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Identify the functional currency :

Case1:
M LTD a subsidiary in India, purchases goods from A Inc. a USA based company its holding

Co. Purchases are done in USD and are based on prices in the US market. Prices of the goods
are influenced by USD markets. Other expenses are incurred in INR. M Ltd has an external
commercial borrowing in USD RN < we ¢ RS Sy Tovd

Case 2: Sﬂ“ N Q§$ S? X é‘P :} $

USA Co. owns a subsidiary in India Rattle Ltd. Materials are manufactured by USA Ltd and
assembled in India. All the goods are sold in Australia, based on

—_—

selling prices determined by USA Ltd. and influenced by Indian Market.
The company has a loan from an Indian Bank.

Question # 2

On 1.04.08 X ltd purchased goods from USA worth $ 1,000. Spot Rate X 60.
Payment on 1.5.08 $300 (Spot Rate was 1$ =% 61). On

01.08.08 $500 Spot Rate -3 62

01.05.09 $200 Spot Rate -3 64

Year end 31.03.09 Spot Rate - 63
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Question # 3
On 01.06.16 Joy sold goods in US for $ 1,200 (Spot Rate =3 61)
01.07.16 received $500 (Spot Rate = X 64)
01.10.16 received $80 (Spot Rate = X 62)
01.05.17 received balance (Spot Rate =X 61)
Yearend 31.03.17 Spot Rate = ¥ 60
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Question #5

On 30th January, 2011, A ltd purchased a machinery for :. 000 from USA supplier on credit
basis. A ltd’s functional currency is the Rupee. The exchahge rate on the date of transaction is
1$ =% 60. The fair value of the machinery determined on 31st March, 2011 is $5,500. The
exchange rate on 31st March, 2011 is 1$ =X 65. The payment to overseas supplier done on
31st March 2012 and the exchange rate on 31st March, 2012 is 1$ = X 67. The fair value of the
machinery remain unchanged for the year ended 31st March 2012.

Pass journal entries for the year ended on 31st March, 2011 and 31st March, 2012 according
toInd AS21. Toxwale 2 [ {RTP - MAY -2018}
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Question # 6

On 1st January, 2018, P Ltd. purchased a machine for $ 2 lakhs. The functional currency of P
Ltd. is Rupees. At that date the exchange rate was $1=% 68. P Ltd. is not required to pay for
this purchase until 30th June, 2018. Rupees strengthened against the $ in the three months
following purchase and by 31st March, 2018 the exchange rate was $1 = X 65. CFO of P Ltd.
feels that these exchange fluctuations wouldn’t affect the financial statements because P
Ltd. has an asset and a liability denominated in rupees. Which was initially the same amount.

He also feels that P Ltd. depreciates this machine over four years so the future year-end
amounts won’t be the same.

Examine the impact of this transaction on the financial statements of P Ltd. for the year
ended 31st March, 2018 as per Ind AS_{RTP - NOV - 2018}
%
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Supplier, A Ltd., enters into a contract with a customer, B Ltd., on 1st January, 2018 to deliver
goods in exchange for total consideration of USD 50 million and receives an upfront payment
of USD 20 million on this date. The functional currency of the supplier is INR. The goods are
delivered and revenue is recognised on 31st March, 2018. USD 30 million is received on 1st
April, 2018 in full and final settlement of the purchase consideration.

The exchange rates on 1st January, 2018 and 31st March, 2018 are ¥ 72 per USD and X 75 per
USD respectively.

State the date of transaction for advance consideration and recognition of revenue. Also state
the amount of revenue in INR to be recognized on the date of recognition of revenue.

{RTP - MAY -2019}
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Calculate difference and show its treatment.

