Ind As 8 - Accounting policies, Changes in Accounting Estimates and Errors
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An entity has grouped its property, plant and equipment into four classes viz., land, factory
building, plant and machinery and furniture. The entity may propose to apply revaluation
model only to land. It need not apply this model to building or plant and machinery.

Ind AS 2 ‘Inventories’ requires that inventory be valued at lower of cost and net realizable |

value. In identifying cost, it allows alternative cost formulas; FIFO and Weighted average. |
The same cost formula must be applied to items of inventory having similar nature or use,

but a different cost formula can be applied to a different classification of inventory.
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\k company owns several hotels and provides significant ancillary services to occupants of
rooms. These hotels are, therefore, treated as owner-occupied properties and classified as
property, plant and equipment in accordance with Ind AS 16. The company acquires a new
hotel but outsources entire management of the same to an outside agency and remains as
a passive investor. The selection and application of an accounting policy for this new hotel
in line with Ind AS 40 is not a change in accounting policy simply because the new hotel
rooms are also let out for rent. This is because the way in which the new hotel is managed
differs in substance from the way other existing hotels have been managed so far.

An entity has classified as investment property, an owner occupied property previously
classified as part of property, plant and equipment where it was measured after initial
recognition applying the revaluation model. Ind AS 40 on investment property permits only
cost model. The entity now measures this investment property using the cost model. This
is not a change in accounting policy.
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Statement of changes in Equity (extract)
Retained earnings |Retained earnings (Original)

At 1st April, 20X1 423 _ 423
Change in inventory valuation policy 10

At 1st April, 20X1 (Restated) 433 -
Profit for the year 20X1-20X2 63 58
At 31st March, 20X2 496 481

Profit for the 20X2-20X3 73 68
At 31st March, 20X3 569 549




When it is impracticable to determine the period-specific effects of changing an accounting
policy on comparative information for one or more prior periods presented, then the entity
shall apply the new accounting policy to the carrying amounts of assets and liabilities as at
the beginning of the earliest period for which retrospective application is practicable, which
may be the current period, and shall make a corresponding adjustment to the opening
balance of each affected component of equity for that period.

Thus, if it is impracticable for an entity to change the policy from day 1, because it is
impracticable to determine period-specific effects for one or more comparative prior periods
presented, it can apply the changed policy from the earliest period for which it would be
practicable to make the changes in policies retrospectively which may be the current
period.

In the example given in the section 1.5.5.2 above, if comparative information is presented
for two years i.e., 20X6-20X7 and 20X7-20X8 and if it is not practicable to apply the
changed policy retrospectively from 20X6-20X7, then, the entity can apply the changed
policy refrospectively from 20X7-20X8. This may happen if it is not practicable to compute
inventory value in accordance with the changed policy as on 1st April, 20X6, for example,
due to loss of latest purchase bills for the year 20X5-20X6 and computer records of the
same are also lost.

In the above example, if comparative information is presented for one year and if it is not
practicable to compute the opening inventory value as at 1st April, 20X7, the entity can
apply the changed policy retrospectively from 20X8-20X9. NG
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e financial year ended 31st March, 20X2, Entity ABC introduced a new range

of electric motors. It sold the motors with a standard warranty of two years. Warranty
provides assurance that a product will function as expected and in accordance with
certain specifications and it has been assessed that it is not a separate performance
obligation under Ind AS 115.

Based on results of testing of the motors during trials prior to commercial production,
Entity ABC made a provision for warranty costs amounting to ¥ 1,00,000 for motors
sold during the year ended 31st March, 20X2. ?qovfsiow

During financial year 20X2-20X3, a defect was discovered in the motors that had not
come to light during the trials. The defect resulted in the entity incurring an amount of
% 2,00,000 during the financial year 20X2-20X3 on repairs of motors sold during the
financial year 20X1-20X2. Besides, the entity expects to incur ¥ 1,50,000 as costs
during the year 20X3-20X4 on meeting its warranty obligations in respect of motors
sold during the financial year 20X2-20X3.

