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Meaning of
Accounting Policy

* Specific Accounting
Principles &
* the Methods of applying

e Basic Requirements of

AS-1

v
All Significant
A/c Policies
adopted by

I
v v
Such Disclosure
Disclosure shall be made

at One Place

“Fnzaamental Accounting

Assumptions”

Going Consistency

Concern

Selection of
Accounting Policy

Consider Following 3 Principles
to select any A/c Policy for

v v v

any Transaction or event

those Principles shall form part
Adopted by enferprise in entities should  of Financial l
Preparatign & Presentation be Disclosed Statements

of Financial Statements l l

Business will run Entity has Financial |
For Foreseeable followed same A/c  statements are | | |
Future Policies which it  prepared as per Substance over Materiality Prudence
had Followed accrual Basis not Legal form
in the last year as cash Basis I I I

Always Consider Select the A/c /¢ Policy should
the Substance of Ppglicy based be such that it

Transaction not o Material Consider

its Legal Form  Facts Foreseeable
Losses or outflows

of future

Under
Financial
Statements
disclosure is
generally made
in “Notes to
Accounts &
Significant
Al/c Policies
Statements”

Without the
disclosure
of A/c Policies,
Financial
Statements are
treated as
incomplete

l So that users can
Examples :- Understand &
Analyse the
Financial
Statements & take
Proper decisions

1) No Specific disclosures are required if above
fundamental A/c Assumptions are Followed

1) Inventories Valuation
Method -
FIFO, Weighted Avg.

2) Cash Flow Statement
Presentation -
wDirect Method &

\/Lm‘lirect Method

2) If Fundamental A/ umption are not
followed by entity tharf Fact $hould be disclosed.

e Change in Accounting Policies
I |
Entity can change its A/c f change /

Policy when any one out of n A/c Policy
three Conditionls are Satisfied :- |
I I
(D] (or) 2l 3)l Material in Non-Material
Adoptions of Adoptions of (or) Change in A/c Current in current Period
different A/c different A/c Policy would Period but Ascertainable
Policy is required  Policy is because ~ result in more | in later Periods
by Law/Statue of Compliance appropriate | | I

with Accounting ~ presentation Amt Amt not
Standards of Financial Ascertained Ascertained Fact of Such
change in later

Requirement Statements. I I .
W Amount to be Fact that Period should

disclosed amount is non- be dlsclosed.ln
ascertainable Current Period

should be disclosed
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An Asset

| | |
Held for 1In Proces Materials
Salein  of or Supplies
Ordinary Production to be
course for Sale Consumed
of Buss. ‘(ﬂ!i’ in Production
(F.G.) (RM) a¥

i K "éuﬂ
' oY ,
QU'\'J‘ e

e Non- applicability

Measurement
of Inventory

1) WIP under Construction
contracts (AS-7)

2) WIP for Service Providers
Such as Software Development
Consultancy, Medical Services

3) Shares, Debentures & other
Securities held on stock in Trade

( Frraneiad T
4) Livestock, Agriculture &
Forest Products & Mineral
Oils, ores & gases.
(They are measured at NRV)

!

COST

Purchase Price +
Conversion Cost + Oth&r Cost

N R

Labour Prod OH . k,( m(u\'

NRY of
Finished Goods

Fixed Variable

¢ Towerd™)

:d”e d‘“d m |
= | |

NRY of Raw material

v

NRV
Estimated SP (-) Cost to Sale

v

Estimate NRV Best evidence:-
Sale event after BS date

NRYV of WIP*

NRYV of FG Y480 not measurable

OH Ry OH

excep always

Actual production
is more
NG

Intha case use
Actual Capacity

Est. SP of FG
(-) Cost to Sale

/\'/Q /}\N&:/T
«M < e ‘;‘__A;tual Cost

(-) Est. Further Cost
to Complete fe \So
730
If NRV'of
FG is higher
than Cost

Measure
RM at

Measure RM at
Replacement Cost or

Depends on
Nature of Inventory

N

Not ordinarily
Interchangeable

Specific Identification
Method

(Cost sheet of each

& every inventory
shall be taken into
consideration)

\ /
Ordinarily
Interchangeable

= Historical
Approach ,

Retail
FIFO WAC plice

How to Use?
SP is to be

/\ cu as‘r')‘\ II"isted with

If NRYV of
FG is Lower

When to Use?
when there are

wide variety
of Products with
similar margin

Or Cost of RM
whlchever is Lower

(ot = LP- G,

Bavtr Pant™

1) Trade Dis. vs. Cash Discount

when
actually
sold

While Valuing

By way of
Debiting to

Trildiy/c

Closing

on-Historical
Approach

Standard Cost

How to Use? /

Standard Erice of
a) Material—

b) Labour =
¢)O/H —

are taken and
they are regularly
reviewed based on
revised prices

When to Use:-

Cost records are
maintained properly &
every product is having
diff profit margin

Stock at NRV

c
W’f{«; _Qo)!-b

()Q& ‘f Allocate the total Cost

\~Consider

m Conversion of PPE into Inventory

When such PPE is sold regularly after
using in the ordinary course of business

By way of

Dew

Sale of such PPE shall be booked as

ale of Inventory on Gross Basis
3) Spares/Tools/Equipments used in PPE

If it fulfills
criteria of AS -10

Then treated as PPE,
may be as a separate

component only if amount
is material

If it does not fulfil
the criteria of AS -10

Expenses out as
Inventory
as per AS 2

Allocation of Cost t¢ Joint Products
& By-FProducis

Joint Products By Products

NRY of By-Product
of Conversion in ratio of i educed from

2 D.C il
relative Sales Value either at value the
\)Sﬁge of Production Process Cost of Main Product
when Products becomes

Separately Identifiable
Or

\_2J at the Completion of
Production




CA Vishal Bhattad's

VSMART (U CA. Jai Chawla

ACADEMY ADVANCED © 7887 7887 05
— For Most Recent Updates Acco““-rs : Most Recent Videos

Join our Telegram Channel Subscribe

CA. Jai Chawla CHARTS § Vsmart Academy channel &

Scan QR to Join Tube CA. Jai Chawla channel
Telegram Channel

i
© with the Authors Printing and Pub| i ts with the Authors

. e . Methods of Preparing Cash Treatment of
Applicability 9 Important Meanings 9 Flow from (fpe,.. fct. Important Items

v v v v v -
SLIDUDIOLE G L Cash Operating Financing Investing Direct Indirect (1) Foreign Currency Cash Flows :-
all Companies

Equivalents Activities Activities Activities Method Method Must be recorded in Rtﬁf "
l ¢ ¢ ¢ ¢ @Q\;"‘e . ¢ Reporting Currency

. . n el R . FC Amt. X Ex. Rate on date
Except :- Held for Meeting Main Revenue  Activities Related Outflows to  gep ¢ Major class of of Cash Flows
a) One Person Co. (OPC) Short Term Cash G%eil;?_ﬁngf t (Capitaln& aliquire lflesources Recei.pts & Payments . . . . o
b) Small Co. Commitments & activities o (Borrowings (Assets) for are directly taken (2) Companies having Financial Activities

¢) Dormant Co includes Short an enterprise Generating Future into Consideration as Main activity then :- ga-nv_(NeFQ[ £
’ Term Investments:- l Cash Flows & Incomes ¢

* Investments Must be Examples :- Example :- Examples :- kot Elll s

easily Conver(t-iblejntoo Sale of Goods/ * Issue/Buy Back ¢ Purchase/Sale g:;flrilcet:;:SRiLlated
Cash (HJ&_) """) . Services . of Sha.r.es/ of Fixed As.sets o QT (3) Taxes on Income :- Must be reported
* Has low level of Risk = Fees/Royalties Securities * Investment in e e under Operating Activity except if it
in Changes in Commission * Redemption of Securities/Shares could be specifically related to Investing/
Market Value * Paid to Suppliers Debentures or ¢ Income from above

Financing
of Goods/Services Bonds Shares/Securities . .

. E le: - tal le of Asset

Generally, Invst. having short * Interest paid * Dividend Incomes Sﬁ:ﬁlgeetrancs?gl ::) I(I;lilflel;t(i): SZ;O e
Maturity of 3 months or less on Borrowings B
are Calell & Casthquivalents. * Bank Loans ) ACquisitions/Disposal of Business
(3427 o 2573 W-ﬁ’(}). o e D . * ye .
e * Dividend €aid) Units/Subsidiaries :-

Dividend Received
Interest Paid/Received

shall be covered undgtr Operating Activity

Divd Tn

WE‘T_‘ NPBT (or) Items Operatiffg Items - (Ps~A%) changes adjustments deducted at Last item not related to _ “xcfivities Separately
e NPAT (or) ¢ * Interest Exp. (Fin.) under Invest/Fin. Act shall
() TTox provivien ¢

¢ T : : - : : ' —
&) Tad, Teeon 1 Start either with 2 Eliminate Non Cash 3 EliminateXon ... 4 Working Capital 5 Tax Paid shall be 6 Any Extra-Ordinary ust e shown a

Retained Profits .. . * Interest Income (Inyst.) Operating Act. be +/- at Last
N_’_——P AT ¢ * Provision for Tax (if started CL L o Sale@ CAT Deduct £ 4 ¢as

: from Retained Profit or NPAT)
&) pref. Divey . LEH Y R transferred tc.(ap CA Add
¢-) €y, Divd Retained Profits=  * Dividend P%‘?Hf @if ;Z?arted ¢ ¢ (If Extra-ord. Income/ Exp. is
(=Y T o G Closg Reserves from Retained Profits) CL T Add already transfer to P&L a/c

O P a2 V"‘& (-)Openg Reserves * Depreciation always glo niid to E!lflg{nat:,l CL ¢ Deduct then first its effect must

RIE (if started from Retained profits) transfer to
; * Revaluation loss on FA sz P2 \uer Cap. Reserves)
L? Transfer to P&L (AS-10)
Diffevence bet * Prem. on redemption of Debn/
U’-‘ﬁj Bel of Paf Pref. Share (if started from
B op Bet o P Ret. Profit) > 0o~ Beduckibie

3 Continued to next ...
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Tax Paid shall be shown under
Cash Flow from Operating

To Calculate Tax Payment,
we should prepare following A/c

Net Cash Inflow If nothing is specified about
means Cash Generated Cash Sales & Cash Purchases

& then we would always Activities after all Adjustments

Treatment of Dividend
Declared or Payable

v v

Net Cash Outflow assume the Total Sales &

means Cash Used

Purchases in Credit Only.

(Refert Q201)

(Sabse Last me likhna hai)

TAX A/e

To Opening Balance of Advance Tax

To Cash Payment of Tax
To Closing Provision for Tax >

CFob

) Loytme

By Closing Bal. of Advance Tax

RIE [NPAT
() Tax prov:

By Opening Balance of Provision for Tax
By Tax Provision made in CY thry P&L

Opening Dividend in BS
Must have been paid in CY

i.e. Cash Item Should be

Closing Dividend in BS
Non-Cash Item, it should
be eliminated from st

deducted under Financing Act. “iisssllame Retained Earning

under Indirect Method.

Pre-acquisition Dividend
received on Investments

Should be deducted from
Investment A/c while preparing
the Investment A/c in working
note and also it should be

eliminated fro

It is not income, it should be
deducted from Investment A/c.

If it is wrongly credited to P&1,
then a#® back from NP
Q> —

(B #t

If Debentures are shown in BS
with % of Interest is also given
even if nothing is mentioned
about interest then also we
have to make adjustment
of Interest.

s Towectmont- ( Pre Py, DiIVS)

TTo P8R (Ppot Bey, pivd)

cro*

If Debenture or Pref. Shares are
redeemed during the year
BRI if Such premium is
written off from P&L,
then in such case Premium shall be
added back under Operating
Activities as elimination.

If Nothing is mentioned then
always assume that Premium
is not written off in the P&L A/c

v

For Capital Projects
Investing Activities
If such grant is amortised in P&L
Then less back under

Operating Activities

v

For Revenue Expenses
Operating Activities.

If Already transfer to P&L
then no need to eliminate under
Indirect Method.




AS 4 - Gontingencies and Events Occurring
after the Balance Sheet date.

CA Vishal Bhattad's

VSMART
ACADEMY

For Most Recent Updates
Join our Telegram Channel
CA. Jai Chawla

CA. Jai Chawla
(© 7887 7887 05

Most Recent Videos
Subscribe
Vsmart Academy channel &
CA. Jai Chawla channel

CAINTER
ADVANCED
ACCOUNTS

CHARTS

Scan QR to Join
Telegram Channel q
© with the Authors Printing and Publishing ri

o Meaning

Any Event that occurs

After the BS date &

Before the Date when Fin. Stat. are Approved
is called Events Occurring After the BS Date

|
|

01/04/20xx
Beginning of FY

30/06/20xx
FS approved by BOD

31/03/20xx
BS Date

If any event occurred during this period
then Fin. Effect of these_events shall be
adjusted or disclosed on BS date.

Examples:
nsolvency of a Debtor
eduction in Value of Investments
Fire occurred in the premise resulting losses

Types of Events

Adjusting Event

v

Those that
provides evidence

of Conditions
existing on BS date

"

Occurrence of
event confirms the
condition already
existing on BS date

v

Non- Adjusting Event

v

Conditions not
existing on BS date

Instead, New
Condition arise
after BS date

v

Adjusting Event Non- Adjusting Event

1- Adjust Related
Assets/Liabilities

Only Disclosure is
Required in
Notes to A/C
2- Second Effect on

P&L a/c

v

For Example-
Recognise Loss or Make
Provision in the Books

e Some Special Cases

h‘c«-/\

Dividend Declared
after BS Date

Treat Contingent
Liab. on BS date &
disclose on BS Date

10X

Going Concern affected

due to occurence of
Non-Adjusting event

!

