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Listed Companies and Companies having Net worth >= 250 crores:- IND AS 34 -

For Listed Companies SEBI guidelines are applicable and hence Clause 41 is also applicable

to these companies. As per Clause 41 Preparation and Presentation of Interim Financial

Results is mandatory for these companies.

Companies having'Net worth < 250 crores:- AS-25

AS-25 doesnot mandate the preparation of Interim Financial Statements, but those

companies who opt for the preparation of the Interim Financial Statements should follow
~the guideline of AS-25.

46/8128 ) — 1)ajes —==2_3I3124
INTERIM PERIOD r) 3m, ém,9m

Interim Period is a financial reporting period shorter than a iull imanc:al year. However, If
the first annual financial reporting period is shorter than a financial year, that shorter perlod

is not considered as an Interim Period.

INTERIM FINANCIAL REPORTS
AANANAANA AAAANNT

ANAANS

Interim Financial Reeort means a Financial Report containing either —

(a) Complete set of Financial Statements, or
ANASNNANN

(b) Condensed set of Financial Statements (as described in AS - 25) for an interim period
/\MMAN

NS

Contents of a Complete Set of Financial Statements:-

A Complete Set of Financial Statements normally includes -

1. Balance Sheet,

2. Statement of Profit and Loss,

3. Cash Flow Statement,

4.Notes including those relating to Accounting Policies and other Statements and
Explanatory Material that are an integral part of Financial Statements.
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Contents of a Condensed Set of Financial Statements:-

Minimum Components: An Interim Financial Report should include, at a minimum, the
following components —

(a) Condensed Balance Sheet,

-(b) Condensed Statement of Profit and Loss,
Ac) Condensed Cash Flow Statement, and
(d) Selected Explanatory Notes.

If an Interim Financial Report If an Interim Financial Report contains

contains CondensedFinancial Stat‘e/wents
| W

Complete Set of Financial
Statements

The form and contents should It should include:
conform to the requirements as
applicable to Annual Complete Set
of Financial Statements.

¢ Each of the headings and sub-headings included
in its most recent annual Financial Statements.

]
-‘Se.lfcted Explanatory Notes as required by AS -
25. !

* Additional line items or notes, if their omission
would make the condensed Interim Financial
Statements misleading.

Disclosures under other Accounting | Disclosures under other Accounting Standards are
Standards are also applicable not applicable.

Presentation of items disclosed in Annual Financial Statements: When an Enterprise
esents in its Annual Financial Statements -

a) Baszc and Dilutdd /@ DS pe.
Conso//dated and Separate Financial Statements as pe the same shall be

presented in the complete or condensed Profit or Loss Statement and the Financial Report
s L ———
prepared for an interim period.
=

EXPLANATORY NOTES / INFORMATION TO BE DISCLOSED IN AN
INTERIM FINANCIAL REPORT.

Minimum Contents of the Notes: An Enterprise should include the following information, s
as a minimum, in the notes to its Interim Financial Statements, if material and if
disclosed elsewhere in the Interim Financial Report -

L/I. Agcounting A statement that the same accounting policies are foll
v
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Policies:

thelnterim Financial Statements as those followed in the most
recent annual Financial Statements or, if those poI|C|es have
been changed, a aescrlpt ion of the nature and effectof the

change, —_—
v
.‘ 2. Seasonaliti: E Explanatory comments about thé seasonalityf interim
D —— -
~{" operations,

‘3. Unusual Items: ]

Nature and amount of items affecting Assets, Liabilities, Equity,
Net Income, or Cash Flows that are unusual because of their

nature, size, or|nc1dence (as perAS - 55

4. Change in
Estimates:

Nature and amount of changes in estimates of amounts
reportedin prior interim periods of the current financial year or
changes in estimates of amounts reported in prior financial years,
if those changes have a material effect in the current interim period,

5. Caglta }

Re- structurmg

Issuances, Buy-Backs, Repayments and Re-structuring of Debt,
Equity and Potential Equity Shares,

L 6. Dividends:

Dividends, aggregate or per Share (in absolute or percentage
terms),separately for Equity Shares and Other Shares,

Se men
t/ ortln

Segment Revenue, Segment Capital Employed (Segment Assets
minus Segment Liabilities) and Segment Result for Business
Segments or Geographical Segments, whichever is the
Enterprise's primary basis of segment reporting (this will be
required only if AS - 17 is applicable for the annual Financial
Statements),

8. Composition
Changes:

————

Effect of changes in the composition of the Enterprise during

the interim period, such as amalgamations, acquisition or

disposal of Subsidiaries and _long-term investments, re-
TE—. . . . .

structurings, and Discontinuing Operations, and

ol

9. Contingent
Liabilities:

Material changes in Contingent Liabilities since the last annual
=} 5
Balance Sheet date.

