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Examp]e7 R&y

ABC Ltd., in order to raise funds, has privately placed debentures of ¥ 1 crore, on
1st January, 20X1, issued to PQR Ltd. As per the original terms of agreement, the debentures
are to be redeemed on 31st March, 20X9. One of the conditions of the private placement of the
debentures was that debt-equity ratio at the end of any reporting year should not exceed 2:1. If

this condition is not fulfilled, then PQR Ltd., has a right to demand immediate redemption of the
debentures. On 31st March, 20X6, debt-equity ratio of ABC Ltd., exceeds 2:1. Therefore,

PQR Ltd., decides to return the debentures.

Thus, on 31st March, 20X6, the liability of the ABC Ltd., towards PQR Ltd., (which was originally
a long-term liability) becomes a current liability, since it is now a liability on demand. However,
ABC Ltd. enters into an agreement with PQR Ltd. on 15% April, 20X6 that PQR Ltd., will not
demand the payment immediately. The financial statements are approved by the BOD on
30t April, 20X6.

In this case, the agreement that PQR Ltd., will not demand the money immediately is a
subsequent event. Even though it is a subsequent event not affecting the condition existing at
the balance sheet date, yet because of the specific provisions of paragraph 3 of Ind AS 10, it
has to be given effect in the financial statements for the year 20X5-20X6. Accordingly, though
as per original terms the liability would have been otherwise reclassified as a current liability as
on 31st March, 20X6, by giving effect to the event after the reporting period due to the specific
provisions of paragraph 3 of Ind AS 10, it would continue to be classified as a non-current
liability as on 31st March, 20X6. In other words, the re-classification of debentures as current
liability as at 31st March, 20X6 will be adjusted and once again classified as a non-current
liability as at that date.
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