Treat Adjusting

Event & Adj the all the Assets &
Liabilities at

R ealisae alue

0
! !

\/ﬁljusting Event Non- Adjusting Event

v "

A Tnsolvency of Debtors A Reduction in the Value
Litigation Settlement after the of Inyestments
Reporting Date for Event | 2-Fire occyrred in the premise
Occurred before Reporting Date
“Detection of Fraud or
Error after Reporting Period




AS-3 Net Profit or loss for the Period, Prior
Period Items & Changes in Accounting Policies
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Net P/L for Period

v

All Items of

v

Profit & Loss Consist of

Income Exp. are Recog.

thru P&L ¢

v

¢ P/L from
except any other Ordinary Act.
AS Requires ¢

otherwise .
Ordinary Act.

Means main
Revenue
Generating
Activities

Disclose separately
such items if according
to Nature or Size it is
Imp. to explain the
Performance of Entity

(ﬂ Examples of Exceptional
Items.:-
1) Reduction of Cost of Stock
to NRV
2) Litigation Settlement
3) Disposal of Fixed Assets

(or)

Long Term Investments
4) Retrospective Adjustmeny

Extra-Ord.
Items

‘

SlIncome or Expenses
SClearly distinct from

Ordinary Activities

S Not expected to recur

frequently

'

Always Separately
Disclose

the Nature & Amt
of Such Items

'

Schedule III also
requires to present
Extra-Ord.Items
separately

e Prior Period Items

Income or Exp. of P.Y.
arise in C.Y.
Due to ERROR OR OMISSION

| '

1) Wrong % of Depreciation
2) Wrong Provision of any Exp.

¢

Separately Disclose
the Nature & Amt. in P&L
and in Notes to Accounts

For Ex.:-

2 Loss due to Earthquake

< Govt. Grant Refund
2 VRS exp.

e Changes in Accounting

v

Estimates

v

Approximation of
Amt. when measurement
basis is absent

v

Disclosure:-

- Nature & Amt,
having material
impact on Current
& Future yrs.

- If not Quantifiable
then Disclose Fact

v

Ex:- Change in
- Provision for Bad Debts
- Life of Depreciable Asset

Neither Prior Period Item
Nor /
Extra Ordmary Ite

Always give Prospectlve
_Effect

v

Policies

v

Departure from
previously adopted policies

A

Required by

Statue

T

OR e
To Comply
with any AS
requirement

OR

or more
Appropriate

v

Disclosure:-
- Changes having
material impact

- Impact notin _—"

CY but in future

- Disclose in year
of adoption /

v

Ex:- Change in Method of
Inventory Valuation
Always give Retrospective
Effect

Jai Chawla
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AS 7- GONSTRUCTION CONTRACTS
Niea
v

Types of Construction Contracts \/Cﬁlbining & SegW

; ' y ; ' !
Fixed Price Cost Plus Two or more Contracts A Contract of Multiple Assets

Contract Contract shall be Combined if - to be treated Se ontract
(Full Price or Fixed (Cost + some % of A7) Negotiated as a Single for each Asset - if —
Price P.U. of output ) fixed amount) Package (or) vSeparate Proposal for each Asset & of Completion?
\@ All Contracts are Part ¢y Separate Negotiation & (2 ways)

of Single Project (or) Ly Ability to Reject/Accept partly &\)a’Cost incurred till date ( WK (‘w,'ﬁul + WK

(c) All Contracts are A Cost & Revenue Identifiable UnCcrd“-'ﬁ"'Q

Performed Continuously of Each Asset

don 40
€ath U“"') If Additional Assets are Introduced

in Existino Contract

Scan QR to Join
Telegram Channel

© with the Authors Printing and Pul hin, ights with the Authors

Method allowed for
Recognition of Revenue

Is Outcome of Contract
Estimated Reliably

s e (oD

Continue with ‘% of Revenue to be Recognised
Completion method’ for =
Revenue Recognition Cost incurred till date to the

extent Recoverable i.e
No Profit/Loss

plicable on

Accounting in the books of Contractors

Percentage of Completion Method
(Recognise Revenue P cm
w.r.t. Stage of Completion)

How to Measure Stage

Total Estimated. Contract Cost; or

2 Survey of Work Performed
(Based on Engineer Report)

Disclosure Requirement

(oo )

(+/-)
\AVariation Amt j,_
(+) .

e L
\),ncenti\(fis)(if any& . {
\}Xﬁ'ratl((il)l Claou‘s'g grs
\_ | /Penalties /j

\Anitial Agreed Amt_C.

4 N
oo I

Direct Specific Exp.
(+)
Allocable General Exp.(
(+)
Customer Specific Exp. d

Incidental income (not

included in contract revenue
\! ))

e

/

- \/T?eﬁeparate Contract

v v

Combined Contract

(T. Differs Significantly
in Design/Technology/Function (or) @
2. Price Negotiated Separately

Actual cost
Incurred
during the period

v

If Estimated total

Il
Contract cost \f ‘\(‘

Exceeds Est. Revenue

Total Revenue ---- xxx
- Total Est. Cost ----xxx

Total Loss GO Doy

- Loss Already XXX .

booked
()

Excess Loss
Make Provision
Immediately through P&L

Book Immediately

\

\)/Co/ntract Revenue & Contract cost
Vl./Sﬁlge of Completion-Method followed
_->7Amt. Payable to Customer & Receivable from Customer ¥¢
'_/tﬂde. Received from Customer
~ Retention by Customer
rofit recognised

\/7.,Pr0/gress billings

0
%fwﬂqb{c +o (av) £€(UYU“-0H<

&)ﬂ- tcword 1 dafe
+9 ij- N =
) ij. Low = @2¥9)
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o m e When to Recognise Revenue?
Common Principle

Revenue From ¢

¢ 1. Profit on Sale/Settlement or W \
l \/ ¢ ¢ Revaluation of Fixed Asset or Liability l ¢
Sale of Goods  Rendering \/ln/terest/Royalty/D1V1dend 2. Notional Gains in value of Current Assets Significant Risk  Entity does not Retain i Stage of Completion

of Services from Enterprise Resources 3. Revenue Recognition covered in other AS & Rewards of any Effective control Reliably i can be Measured
used by Others i Ownership is over Goods Sold Measurable Reliably in case

d nor any Managerial of Services
Involvement

If Any one Uncertainty arises later
is uncertain

Make a Provision, DO NOT
Postpone the Recognition Reverse the Revenue

Some Special Cases of Recognition of followin : . How to decide if Performance
Revenue Recognition @:"f . e 8 S e SUGRES Al KO I is Achieved?

l ¢ \/ l “/# . ¢ 1) Mere Postponement of delivery l ¢
Interest Royalt D \ »
Sale of Goods Services Rendered neres B ividend - Doesn't alter period of Recognition Sale of Goods Services Rendered

¢ ¢ 2) If Insignificant part of work is done T for of | Contract Fully C leted
- . Time Prop. Accrua When Right - No need to Recognize Revenue - lransier o - Contract Fully Complete
- Bill and Hold Sales msta“atwn Fees . > .- Property in Goods - if Short Term Contract

- When the buyer takes title, - With referenge to the Stage EBasis FO Recen:e
~=ds Shioned Subiect t f Combleti is Established . - .
<G00ds Shipped subject to ot L-omp et-‘-Q-n-—_ - 2. Risk & Rewards of X Proportionate £ompletion
Customers’ approval . Media Commissions > Ownership are -if Cong Term Contract
- When the buyer formally - When the related Advertisement Substance i.e When Transferred —

accepts the shipment appears before the Public. g 7<'”‘ of the dend
4-Consignment Sales \/Mﬁition Fees <§greemenb M 3. No Effective Control
- After the buyer sells - Over the period of Instructions/Lectures withseller
to the final customer. ATranchise Fees —_—
ash on Delivery Sales - Depends on Agreement.
- When delivery is made & __5-fees from Development of
Cash is received by the seller Customized Software
(eg. Flip Kart) - With reference to the Stage of
Completion, including the Post-delivery
service support stage.
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Initial Reg. at Cost - Different Cases

Subsequent
Expenditures

‘/6 \{ Recognition ..
of PPE f¢

Tangible Item Exchange

N\

Held for Usein Expected
OProductio ,g to be

QSupply used for
S Administration 12M

Initial
Recognition

v

At Cost

Conditions

v

a) FEB probable
to flow

b) Cost-Reliably
measured

1st Prlorlty

(or)

FV of Asset
or
CA of Asset

Rental more than

Decommissioning

FV of AssetGiven up

2nd Prlorlty - t,g&
Recelved

@tﬁjmwl HY I
Beyond Normal

Credit Periods Price
Grant e

m
- «wm"’ l

AS 12v» Cash Price
Equivalent

It means at

Entire Price
shall be

the ratio of FV_

— Free of each PPE

Purchase
Cost + Non
Refundable
Taxes

® Bearer plant is PPE
® Biological Assets for
agriculture purpose - Not PPE

if FV not
available or

or Restoration
Cost

Directly Dttt

ttributable
Cost i.e Labour, Substance
Testing Exp., -
Installation < [vw) f oo No

€re DfcC

Out of scope of PPE

< Lease, Biological. Assets
< Held for sale PPE
O Exploration & Evaluation Expendduts

Rearo| Umid be

when there is Lack
of Commercial

PV of Future
Outflow

Finance Cost Charge
to P&L A/c

P2 6

Cwl -
Actual
Acq.
Cost

—

o1~
A\~

?v;itf:a-
Ve v
" PPE V.10

To Retenv fo

ovd Busver gty +y dm\,\
6°'°J|Qﬂ'\ h’”q‘

PQH-M‘J

tnguaradvoa (o8t
emotfouad 8 Adv: Exep
Taih'ed cpwab‘rﬁ Lotos
OQOJ'&A CM-F
Nmoxmﬂﬂ Lotcen
Lot up ( Legodl eup)
Tdesun ol
0‘?\-( (G?ﬂ“g Mm-]QQ\DQ

-|'o Qyr Yeuduee.
(ns+ ppE)

IE nvt -edaked,
o age

(‘rmey ke ppE)

Qeé\“‘m:MUAQ—— R Head o Sale
l >

Neot v PAadve VAC

N o 'Dexf:vxedoa!"-'w
Lol

hoe

aB\/w

Apply AS 19
vy | 4

Lower oF
a) v

apportioned in "’) Prof

) NRY

|
Consolidated F.lease
Jes

N e Day to day
ervice Cost

Replacement
& Major

MLP

«r%f

e n,_!" criteria meets
Soad

Previous Carrylng
Amount if any
De-recognis

Inspectlon(o\;&m‘, of components

1
On components
wise-based on
Estimated life

.«

en3 ),

2
At end of B/S m
Dep. Method
@ @\-@'UJd Lo
bovsed an
3 Sguli¥le
If any change arl e

then i GFF' F € .6

Estimate

Prospective
Effect

OR

Residual value >CA  Earlier of:-

—

a) Retired from active use
& Held for sale
or

%;De-recognition »f PPE
off/so

Gh'wrﬂm(’em C«*—'—QF BQP

PPE ¢ avallable
e Ui
Readn 4o 18

Continued to next ...
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Measurment at
B/S date

Res

Cost
Model

| |

Revaluation

Original Cost

igi @at Measuremen
(-) accumulated ~date

Depreciation (-) subsequent
(-) accumulated Depreciation
Impairement  (-) Subsequent

Impairement

@M ¢ (%&5)
.
e

o Revaluation

Gross

Adjust original

cc Dep
by % of
change

1 Techniques:-

N\

Net

X

Acc Dep shall
first be W/off

with Org. Cost
then Net Carrying
amount shall be
Increase/ De{:rease

PPE Dr.

To Acc Dep A/c
To Rev. Surplus

et Chy

F-q:':r\ra.b:&

2 Transfer Rev. Surplus
to Retained Earning

”&‘?‘ky““\

Equal to Excess
Depreciation

if PPE is being used
(ophm.l)

b/

a
Transfer full amt,
When finally

disposed

3 Treatment of Revaluation

N

Gain

Revaluation Exception:-
If Earlier downward

surplus

then this Gain

shall be transfer to
P&L to the extent of Loss

Loss
a) P&L
or

b) If Rev. Surplus
exist then transfer

to Rev. Surplus

9 De-Recognition
of PPE

N
Qcmbvv F‘M

Eooxn

Loss/Gain -
P&l a/c

Change in

Existing De-Comm. Liability

Qf vr'se d

00 per

v

PPE is Under
Cost model

v

(A)

Increase in Liability (Loss)

Uyef

PPE A/C Dr.
To Provision for De-comm. Liab A/

QQ'\/OJL&GJ‘)‘CM

regreny

{nZS-nF
C}n&wﬂe

F}\/

%

o
G\’({?Q
e

Annved

R-C

heffh(‘

(B)

Decrease in Liability (Gain)

C Prov. for De-comm. Liab A/C Dr.

To PPE A/C

(If Decrease is More than C.A.
of PPE than difference

A/CD
PPE shall be Reduced to
the Extent of its Book Values.

Remaining Gain should be
transfer to P&L a/c

Gain a/c Dr.
To PPE a/c
To P&L a/c

QY

10

e\fo.fJ-/‘QHQN\

6l

Revited

Teun

PPE is Under

Revaluation Model

v

v

©)

Increase in Liability (Loss)
Setoff the loss with
Revaluation Surplus if available
& if loss exceeds the available
Surplus then transfer the Excess
loss to P&L A/c

Revalyation Surplus A/c D@
Profit and Los A/c Dr. %<
To Prov. for De-Comm. Liab. A/c

If Earlier Loss was transfer
to P&l then this Gain should
be First setoff with P&l

Provision a/c Dr.
To P&I (to the extent of earlier loss)
To Revaluation Res.

v

D)

Decrease in Liability (Gain)
Transfer the Gain First to
P&L to the extent of any earlier
Revaluation Loss which was
Transferred to P&L A/C.