The above information should be reporteg on a financial year-to-date basis. However, the
Enterprise should also disclose any events or transactions that are material to an
understanding of the current interim period.

PERTODS FOR WHICH INTERIM FINANCIAL STATEMENTS

SHOULD BE PRESENTED /

TATEMENT

alance sheet

CURRENT PERIOD gOMPARA TIVE BERIOD
End of current s' End of immediately precedir@

financial year

‘- . .
interim period
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Statement of profit and /_J_Cu#en-t——iﬁ-tedm\ 1.Coppagable interim period and
loss 1= 1]7]aK - 52!4!;)4 period and

Q- 1 m]an - 20[a)24 2.cumulatively for the precedigg financial year

ate of immediately

year-to-date > Dp
T —— 7 4
. e
Cash flow statement 1.Cumulatively for the | 1.Comparable year-to-date of

. _ current financial year- | immediately preceding financial
b+ NTO 1[4 [aN 3«@)4;, e

to-date year PPy

1
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SEASONAL BUSINESS: For Enterprises running highly seasonal business, the financial

e

information for the 12 months ending on the interim reporting date and comparative

information for the prior 12-month period may be additionally given in the Statements.
S A~ a A AT A4 o oo

RECOGNITION PRINCIPLES FOR THE FOLLOWING IN INTERIM

g\sez m FINANCIAL STATEMENTS M) — ponse 4

Capitalisation

SNS—" T
Item / Para Recognition Principle
Asset * The tests of future economic benefits apply to assets at interim dates,
v as they apply at the end of a financial year.
e Costs that would not qualify as assets at the year-end, would not qualify
at interim dates as well.
Asset A cost that does not meet the definition of an "Asset" at the end of an

interim period, is not deferred on the Balance Sheet date, either to await
future information as to whether it has met the definition of an asset, or
to smooth earnings over interim periods within a financial year.

Liability A Liability at an Interim Reporting Date must represent an existing
z obligation at that date, just as it must at an annual reporting date.
Income Income is recognised in the Profit and Loss Statement, when a
e . . . . .
¢ measurable increase in future economic benefits has arisen, by way of
increase in an asset or decrease of liability.
Expense e Expenses are recognised in the Statement of Profit & Loss when a
y/ measyrable decrease_in_future economic_benefits has arisen, due to

decrease of asset or increase in liability.

e The recognition of items in the Balance Sheet that do not meet the
definition of Assets or Liabilities is not allowed.

\
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Losses (
—-—
(

* TQe principlesfor recognising and measuring losses from inventory
write-downs, r

, estructurings, or impairments in an interim period are the

same)_as those that an Enterprise would follow if it preeared onlx Annual

Inancial Statements.
—EE————

@However, if such items are recognised and measured in one interim
period and the estimate changes in a subsequent interim period of that
financial year, the original estimate is changed in the subsequent interim
period either by accrual of an additional amount of loss or by reversal of
the previously recognised amount.

Income Tax

* Income Tax Expense is recognised in each interim period, based onthe | _
best estimate of the Weighted Average Annual Effective Income Tax Rate
expected for the full financial year.

e Amounts accrued for Income Tax Expense in one interim period may
have to be adjusted in a subsequent interim period of that financial year,
if the estimate of the Annual Effective Income Tax Rate changes.

TREATMENT FOR REVENUES RECEIVED SEASONALLY OR OCCASIONALLY &

OTHER IMPORTANT ITEMS.

ORvfelond.
~Royatty

1. Occasional Revenues that are received seasonally or occasionally within a
) Receipts: financial year should not be anticipated or deferred as of an interim
T

date, if anticipation or deferral would not be appropriate at the end of
the Enterprise's financial year, e.g. _Dividend Revenue, Royalties, and
Government Grants.

