 10%.

Year Cash Flows from Machinery A

1 1,50,000

1,00,000

1,00,000

1,50,000

a| M| O DN

1,00,000 (excluding Residual Value)

Total 6,00,000

On 31st March, 2018, the professional valuers have estimated that the current market value
of Machinery A is 7 lakhs. The valuation fee was 1 lakh. There is a need to dismantle the
machinery before delivering it .to the buyer. Dismantling cost is 1.50 lakhs. Specialised
packaging cost would be 25-thousand and legal fees would be 75 thousand.

The Inventory has been valued in.accordance with Ind AS 2. The recoverable value of CGU
is 10 Lakh as on 31st March, 2018. In the next year, the company has done the assessment
of recoverability of the CGU and found that the value of such CGU is 11 Lakhs ie on 31st
March, 2049. The Recoverable value of Machine A is 4,50,000 and combined Machine A and
B is ¥7,60,000 as.on 31st March, 2019.

Required:

a) Compute the impairment loss on CGU and carrying value of each asset after charging
impairment loss for the year ending 31st March, 2018 by providing all the relevant working
notes to arrive at such calculation.

b) Compute the prospective depreciation for the year 2018-2019 on the above assets.
c) Compute the carrying value of CGU as at 31st March, 2019.
Solution

(a)Computation of impairment loss and carrying value of each of the asset in CGU
after impairment loss

(i) Calculation of carrying value of Machinery A and B before impairment
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Machinery A
Cost (A) 10,00,000
Residual Value 50,000
Useful life 10 years
Useful life already elapsed 5 years
Yearly depreciation (B) 95,000
WDV as at 31stMarch, 2018 [A- (B x 5)] 5,25,000
Machinery B
Cost (C) 5,00,000
Residual Value -
Useful life 10 years
Useful life already elapsed 3 years
Yearly depreciation (D) 50,000
WDV as at 31st March, 2018 [C- (D x 3)] 3,50,000
(ii) Calculation of Value-in-use of Machinery A
Period Cash Flows (%) PVF PV
1 1,50,000 0:909 1,36,350
2 1,00,000 0.826 82,600
3 1,00,000 0.751 75,100
4 1,50,000 0.683 1,02,450
5 1,00,000 0.621 62,100
5 50,000 0.621 31,050
Value.in use 4.89,650
(iii) Calculation of Fair Value less cost of disposal of Machinery A
Fair Value 7,00,000
Less: Dismantling cost (1,50,000)
Packaging cost (25,000)
Legal Fees (75,000)
Fair value less cost of disposal 4,50,000
(iv) Calculation of Impairment loss on Machinery A
Carrying Value 5,25,000
Less:  Recoverable Value ie higher of Value-in-use and Fair value
less cost ofdisposal 4,89,650
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| Impairment Loss

35,350

(v) Calculation of Impairment loss of CGU

1. First goodwill will be impaired fully and then the remaining impairment loss of
75,000 will be allocated to Machinery A and B.

2. If we allocate remaining impairment loss to Machinery A and B on pro- rata basis, it
would come to ¥ 45,000 on Machinery A. However, theimpairment loss of Machinery
A cannot exceed 35,350. Hence, impairment to CGU will be as follows:

Carrying value before
impairment loss

Impairment loss

Carrying value after
impairment loss

3 3 3
Machinery A 5,25,000 35,350 4,89,650
Machinery B 3,50,000 39,650* 3,10,350
Inventory 2,00,000 - 2,00,000
Goodwill 1,50,000 1,50,000 -
Total 12,25,000 2,25,000 10,00,000

*Balancing figure

(b)Carrying value after adjustment of depreciation

3
Machinery A [4,89,650 —{(4,89,650-50,000)/5}] 4,01,720
Machinery B [3,10,350 — (3,10,350/7)] 2,66,014
Inventory 2,00,000
Goodwiill -
Total 8,67,734

(c) Calculation of carrying value of CGU as on 31st March, 2019

The revised value of CGU is 11 Lakh. However, impaired goodwill cannot be reversed.
Further, the individual assets cannotbe increased by lower of recoverable value or Carrying
Value as if the assets were never impaired.

Accordingly, the carrying value as on 31st March, 2019 assuming that the impairment loss

had never incurred, will be:

Carrying Recoverable Value | Final CV as
Value at 31stMar
2019
Machinery A 4,30,000 4,50,000 4,30,000
Machinery B 3,00,000 3,10,000 3,00,000
(7,60,000 — 4,50,000)

Inventory 2,00,000 2,00,000 2,00,000
Goodwill -
Total 9,30,000 9,60,000 9,30,000

Hence the impairment loss to be

8,67,734).
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Question 3 (6 Marks) — 9 Minutes

X Ltd. is engaged in the construction industry and prepares its financial statements up to 31st
March each year. On 1st April, 20X1, X Ltd. purchased a large property (consisting of land)
for % 2,00,00,000 and immediately began to lease the property to Y Ltd. on an operating lease.
Annual rentals were ¥ 20,00,000. On 31st March, 20X5, the fair value of the property was %
2,60,00,000. Under the terms of the lease, Y Ltd. was able to cancel the lease by giving six
months’ notice in writing to X Ltd. Y Ltd. gave this notice on 31st March, 20X5 and vacated
the property on 30th September, 20X5. On 30th September, 20X5, the fair value of the
property was ¥ 2,90,00,000. On 1st October, 20X5, X Ltd. immediately began to convert the
property into ten separate flats of equal size which X Ltd. intended to sell in the ordinary course
of its business. X Ltd. spent a total of ¥ 60,00,000 on this conversion project between 30th
September, 20X5 to 31st March, 20X6. The project was incomplete at 31st March; 20X6 and
the directors of X Ltd. estimate that they need to spend a further ¥ 40,00,000 to-complete the
project, after which each flat could be sold for ¥ 50,00,000.