Situation -1
Cost of Inventory = $10,000 (Spot Rate = ¥ 62)
NRV of Inventory = $11,000 (Spot Rate = 3 62.5)

Situation - 2
Cost of Inventory = $10,000 (Spot Rate = X 62)
NRYV of Inventory = $9,000 (Spot Rate =¥ 62.5)

Situation - 3
Plant and Machinery at cost is $10,000 (Spot Rate =X 60)
FV as on date of balance sheet is $9,800 (Spot Rate = X 61)

Situation -4

Plant and Machinery at cost is $10,000 (Spot Rate =X 60)
FV as on date of balance sheetis $11,000 (Spot Rate =X 61)
Assuming revaluation model

Situation-5
Investment in Equity at costis $10,000 (Spot Rate = % 60)
FV as on date of balance sheet is $9,800 (Spot Rate = I 62)
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On 1st April, 20X1, Makers Ltd. raised a long term loan from foreign investors. The investors
subscribed for 6 million Foreign Currency (FCY) loan notes at par. It incurred incremental
issue costs of FCY 2,00,000. Interest of FCY 6,00,000 is payable annually on 31st March,
starting from 31st March, 20X2. The loan is repayable in FCY onw March, 20X7 at a
premium and the effective annual interest rate implicit in the loan is g/o_ The appropriate

—_—

measurement basis for this loan is amortised cost. Relevant exchange rates are as follows:
- 1st April, 20X1 - FCY 1 =% 2.50.
- 315t March, 20X2 — FCY 1 =X 2.75.

- Average rate for the year ended 315t Match, 20X2 - FCY 1 =% 2.42. The functional
currency of the group is Indian Rupee.
h— e

Advise the appropriate accounting treatment for the foreign currency loan in the books of
Makers Ltd. for the financial year 20X1-20X2. Also calculate the initial measurement amount
for the loan, finance cost for the year, closing balance and exchange gain / loss.
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Question # 12

An Indian entity, whose functional currency is rupees, purchases USD dominated bond at its
fair value o §

The bond carries stated interest@ 4.7% p.a. p The said interest is received at

theyearend.,

The bond has maturity period of 5 years and is redeemable at its face value of USD 1,250.
The fair value of the bond at the end of year 1 is USD 1,060.

The exchange rate on the date of transaction and at the end of year 1 are USD 1 = 40 and USD
1= 45=.r_espectively. The weighted average exchange rate for the yearis 1 USD = 42

The entity has determined that it is holding the bond as part of an investment portfolio whose
objective is met both by holding the asset to collect contractual cash flows and selling the
asset. - —
Trﬁurchased USD bond is to be classified under the FVTOCI category. The bond results in
effective interest rate (EIR) of 10% p.a.
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Question #10

M limited is engaged in the business of manufacturing of bottles for pharmaceutical
companies and Non- pharmaceutical companies. It has a wholly owned subsidiary, G ltd,
which is engaged in the business of pharmaceuticals. G ltd purchases the pharmaceutical
bottles from its parent company. The demand for G ltd is very high and the operations of M ltd
are very large and hence to cater to its shortfall, G ltd also purchases the bottles from other
companies at the competitive prices.

M ltd sold pharmaceutical bottles to G ltd for Euro 12 lacs on 1st February, 2001. The cost of
these bottles was ¥ 830 lacs in the books of M ltd at the time of sale. At the year-end i.e. 31st
March, 2001, all these bottles were lying as closing stock with G ltd.

What should be accounting treatment for the above?
Following information is available:

Exchange rate on 1st February, 2001 1 Euro=%X83
Exchange rate on 31st March, 2001 1 Euro=%85
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Question #11

Global limited, an Indian Company acquired on 30th September, 2011 70% share capital of

Mark limited, an entity registered in Germany. The functional currency for Global limited is

INR and its financial year-ends on 31st March, 2012.

l. The fair value of Net Assets of Mark Limited was 23 million EURO and Purchase

consideration paid is 17.5 million EURO on 30th September, 2011.
The exchange rate as at 30th September, 2011 was X 82 / EURO and at 31st March,
2012 was X 84 /EURO

What is the value at which the goodwill has to be recognised in the FS of Global limited as on

31st March, 2012?

[I.  Mark limited sold goods costing 2.4 million EURO to Global limited for 4.2 million
EURO during the year ended 31st March, 2012. The exchange rate on the date of
purchase by Global limited as ¥ 83 / EURO and on 31st March, 2012 was X 84 / EURO.
The entire goods purchased from Mark Limited are unsold as on 31st March, 2012.