2. Seasonal Some Enterprises consistently earn more revenues in certain
Revenues: interim periods of a financial year than in other interim periods, e.g.
seasonal revenues of Retailers. Such revenues are recognised when they
occur.
3.Extraordinary No deferment is allowed. Recognise in the Quarter in which it is
Items:- incurred.
4.Heavy No Deferment is allowed. Recognise in the period in which it is

Advertisements:- | incurred.

N v’
EFFECT OF CHANGE IN ACCOUNTING POLICY

o fo

One objective of the precedlng principle is to ensure that a single accounting policy i

applied to a particular class of transactions throughout an entire financial year. Th

effect of the

principle requires that within the current financial year any change i

accounting policy be applied retrospectwely’? the beglnnlng of the financial yeg

CA TEJAS SUCHAK
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CHANGE IN|ACCOUNTING ESTIMATES

Separate Disclosure: When there is a significant change in the estimate of an amount
reported in an interim period, the impact of such change will be recorded in the current
interim period only i.e. prospective effect only. v Eﬂgl- m md(wd of &Pn v

v e fn ot of wrle dmgn of

of impafmend s inve v’
oARANSTTIONAL PROVISION*mmP%,, amoust of \mP

On the‘ irst occasmn}chat al\ interim financial report ls presented in accordance =
with this Statement, the following\need not pe presented in respect of all the

interim periods of the current financial year:

Comparative statements of profit and loss for the comparable interim periods
(current and year-to-date) of the immediately preceding financial year; and

Comparative cash flow statement for the comparable year-to-date period of the
immediately preceding financial year.

APPLICABILITY OF AS - 25 to INTERIM FINANCIAL "RESULTS”

! ]E)Al L~ RENNOt Reports) /

Lﬂ- [ICAI Guidance Note]

y vs Reports: Interim Financial Results may be required to be presented in
purstance of requirements of a Statute / Regulator. The applicability of AS - 25 for such
"Results" is laid down in ICAl's Guidance Note.

Example: Clause 41 of Listing Agreement between Stock Exchanges and Listed Enterprises }
requires the presentation of Quarterly Financial Results.
L —4

Principle: "Ipterim Financial Results" (e.g. as required bx Listing Agreements) do not meet the
definition of "Interim Financial Reports" as per AS - 25. The applicability of AS - 25 Willbe as

under:
Particulars < JAB-25is )
andRequwements NOT

APPLICABLE

o s
= Reco n|t|on Measureme—i inciples of items (i.e. Assets, =iy PPLICABLE
Liabilities Income & Expense)

= - LA cmuemi-e IF Reaupie -

=4 v
For Knowledge Purpose

.

7
and Clause 41: While AS-25 talks aboui(
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interim period should be a quarter whereas AS-25 consider any period less than a FY to be
an interim period.

= Q1 = lo §0000 14moro

™ gat'n £0000 (PR -23 : 10000 i'aw:) 4

=S000O
G 9QES TION 1:-

ADDITIONAL QUESTIONS 2 S0000
— ]
(Topics Involved: AS-25: Change in Accounting Estimate, AS-28: Reversal of Impairment
Los m Valuaiton of inventory)

S Ltd experienced X 50,000 decline in the market value of its Inventory in the first quarter
of its financial year. The Company had expected this decline to reverse in the third quarter,
and in fact, the third quarter recovery exceeded the previous decline by

X 10,000. The Company’s inventory did not experience any other declines in market value
during the financial year. What amount of loss and/or gain should the Company report in
its Interim Financial Statements for the first and third quarters?

Answer:-

1. Quote: As per AS-25, the principles of AS-2 have to be applied for Interim Financial
Reporting also.

2. Conclusion: The loss of X 50,000 has to be recognised in the First Quarter, and the
reversal of the same (not exceeding cost), i.e. upto X 50,000, should be recognized only

in the Third Quarter. Totald tax = QQOO-N)U) x kol = RO =) 30].
Tobod wowme Ad

JAUESTION 2:-

M Ltd reports quarterly, and has an Operating Loss carried forward of X 100 Lakhs

for income-tax purposes at the start of the current financial year for which a DTA has not
been recognised. Makara earns X 100 Lakhs in the first quarter of the current year,and
expects to earn X 100 Lakhs in each of the three remaining quarters. Excluding the

arried forward, the Estimated Average Annual Income-Tax Rate is expected to be

J)Calculate the amount of Income-Tax Expense reported in each-quarter. QqDO-IOO')
@1 =100 % U0/ @ X405