Remaining Gain transfer to
Revaluation surplus

rovisj
23 To Profit and Loss A/c
-\""d ¢ extent of earlj

To Revaluation Surplus A/c




AS 11- EFFECTS OF CHANGES IN FOREIGN EXCHANGE RATES

CA Vishal Bhattad's

VSMART
ACADEMY

For Most Recent Updates
Join our Telegram Channel
CA. Jai Chawla
Scan QR to Join
Telegram Channel

CAINTER
ADVANCED
ACCOUNTS

CHARTS

(S
© with the Authors Printing and Publishing right

o Foreign Currency Transactions

\-Keporting \_foreign v

C C Means First Initial
uriency Urreney”  Time Recording U Recognition

In Which Financial

Statements are
Reported

Reporting

(i
Currency Spot Rate

(rate Prevailing
l on Transaction

Date)
Items of Example :-

S Assets > $
2 Liabilities €
< Incomes <~ £
< Expenses —

Non-Monetary Items
which are measured at ¢
Other than Cost

Apply Closing Rate
@ Measurement Date

R

Subsequent Measurement

Hedge Means -

CA. Jai Chawla
© 7887 7887 05

Most Recent Videos
Subscribe
You \ Vsmart Academy channel &
[ CA. Jai Chawla channel

ith the Authors

9 Forward Ex. Contracts

4
To Cover Risk of Loss on\

Hedging

e
Speculation

On Every B/S Date

v v

Translate FCMI*

\

Closing Rate

Treatment of Ex. Difference

ented ¢
in Reportin

Currency

Short Term FCMI

Assets or Liabilities

Calculate Forward Premium €p+
or Forward Discount &air
8 over Contract Period

(Forward Premium =
SPOT Rate (-) Forward Rate)

Immediately

ﬁ }(e&
Monetary Items

orward Premium is Expens

. . Debtors «”
Forward Discount is Income

Bills Receivable v~

P {u‘qb -‘C:xca

l

Long Term Foreign Currency Monetary Items

Which are_to be Settled bevend ,LDQMD '
12 months from Transaction Date

Advances L~

Prepaid Exp.,.””
Creditors ¥~

Ex. difference
Always

* FCMI

Foreign Currency Monetary Items

Ex@e:-

AN

Either P&L

Assets & Value is DL B Receivable or
Liabilities or |9V i under the Contract Payahle in

Foreign Currency

Apply Para 46

|

Loans Taken o~

This Option is Irrevocable i.e. once
Applied shall be followed always

1 or
If LTFCMI is Related

to Depreciable Asset

eg.:- Foreign Loan taken
to Purchase Machine

-

Example :-

1) Cash /Bank

2) Debtors/Creditors
3) Loans

@ to Carrying Amount
)

i W rom Carrying Amount (C.A.)

l\

* Depreciation for further Period Shall

be Charged to Revised C.A.

If LTFCMI is Not Related
to Depreciable Asset
eg. Foreign Loan taken
for working Capital

Requirements

1 iff. A/C; Foreign Currency Monetary items

(nde R&S Head) Translation diffence A/c

Amortise to P&L Ovr the life of LTFCMI

Bills Payable v

Means Tg Earn Immediate Profit

on Foreign Currencies without
Physical Delivery

Calculat@n Settlement date
& Directly Charged to P&L

et

Non- Monetary Items

Investment ~"
Buildings —
Land -~
Inventory
Machines =
Furniture <
Share Capital —

—

O/S Expenses o
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o When to Recognise a
GG?

Telegram Channel
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v

Conditions Relating
to Receipt of Grant
have been complied
with.

Grant for Rev. Expenditure
or Revenue Nature Grant

v v

Reasonable When Received
Certainty Treat Liability

of Collection untill Expenditure
of Grant Incurred if any

'

If Grant is Received but
there is no Reasonable
certainty about
compliance of Conditions
then Treat LIABILITY

Grant for
Depreciable Assets

Non cash Grant
(i.e. in Kind)

v v

When expenditure Option - 1
is made then either ¢
deduct from such

expense or charged as
other Income in P&L

Deduct from Cost or
Carrying amt of Asset
&

Charge Depreciation on
Revised value of Asset

(OR) v ! 1

Option - 2 Received Free Received @
¢ of Cost Concessional

Price
Treat Grant as deferred

Income & credit to DGG a/c . ¢
& Recognize at Recognize at

Grant shall be Amortised Nonlll/nal \;a(i:]l/e Actual Acquisition
over the Economic life of Asset (G e ) Cost
in proportion of Depreciation ¢
Fixed Asset A/c Dr.
To Capital Reserve
(No Depr. is required)

o Refund of Grant

(to be shown as Extra
- Ordinary Item as per AS 5)

:

Treatment

v

(a) Any Un-Amortised balance not yet
charged to P&L shall be Reversed
(e.g. Remaining Bal. of DGG a/c)

(b) Bal. if any shall be transfer to P&L

(c) If Grant was earlier credited to CR
then CR shall be reversed

(d) If Earlier credited to Fixed Asset A/c
then to be charged to Fixed Asset A/c.

Grant in the nature
of Prom. Contributions

Grant for Non Depreciable
Asset (Eg. Land & Stock)

Transfer to Capital Reserve (CR) - Ifit requires certain obligations
to be fulfilled in the future
* periods then Amortise over such
* This CR is not Allowed period of fulfilling the obligations
to be distributed as Dividend
(OR)
» Also Not allowed to be
deferred to P&L - If there is no such obligation to be
fulfilled then transfer to Capital

Reserve immediately

12




CA Vishal Bhattad's

, VSMART (- CA. Jai Chawla

-~/ ACADEMY ADVANCED ° © 7887 7887 05
- JFO_" MO_StT Rlece‘nt Uc;ledatesl Aecu“"Ts \ Most RECEIjt Videos

CA. Jai Chawla CHARTS Vsmart Academy channel &
Scan QR to Join CA. Jai Chawla channel
Telegram Channel
© with the Authors Printing and P

o Not Applicable to Types of Investments e Cost of Investment

v v J v v v

Recognition Invst in Retirement Current Investments (CI) Long Term Investments (LTI) Acquisition cost Incidental Costs
of Income Benefit Plans l l l l

From Investments ¢

(AS - 15) Readily Realisable Other than i.e Purchase Cost Ex: Brokerage Fees & Duties
(Dividend / Rent / + CI |
Interest) Intention to hold for 7 v v
less than one year Issue of Asset Right
Shares/ Exchanged Shares
Securities |
v l v if }
FV of FV of Asset Subscribed Sold in Market
Securities Given up or ¢ (Not Subscribed)
Issued FV of Investment Cost to

Acquired if clearly be added v on v
evident General Exception

Rule

Trf. Sales Proceeds If Org. Shares Purchased

to P&L A/c on Cum-Right Basis
e Important Notes o Important Areas &
+ MYV After being

¥ Ex-right is less than
Cost then Reduce Sale Proceeds (SP)
from Carrying Amt. (CA)

* Compulsory Acquisition of shares il v v
of Co-op Soc. Duration Valuation at BS Date Reclassification Disclosure Req.

- Add cost to value of Investment. ¢ | | ¢

* Any Reduction in CA & Reversal CI=1Yr. CI= LTI=  LIItoCI  CItoLTI 1. A/c policy to
- Charge to SPL Or Lower  Lowerof Cost -Lower of - Lower of Calculate CA
Cost & FV l Cost & CA Cost & FV 2. Show LTI & CI Separately

* On Sale- Diff between CA & Net LTI = More (BV) 3. Amt included in SPL
- Charge to SPL than 1Yr. If Permanent 4. Total MV of
decline then Quoted Investment.
5. Total value of
l Unquoted Investment.

then reduce
the CA

13
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T’ror => Transferor

o EETIENTIIED
I
v v

T’ree => Transferee

o Books of Tree Co.
(AS-14)

|

GY reument ot
I

v v

II" Priority Books of Books of +
Net Asset Method Tree Tror In the Nature

I I I Purchase

I
1) Types of Amalgmation
I
v v v

Merger Aborption Exter. Reco.

I" Priority v
Exchange Ratio Method In the Nature

of Merger

When to Use?

A+B=C A+B=A A=B

2) Parities involved

All Assets / Liab. are Taken

How to Use?

When only Selected/Specific
Assets / Liab are T.over (not all)

Assets T. over - XXX (mp)
(-) Liab Assumed - XXX (Payable)

1. Bus. Pur. a/c Dr.
To Liquid. of Tror

2. Liq a/c Dr.
To ESC a/c

1. Tree a/c Dr.
To Realisation

2. Eq. shares in Tree
Pref sh. in Tree

v

When there is
no Merger then
it is Nature of Purchase

’\,-

v :

Transferor Transferee

v |

_PC To PSC a/c

To SP a/c

Applv D d To Cash a/c
pPply Deeme .
Selling Co. Buying the - Apply the Same Ex. Ratio (Discharge of PC)

Business (NA) - Fraction if any ¢ ¢
\ pay in cash PC > NA = Goodwill

AS-14is PC < NA = Cap. Res.
applicable

Cash
To Tree a/c
(Receipt of PC)

Hint :- How to check Purchase Nature
1. Assets / Liab may be taken

over at MV
2. Only Partial A/L may be Taken over
3. PC may be in other than Eq. shares

ﬁ{esult of Purchase Method
PC Discharged XXX
(-) NA Acquired — XXX
Goodwill/ CR

Exchange Ratio Not Given
Given I

3.PSHA/C
ESH A/C
To Eq sh. in Tree
To Pref sh. in Tree
To Cash
(Distribution of PC)

MP/IV Per share [Tror]
MP/1V/issue Price [Tree]

Shareholders of
T’ror
get PC

How to

T’ree gets Net Calculate IV?

+/- Liq. Exp
Assets

born by Tree
+/- Unrealised Profit

\an Unsold stock

XXX

All Assets
(-) all Liab Payable Value
(-) PC to PSH |

Net zikssets Conditions (All Conditions Must be Fulfilled)

- v v v -
AllA/L at same At least PC only Same Buss.
Mustbe BV 90% External  in Eq. shares Must be

Taken Over Eq Sh. Consent Carried on.

XXX
Net G/CR

No. of Eq sh.

ﬁesult of Pooling of Int. Method\
PC discharged XXX
(-) NA Merged XX
(-) Reserve Maintained — XXX
GR /P&L

+/- Liq. Exp XX

+/- Unrealised Profit XX
Net GRIP&L /

14

Continued to next ...
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Inter Co. Stock (unsold) Inter Co. Debt
Tree Co. is making settlement o 0 Lot Lo ehs

e Treatment of Reserve & Surplus
of T’ror in the books of T’ree with Deb” Holders of Tror

| Cancellation of Inter Company

v v

Book the Liability Settlement Entry
towards Deb" Holders l

Purchase
Method

v

Ignore all Reserves
Except
Statutory Reserves

v

Amalg. Adj Res. Dr.
To St. Res.

Note : Amal. Adj. Res. Must
be shown Separately
Under R&S in BS

.

Pooling of
Interest Method

v

Maintain all Reserves;
Statutory Reserves
& Other Reserves

'

any Diff will be adjusted
in Free Reserves

'

Example of Statutory Reserves
1) Investment Allw. Reserve

2) Export Profit Reserve

3) Revaluation Reserve

4) Tea Development Fund

at Agreed Value

v

(Under 2nd entry
of A/L Recog.)

Deb" Holders a/c Dr. (Agreed Value)
To New Deb" (Face Value)
(Diff in above - Goodwill/CR/FR)

Stock in
Transferee Transferor
Books Books

v v

Upstream Downstream

v v

G/w Dr General Res. Dr
To Stock To Stock

(if Purchase
method)

Stock in

General Res. Dr
To Stock

(if Merger

method)

Only Profit Component.

Merger & Purchase Both

Loans / Payables

V

Give Opposite Effect
to the Original Entry

'

Payables A/c Dr.
To Receivables A/c
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Applicability Types of Employee Benefits

v v v

Short Term Other Long Post
Employee Term Employee mployment
Benefits Emp]oyee

¢ Benefits
Eg. Long v
Term
Bonus Plans

Payments Benefits

h 4
Flop

«~ Eg. Salaries, )
_~ Incentives Eg. Gratuity,

Provident

Always Charged
to P&L in the

v

Terminal
Benefits

Eg. VRS
Expenditure

v

Always Charged
to P&L in the
Year in which

Classification of Post Employment Benefit Plans &
Other Long-term Employee Benefits

Accounting for DBP

Recognise

Defined
Contribution Plans (DCP)
> Employer’s

Contribution is Fixed
2 Actuarial & Investment

Risk is on the Employee
2 Actuarial Assumptions

|
Defined Benefit (’YNM’ .

Plans (DBP) DEFINED BENEFITS PLAN ASSETS

< Employer’s Contribution  QBLIGATION (LIABILITY)
may not be fixed

< Agreed Benefits are

Required to be Provided
under DBP a) Current Service

Through

Through o
a) Contributions

Made by Employer

9 Actuarial & Investment Cost (CSC)
Risk is on the Employer &

9 Actuarial Assumptions b) Interest Cost (IC)
are required

< Expense is Recognised
Based on “Projected Unit
Credit Method”

are not Required

2 Entire Contribution
Expense is Charged to
P&L a/c

Year in which it Occurs

it Occurs

b) Return on above
Contributions™

CSC & IC both are charged to P&L\/Pldw At

CSc Dby, To Bany_
Tec D7
“To Pvovition Foy NBo

Plan Astet- 4
T0 Exp-Re
o/,

Remeasurement

v v

Defined Benefit Obligations Plan Assets

How to Calculate Following Items? _
; ! P

¢ ' CSC IC Financé Income
DBO Shall be Measured as per I;lta;ﬁ:s\(]ﬁuih:tllegilﬁ ; s]l)l;f: + ¢ (Expectganl:::lﬂllzlf sPelgl Assets)
the Discount Rate Revised by !