Examine and show how the three events would be reported in the financial statements of X
Ltd. for the year ended 31st March, 20X6 as per Ind AS.

Solution:

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

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

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

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

Since the lease of the property is an operating lease, rental income of ¥ 10,00,000 (X
20,00,000 x 6/12) would be recognised in P/L for the year ended 31st March, 20X6.

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

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

The flats will be shown in inventory as a current asset.

Test Designed by CA Aakash Kandoi



Question 4 (8 Marks) — 12 Minutes

PB Limited purchased a plastic bottle manufacturing plant for ¥ 24 lakh on 1st April, 2015. The
useful life of the plant is 8 years. On 30th September, 2017, PB Limited temporarily stops
using the manufacturing plant because demand has declined. However, the plant is
maintained in a workable condition and it will be used in future when demand picks up.

The accountant of PB Limited decided to treat the plant as held for sale until the demand picks
up and accordingly measures the plant at lower of carrying amount and fair value less cost
to sell. The accountant has also stopped charging depreciation for rest of the period
considering the plant as held for sale. The fair value less cost to sell on 30th
September, 2017 and 31st March, 2018 was % 13.5 lakh and % 12 lakh respectively.

The accountant has made the following working:

Carrying amount on initial classification as held for sale

Purchase price of Plant 24,00,000

Less: Accumulated Depreciation [(Z 24,00,000/8)x2.5 years] |7,50,000 (16,50,000

Fair value less cost to sell as on 31st March, 2017 12,00,000

The value lower of the above two 12,00,000

Balance Sheet extracts as on 31st March, 2018

Particulars 4

Assets

Current Assets

Other Current Assets

Assets classified as held for sale 12,00,000

Required:

Analyze whether the:above accounting treatment is in compliance with the Ind AS. If not,
advise the correct treatment showing necessary workings.

Solution

As per_Ind AS 105 ‘Non-current Assets Held for Sale and Discontinued Operations’, an
entity shall classify a non-current asset as held for sale if its carrying amount will be recovered
principally through a sale transaction rather than through continuing use.

For assetitobe classified as held for sale, it must be available for immediate sale in its present
condition subject only to terms that are usual and customary for sales of such assets and its
sale must be highly probable. In such a situation, an asset cannot be classified as a non-
current asset held for sale, if the entity intends to sell it in a distant future.

For the sale to be highly probable, the appropriate level of management must be committed
to a plan to sell the asset, and an active programme to locate a buyer and complete the plan
must have been initiated. Further, the asset must be actively marketed for sale at a price that
is reasonable in relation to its current fair value. In addition, the sale should be expected to
qualify for recognition as a completed sale within one year from the date of classification and
actions required to complete the plan should indicate that it is unlikely that significant
changes to the plan will be made or that the plan will be withdrawn.
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Further Ind AS 105 also states that an entity shall not classify as held for sale a non-current
asset that is to be abandoned. This is because its carrying amount will be recovered principally
through continuing use.

An entity shall not account for a non-current asset that has been temporarily taken out of use
as if it had been abandoned.

In addition to Ind AS 105, Ind AS 16 states that depreciation does not cease when the
asset becomes idle or is retired from active use unless the asset is fully depreciated.

The Accountant of PB Ltd. has treated the plant as held for sale and measured it at the fair
value less cost to sell. Also, the depreciation has not been charged thereon since the date
of classification as held for sale which is not correct and not in accordance with Ind AS 105
and Ind AS 16.

Accordingly, the manufacturing plant should neither be treated as abandoned.asset nor as
held for sale because its carrying amount will be principally recovered through'continuous use.
PB Ltd. shall not stop charging depreciation or treat the plant as held for sale because its
carrying amount will be recovered principally through continuing use to the end of their
economic life.

The working of the same for presenting in the balance sheet will be as follows:

Calculation of carrying amount as on 315tMarch, 2018 N
Purchase Price of Plant 24,00,000
Less: Accumulated depreciation (24,00,000/ 8 years) x 3.years (9,00,000)
Carrying amount before impairment 15,00,000
Less: Impairment loss (Refer Working Note) (3,00,000)
Revised carrying amount after impairment 12,00,000

Balance Sheet extracts-as on 31stMarch 2018

Assets N

Non-Current Assets

Property, Plant and Equipment 12,00,000

Working Note:
Fair value "less.cost to sell of the Plant =% 12,00,000

Value in Use (not given) or = Nil (since plant has temporarily not been used for
manufacturing due to decline in demand)

Recoverable’amount = higher of above i.e. ¥ 12,00,000
Impairment loss = Carrying amount — Recoverable amount
Impairment loss = ¥ 15,00,000 - ¥ 12,00,000

=¥ 3,00,000.
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