In preparing its financial statements for the year ended 31st March, 20X3, the entity
would carry forward a warranty provision of ¥ 1,50,000 in respect of motors sold
during the financial year 20X1-20X2. It would recognise an amount of ¥ 2,50,000
(¥ 2,00,000 plus ¥ 1,50,000 minus ¥ 1,00,000) in respect of motors sold during the
financial year 20X1-20X2 as an expense in profit or loss for the financial year 20X2-
20X3. The warranty provision included in the comparatives for financial year ended
31st March, 20X2 would not be adjusted.

The provision for warranty costs in respect of motors sold during the financial year
20X2-20X3 would be made by considering the information concerning the defect in
motors that came to light during the financial year 20X2-20X3.
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Consolidated halance sheet

Notes

ASSETS

Non-current assets

Property, plant and equipment 3
Capital work-in-progress 3

31 March 2018

1 April 2017
Restated**

31 March 2019 Restated™

137,048
17,450

97,023
3,100

88,145

Consolidated statement of profit and loss

Continuing operations

Revenue from operations '
Other income

Not Year ended Year ended
O€S  31March2019 31 March 2018
Restated**
20 221,783 201,107
21(a) 4,430 3,444
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Question 10: (RTP Nov'19 & MTP March'21) @9

During 20X4-X5, Cheery Limited discovered that some products that had been sold during
20X3-X4 were incorrectly included in inventory at 31st March, 20X4 at X 6,500.

Cheery Limited's accounting records for 20X4-X5 show sales of X 104,000, cost of goods sold of X
8900 (including X 6,500 for the error in opening inventory), and income taxes of X 5,250.

In 20X3-X4, Cheery Limited reported: on

(g O R
Sales 10409 0 74500 73,500
Cost of goods sold C£0000)  CLoono) (53,500)
Profit before income taxes XY Te)) 20,000 .
Income taxes C Ul (nos?) — (6,000)
Profit . VY qud 14,000
Basic and diluted EPS S 2.8

W
N AP =
The 20X3-X4 opening retained earnings was X 20,000 dnd closing retained earnings wasX 34,000.

Cheery Limited's income tax rate was 30% for =X5 and 20X3-X4. It had no other income or
expenses.

Cheery Limited had X 50,000 (5,000 shares of X 10 each) of share capital throughout, and no other
components of equity except for retained earnings. State how the above will be treated /accounted
in Cheery Limited's Statement of profit and loss, statement of changes in equity and in notes
wherever required for current period and earlier period(s) as per relevant Ind AS.
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Question 11 (RTP May'21) g

In 20X3-20X4, after the entity's 31 March 20X3 annual financial statements were approved for
issue, a latent defect in the composition of a new product manufactured by the entity was
discovered (that is, a defect that could not be discovered by reasonable or customary inspection).
As a result of the latent defect the entity incurred £ 100,000 in unanticipated costs for fulfilling
its warranty obligation in respect of sales made before 31 March 20X3. An additional X 20,000 was
incurred to rectify the latent defect in products sold during 20X3-20X4 before the defect was
detected and the production process rectified, X 5,000 of which relates to items of inventory at
31 March 20X3. The defective inventory was reported at cost X 15,000 in the 20X2-20X3 financial
statements when its selling price less costs to complete and sell was estimated at X 18,000. The
accounting estimates made in preparing the 31 March 20X3 financial statements were appropriately
made using all reliable information that the entity could reasonably be expected to have been
obtained and taken into account in the preparation and presentation of those financial statements.
Analyse the above situation in accordance with relevant Ind AS.
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Question 8
ABC Ltd has an investment property with an original cost of X 1,00,000 which it inadvertently
omitted to depreciate in previous financial statements. The property was acquired on 1st April,

@L/The property has a useful life of 10 years and is depreciated using straight line method.
Estimated residual value at the end of 10 year is Nil.

How should the error be corrected in the financial statements for the year ended 31st March,20X4,
assuming the impact of the same is considered material? For simplicity, ignore tax effects.
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