Actuary & Other Revised Assumptions Defined Benefit ¢ . . i
If Contribution Calculate Six Monthly Rate

Liability Using .
is made &
Same Discounting Bepefits are paid (\I 1 + Annual Rate - 1 )
Rate of CSC. at Beginning of SlX' monthly Rate sl¥all pe
applied on Net Contribution,

year or End of year A Mt
then take Annual Rate. if Contribution is
made & Benefits are

paid in Mid. of year.

Discounted Value
of Estimated
Annual Benefits

Calculate on

¢ Any Change Due above Shall be

any Change due to above Shall be Actuarial G/L & Transfer to P&L ¢
Actuarial G/L & Transfer to P&L (Discounting to be

reanma
made

For eg. From Later Year to
Earlier Year

Continued to next ...
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Past Service Cost (PSC)

It means Change (Increase)
in Defined Benefit Obligation
(Liability) due to Plan
Amendments made by Entity
from Retrospectively

g3\ v

PSC is divided into two parts:
7( —TAmortised PSC -
? éc for benefits already ' vested

WO it is expense & transfer to P&L
T (lol

immediately & Increase
DBO Liability A/c

e 2. Un-Amortised PSC -
To 0e° for benefits not yet vested,
L*® it is to be recognised on SLM

basis over the remaining Period.

Curtailment & Settlement

Defined Benefit Liability
is reduced with or without
Settlement due to Modification
made by Employer

v

Gain on Curtailment
shall always be
transfer to P&L

v

DBO Liab. A/c Dr. (Liability Reduced)

To Un-amortised PSC A/c (Bal. Available)

To Bank A/c (Settlement Amt.)
To Gain on Curtailment A/c (B/f)

s 2V

va:s-‘ou\ For DB e

—To %cm:k

| By Ped M xxX
KXX B‘% ~ac e xx %
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v
Short Term Compensated

Absences add
f | et

Accumulating

Leaves
|

No Recognitian
of any Provision

Accumulating
Unvested Benefits
(Compensation through
leaves aganst Un-used
Leaves)

Accumulating
Vested Benefits

(i.e. Cash Compensation
against Un-used Leaves)

el
fut %M_L%m

<YO “provision for
Compensation

Make provision for
Estimated Leaves C|F
& to be used in the next
Period
(Per day Salary X

v

Profit Sharing
& Bonus Plan

|

Recognise Exp. & Not
Distribution of
Profits, only if :-

1) There is Legal or
Constructive obligation to Pay

2) Reliable Estimate
can be made

Estimated Leaves to be utilized)

Pldn Aot e

:1_8 Bal b xxx | By BaX
Beqcf
‘TSEK‘de«/r(»xx ( QO‘CK)
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Definition of
Borrowing Cost (B.C.)

Qualifying Assets (Q.A.)

Any Asset
oo s, |

v v
at takes To get\ For Intended
Ready ) oG

**Substantial
Eg:- IP/PPE/Intangible Asset (Software)

Incurred in Relation
to Arrangement of
Funds, it includes -
(a) Interest Cost

Pertod of Tigle
(b) Other Costs

B.C. Covers Exclusively

v

\JWtiterest: Short term &
Long Term both

Is Inventory a Q.A.?

Inventory must
not be Produced
in Larger Quantities

Not Produced

Ancilliary Cost Such as 3 on Repetitive Basis

Stamp Duty, Processing
Fees - Amortised Part
P Discount on Issue &

Premium on Redumption
of Debn € Amortised Par
'q@i' to the exten

oT Saving in Interest on
F.C. Loan*

and takes Substantial Period

Eg:- Aircrafts or Ships
Manufactured on Special
Orders

**Subsantial Period :- Generally 12months or
more but a Lesser period can also be
Substantial based on Facts & Circumstances

*Lower o

(a) Ex. Loss
OR
(b) Saving in Interest

Recognition
of B.C.

‘s incurred

in relation to:-
Acquisition (A
Construction (C)/

Productio

0 A
{ Capitalis

n Py

hen
ed )
50, 1

e

1 Commencement of
Capitalization

I I I
Expenditure B.C. must Necessary
must be be Activities /§pecific
incurred incurred Should be B.C.

on ACP in Progress. l
) IR nsion One to One One to Many
uspensio Relation of Q.A. (or)
& Borrowing Many to Many
Active Development isInterrupted ¢ ¢

during Extended Period.
Capitalise B.C.  To Capitalise

erruption is
or active Development to a Specific B.C. Calculate:
Q.A. only W. Avg

Capitalisation
. . Rate
Cessation l

Types of Borrowing

A/C/P is Substanfially Completed Total B.C. During the Year

Misc Provisions

Interest on Temp.
Investment of
Borrowed Funds

:

Deduction From Total
Borrowing Cost before
Capitalization & before
Calculating W.A.C.R.

If Completion takes place in Parts, then
Cessation for Such Part of QA only

. . (Take months as Weight)
when the Part is Capable of being

Total Borrowings O/s During the Period

Used/Sold Separately
is Calculated?

Expenditur

on Q.A.
| /

What to do now when W.A.C.R.

Expenditure Incurred till last year
(Including BC Capitalised)

+ Cash Payment on Material & Lab.

+ Non - Cash Exp.

(-) Grant / Subsidy

(-) Progress Payments Received if any

18
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Segments

gran.
Business

Segments (BS)

\/Geographical RR Affected by
Segments (GS) |

v

* Distinguishable Component &
* Product or Service

within Economic Environment &
* Independent Risk and Returns

Product &

services
«BS=Primary
~6GS=Secondary,

Geographical

Location
GS=Primary
BS=Secondary

Both

Or
* Related Group of Product or Services &
* Independent Risk and Returns

/e How to Decide Primary or Secondary?
Check Dominant Sourceff Risk and Return (RR)

BS=Primary

GS=

e Important Terms

v

Reportable Segment = Segment

Business Segment Wise
or

Revenue (SR)

v

Segment
Expense (SE)
I

Geographical Segment Wise

\/¢

Includes

'

{lodkoa \A(ﬂactly Attributable Revenue
\2Allocable Revenue from
Enterprise Common Revenue

o Disclosure Requirements

Total
Revenue
of Enti

Segment
Revenue

Most Imp: (Para 27)
How To decide Reportable Segment?

Important Points:

\Ay Segment which was Reportabl bcoz of

Para 27, such Segment shall be Reportable segment

in CY even though it does not Fulfill Para 27
_~First time Reportable segment = Restate PY Comparative Info

'auﬂca of monfjcmw}-— — Gy Ee:‘}mmr‘
v be %Wﬁd
oRLd G MOijh

Chsice Evoe) qlasughy
\r(— OLGGOO :1'—
L4 EN Para 27

10% or more of all

Segment in loss - —
or whichever is

Segment in profit higher @

(55 10% or more of al S (e
€

External Revenue of = 75% or more

Reportable Segment

of Total External Revenue
If Not

Add More Segments to make
Minimum of 75% of the Total Revenue

19

\,’l{xtraordinary Items

2 Interest & Dividend

(Unless Financing Business)
Gain on Sale of Investment

v

)< Excludes

'

v

Includes Excludes

Vl([frectly Attributable Exly\_,l./Egraordinary Items

ocable Exp. from nterest
Enterprise Common Exp.  (Unless Financing Business)
\3Ater Segment Exp. oss on Sale of Investment
<37 Income Tax Expense
4 neral Enterprise Expense

L-T H\o.,Qev
np s

v

egment Asset (SA)
(Same with Segment Liability)

Operating Asset

~/Iﬂectly Attributable
+ Reasonably Astewiyertbie Ao cable

Note: 1) DO NOT include DTAJ' NTL
2) Take Advances and Investments

when Interest or Dividend
is considered(in revenue.
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> Consolidated FS

Important Terms

v

Related Party
(RP)

v

Related Party Transactions

(RPT)

RP Does not cover

v v v v

Two Comp.  Significant Volume Normal dealings  Relationship between
having of Business with an  with Financer/ One State Control
Common Trade Unions/

(Except for Intra group trans.)

v
Ability to
Control

\

Exercise of
Resources

Transfer of Between

I Directors
(Common KMP)

v v
Whether or
RPs

Agent/Customer/

Supplier/Distributor  Govt. Officials

Entity & Another.

CA. Jai Chawla
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CA. Jai Chawla channel

rights with the Authors

Related Party - Disclosure

Significant not charged

Influence(SI)
1. More than half VP Participation in
Fin. &/or Op.

2. Power to Compose Policy Decision

BOD/ Governing Body

3. A substantial Interest
(20% or more VP)

i.e. Price Involved
or Not

Disclosure Requirements

- Name & description of Relationship

- Description of Nature of Trans.

- Volume of Transaction (in amt or in Proportion)

- Any Outstanding amt to/ from RP.

- Any Provision made against receivables from RP

- Amt W/off or W/back in respect of Debts.

- Any other element of RP transaction to understand Fin. Statement.

Who is Related Party (Para )- 3

v

A) Enterprises that directly or
indirectly Control or be Controlled
through Intermediaries or under
Common Control (Includes)

v v +

Holding Subsidiary Fellow
¢ ¢ Subsidiary

Holding co. holds ¢
& Controls Two Cos. having

Composition of same Holding co.
BOD

Having one
or more
Subsidiaries

v

v v v

v

Exercise Control

1. Disclose Name
& Relation

2. Transaction is
there or not

v

Exercise SI

Disclose only if
transaction is there

B) Joint Venture (JV)

v

Contractual obligation to undertake
Eco. Activity subject to Joint Control

Associate

C) Individuals having D) Key Manag.
Control OR Sig. Inf. Person (KMP)

Relative ¢
v - KMP means
Those having authority

In relation to & Respo. to plan, Direct

E) Enterprises on which
Persons described in

(O) or (D) Exercises Sig. Infl.
(Includes)

'

1. Enterprise controlled by

Individual

- Father/Mother
- Spouse

- Brother/Sister

- Son/Daughter

v ¢ & Control Activities
Investing (Reporting) Not being
Party having Sig. Inf. Subsidiary

on Other Entity orJV

- Relatives of KMP

Investor or Venture for whom
Reporting Entity is JV or Associate.

20

Directors or Majority
Share holders.

2. Enterprises with common
KMP of Reporting Entity.
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o IEEEEES oM
v
1. MLP= Total LR + GRYV + DP v v

2. GI = MLP + UGRV Finance Lease Opbrating Lease
3. Unearned FI= GI less PV of GI I I

4. Discount rate= Substantial Risk & Rewdrds
Implicit Interest rate (IRR) Transfer by Lessor to
Lessee

T
Indicators - (any One)
4. Traf. of Ownership at end qf

until angl unless
any othfr basis is
more systemetic

ption to Purchase at Redu
Price 'Cﬁh‘.ﬂ Letden dVlﬁl
ajor Economic Life Covered
underL. Term “§Y°).
| 4Specialised Asset for Lessee,
can not be Used by others
without Major Madijfication

v v

Lessee (Deemed Buyer) In The Books of Lessor (Deemed Seller)
\Z v
1. Recognise Leased Asset & I I
Lease Liability Non- Dealer Mfr./ Dealer
2. Recognise at PV of MLP* \/ \/
or FV (whichever is lower) 1. Recognise Lease
3. Apportion Lease rent in Receivable at Net Invest. |
| in Lease (NIL) v v
I 1 2. Recognise Finance Income  Selling Profit = |
Finance Principle (FI) as per Implicit Interest ~(NIL - BV of Asset)

Charge (P&L) LENES

U 2 Recognize Finance
3. Initial Direct Cost Income (FT) as per

S Trf. to .SPL OR Implicit Interest rate
< Amortise FI over LT = Initial Direct cost -

4. Charge Depreciation
5. Initial Direct Cost-

S D (L i Expense in SPL always

1. Show as Fixed Asset
. 2. Income - SLM Basis
L.Term : 3. IDC - Deferred & To Asset a/c
Amortised if material
4. Charge Dep.

1. Divide Total Profit into -

Sale and Lease Back
A/c Treatment of Gain/Loss on Sale by Seller = Lessee

v v
Finance Lease Back Operating Lease Back

I I
Defer & Amortise (D&A) Golden Rules
Total P/L over Lease
Term in Proportion of J v ’
Depreciation 1. Loss:- (CA - SP) 2. Profit 3.IfFV <CA

v Always transfer ) (SP-CA) then Recog. Loss

Bank a/c Dr. (Sale Value) (if Loss is Compensated with Immediately in
future Lease Payment then D&A) P&L J/
To Profit on Sale + I Pro R

Upto above FV SP-Fv
Fair Value

v A LSS
Recog. i

Immedi y (SP . FV)
(FV- CA)

o Disclosure Requirement

FL OL OL

1) CA. of Each Asset 1) Future LP 1) Recog. of GI & PV 1) Total Dep.

