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X OTHER APPROACHES FOR ESTIMATING IMPAIRMENT LOSS: Apart from the above ECL method
the following methods are also followed
1) PROBABILITY DEFAULT APPROACH: In this method based on past experience we assign
probabilities to various outcomes of losses and calculate the expected credit loss.
2) PROVISION MATRIX: This approach is usually followed for debtors where provision rate is
assigned based on the outstanding periods.
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€ A Ltd. Has purchased 10% debentures of face value Rs 10,000 which are issued at 20% discount
and or redeemable after 4 years at par value original EIR in the FA is 17.3%. During year 2, there
is a change in the business model of the entity.

The fair value of the financial asset is as follows
@ end of year 1 - Rs 8500
@ end of year 2 - Rs 9500 [ @ beginning of y3]

Show the accounting for reclassification in all the 6 possible cases.
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A Ltd has trade receivables worth Rs 10,00,000. It has sold the right to receive cash flows to a
factor X Ltd., for a lumpsum consideration of Rs 9,00, 000.Show the accounting in the books of A
Ltd. in the following cases.

Case (i) The transfer to X Itd is on non-recourse basis i.e., risk of bad debts is transferred.

Case (ii) The transfer to X Ltd., is on recourse basis i.e., risk of bad debts is not transferred to X
Itd., (Retained by A Ltd).

Case (iii) A Ltd has transferred the right to collect all the trade receivables and also has given
guarantee to the factor to the extent of Rs 2,00,000. The fair value of guarantee given is Rs
30,000.
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L Options related to transfer of FA
Case (i): - When put option is given to the buyer of FA.

Case (ii): - When a call option is existing with the seller of FA

If call option is DEEPLY in the money In any other case

IN THE MONEY: Option likely to be exercised. OUT OF THE MONEY: Option likely to be lapsed.
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Steps to Solve the Practical Questions: -
Step1l: Calculate Fair Value of F.A. or F.L.

Step 2: Adjust Transaction Cost from Fair Value (if any) to find the Amount to be recognized
Initially

Step 3: Prepare Amortization Table

Step 4: Pass Journal Entries if required in question.

Transaction at Market Terms.

A Itd issued 10% Debentures [Face Value 1,00,000] at X 94,000, Interest is paid Annually & It
will be redeemed at End of 3™ year at face Value. Pass Journal Entries for 1% Year.

Given PV Factors

Yearl Year 2 Year 3
@12% 0.893 0.797 0.712
@13% 0.885 0.783 0.693

Solution: -

Calculation of EIR (By Using Trial & Error Method):

Year Cash flow PVF @ 12% P.V. PVF @ 13% PVE
1 10,000 0.893 8,930 0.885 8,850
2 10,000 0.797 7,970 0.783 7,830
3 10,000 0.712 7,120 0.693 6,930
4 1,00,000 0.712 71,200 0.693 69,300

95,220 92,910

~ Now, Do Interpolation to find the EIR at which PV of future Cash flow is X 94,000

95,220 — 94,000
EIR=12% + x(13-12)=12+0.53=12.53 %
95,220 — 92,910

Calculation of Interest Expense (Finance cost) on Financial Liability [F. L. A/c]: -

Year Opening Balance Interest @  Actual Payment Closing Balance
of Debenture A/c 12.53% of Coupon / Principal  of Debenture A/c

1 94,000 11,778 10,000 95,778

2 95,778 12,001 10,000 97,779
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3 97,779 12,221

Journal Entries: - 1% Year
At Beginning: Bank
To 10% Debentures [F.L.]

At Year End: Interest Expense [P&L]
To 10% Debentures [F.L.]

10% Debentures [F.L.]
To Bank

OR

Interest Expense [P&L]
To Bank
To 10% Debentures [F.L.]

GO

1,10,000 ~
94,000
94,000
11,778
11,778
10,000
10,000
11,778
10,000
1,778

B Ltd has issued 10% debentures of FV Rs 1,00,000 redeemable after 3 years. The initial issue

expenses is Rs 5000. Show the accounting in the books of B Ltd if the effective interest rate is

12.1%.
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Fﬁ@ A Ltd has issued zero coupon bonds for Rs 7,00,000 which will be redeemed after years at their

nominal of Rs 10,00,000.

The initial expenses incurred for issuing the bonds is Rs 20,000. Show the accounting in the books

of A Ltd.
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_Ei JIO Ltd has issued 10% debenture of Rs 25000, redeemable or convertible after 4 years at par.
The market int rate on similar debentures without conversion feature is 14% debentures will be
converted into equity shares having a face value of Rs 10,000.
Show the accounting in following cases.
Case (i) The option to convert / redeem is with the holder
Case (ii) The Option to convert / redeem is with the entity
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O) On 01.01.2000 Entity has issued a 7% convertible debenture with a face value of Rs 1000.
Maturity on 31.12.2008. The debenture are convertible into ordinary shares of the entity at a
Q“Q% conversion price of Rs 50 per share. Interest is payable yearly in cash. At the date of issue the

entity could have issued a non-convertible debt at an interest rate of 10%.

On 01.01.2005 the convertible debenture has a fair value of Rs 1450. The Entity made on offer to
the holder of debenture to repurchase the debenture for Rs 1450 to which the holder accepts.
On the date of Repurchase the company could have issued a non-convertible debenture with 4
years life at a coupon rate of 6%.