L —— 4
e Estimated Tax Liability on Annual Income = (Income(X 400 LakhsY b/fd Loss khs _
—
0% - {120 L0y &
f——

|NM¥E\"¥ J Estimated'Average Annual Effective Income-Tax Rate =X 120 Lakhs + X400 Lakhs = 3Q%

R0 ® For AS - 25 purposes, this Average Annual Effective Income-Tax Rate would be
earnings of each quarter.
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Accordingly, Tax Expense would be as follows -

1t Quarter | 2" Quarter | 3" Quarter | 4t Quarter Annual

Tax Expense | X 30 Lakhs X 30 Lakhs X 30 Lakhs X 30 Lakhs | X120 Lakhs
100%X30/  |oox30)  1oLX30)  |DOX30).
QUESTION 3:- 7o0%q0/. = 630L

To comply with listing requirements and other statutory obligations Quaker Ltd prepares
Interim Financial Reports at the end of each quarter. The Company has brought forward
losses of X 700 Lakhs under Income Tax Law, of which 90% is eligible

for set off as per the recent verdict of the Court, that has attained finality. No DeferredTax
Asset has been recognized on such losses in view of the uncertainty over its eligibility for
set-off. The Company has reported quarterly earnings of X 700 Lakhs and

X 300 Lakhs respectively for the first two quarters of Financial Year 2015-2016 and
anticipates Net Earnings of X 800 Lakhs in the coming half-year ended March 2016 of which

X 100 Lakhs will be the loss in the quarter ended Dec. 2015. The tax rate for the company
is 30%urcharge You are required to calculate the amount o @7 to
f——

be reported foreach quarter of financial incial year 2015-2016.

[S——
Answer 3:- (% Lakhs) B 100 Ga=300 O2- L00> B4 = Qoo
Computation of Average Annual Effective Income Tax Rate
Particulars X Lakhs

(a) |Estimated Income for the year (Q1 700 + Q2 300 + Q3 Loss (100) + 1,800

Q4 900)
(b) |Brought Forward Loss set-off as per Court verdict (90% of 700) (630)
(c) |Estimated Income as per Income Tax Law (a - b) 1,170
(d) | Estimated Tax liability for the year (1,170 x 33%) 386.1

Note: Tax Rate =30% + 10% Surcharge = 33% (EC and SHEC are ignored

in this computation.)
(e) |Estimated Average Annual Effective Income Tax Rate (d + a) 21.45%

For AS - 25 purposes, this average Annual Effective Income Tax Rate would
be applied toearnings of each quarter.

1.Tax Expense as per AS-25: Tax Expense would be as follows -




Toled for
EU"O* 300 - 100+400) - sao] X2/ : 3%

Totad lwowe

7004300 - 1004400 s 160D
WARETR =  QbKg.
ToxExpenge 2. &z T00 x QNS = IDIS
BGa: 300X .u-mf/. = 3T
G3:  (100)x Q' ASP = (Q4E) v

®4: X ArNSE - (9305

LA
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15t Quarter 2" Quarter |3' Quarter 4t Quarter |Annual

Tax 700 x 21.45% |300 x| (100) x 21.45%| 900 x 21.45% |X 386.1 Lakhs
Expense |z 450.15/2145% =X|_ 2 (7145)|= z 193.05
64.35 Lakhs

Lakhs == Lakhs ™= |Lakhs =

QuEsTION 4:-  Self &hé_dﬂ » Sming

Saurav Limited reported a Profit before Tax of X 8 00 Lakhs for the 2" 27" quarter endingon

PBT-3 30th September 2016. On enquiry, following i issues were noticed:
/* o-4S
(a) Property Tax of X 60,000 pald durmg the quarter for the full year has been recognized

in fuII @ \D“‘ s = A

>
b) [1/5th bf X 15 Lakhs benﬁarketmg Promotional Expenses mcurred on 23rd
-31 eptember, Q}G “has been recognlzed in the

Wst quarter of the yeatz ISfs =
(c)l 50% ;f th4 Los})f # Lakjncurre; owf a‘Busmess Segment)has been

aIIocated to this quarter.

(d) Cumulatlv of X esultmg from the change in the method of Valuatlon of
gel

Aec-PoL- Inventory was recognlsed in the 2nd quarter, which mcluded X 2 Lakhs related to earlier ¥

quarters.