2) Recog. of MLPs & 2) LP recognized of MLP 2) Imp. Loss
PV of MLPs in P&L 2) Unearned FI (GIL -NIL)

3) Future MLPs 3) UGRV

* DMLP - Min. Lease Payment, 2 LR - Lease Rentals, < FI - Finance Income
2 GRV / UGRY - Guaranteed / Unguaranteed Residual Value, < GI - Gross Investment
S LT - Lease Term < IMP - Impairment 2 IDC - Initial Direct Cost
S DP-Down Payment < CA - Carrying Amount
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om 9 Sale and Lease Back
¢ A/c Treatment of Gain/Loss on Sale by Seller = Lessee

v v
1. MLP= Total LR + GRV + DP v v . .
2. GI = MLP + UGRV Finance Lease Operating Lease Finance Llease Back Operating ILease Back

3. Unearned FI= GI less PV of GI I I ,
4. Discount rate= Substantial Risk & Rewards i + DI &5 A ([, GoldenRules
Total P/L over Lease

Implicit Interest rate (IRR) Transfer by Lessor to Lessee Lessor o o [ G i + i

Lessee o
! 1. Leas: Payment . . Depreciation 1. Loss:- (CA - SP) 2. Profit 3.IfFV<CA
Indicators - (any One) 1. Show as Fixed Asset v Always transfer to P&L (SP-CA) then Recog. Loss

1. Trnf. of Ownership at end of Exp. in SPL . 2. Income - SLM Basis Bank a/c Dr. (Sale Value) (if Loss is Compensated with Immediately in
L.Term 2. On SLM basis 3. IDC - Deferred & To Asset a/c future Lease Payment then D&A) P&L

2. Option to Purchase at Reduce until and unless Amortised if material To Profit on Sale + +

Price any other basis is
3. Major Economic Life Covered more systemetic 4. Charge Dep. Upto above FV

under L. Term Fair Value v

4. Specialised Asset for Lessee, + D&A
can not be Used by others Recog. in P&L
without Major Modification Immediately S

5.PV of MLP=Initial FV (FV- CA) (SP-FV)

o Disclosure Requirement

v v

Lessee (Deemed Buyer) In The Books of Lessor (Deemed Seller)

v v
1. Recognise Leased Asset & l ¢
Lease Liability Non- Dealer Mfr./ Dealer
2. Recognise at PV of MLP* \J \/ v
or FV (whichever is lower) 1. Recognise Lease 1. Divide Total Profit into - FL oL OL
3. Apportion Lease rent in Receivable at Net Invest. I 1) CA. of Each Asset 1) Future LP 1) Recog. of GI & PV 1) Total Dep.
| in Lease (NIL) v v 2) Recog. of MLPs & 2) LP recognized of MLP 2) Imp. Loss

¢ + 2. Recognise Finance Income Selling Profit * FI PV of MLPs in P&L 2) Unearned FI (GIL -NIL)
(FI) as per Implicit Interest (NIL - BV of Asset) 3) Future MLPs 3) UGRV

Finance Principle
Charge (P&L) . Ir Iz:itte:ial S 2 Recognize Finance
4. Charge Depreciation i = Trf. to SPL OR Incor.n.e (FI) as per * QMLP - Min. Lease Payment, 2 LR - Lease Rentals, < FI - Finance Income
5. Initial Direct Cost- ) Am. rtise FI over LT In.llfhc't ?nterest rate 2 GRV / UGRY - Guaranteed / Unguaranteed Residual Value, 2 GI - Gross Investment
ortr v 2 Initial Direct cost - . T
S LT - Lease Term < IMP - Impairment 2 IDC - Initial Direct Cost

Add to Cost of Asset
2 DP-Down Payment 2 CA - Carrying Amount

Expense in SPL always
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9 Measurement & Restatement

Basic EPS

on the Face of SPL ¢
- with equal Prominence
to both
- Negative EPS & DEPS
shall also be Presented

Numerator

Net Profit Available for Eq.Sh.

NP/loss
(-) Tax Exp. (CT +/- DT)
(-) Pref Divd.

- Consolidated EPS & DEPS
in CFS to be Presented

Pref Divd.

(a) Cumulative PSC

(b) Non Cumulative PSC

Deduct the
Dividend always

Dividend will be
deducted if declared

v

Denominator
Weighted Avg. Eq.Shares O/s

Opening N
O/s Shares

New
issue

Bought
- Bafk) x Time weight

!

Public Conversion

Issue

Cash

9 Right Issue see below

Steps
STEP - 1:- Calculate Theoretical Ex - Right Price

(Cum - Right Price)

[ Fair Value XNO of Shares] Right XExcerCISe
Before Right<* Before Right Shares Price

No. of Shares after Right Issue

STEP - 2:- Right Factor OR Adjustment element

= Fair Value Prior to Right (Cum - Right Price)
Theoretical Ex - Right Price

STEP - 3:- Basic EPS
Net P/L for ESH

Debenture or Principle of [ jability
or Pref. Sh.

Receivable
Conversion

[(O/s Eq. Share Before Right x Right Factor)xTime Weight]

+ [Total no. of shares after Right Issue x Time Weight]

v v v

Issuein  Jsuedin Issuein case of
lieu of Int. Eychange Amalgamation

N

on other  Settlement Merger Purchase

Ifoans ¢ from Beg. from

Settlement of Reporting Acquisition
becomes Period Date
Effective

Y SpcilCases
v

A] (i) Reduce Cum. Prf. Divd. - if Declared or not
(ii) Reduce Non Cum. PD - Only if Declared

When
Interest
Ceases to
Accrue

B] Different Face Value OR Partly paid Sh.
- Use Amount of Equity Capital instead of Nos.

C] Bonus / Split / Reverse split -
Date is always irrelevant (time weight always
12/12)

v

Diluted EPS

CA. Jai Chawla
© 7887 7887 05
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When to calculate this DEPS?
When Co. has O/s Potential Eq.Sh.

v

Dilutive

v

EPS Decreases

v

Anti-dilutive

'

EPS Increases

v

Numerator

Diluted NPAESH

NP/Loss + Post Tax _ Savingin , CDT/
available  Saving in Pref. Div DDT
for ESH Interest on on
for Debentures Conversion
Basic EPS

e Example of Potential Eq. Sh.

v

Convertible Debn

Convertible Pref. Sh.

ESOP for Free Portion

Share Warrants

Share Application Money
Pending Allotment

v

Denominator

— WAES for Basic EPS
+
New Issue on
Conversion
of Deb. / Pref. Sh.
_+_
Issue of Stock Option
|_for Free of Cost

X Time Weight
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9 Measurement & Restatement

L onion —
-

Present Basic EPS
- Both EPS & DEPS |
on the Face of SPL ¢
- with equal Prominence N
umerator

to both .

- Negative EPS & DEPS Net Profit Available for Eq.Sh.
shall also be Presented

- Consolidated EPS & DEPS

in CFS to be Presented

v

Denominator
Weighted Avg. Eq.Shares O/s

Opening t
()/s Shares + ) @

NP/loss
(-) Tax Exp. (CT +/- DT)
(-) Pref Divd.

Pref Divd.
(a) Cumulative PS (b) Non Cumulative PSC

Deduct the Dividend will be
Divi:lylways deducted if declared

e => (pporleA VS

9 Right Issue see below

New
issue ~

Bough

éTL
Back

+DTL
~DTH

v

Issued in Issue in case of
hange Amalgamation

TN

Merger Purchase
from Beg. from
Settlement of Reporting Acquisition
becomes Period Date

Effective DO P

Y SpcilCases
v

A] (i) Reduce Cum. Prf. Divd. - if Declared or not
(ii) Reduce Non Cum. PD - Only if Declared

onversion

Date When

Interest
Ceases to
Accrue

Steps
STEP - 1:- Calculate Theoretical Ex - Right Price
Right , Excercise

(Cum - Right Price)
] + Shares X Price

Fair Value , No. of Shares
No. of Shares %
;- Right Factoy OR Adjustment element Vv

Before nghtX Before Right

JONT T T . 18
before BRI

STEP -

= Fair Value Prior to Right (Cum - Right Price)
Theoretical Ex - Right Price

B] Different Face Value OR Partly paid Sh.
- Use Amount of Equity Capital instead of Nos.

C“ Reverse spll -
8lways irrelevant (time weight always

- Basic EPS
Net P/L for ESH

STEP -

[(O/s Eq. Share Before Right x Right Factor)xTime Weight]
+ [Total no. of shares after Right Issue x Time Weight]

H®)

L&V

v

Diluted EPS

When to calculate D ?
When Co. hag O/s Potentlal Eq h.
v

Dilutive

v

EPS Decreases

v

Numerator

\d

¢S Diluted NPAESH

Anti-dilutive

'

EPS Increases

v

Denominator

— WAES for Basic EPS
+

New Issue on
Conversion

of Deb. / Pref.

lssue of Stock Opt%

En

NP/Loss )+ Post Tax  Savingin
available\ Saving in Pref. Div
for ESH \ Interest on on
for Debentures Conversion
Basic EPS

X Time Weight

e Example of Potential Eq. Sh.

Convertible Debn

Convertible Pref. Sh.

ESOP for Free Portion

Share Warrants

Share Application Money
Pending Allotment
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When to Prepare CFS?

When One Entity (Holding)
Controls Over Business of other
Entity (Subsidiary)

¢0R|¢

By Acquisition By Power over
of More than Composition of
50% Eq. Shares BOD

(Voting Rights)

i No Investment
Investment must is appeared in

be appeared in
SFS of Holding

S:WM—Q/ :
\‘To Zom__

Elements of CFS

v v v

CBS CSPL CCFS
+ Notes to A/c

How to Prepare CFS?

v

Line by Line Consolidation

or Merging ol Gl Assets,
Liab., Incomes & Expenses

m‘(\"ﬂj’ o .

Abnormal Items

v

ost of Minority Interest
/eo/ngol (COC) _—(M/)

Sub-Divided always Prepare Prop. Share
into on_Date of in the N.A.
¢ Acquisitions (DOA) of Subsd. (Refer
¢ Point No. 12 in
Next Page)

Analysis of
Profit (AOP) of S

* Pre Acq Period
&
* Post Acq Period

ceen

Co
. Investment Valu@

d Prop. Net AssefST.A.) of S

Goodwill OR CR

Refer Format of
AOP in Page 3 of
this Topic

Investment is Higher Investment is Lower

than Prop. N.A. thanP}Q‘J\J.A.

! v v

Conso. R&S Post Column  Time Adjst.

of H ¢ ¢

¢ Loss = (+) Assume Profit
Post Acq Profit Gain=(-) is llliarned Evenly Loss = (v
Share of H t rou‘g{hout the Gain = (+)_—
in AOP of S car

Before Time ¢
Shall be added Adjust. Make Time Adj. In Pre or Post

of Profit after Column depends
Tax, After Rectification,/ on date o
but before Bonus occurrence 0

& before Dividend Abnormal Items
Always.

—

Restate After
Time Adj.

N
2l (269

(f‘nvﬂ— Qe

o Revaluation of Net Assets of Subs.

Why?

We need NA of Subs at MV to
Compare them with Investments
which are already at MV as on DOA

@ Bonus Issue by Subsd.

Entry already
Passed

Entry not
yet Passed

% Add Back in Post

5) Kectification of Error

Adjust Fost Column
Profit before Time Adjst.

So that we can ge
Rectified Profit

ij? /

Calculate Revaluation Profit
or Revaluation Loss as on DOA

4‘\‘6 /_\Vaso

Transfer to Pre Column
after Time Adj. always

Additional Dep./Saving
in Dep. for Post Acq. P‘:‘iOd/f
Dep. actually charged forPost Period
Dep. that should be charged Post Period ---—- XXX

onw Add. Dep. /Sav1,ng in Dep.

9«@\/&\»@!

Post Column after Time Adj.
Add. Dep =(-) Saving= (+)

23

(05D T

Directly deduct

Column before from Pre Column

< Less in Pre Column
at the same time
e S0

Shared held/by H (with Bonus) X 100
Total Issued Share Share of S (with Bonus)

* While Preparln - Proportlonate@)f S

shall be taken with Bonus Issue aL‘ﬂw’S

S48

Y1669

% of Holding =

Continued to next ...
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Elimination of Unrealised Profit/Loss Dividend Declared &
on Unsold Stock on Inter Co. Transaction Paid by Subsd.