Show the accounting for Initial recognition and also on the date of early redemption.
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The market price of SBI share is Rs 300 on 01.03.2019. Mr. A has

borrowed 1000 SBI shares from

the broker and sold them immediately in the market. The borrowing is for a period of 2 months.
On 31.03.2019 the market price of SBI share is Rs 290. On 30.04.2019, Mr. A has bought the

shares @ Rs 315 per share. Show the accounting of the short sa
Mr. A

Solution: 01.03.2019:

Bank A/c Dr 300000 -
To Fin liab — short sale -300000
[1000 sh x Rs 300 / sh]

le — transaction in the books of

On 31.03.2019: Fair valuation of financial liability under FVTPL method: -

To buy 1000 shares outflow would be
= Rs 290 x 1000 sh = Rs 290000
=~ Restate the financial liability from Rs 300000 to Rs 290000.
Fin liab — short sale A/c - Dr 10000 -
ToPorlL - 10000

On 30.04.2019: Settlement date: -
Mr. A could buy the shares @ Rs 315 per share

Fin. liab — short sale A/c - Dr 290000
PorLA/c Dr 25000
To Bank -

Core ® L Ore  heotwed ok FuTeL

315000

= oaved Nm“‘*"‘"\_‘ wuAnalch

L

L

T boudt  Wee  heomad ol ANe

Osa  volee Uno.uaq 30 -“\rouﬂh P, v

A Grpony  hel  CsdT  hesed @ Feme Gud bwds
-‘-'NLM Wwilh bom

(C&mce )

Hoee 2 0 witnad
but-  Lobiblg- dount

CAPRASANNAKUMAR(PKSIR)



* To ‘;m e , e Cnupo.u‘ M\ﬁna!in' He lmlz'-blv;‘_ ot ftvrpe

(e @ liowbly 1 & pot of 0 Jep of I howgd on
kmh Value b(wﬁ —

¥ A "'Vodiua detk howoges O portfoke  of Uobithu & Omdr

l&l\ina t—wv velie
% A(' 0ra &d‘w." MM

Threfpe e bobilihes in e Goop  Ore dragrold @ Fuibe

Q An entity has a portfolio of financial assets yielding fixed rate of interest and it also has FINANCIAL
Liabilities (FL) with fixed interest payments. The entity manages the FA & FL on GROUP basis i.e.,
they are treated as a single portfolio.

Normally, FL is measured using ACM. If FA is also measured under ACM, then there will be no fair
valuation for the FA or FL. Hence accounting mis match does not arise.

However, if the FA is measured at fair value (FVTPL / FVTOCL] the gain / Loss on FA will be
accounted. However, the corresponding loss / gain relating to FL will not be accounted as it is
measured using ACM. This creates an accounting mis-match.

To avoid this mis-match, Ind AS= 109 suggests that both FA & FL should be measured at FVTPL.

Note: -

When the liability value changes due change in required return of the investors, it will result into
a gain / loss which is recognized directly in P or L.

However, if there is a gain due to decrease in the value of financial liability which is caused by an
increase in entity’s own credit risk, then such gain will be recognized in P & L — OCl reserve and
notin P or L & it is Non — re-classifiable.
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_j (D Today’s spot rate is 1S = Rs 62 on 01.01.2018. o9
X Ltd has entered into a forward contract to buy 10,0005 @ 15 = Rs 60 on 30.06.2018 i.e., after
6m. Spot rate on 31.3.2018 1S = Rs 60. On 31.03.2018, 3m forward rate is 1S = Rs 63.5.
On 30.06 2018, spot rate is 15 = Rs 65. Show the accounting for forward contract in the books of

X Ltd.
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ﬁ ® Z Ltd has taken up a long position in 3m ITC Futures at Rs 265 on 01.02.2018. On 31.03.2018, the
spot price of ITC share is Rs 270- and one-month Futures price is Rs 275.0n 30.04.2018, the
settlement date, Market price of ITC share is

Case (i): - Market Price = Rs 278
Case (ii): - Market price = Rs260.
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A Ltd has purchased a call option from B Ltd @ premium of Rs 12. The share having an exercise
price of Rs 90. The above transaction took place on 01.02.2018 and the Exercise date is
30.04.2018. On 31.03.2018 Fair value of call option = Rs 19.

On 30.04.2018 the market price of the share is Rs 125. Show the accounting in the books of A Ltd
and B Ltd.
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E.g.(1): -
Investment in a convertible bond / preference share the fluctuation in market price of the
share will also have an impact on the price of the bond. This creates a derivative element
in the financial asset.

E.g. (2): -
X Ltd., has raised a loan of Rs 10,00,000. The interest on this loan is payable based on the
profits of X Itd. As the profit fluctuates, the interest payable on the loan also fluctuates.
This creates a derivative element in the financial liability.

E.g. (3):-
A Ltd., (Indian Company) has made an agreement to sell goods to B Itd. (USA company)
after 6M for S 100,000. The fluctuation in the $-rate creates a derivative element to A

Ltd., y&lotwﬂl
E.g. (4): -
A Ltd (Indian Company) has made an agreement to sell goods to B Ltd., (Indian company)
after 6M for $ 100,000 J
ot ot
E.g. (5): -

X Ltd., took a loan from ICICI bank @ 13.5% p.a with an option to prepay the loan any time
in the next 5 years. The normal market interest rate without the prepayment option is
12% p.a.
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