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Question 1

JVR Limited has made investments of ~ 97.84 crores in equity shares of QSR Limited in pursuance of Joint
Venture agreement till 20X1-X2 (i.e., more than 12 months). The investment has been made at par. QSR
Limited has been in continuous losses for the last 2 years. JVR Limited is willing to reassess the carrying
amount of its investment in QSR Limited and wish to provide for diminution in value of investments.
However, QSR Limited has a futuristic and profitable business plans and projection for the coming years.
Discuss whether the contention of JVR Limited to bring down the carrying amount of investment in QSR
Limited is in accordance with the Accounting Standard. (New SM)

Answer 1

As per para 26 of AS 27 “Financial Reporting of Interests in Joint Ventures”, in a venturer’s separate financial
statements, interest in a jointly controlled entity should be accounted for as an investment in accordance
with AS 13 ‘Accounting for Investments’.

As per para 17 of AS 13 “Accounting for Investments”, long-term investments are usually carried at cost.
However, when there is a decline, other than temporary, in the value of a long-term investment, the carrying
amount is reduced to recognize the decline. Indicators of the value of an investment are obtained by reference
to its market value, the investee’s assets and results and the expected cash flows from the investment. The
type and extent of the investor’s stake in the investee are also taken into account. However, where there is a
decline, other than temporary, in the carrying amounts of long-term investments, the resultant reduction in
the carrying amount is charged to the profit and loss statement.

Since the investment was made in the year 20X1-20X2 i.e., more than a year, it is a long-term investment. In
the given case, though the QSR Ltd. is in continuous losses for past 2 years, yet it has a futuristic and profitable
business plans and projections for the coming years. Here, one of the indicators i.e. ‘losses incurred to the
company’ may lead to diminution in the value of the shares while the other indicator that ‘the company has
positive expected cash flows from its business plans’ does not lead to decline in the value of shares.
Considering both the facts, in case the expectation of profitable business plans and positive cash flows is
based reliable presumptions (such as tender in favour of QSR Ltd., strong order book etc.), the decline will be
regarded as temporary in nature and the investment in equity shares will continue to be carried at cost only.
However, should the aforesaid presumptions be based on projections without reasonable evidence backing
the claims, the decline could be regarded as non-temporary in nature in which case the write down of the
carrying amount become necessary in line with AS 13, thereby implying the contention of QSR be

correct.