! v
nstream o Upstream—" Declared During the Year Declared in CY on B/S date
(Sale by H to W (Sale by S to H) | I
(Unsold Stock-with S) (Unsold Stock with H) ! 1 v OR v
(Profit Earned by H) (Profit Earned by S) AOP & Received by ~ Lniry notyet Entry Passed
| | . Passed (Not Shown (Shown on
¢ Holding Co.

v v v i) on Liab. Side of BS) Liab. Side)

* Add Back in Post Ac
Deduct Profit Deduct Profit Consol. Inventory * Time Adj a If Pre-Acq Divd. A(+)P A(+)P
from Consolidated  from Consolid. Deduct Profit Deduct Profit e Deduct from Pre Column

R&S' fi lg-se of Inventory  from Post Column from Consolid. or Post Column depends | l Directly¢Deduct e Add Btlck in Post Acq
an )

(Loss to be added) after T.adj figure of Inventory on Period of Dividend & after Time adj  « Tjme Adj
_ (Loss to be added) (Loss to be added) (Lossto be addec from Pre/Post

Deduct under COC Deduct from
from Cost of Consol. P&L of
Investment if H if Wrongly Cr.
Wrongly Cr. to P&L to P&L

by H
@ Inter. Company Debts 2 Oping Bal. o ) @ Minority Interest 11 g Treatment of Pref. S. Capital of S @ Dividend Received by Holding
(Contra Adjustment) o8 R&S of Sub. Missing ¢ v 1
— Prop. Share i
. ¢ Nl:pof Sua;)re in Portion Held Not Held Pre Acq Post Acq
ayable§ a/c Dr. Other _l___ @ by H Divd Divd
T:W)le alc (GR or CR)

* Deduct from Pre Column
or Post Column depends
on Period of Dividend

v v ' v

o Calculation If Negative M/I e Part of Investment Should be deducted  Should be

it ¢ (Coz of Loss) in COC from Investment Cr. to P&L
/ (Para 26 of AS 21) * Deduct Prop. Pref. | of H

— Sh. Cap from
+ Prop. PSC Investment under COC v *

Prop. ESC

+ Pre-AcqiProfit<f The Negative Bal. If actually If Wrongly
+ Post Acq Profi born by H Temporaril deducted from Cr. to P&L a/c

v "’YYMM Investment |
e

When Subsd. starts *

: H . & v
Earning Profit 6’7\{8& })0 nothing, your peguct from  Deduct from
nvestment is Investment  Consolidated

already shown
That amt. of Loss already borne by H shall be y under COC  P&LofH

> after deduction
Compensated with the Profit Share of M/I of Dividend

24 Continued to next ...
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Particulars 34 Pre-Acq DOA Post Acq Total B/S Date

Balances Of R&s XXX XXX (Bal. Fig.) XXX

+/- Abnormal Items Elimination XX)

—
@ms Iss@ +XX (If already entry Passed)

+ Dividend Paid/ Declared @(If already entry Passed)

+/- Rectification of Errors
Bal. of R&s

+/- Time Adjustment

Balance

+/- Abnormal Items

(-) Dividend XX

+/- Revaluation Of Assets XX (Additional Depﬁaving in Dep)
[

Balance XX

+/- Elimination Of Unrealised
P/1 On Unsold Stock (Upstream Transaction)

Final Balance lo1D ﬂ Cd=oH

XX

Holding’s M/T’s Holding’s M/T’s
Share Shares Share Shares
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Imp. Definitions

2 « Difference between A/c Income & Taxable Income

Accounting Income -
_PBT asper P&L a/c

v

Permanent Diff.
Arises in One Period
but(na Reversal in Future

Soasd®

Taxable Income
080%° Tax Calculated as per
Tax Law (IT Act, 1961)

Examples :

- Donations}~"

- Penalty,.~

- Personal Expenses

—

Current Tax 12009°
6@00’?‘ .Tax on Taxable
Income

ax on I1ming
Difference

Tax Exp.( &1)
CT + DTL - DTA
-DTL Reversal

+ DTA Reversal

Ret2 No DTA/DTL

xzel
70

ming Difference
Difference of A/c

poey D
Timing Diff. ’?'(r

Arises in One Period &
to be Reversed in Future

v

Examples :

- Bonus not yet paid (Sec. 43 B)

- Interest to Nationalised bank (Sec. 43 B)
- PF Contribution (Sec, 43 B)

- Govt. taxes (Sec. 43 B)

- Prov. for BD / Legal damages (Sec. 36)

- Depreciation (Sec. 32)

\-/CT Asset

DS

Adv. Tax ‘ for Current

ro! e
Types of Taxes (as per AS 22) 0?
/ ? Cﬁé’

CT Liab.

v

Income Tax —

% PTevious years

P&L a/c Dr.
To CT/ Prov. for Tax

Tax Saving in Future

Deferred Tax
|

v

TA

v

Tax Liab. of Future

v

DTA ---- Dr P&L A/e ---- Dr
To P&L A/c To DTL

D'I}A subject to below O(eclc Prob. of fodoeTaxlsle

v

Guer™

Para 15
Items other than B/F Losses
& Unabsorbeg Dep” ) o

M O O
Checertalnty Check Virtual Cértalnty with Convincing
of Future Taxable Income Evidence (VCCE) of Future Taxable Income

3

Yes

Create DTA Do not

I LR

Para 17
Entity has B/F Losses

& & Unabsorbed Dep”

p
ik
(el Qol % )an

No

- Contouey
Ovdesy

Income & Taxable Income e Other Areas

v v

Presentation of CT & DT

v

Remember

v

DTA/DTL

(o

T Term
Provision CTL
Other Current
Assets - CTA

Offsetting of
CTA& CTL/!lA& DTL |
Possible If
- Entity has Legal CTA/CTL

Right to set off
- Intention to Settle

as Net Basis

For Eg. Entity has right to

Setoff TDS of AY 20-21

; <>
Otherwnse
Not Possible
and
with Tax Liability of AY 20-21

Show Tax
Expense on
Current Tax
+ DTL Recog
- DTA Recog
+ DTA Reversal
- DTL Reversal

-+ MA‘T Csecenn Liad,

v

el at Present Value

VIﬁTAfDTL - No discounting

fter PBT 2 Measurement at applicable

Tax Rate

v

each B/S date

\_,klievuied_LRecalculated at

26

No w
Create DTA{ Do not
V\_/

o Special Cases

ay Period (THP)
. Sec 80 IA)
l

v

TD arise in THP
& to be Revered
after THP

v

Created &
DTA/DTA
in_the vear
of Occurrence

Timing

Diff arise in
THP &

Reversed in THP

Ignore - No
DTA/DTL

v

Minimum Alternative Tax (MAT)
|
v v
No_ Impact on Treatment of MAT
DT Calculation |

v
for DT
Calculation
ignore -
-Book Profit v~
of MAT

&

- Mat Rate  ~

If MAT is more
than Regular Tax

Excess of MA
over Regular Tax

Recognise Additional Tax
Expense in P&L




AS 23 - INVESTMENT IN ASSOCGIATES

Who is Associate Co.

2 Where Investment is 20% or
more but upto 50%

Applicability

When there is
Investment in
Associate, then
has to apply
in its

Consolidated
Financial Statements

Slnvestor gets “Significant
Influence” over the Investee
but not “Control”

< Significant Influence means
“Power_to Participate in
decisign making on Financial
/ Operating Decisions”

o

.'J\j mcthod

Treatement of share in Profit / Loss

Equity Method For Associates / JV

FaVatev —

$ooo

Pe .
Yvine
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20
Investment at cost in Ass. (-
(including Goodwill (CR)

PO E

!

(+) Post Acquisitions share in Profit -
(-) Dividend Distributed -

(+/-) Depreciation additional / Saving due to
Revaluation of Assets -

(-) Unrealised Profit to the Extent of

Investor’s Share ( Doum & eam
-—T;VVI G L}"-‘&A)

For this purpose Investment Shall
be compared with Fair Value of
Net Assets as on Date of
Acquisition

If there is CR :- Then
Investment A/C Dr.
To CR A/C

Deh

If there is Goodwill then No
recognition separately

Value of Investment as per Equity Method

4T

2()3
!

of Ass./JV in CFS of Investor

(o3

In case of Profit in Ass/JV

}

Investor's share of above

Profit shall be allocated in

“Invst. in Equity Sh. A/¢"
as per Equity method

(b) Any Remaining Loss (i.e Ur-recognised Loss) shall be ignored unless
investor is obliged to contribute for such losses.

KE,\V;,(— (p&f‘ XooooD

a t A ooTO®
Aﬁh—j’r(’ 9) Posj,ba.»zc{./é é )
oA

‘)'f‘é,’,b, © Lo done

T\l
- <I'\l’l\f-@<" ACTIY IS cl_

200000°
X 20t

o600 O

In case of Loss in Ass./JV

Y+

| To CR—_

(a) Investors share in loss of Associate entity shall be allocated to

o

v

Goodwill under
Associate is not reguired
to be Recognised
Separately.

If value of Investment is
more than value of N.A.
as on DOA (under equity
method) the Excess Amt.
is Goodwill, which is
Included in Investment

Postt- %Q%,?—

X 01

Divd .

X201/,

Investment in Equity A/c (as per Equity method) only to extent of
Carrying value of Invest. in Eq. Share A/c

v F84

o Lok

(c) When Associate Subsequently generates profits the investor resumes
including its share of those profitSonly alter its share of the profits
equals the share of netlosses that have not been recognised.

Netpea (Fv)

Q¢

rRee
+ R Ga

D




Q.AS23.5M.06

Bright Ltd. acquired 30% of East India Ltd. shares for ¥ 2,00,000 on 01-06-20XI1. By such an acquisition
Bright can exercise significant influence over East India Ltd. During the financial year ending on 31-03-
20X East India earned profits F 30,000 and declared a dividend of F 50,000 on 12-08-20X|. East India
reported eamings of F 3,00,000 for the financial year ending on 31-03-20X2 (assume profits to accrue
evenly) and declared dividends of F 60,000 on 12-06-20X2.

Calculate the carrying amount of investment in:

(i)  Separate financial statements of Bright Ltd. as on 31-03-20X2;

(i) Consolidated financial statements of Bright Ltd.; as on 31-03-20X2;

Gii)  What will be the carrying amount as on 30-06-20X2 in consolidated financial statements?
NI ITINA

AR+ = foooo

SOLUTION
() Camying amount of investment in Separate Financial Statement of Bright Lid. as on 31.03.20X2
?:
.\% Amount paid for investment in Associate (on 1.06.20X1) 2,00,000.¢
B\S Less: Pre-acquisition dividend (F 50,000 x 30%) ( IS,‘G’OO/Z |
Carrying amount as on 31.3.20X2 as per AS 13 30T |
\_/
. ; ; ; —— 0 .
(i) Carrying amount of investment in Consolidated Financial Statements of Bright Ltd. as on
31.3.20X2 as per As 23 *
?:
Carrying amount as per separate financial statements 1,385,000 ? (I"’ VS'\-—
Add: Proportionate share of 10-month profit of investee as per equity 75,000 -
method (30% of ¥ 3,00,000 x 10/12) o~ <10 Cow
Carrying amount as on 31.3.20X2 ( 2,60,000) PM
(iii)  Carmying amount of imvestment in Consolidated Financial Statement of Bright Lid. as on 30.6.20X2
as per As 23
?
Carrying amount as on 31.3.20X2 2,60,000
Less: Dividend received (F 60,000 x 30%) (13,000)
Carrying amount as on 30.6.20X2 2,42,000
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v

Meaning

.

Disposal of Component

- In Substantial entirety

- Piecemeal sell of Assets &
Liability settlement.

- Abandonment of Operation

v

Component

'

Represents Major
Separate Business
line or Geographical
Business area

&

Distinguished
Operationally & for
FR Purpose

In a single
plan

v

Initial Disclosure

.

1) Binding Agreement on a Specific date
OR

BOD approves & Announces

Formal Plan

2) Initial disclosure Event
after B/S date- Apply AS 4
- Non Adjusting Event

3) Initial disclosure:

> Operation Description

> Date & Nature

> Expected completion of
Discontinuation

> CA of A/L

> Revenue & expenses of
Ordinary Act.

> PBT or loss of Ordinary Act & Tax*

> CFs from Operating,
Financing, Investing Act. (Net)

4) Other Disclosures:
(When Asset sold/ Liabilities settled)
> Recognised PBT/loss & Tax*
> SP of assets / Range of Price
> Expected time of receipt of CFs
> CA of such A/L

'

Disclosure of face SPL
Others - In Notes to A/c

Whichever
is earlier

28

v

Special Cases

.

Below cases are not

always a Discontinued Operations.

1. Phasing out- P/S
2. Cutting down any process
for Cost Reduction.
3. Shifting Plant/Dept. to
new Location
. Cutting down several products
. In CFS- Sale of Subsidiary in
similar business line

|

Plan is cancelled
- Disclosure with reason

Impotent Notes

1. Separate Disclosure for each.

2. Disclosure until completion.

3. Revenue/Exp. Or A/L calculation
- As per other AS.

4. Date of Agreement is important
- Sale off/ Receipt may be later

5. Going Concern Assumption
- Not affected.
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m Types of IFR Form & Content of Seasonal / Occasional Cost Incurred Unevenly Important Notes
l . Condensed Fin. Statements Revenue (eg. Property Tax;

Advert. Exp; Bad-debts)

F/S for a period Less than

12m Period \/Gt(plete set of F/S QR Setof Condel\fse/d F/S /am_eMings / Sub-headings to be No Deferment@r) %
used as per most recent Annual ¥'/s anticipation is allowed
¢ ¢ d as p t tA 1 E/ p m)eferred or Anticipated if it is

elected Explanatory Notes is Peri il i i
AS 25 doesn't require Same as Annual Preparing F/S gddltlonal line items & Notes if their (Jis_Period me mila ussi appropriate to do so

] t H . . o oy
which entity should Reporting covering with minimum omission may result in misleading period me report Hoga) (i.e. fulﬁlni the definition of
¢ @ Pprepare IFR & how all Disclosures as per disclosures & formation. then onl aml owed to! Di
Frequent it should all AS & following Content considering " Basic & DEPs EPS to be Disclosed —_y_lAn i

prepare. Complete Schedule Ne_mg_s During also (Agar Exp. Ka benefit next interim

AS 25 Requires (Shor tc t — . period me milega to differ kar sakte hai)

ad] q (Agar Exp ka Benefit last interim period

minimum content to o Periods for Which Interim Financial
St

be disclosed while

DA Wik < me mila hai to last interim period me
atements are Required to be Presented bhi anticipate kar sakte hai)

preparing IFR. l

\ 4

.\
f!
Statement Current period & Comparative period
o~ Balance sheet | End of current interim period End of immediately preceding financial year \,v]@un financial(results [as per clause 41 of SEBI listing agreement) is

Example — Current FY ] ] ] ] ] i not Interim Financial Report as per AS 25 MR

C I 'm Period Statement of Current interim period and Comparable interim period and year-to-date
urrent Interim Period - profit and loss | cumulatively for the year —to — | of immediately preceding financial year \/C’hange in Estimate from one Interim Period to another is justified &
Q25 (July to Sep) date (YTD) allowed if it is as per any AS. Nature & Amt. of Such change should be

1) Balance S} disclosed in selected Explanatory Notes of IFR

C ¢ Period | (Comparative) Lok Cash flow Cumulatively for the current Comparable year-to-date of immediately
ugl;)e/g . zerlo ;(;) 1 /([; ;/Za e ax | Statement financial year-to-date preceding financial year + While recognizing Tax nterim Period, it should be
wold Estimated based oi{Annual Calculation fjrst (i.e Calculate

\Matement of P&L (Financial Results) W. Arg Tax Rate => Total Estm. Tax <100
Current Period | Comparative Total Estm. Income

Q2 Q2 terim T X W. Ave. Tax Rat
1/7/22 t0 30/9/22 | 1/7/21 to 30/9/21 o) LG I IED LG b L ES LER LN

YTD YTD YT O S
1/4/22 t0 30/9/22 | 1/4/21 to 30/9/21 M do B W

ﬁ Cash Flow Statement
Current Period | Comparative

1/4/22 t0 30/9/22 | 1/4/21 10 30/9/21




.l

5.SELECTED EXPLANATORY NOTES

An enterprise should include the following information, as a minimum, in the notes to its interim
financial statements, if material and if not disclosed elsewhere in the interim financial report:

\_} A statement that the same accounting policies are followed in the interim_financial statements
as those followed in the most recent annual financial statements or, if those policies have been
changed, a description of the nature and effect of the change.