(e) Gain of X 15 Lakhs from Sale of Investments sold in thr was apportioned
— = -

81
equally over the full year. 1t = @ig&
3

You are required to give proper treatmehs@éqmred by AS-25 on Interim Financial
Reporting and to recast the adjusted Profit before Tax for the 2nd quarter.

Answer 4.:-
Item Treatment
Property Taxes Property Taxes of X 60,000 relatable to the entire calendar year
should be apportioned on time basis, i.e. 3 months period expense
. ===
(R 15,000)V|II be reported as Expense.
N —
Marketing Costs should be anticipated or deferred only when -
Promotional
e |t is appropriate to anticipate that type of cost at the end of the
Expenses

fin.year, and

e Costs are incurred unevenly during the fin.year of an Enterprise.

Loss on Disposal of [ Net Loss on Disposal of Business Segment X 2,00,000 should s
Business Segment |reported in full, since the loss was incurred during the |
Period.

3

fo-g

[Para 38] In this case, recognition of 1/5% of Expense is not proper. | "
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Loss due to change|The amount relating to earlier quarters to be taken and adjusted
in method  of|against those respective periods.
Valuation

Gain on Invts Sale |Apportioned Gain on Sale of Investments in first quarter to be

reversed.
A 1Al SM
WARETR = Totad Tox . 30000 . aép
Totad rwome 100,600

Totwd Tax : SDOOOD % 30)- < ISDOOO
Soopo0 ¥ 4o/ 3 000

35007

Tox Expuse fo be mgﬂae& ° .

@ : TSDoD  x 3SF = %3P
@ : Ao % 3/ - 8700
Gy : 370W ¥ 3sf. . 181250
b 2% ¥ 35t - joooo




‘/ﬂlustration 3

Accountants of Poornima Ltd. showed a net profit of ¢7,20,000 for the third quarter
of 20X1 after incorporating the following:

()  Bad debts of 40,000 incurred during the quarter. 50% of the bad debts have
been deferred to the next quarter.

(ii)  Extra ordinary loss of ¢ 35,000 incurred during the quarter has been fully
recognized in this quarter.

(ii))  Additional depreciation of ¥45,000 resulting from the change in the method of
charge of depreciation assuming that ¥45,000 is the charge for the 3 quarter
only.

Ascertain the correct quarterly income.

Solution

In the above case, the quarterly income has not been correctly stated. As per AS
25 “Interim Financial Reporting”, the quarterly income should be adjusted and
restated as follows:

Bad debts of ¥ 40,000 have been incurred during current quarter. Out of this, the
company has deferred 50% (i.e.) ¥ 20,000 to the next quarter. Therefore, ¥ 20,000
should be deducted from ¥ 7,20,000. The treatment of extra-ordinary loss of ¥
35,000 being recognized in the same quarter is correct.

Recognising additional depreciation of ¥ 45,000 in the same quarter is in tune with
AS 25. Hence no adjustments are required for these two items.

Poornima Ltd should report quarterly income as ¥ 7,00,000 ( 7,20,000 — ¥ 20,000).
lHlustration 4

Intelligent Corporation (I-Corp.) is dealing in seasonal products. The quarterly sales
pattern of the product is given below:

Quarter I I/} i v
>
Ending 30th June 30th September | 31st December 31st March
’ F 3 [ -
15% 15% 50% 25%
v paE— _— E

For the First quarter ending 30th June, 20X1, |-Corp. gives you the following
. . —_— — = —_— L ——
information: \ _
‘-——d
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¢ crores
Sales 50 5
falary and other expenses nwa ° & W @1 Yotk - 30
Advertisement expenses (routine) —_— 02
-
Administrative and selling expenses 08

Cd
While preparing interim fmanczal report for the first quarter, 'l —Corp.” wants to defer

€21 crores expendtture fo third quarter on the argument that third quarter lﬁvav1ng
—3

more sales therefore third quarter “Should be debifed by htgher expenditure,

consrdertng the seasonal nature of business and that the expenditures are uniform

throughout all quarters.

Calculate the result of first quarter as per AS 25 and comment on the company'’s view.

Solution
Result of the first quarter ended 30" June, 20X1
(X in crores)
Turnover 50
Add: Other Income Nil
Total 50
Less: Change in inventories Nil
Salaries and other cost 30
Administrative and selling expenses (8 + 2) 10 40
Profit @
</

As per AS 25 on Interim Financial Reporting, the income and expense should be
recognized when they are earned and incurred respectively. As per AS 25, the costs
should be anticipated or deferred only when

(i) itis appropriate to anticipate that type of cost at the end of the financial year,
and

(i)  costs are incurred unevenly during the financial year of an enterprise.