Determine the unrealised profits to be eliminated in the preparation of CFS.
{RTP - NOV -2019}
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Question #8

X ltd has FLC (US$) and needs to translate its FS into PC (A$). The fotlwing is the statement
of financial pMprior to translation -
Particulars Us$ A$
PPE 50,000 C(r I
Receivable 9,35,000 &( v M
9,85,000
Issued capital 50,000 30,5585
Opening retained earnings 28,000 15,274
Profit for the year
Accounts payable \—> 20,000 é‘;ﬁ'ﬁ:ﬁ* '
Accrued liabilities 8,40,000 ’
T 47,000 crRde -
9,85,000 A (/}1 {
Opening Rate A$1=US$ 1.22 Ua 4 JP
Average Rate A$1=US$1.75 f*2% |
Closing Rate A$1=US$1.13 21 P
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TEST YOUR KNOWLEDGE

1. Parent P acquired 90 percent of subsidiary S some years ago. P now sells its entire
investment in S for ¥ 1,500 lakhs. The net assets of S are 1,000 and the NCI in S is
T 100 lakhs. The cumulative exchange differences that have arisen during P’s ownership are
gains of ¥ 200 lakhs, resulting in P’s foreign currency translation reserve in respect of S
having a credit balance of ¥ 180 lakhs, while the cumulative amount of exchange differences
that have been attributed to the NCl is ¥ 20 lakhs

Calculate P’s gain on disposal in its consolidated financial statements.
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Infotech Global Ltd. (a stand-alone entity) has a functional currency of USD and needs to
translate its financial statements into the presentation currency (INR). The following is the
draft financial statements of Infotech Global Ltd. prepared in accordance with its functional
currency.

Balance Sheet



Property, plant and equipment € .L - 50,000 55,000
| 17ade Receivables CL 68,500 56,000
4 = | Inventory L 8,000 5,000
“@¥ Cash L 40,000 35,000
Total assets 1,66,500 1,51,000
Share Capital Ot du N 50,000 50,000
Retained earnings 29,500 18,000
Total Equity 79,500 68,000
Trade payables QS\ 40,000 38,000
Loan A 47.000 45,000
Total liabilities 87,000 83,000
Total equity and liabilities 1,66,500 1,51,000
Statement of Profit and Loss (o “wnikesie)\=d)
Particulars usbD
Revenue 1,77,214
Cost of sales 1.13,100
Gross Profit 64,114
Distribution costs 2,400
Administrative expenses 18,000
Other expenses 11,000
Finance costs 12,000
Profit before tax 20,714
Income tax expense __ 6,214
Profit for the year ( g 14i5003
e
Extracts from Statgment of Changes in Equity
Particulars 31st March, 20X3 (USD)
Retained earnings at the beginning of the year 2\~ ~%9 18,000 |
Profit for the year @
Dividends (3.000)
Retained earnings at the end of the year 29.500 |

N




s Share capital was issued when the exchange rate was USD 1 = INR 70.
N ——

* Retained earnings on 15t April, 20X1 was INR 4,00,00&/

e At 31st March, 20X2, a cumulative gain of INR 4,92,000 has been recognised in the
foreign exchange reserve, which is due to translation of entity’s financial statements
into INRin the previous years")

—

o Entity paid a dividend of USD 3,000 when the rate of exchange was USD 1 =
INR 73.5

® Profit for the year 20X1-20X2 of USD 8,000, translated in INR at INR 5,72,000.
P Profit for the year 20X2-20X3 of USD 14,500, translated in INR at INR 10,72,985.

—

For the sake of simplicity, items of income and expense are translated at weighted average
monthly rate as there has been no significant exchange rate fluctuation during the entire year

and the business of the entity is not cyclical in nature.

Relevant exchange rates are as follows: —_—
. A -3

e  Rate at 31 March, 20X2 USD1 \ = 3
\——- :

e  Rateat31s March, 20X3 USD 1 @ —= RT3

Prepare financial statements of Infotech Global Ltd. translated from functional currency (USD)

to presentation currency (INR).
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