\_/be Explanatory comments about the seasonality of interim operations.

ure and amount of items affecting assets, liabilities, equity, net income, or cash flows
that is unusual because of their nature, size, or incidence as per AS S.

v~ \-@/ The nature and amount of changes in estimates of amounts reported in prior interim periods of

the current financial year or changes in estimates of amounts reported in prior financial years,

Nov
,ﬂ'l’“. if those changes have a material effect in the current interim period.
(e

Issuances, buy-backs, repayments and restructuring of debt, equity and potential equity shares.

() Dividends, aggregate or per share (in absolute or percentage terms), separately for equity shares
and other shares.

(g) 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.

(h) The 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, restructurings,
and discontinuing operations and

() Material changes in contingent liabilities since the last annual balance sheet date.

The above information should normally be reported 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.
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7 Conditions of I.A.

Some Important Terms

A 1dentifiable !
_2No Physical Substance FEB /
2" Non Monetary (no Frxed vodust

_A-Enterprise can a.u 'Tmﬂ?_l_¢

i.e. Ownership
> Expected Future Eco. Increase Saving in
benefits. (FEB) in Revenue Cost/ Tax
_S-Aleld for Use (not fov Sote)

«Cost can be Measured
Reliably

v
\/l‘d'entiﬁable

v

ontrol

Separate Identity Can be Sold/
& Distinguishable Rented

from Goodwill Exchanged
= Independently

v

Can Arise
from

Power t
receive FEB

v

Restrict others
from use of Asset

v

n-Monetary

d)or
Determinable
Amt. (Eg.
Fixed Asset)

Kecognition & Measurement of L.A. (V.Imp)

v v

Recognition Measurement

:

If & only if -
* Probable FEB are
Expected to flow
&
* Cost can be
Measured Reliably

Initial Measureme
at COST

o How to Measure the Cost?
|

v v

I.A. Purchased Internally Generated L.A.

Goodwill Research &

Do not Recognise

Shares /
Securities

Separately
Acquired

Acquired by
Govt. Grant

v

Asset
Exchanged

l Exchinged | l

Cost of Acq.
(CoA)~—
+

FV of IA—
Acquired
or

whichever\ Rate v
is more
Non_Refundable
Duties/Taxes FV of
b Securities
Direct Exp(bh‘) issued

Th=p PP + DAC
DHQ+ (A)'\'nm-
peE =" Pe + De p

Concessional Free of

Nomina
Value

FV of IA
Acquired
or

FV of Asset
Given up

whichever
is more
Clearly
Evident

Cost

v

Acquired in an
Amalgamation

Whether Separately Identified ?

Yes No

| |
Purchase

Purchase Merger Method

Method Method |
Included i
@ Goodwill

30

Development Exp.

search
Phase

Expense

in P&L
Immediately
in the Same

Year

v

Development
Phase

= Asset .~
(if 6 conditions

are met)

y* Technical Feasibility of Grpletion
(* Intention to Complete

¢ Ability fo Sell or Use

(* Generation of FEB _

mdequate Resource (Financial & other)_available

{Cost can be Measured Realiably
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v v v v v
\/Method ‘/Period \/Residual \/ﬁfiew of Subseque\nt/ Following

Exp. are Not LA.

| - Generally upto 10 years Value Meth9d A

il } - If more than 10 years ; | ] & PTHOd P—— (alway
— apitalize

In the Patt 2

ol; — gll:;att:,eem v v Generally  Exception : At least Once if FEB Expected ) 1. Preliminary Exp./

. . Provide Estimate Recoverable Amt.  Zero Commitment to in a year to Increase 2. Pre-Operating Exp.r”_
C t — —
Olfgssl;g:p ton DetermF inel proper Annually & Provide Purchase by 3rd Party v 3. Staff Training Cost -

\E)ide.nce for Imp. Loss thrgugh P& is available If there is a change 4. Heavy Advertisement Exp.
|

then it is a Change in A/c Estimate

v

Prospective effect on Financial Statement

31
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What is JV? Classification

l of JV

Contractual Arrangement l
of Two or more Parties 1. Jointly Control
sharing Control over Operations (JCO)
Business Activity. 2. Jointly Controlled
] @ssetsJCA)
3. Jointly Controlled

Entities (JCE)

* Contract must specify
“Sharing of Control”

* Specific % of Holding
is not necessary maintained

— Contrack "
—%Q,L@t,js\:- Cndve) v

(Una-m'mw cecrt: mﬂk‘f’a)
—> s, mot Specified

* No Separate Legal
Entity ~

* Each Venturer uses
his own Asset &
incurs own Liability

* Common Revenue

& Exp. are shared
. !ii doesn't have
its Separate

financial
statatements

Proportionate Consolidation
Method (JCE)

‘)4( Separate Legal Entity is created
1thas its own Books & Financial own share of Asset/Liab./
Statements Revenue & Exp. in its CFS
>JCE has its @ >0 Minority Interest unlike
& Revenue/EXp. Subsidiary Co.
* Each Venturer has defined share 6oadwill / CR to be
in Net Assets & NP of JCE recognised by preparing Cost
enturer shall follow of Control (COC)
“Proportionate Consolidation -
method in their CFS

* No Separate Legal Entity~"

* Common Asset is maintained/
Purchased by Venturers

* Each Venturer shall record its
in such Asset

* No separate financial statements
of JCA

—"Venture shall Consolidate its

pro P
<Tp1 B —

32

Transaction between
Ventures & JV

— Venturer shall not
record its own share
of Profit/loss made
from or thru JV

— Own share of Loss
can be recognised
only when there is
reduction to NRV of
Goods or there is an
Impairment Loss of
Asset

— Assets/Inventory
purchased &
recorded by Venturer
shall exclude its Own
share of Profit.

DD
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0.AS27.0M.06 (Master Question)

Standalone Balance sheets on 31/03/24

Particular H $ v _ ASS
ESC 10/- face Value 10,00,000 “8 00,000> 6,00,000 50,000D
R&S 9,00,000 75,0000
Liability 11,00,000 6,50,000 $5,50,000 4,00,000
30 Laksh 22 Laksh 16 Laksh 12 Laksh
Investments:
InS 80% 11,00,000

In IV $0% $00.000 = =
In Ass. 30% 1,60,000 - - -
Other Assets 40,000 22,00,000 16,00,000 12,00,000

1) Date of Acquisition of all Investments ig01/07/23,

2) Opening Balance of R&S on 01/04/23

S Ltd.

JV Ltd.

Associate Ltd.
Prepare Consolidated Balance Sheet for H Ltd.

Solution:-
W;’y Consolidation /

Analysis of Profit (AOP)
Particulars Pre =pLost B/s
R&S «—4,80,000 7,50,000 ——
67,500 770,000 x 3/12)
PN )] XPRT)

Share of H Ltd. 80‘l~ 4,3%,000  1,62,000

@ 9.(<> Share of M/ JexlTo7 500 40,500
Minority Interest ‘/

\

\

ESC 20% 1,60,000—"
(+) Pre-Acquisition 20% 1,09,500<
(+) Post Acquisition 20% &S00 —
Cost of Control (cOC) S
Investments in S Ltd. 11,00,000 —

(-) 30% Net Assets

ESC 30%—" (6,40,000)
Share of Pre-Acquisition Profit 4.32,000) —
Goodwill (22,000

L/z)’%aportianate Consolidation Method)

nalysis of Profit (AOP)

Particulars P

Pre B/S
R&S 1,50,000 4,50,000%""

(+/-) Time Adjustment —" 75,000 00,000 x 3/12)

2.25000 | 2,25,000
H S0%,

> >
00 00
L]

Cost of Control
Investment 5,00,000 +
(-) 50% of Net Assets
ESC S0% 32,00,000 —
Share of Pre Acquisition 112,500 e

Goodwill X

‘\/{ssociate Consolidation (Equity Method):
\/ﬂ‘falysis of Profit
B/S

Pre Posi

R&S v—T,20,000 Q20,0000 3,00,000 "

(+/-) Time Adjustement 5,000 (1,20,000x3/12)
@’ 1,35,000
Equity Method
Investment Cost



AVUUUNIING D1 ANVARKD - 2/

(-) 30% N. Assets as on DOA —

Equity Share Capital 5,00,000
Share of Pre-Acquisition 1,65,000~""

s« 0% -~
Capital Reserve on DOA

(investment To be Increased by 39,500)
Revised Carrying Amount of Investment 1,99.500

(+) Share in Post-Acquisition Period Profit

1,35,000x 30%
Closing Investment as on Balance Sheet 2,40,000 /

Consolidated P&L A/c of H Lid.

Balance of R&S of H Ltd. as per SFS 9,00,000 —"
(+) Share in Post Acquisition profit
From S Ltd. 1,62,0000——"
From JV Ltd. 1,12,500
From Associate Ltd. 40,500
Consolidation P&L ],21,500

(' capital Reserve from coc 39,
Consolidation R&S 12,35,

Consolidated Balance Sheet

Particulars Amount
Equity Share Capital 10,00,000
Consolidation Reserves and Surplus 12,564,500 —"
Minority Interest e——"" 310,000 «——
Liability H 11,00,000 20,25,000

S 6,50,000

IV 2,75,000

45,89,500

Investment in Associate as per Equity Method 2,460,000

Other Assets H 12,340,000
I 22,00,000

JV  8,00,000
Goodwill s 2,000 1,09,500 \e ———
N (27,500

45,849,500
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| }
I PPE PR \C 1. Inventory v~
‘)./ﬂltangible AssetsP2° 2. DTA
B3Kssets taken on P‘s‘g 3. Financial Assets "
Finance Lease e.g. Investment in
A Investment Egity ps (S
P y 2 4. Assets arising in .
Construction Contract P& iTFSSivindes
Goodw i duction. |

Impairment
weor DY P
¢s G Loy v

LT S

For Assets Gélrer
thanbiesbaents

® !
\/ﬁernal Indicators

Important Definitions o Significant Decline >
— in Market Value of Asset

\/gﬂﬁ(dverse Effect Due to

< Technological Changes

< Legal Changes
< Economical Changes

< Market Changes

ket Interest Rate
ignificantly
Pl

\}Bﬁok Value o @

1) Carrying Amt :-
Book value of Asset after charging Depreciation

et selling Price :- sf— Sl&P

Amount obtainable from@m
Arm’s length transacti <
willing parties

an Asset in an
owledgeable,

3) Cost of disposal :- Seltng Sep-
Directly attributable cost to dispose the Asset
excluding Finance Cost & Income Tax, E8@sp

s
aluein Use:y~ TV oF F<F
PV of Estimated Future Cash Flows from

continuing use of an Asseits disposal at

end ofits useful life.

\./ l

Internal Indicators

Damage & Obsolescence
of Assets

Due to :-
<~ Asset is Idle
< Discontinuation of Business
< Restructuring of Operation
< Plan to Dispose of Assets
<~ Reassessing the life from
Infinite to Finite

< Economic Performance of Asset

is Worsg— At an, C%{?U-H’A

Market Value of
Net Assets

_SRecoverable Amount MOX NN
Higher of

a) Net Selling Price
il - 1

&
b) Value in Use
S e

v

Reversal of
Impairment

— l

External Indicators Internal Indicators

< Signf. Increase in M.V.
of Assets
< Favourable Effect
Due to
< Technological Changes
< Legal Changes
<~ Economical Changes
< Market Changes
< Market Interest Rate
Decreases Significantly

< Fav. Effect Due to enhanced
performance & Improved
Business operations

< Economic Performance of Asset is
Better than Expected

How to Calculate Impairment
Loss & its Reversal

v Cuvooiy
Impairment Reversal CA-'-—_ q JC0 00O
Loss of Imp. Loss

\/((al*rying Amt. (C.A.) f After Reversal the Revised
Less ould be lower of :-

\/Beecoverable Amt. (R.A.)J'

ower of
(a) Recoverable Amount v
&

(b) C.A. after Dep. had+#Herec bee
no Impairment L' &0000

Continued to next ...
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6 R ble Amt For Take alf assets of CGU <P P (L)
@ VUSRIV GV —> R A of CGU + Liabilities of CGU if such
v & Liab. are Necessary Part of CGU

Higher of C.A. of CGU “+ allscated Grodeatl)
(a) Value in Use &

(b) Net Se¢lling Price -+ a‘f:’m prteds
z v

Value in Use depends on - How to Estimate Net Selling
| Price

Projected Cash Discount Rate Check Binding Sale Agreement
Flows l

l + Not Available

How to Estm. Cash Flows? Consider When Ass.et specific rate Check Active Market & Identify
is not available then

. : Charge to Zharge to
2 Reasonable / Supportable < Time Value consider following Current Bid frlce of Asset Revaluation P&L
: M it e
Assumptlon's of Management o & oney 5 WACC Not Available Surplus if thereafter (Had there been
< Greater Weight to

. . Available :
External Evidences O Risk Specific = Incremental Price From Most Recent Transaction From Active Market no Impairment

Borr. Rate i what would be
= Take most Recent Financial (o Asset < Other Market * the Bal of Rev.