Therefore, the argument given by I-Corp relating to deferment of % 21 crores is not
tenable as expenditures are uniform throughout all quarters.
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TEST YOUR KNOWLEDGE

Multiplg Choice Questions

® AS 2_7 mandates t[:e following in relation to interim financial reports.

v

(a) % which entities should publish interim financial reports.

(b) & how frequently it should publish interim financial reports.
(c) » how soon it should publish after the end of interim period.
(d‘)/' none of the above.

The standard defines Interim financial Report as a financial report for an interim
-— L) m—
period that contains a set of .......... financial statements.

(@) Complete

(b) Condensed
(c) R Financial statement similar to annual
(d) v Either complete or condensed

ABC Limited has reported 85,000 as per tax profit in first quarter and expects a
loss of € 25,000 each in subsequent quarters. It has corporate tax rate slab of 20%
on the first 20,000 earnings and 40% on all additional earnings. Calculate tax
expenses that should report in first quarter interim financial report.

Ja) 17,000
(b) 30,000
(© 2,000

(d) AS 25 does not mandate to report tax expenses

An entity prepares qu quarterly interim financial reports in accordance with AS 25.

— [ S— Y
The entity is engaged insale of mobile phones and normall),f customers claim
on their warranty. ). The provzszon in the ftrst quarter was calctflated as 5% of sales

= =
to date, which was <10 million. However, in thelsecond quarter, ,a fault was found
-_—- . —_ T

and warranty claims were expected to be[ 10% for the whole of the year. Sales in

fou for wonanky = jom % <P < S0
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PRESENTATION & DISCLOSURES BASED _
ACCOUNTING STANDARDS
the second quarter were ¥ 7_§_million. What would be the provision charged in the
Eam—
second quarter’s interim financial statements?

(@ 1 million Ferlod Ended - 31/t2j21 (omparvtive

Y T2 million % s Ewded su 32t ——  33lal
() €1.25 million PiL - ) thoJar - 3fR)HN —— thojeo - - 31020
@ 1.5 million =" 1njar - Ajrjlay = 14 )20 - 31120

""‘;ﬁ"s) (ujar- SRl — 1[4]20 - 3\[12/40 .

Theoretical Questions

‘} What are the periods for which Interim financial Statements are required to be
presented? You are required to answer your question in light of preparation of financial
statements for the period ended and as at 371t December, 20X1. The Financial Year is

-—

FY 20X71-X2.
=

‘9. Whether quarterly financial presented under Clause 41 of the 'Listing
Agreement entered into between Stock Exchanges and the listed enterprises meet the

definition of 'interim financial report' as per AS 25 and the provisions of AS 25 should
be applied on the same?

\7/ Whether the impairment loss recognized on property, plant and equipment in
first quarter of the financial year can be reversed in the second quarter in that
financial year?

Scenario based Question

8 In view of the provisions of Accountmg Standard 25 on lntertm Fmanaal
Reporting, on what basis will will you calculate for an interim pertod ‘the provzszon
in respect of defmed benefzt schemes like' pension, gratu:ty etc. for the

employees? ps-1s m.
h—— .
'9/' O 30" June, 20X1) Asmitha Ltd. incurred|Z 2,00,000) net loss from|disposal of

e 212 (@ business segment) Also, on 31° July, 20X1, the company paid ¢ 60,000 for

E:é

15

Moroperty taxedassessed for the calendar yea @ How the above transacttons m Q\-
—_— ——— 3
q should be mcluded in determination of net income of Asmitha Ltd for thq Six
} months(interim period dnded on[30" September, 20X1.|
10¢  An enterprise reports quarterly, estimates an annual income of ¢ 10 lakhs.
Assume tax rates on 1°* 5,00,000 at 30% and on the balance income at 40%.
© The Institute of Chartered Accountants of India'.‘ I*h- 20-9 2112
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et fowerved 9 THIE 0qu b: bo&l‘mﬂ nuvred Lo
g 1P, heated aa Wy ..
M&?% “ . or w“mt'-P. T wld v oaduone

pT o\mrumuq paid ! ,
m ADVANCED ACCOUNTING “Acset wmoited

11.

Liobidhy redused

The estimated quarterly income are ¢ 75,000, ¥ 2,50,000, ¥ 3,75,000 and
7 3,00,000.

Calculate the tax expense to be recognized in each quarter.

Antarbarti Limited reported a Profit Before Tax (PBT) of ¢4 lak%for the third
quarter ending 30-09-20X1. On enquiry you observe the following. Give the
treatment required under AS 25:

Dividend income of ?recelved during the quarter has been
“E——

(1)
@ - recognized to the extent of kh only. -» Unmusupl Imome - Qeevue "'E“”‘J
. %.

Q l 80% ﬂsa es promotion exeensegl? 15 lakhslincurred (n the third quarter
has been deferred to the fourth rth quarter as the sales in the last quarter is

high. ~ HQ(WH enpudibuze mognu. wien Tuwwed -

s NE
(lll) In the third quarter, the company changed deprec:atlon method from

WDV to SLM, which resulted in excess depreaatton of €12 lakhs The
- -

No odju&l'mw.l -

e N.(l' entire amount has been del?it-ed in the thlrig.uarter, though the share of

u the third quarter is only ¥ 3 lakhs.

®
@

@,

(iv) ¢ 2 lakhs extra-ordinary gam received (n third quarter was allocated

equally to the thzrd and fourth quarter. Qs- @

Cwuag i, Auow
(v)  Cumulative loss resultmg from change in method © mventorz‘valua on === Poll}:!
= was recognized in the third quarter of|¥ 3 lakhs.{Out of this loss T 1 lakh

Blakiat
lates t t r

relates ﬁrewous quarters. PR —R:J

(vi) Sale of investment in thresulted in f 3120 lakhs)The
= company had apportioned thi @ to the four quarters. Q1= 20L

Prepare the adjusted profit before tax for the third quarter. Dics Q2:8 Bs§ Qu=<
= ==

ANSWERS/HINTS

Answers to the Multiple Choice Questions

1. (d) 2. (d) 3. (a) 4. (b)
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PRESENTATION & DISCLOSURES BASED m
ACCOUNTING STANDARDS

Answers to the Theoretical Questions

5. As per Accounting Standard 25, Interim reports should include interim
financial statements (condensed or complete) for periods as given below.

Statement Current period Comparative period

Balance sheet End of current interim | End of immediately
v . = — C e
@)& period preceding financial year
-
Statement of profit | Current interim period | Comparable interim
—— -

and loss and cumulatively for | period and year-to-d?ce of

- L4
the year-to-date immediately preceding

financial year

k/ Cash flow statement | Cumulatively for the | Comparable year-to-date
- ——
current financial year- | of immediately preceding
to-date financial year

In light of the above, following periods needs to be covered in interim
financial statements for the period ended and as at 31°' December, 20X1:

M’> s> [Balance Sheet |as of the end of the current interim period and a comparative

o&o\" Oﬁ"p‘ - balance sheet as of the end of the immediately preceding

\p\h- “0’ / financial year (As at 31 December 20X1 and 31 March 20X1).
(2

\vap)) Statements of |for the current interim period and cumulatively for the

Profit and Loss |current financial year to date, with comparative statements of

= profit and loss for the comparable interim periods (current

and year-to-date) of the immediately preceding financial
year. (for 3 months and 9 months i.e., year to date ended 31
December 20X1 and same for 31 December 20X0 being
comparative period).

Cash Flow| cumulatively for the current financial year to date, with a
Statement comparative statement for the comparable year-to-date

= period of the immediately preceding financial year. (year to
date i.e, 1 April 20X1 to 31 December 20X1 and 1 April 20X0
to 31 December 20X0).
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6. The presentation and disclosure requirements contained in AS 25 should be
applied only if an enterprise prepares and presents an ‘interim financial report’
as defined in AS 25. Accordingly, presentation and disclosure requirements
contained in AS 25 are not required to be applied in respect of interim financial
results (which do not meet the definition of 'interim financial report' as per AS
25) presented by an enterprise.

The quarterly financial results presented under Clause 41 of the Listing
Agreement do not meet the definition of 'interim financial report' as per AS 25.
However, the rwnition and measurement principles laid down in AS 25 should
be applied for recoc-;nition and measurement of items contained in such interim
financial results.