Forecasts Approved by Mang. Borr. Rate No Active Market
< Projections not more than *
un—_less Evidenced Best Estimate of Management

Agar Humse No Ho Payega
then Take Value in Use Only.

Providing
Impairment Loss

AW 2 Gupnivact et Torbmg Qe Aok

gt (289D

34 Continued to next ...
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AS 28 - IMPAIRMENT OF ASSETS

Impairment Testing

v

First Preference
to Individual Asset only

!

C.A. of Assetv”

)
@ Asset v

When Individual Asset is
not able to Generate

2> Smallest Identifiable group
+ of Assets
2 Generate Cash Inflows
< Independently from other
group of Assets

Independent Cash Inflows

Consider/Cash Generating Unit (CG

How to Impair the entire CGU

v

How to Allocate
Goodwill & Corp. Assets

!

In absence of any info,
allocate Goodwill in
Ratio of Fair Values of
all CGU’s at
time of Acquisition

Allocate Corp. Assets in
Proportion of respective
Carrying Amt. of CGUs

v

Total Impairment Loss G
(-) Goodwill Value

-

Bal. Imp. Loss If Value is

l Allocable to
Apportion to all all CGU’s

Assets including
\/Bﬁom Up
Approach

Corp. Assets in

Ratio of Carrying
Amount
Under Bottom Up -
CA of CGUs is

compared with R.A. of CGUs.

If Impairment Loss arise
then allocate the loss first to
Goodwill, then all Remaining

Assets Including Corp. Assets.

v
oodwilland
Corporate Assets

If
Un-allocable
to all CGU’s

First Bottom up
then Top Down

:

Under_Top Down -
Entire Entig’s CA s
compared with Entity’s
R.A.

If Impairfn_erLoss arise
then allocate the loss Tirst to
Unallocable Goodwill
then Unallocable Corp. Assets.
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Impairment in case of
Discontinuing Operations

v v

If Discontining Operation If entity Plans to dispose
is Planned to be Sold the Assets individually
in its Entirety (Piecemeal Sale)

'

Apply Impairment
Test for Individual Asset
or Grp of Asset wise

Apply Impairment
Test for whole
operation

Misc. Provisions

) v
I/L of No Impairment
Goodwill /Testing on Following Assets

Reversal
not

\/{ermissible

(IHdAS 109)
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Onexown lodvad= . (Stexe Gst do Coupleds
Areas Coverage - At e Codvote i\t be iy
rﬁ"a" Cot. Kfvtw'\lt F’QM’\

| | \Y
wortant Terms en to Recognition -
| \-O/th/ P:w.‘sr'w = Oxcceed
7 1 Ont

~Non Applicability v o
¢ Obligation Liability Present Obligation Possible Obligation to be
o Clowned,

Y’ .
< Financial Instruments¢~ 7 (¥edi ¢ ¢ ¢ (0—2() d ernatba 40 Comeed
& Executory Contract ¢ The state of having Present Obligation Existence of an Existence of an "
Obligation which e Codvot—

to do something as arising from Past Obligation that is
(other thaontract) . : .
P because Events (result in “More likely than Not is Not Probable. '
@romised ( —tof “robabe (Shdbeven it [owsesy

where Parties have not Performed or itis a Law or Duty. Outflow of Resources)
{ v v v

Performed till equal Extent

@ Insurance Enterprises ¥~ J ‘bL'\‘fj = P e i", oMy - Liability Provisionsv"" Contingent liabilities Contingent asset
& Provisions & Liabilities BupE sd ¢ ¢ | ¢
Covered by other AS (AS 7, 22, 19, 15) ofF &Lm‘

When Outflow , When Liability v ' Possible Asset
is Certain t¢ 4 measured Present Obligation Possible obligation arising from Past
o Other Imp. Areas or using Substantial arising from Past Event  arising from Past Events that will be
| Determined ~ Degree of Estimation not Recog. because Events that will be confirmed by
* ¢ ¢ ¢ 7 confirmed by Future Future Uncertain

. q 3.6 - - tfl t P 1 i Event Not Controlled
(a) Reimbursement (b) Review of Provision/ c) Provision for Restructuring Cost - Present Obligatiom/ (00:) OM ¢ gg;::zzl‘ll:de[‘;elg;gt(;t b;?ntit; Ontrolle

of any Amt. if Virtl.lally Cont. Liab | - Due to Past events— Obligation can’t be
Cerftain to be Received ¢ + - Exists on BS date Reliably Estimated ¢

Planned & Controlled  To change scope & - Probable future - Realisation is
by Entity Manner of Business Outflow - Present Obligation Virtually Certain

@ I 1 ¢ - Reliably Estimation - Due to Past Events

If there l\.s/ No Provision Includes Cost / Excludes | - Not Recognised as Provision
Create Recognise Change Change  ypcurredto - - Shifting of staff - NOT Probable Yes Nov—
Provision Rece VaBle ¢ — ﬁale the Business - Marketing Yes No flltlll'e OutﬂOW Recognise Do_n’t

ag Separate Sty Gt gnore ~Relocation of Business \ - New Investments Cre.aFe Don’t - Possibility of Outflow is Asset Recognise
Liab. into Pr Pro-visi.on hange in Management . Provision Create NOT Remote Also No

w Structure - Reliably Measurable Obligation Neéed to

B Disclose
Reverse Provision

as the Case Maybe Yes No
Disclose CL.  Discloure
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DIVISIBLE PROFITS

Payment of Dividend
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Only out of Profits (excluding
Notional Gains & Revaluation
Surplus ets.)

I

v v v ¥

Ist Priority II Priority Both CY & PY Profits
v ¢ can be utilised
Out of CY Profits  y¢ of Undistributed 1| CX_Lrofits
without any Profits of Previous are Insufficient
Condition years (if CY profit
is not adequate)
Subject to fulfillment
of Certain Conditions

Undistributed Profit
also called Accumulated
Profits or Free Reserves

_-_9 ¢ GJ I8 _:L“_Jew-( Fr &,.«wpomg- ‘— ND Dwvideed

v

Following Conditions Must be Fulfilled to
Pay Dividend out of Previous years Profits

CA. Jai Chawla
© 7887 7887 05

Most Recent Videos
Subscribe
You  Vsmart Academy channel &
WE A jai Chawla channel

the Authors

v

Condition - 1

Out of the Money
Provided by Central
or State Govt. if

Guaranteed

Dividend Rate shall
not exceed Avg.

of Dividend Rates
of Previous 3 years

15%
Osmin:

NPl
154 0 412

=

14.33%

v

Condition - 2
' (Esc + Psc)

Maximum withdrawal of
Profit out of Accumulated
Profits for Dividend shall

be upto to 10% of Pai up sh.
+ Free Reserves ¢f last Audlted B/
Sy 20000

—Fsc = 8 laca.
psc = € th)-
GR = 4o Aas
&M(—ijM Ce.= 32 dae,.
C—J NP <= 106 }Q(A
3R

Al

x 10

v

Condition - 3

v

Balance Remaining in Acc. Profits/
Free Reserve should be at-least
15 % of Paidup Sh. Capital

| F%,00,00°

| Fo,000

ree Reserves includes
Genral Reserve
& P&L A/c Cr. Bal.
oDY-

We Can not Use Following:
1. CRR

.DRR

.SPa/c

. Revaluation Reserve

. Capital Reserve

3 e,
Psc = Qo Nae,
GR = o Jac,.
@"'*j??”alc Dy Bl = QS' /Qauj

&,30,00.000
< 10/

<
-13

—

Bal =

i~ Taxe vy k2 fme

ofF (ewt
ZJeah/).

ncves< dith’boies Oy Divid ewd]
Verk 2 years — No Dividens

9@{: ej 'S 3\’43%@ chfwjj

';)CMF

‘!1> Y€ Dwideads of Lart R He@wy Qe I

Max:
Wi Phdrawed =

_‘1 . Bvy = 1CHoFlo
= 1o =

K22/,




BuyBack of Equity

(Sec 68 of the Companies Act 2013)
(Page 1)
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( Ssurce of BuyBack
v —
Purchase of Own \/lﬁzsh Issue of Securities

Shares by the Co. and OR
hereof  2- Out of Free Reseryes &

Securities Premium A/c

PUSC= Paid Up Share Capital

FR= Free Reserves

Accounting Treatment

Thieshold Limit
of BuyBack l

When BuyBack is Announced

l - L Share Capital A/c Dr @
Bv BOD By Members S R
Upt Of To Eq share BB a/c (BB pricé
PUSC ¥ Upto 25% of PSUC in@ny) l
Financial year ¢+ Chess.
-*.nm) Fresh Issue Proceed

Bank A/c¢ Dr

U to 25% of SUC+FR
[ e To New Securlty A/c

(Aggre ate Buy Back of(all)
*a of Equity)

To Sec. Premium A/c

If any Investment/ Asset is Sold for BB

Bank A/c Dr
To Investment A/c
(Balance to P/L)

In any case, Post BuyBacl @
Ratio must not be more than 2:1

To Create CRR
General Reserve Dr
P/L Dr
Sec. Prem Dr
To CRR
(Note- In any preference)

Pavment for BB
Eq. Share BB Dr
To Bank A/c

.

To Write off Prem on BB
Sec Prem A/c Dr 11“ Pref.)
Free Reserve Dr (2™ Pref.)

To Prem on BB

38

Creation & Utilization of CRR

v v

When to Create CRR? When to utilize CRR?

Premium on BB A/c Dr(Prem)
o are 01 - |

CRR is Created in Two Cases :- Only in 1 Case:-

«Buy Back of Equity Shares When company Announce
by Redemption of Preference Shares. quity ShaT

|

How much CRR is required to
be Created?

|

Equal to Face Value of Buy Back or
Redemption, if it is out of Free Reserves
or Security Premium A/c

CRR A/c¢ Dr.
To ESC A/c

(No CRR, if Buybak or Redemption is
out of Fresh Issue Proceeds)

Continued to next ...
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Q.

Other Points

\/lffffuy Back is out of Securities Premium
Free Reserves, then create Capital
l Redemption Reserve (CRR) equal to

Lower of below will be Maximum Buyback Allowed QLI IO R TR TR A AT
y : Onli fully paid up shares can be brought

Test 1 Test 2 Test 3 s e . .
Shares Outstanding esource Test Debt Equity Test—" L'_(,(_ __—>Notdefaulted in filing of 'S for 3PFY

Test 5 for BB -
@ ) l ¢S \/4No11'efault in payment of Dividend
ey e3¢ ) '

Maximum Permissible Buy Back

Perform Following 3 Tests First:

Total No. of (Total PUSC + D/E Ratio post BB D R f
Outstanding Issued Free Reserves) shall not ¢xceed S
Shares x 25% X 25% = 3@ '(S/
Total BB Value (Refer Note below) L
TOtl Blll; Blicllf Vlue Note :- Following Equation to be Solved:
Assume Maximum No. of BuyBack = “A” No.
We will get

' +FR +
No.’of Shares Total Equity Before BB (ESC + FR + SP)

Effect of BB on Equity [Face Value x A + Premium on BB x A + Face Value x A (for CRR)]
that can be Bought -t = .
= i Banly Dbt + 3
Ba -—_—
2>

General Reserve
T P&l PTQw:(—- + fresh ve — BBRRU- o D
+ SP A/c shall be a part of Free @wj fv 9
Reserves for Buyback Purpose Vi
=~ (C_Ra)
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Method of Internal Utilisation of Capital

l Reconstruction Reduction A/c
Process of Reconstruction of B/S .
by making arrangements with SH l l 1. To write off Dr bal of P/L A/c
and outside Liability Holders to ttlement with SH Settlement with O/S .
provide True & Fair Presentation Settlementwith 5 Liability Holders 2o LGty Qs b el il Assms
where co. has suffered si.gniﬁcant l l 3. To write off Fictitious Assets
amount of L:)sses during the ¢ l l P S ’
past years. Reduction in Face No Reduction in Surrender of Amount Sacrificed by Liability 4. To write off Intangible Assets
Value with Red. in FV of share but Shares Holders transfer to Capital if asked in the question
Paid Up Capt. Red. in Paid up l Reduction A/c l
. ¢ i Surrender of Shares: l Journal Entry:
C(.)II.S(.)lldatIOIl/ Sub Journal Entry: Shares Surrendered by Journal Entry: Cap. Reduction A/c Dr
Division of Shares Share Cap. A/c Dr SH for the purpose of Liability A/c Dr To P&L A/c
(B L (8 e At s To Capital Reduction A/c  Reissue in settlement To Capital Reduction A/c To Assets A/c (if Overvalued)
To Eq shz.lre Cap. with other Pref. SH To Intangible Assets A/c
(No-Change in Share or Liab. Holders (Bal. of Cap. Red. transfer to
Capltal, Only Change (Remaining Shares not Capital Reserve)
in No. of Shares) Reissued should be
Cancelled)
1. Coversion of Partly Paid to
Fully Paid: Share Capital A/c Dr.
Share Cap. A/c Dr (Partly Paid) To Share Surrender A/c

To Share Cap A/c (Fully paid)

2. Cancellation of Share Cap.
Share Cap. A/c Dr (Old FV)
To Share Cap. A/c. (New FV)
To Cap. Reduction A/c (b/f)
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