7.  AsperAS 25, the principles for recognising and measuring losses from inventory

__
write-downs, restructurings, or impairments in an interim period are the same as
those that an enterprise would follow if it prepared only annual financial

statements. However, if such items are recogmised and measured in one interim

period and the estimate changes in a subsequent interim period of that financial

year, the original estimate is changed in the subsequent interim period either by .

accrual of an additional amount of loss or by reversal of the previously=s Pmycthve

recognised amount. In light of the same, the impairment loss recognized in one

quarter can be reversed in the another quarter of the financial year, if favourable
I

indicator exists as per AS 28 and the recoverable amount increased in

comparison to earlier period.

Answers to the Scenario based Question

\ £\ A8. Accounting Standard 25 suggests that prOV|S|on in respect of defined benefit

‘% 4 schemes like|pension and ratmty oran mterlm eriod should be calculated

@ based on the -to- y using tha actuarlally‘o’/ermlne rates at I
‘/ thelend of the prior financial yean) adjusted for significant market fluctuations

since that time and for significant curtailments, settlements or other
significant one-time events.

According to Para 10 of AS 25 “Interim Financial Reporting”, if an enterprise
prepares and presents a complete set of financial statements in its interim
financial report, the form and content of those statements should conform to
the requirements as applicable to annual complete set of financial
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PRESENTATION & DISCLOSURES BASED m
ACCOUNTING STANDARDS
statements. As 313Q" September, 20X1, Asmitha Ltd would report the entire
amount of ? 0 as'loss‘ on ‘the dls'posal of its business segment smc‘e
the loss was incurred during interim period. A cost charged as an expense in
an annual period should be allocated to interim periods on accrual basis.
Since} % 60,000 Property tax payment relates to entire calendar year 20X1,
% 30,000 would be reported as an expense for six months ended on 30th

September, 20X1 while out of the remaining ?30,000,% 15,000 for Jﬁuary,
20X1 to Ma_rc’h, 20X1 should be shll l as payment of the outstandlng amount

of previous year and another 3 J)related to quarter October, 20X1 to
[

December, 20X1 would be reporté€@as prepaid expenses.
-— a T ————

10. As per para 29 of AS 25 ‘Interim Financial Reporting’, income tax expense is
recognised in each interim period based on the best estimate of the weighted
average annual income tax rate expected for the full financial year.

3
Estimated Annual Income (A) | 10,00,000
Tax expense:

30% on ¥ 5,00,000 1,50,000
40% on remaining ¥ 5,00,000 2,00,000
(B) | 3.50,000

Weighted average annual income tax rate = %= % =35%
Tax expense to be recognized in each of the quarterly reports g
Quarter! - % 75,000 x 35% 26,250
Quarterll - T 2,50,000 x 35% 87,500
Quarter Il - % 3,75,000 x 35% 1,31,250
Quarter IV - ¥ _3,00,000 x 35% 1,05,000
% 10,00,000 3,50,000

@ As per para 36 of AS 25 “Interim Financial Reporting”, seasonal or occasional
revenue and cost within a financial year should not be deferred as of interim
date until it is appropriate to defer at the end of the enterprise’s financial
year. Therefore, dividend income, extra-ordinary gain, and gain on sale of
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investment received during 3™ quarter should be recognised in the 3™ quarter
only. Similarly, sales promotion expenses incurred in the 3" quarter should
also be charged in the 3 quarter only.

Further, as per AS 10, Property, Plant and Equipment, if there is change in the
depreciation method, such a change should be accounted for as a change in
accounting estimate in accordance with AS 5, Net Profit or Loss for the Period,
Prior Period Items and Changes in Accounting Policies, and applied
prospectively. Therefore, no adjustment would be required due to change in
the method of depreciation.

Accordingly, the adjusted profit before tax for the 3™ quarter will be as
follows:

Statement showing Adjusted Profit Before Tax for the third quarter

(X in lakhs)
Profit before tax (as reported) 4
Add: Dividend income T (4-1) lakhs 3
Excess depreciation charged in the 3" quarter,
due to change in the method -
Extra ordinary gain T (2-1) lakhs 1
Cumulative loss due to change in the
method of inventory valuation should be
applied retrospectively T (3-2) lakhs 1
9
Less: Sales promotion expenses (80% of ¥ 15 lakhs) (12)
Gain on sale of investment (occasional gain should 5
not be deferred)
Adjusted Profit before tax for the third quarter @
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