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Introduction to Indian Accounting Standards 

 
 CHAPTER  

1 

INTRODUCTION TO 

INDIAN ACCOUNTING STANDARDS (& SCHEDULE III) 

 

 

Q. 1 APPLICABILITY PHASES 

List out the entities which were covered under Phase I & II under the Companies (Indian Accounting Standards) 

Rules 2015 as notified by the MCA along with the specific date of coverage with its exclusions, if any. 

 [May-2024] 

Ans.  

MCA has notified the Companies (Indian Accounting Standards) Rules, 2015.   Accordingly, it has notified 39 Ind 

AS and has laid down mandatory Ind AS transition roadmap for companies and non- banking finance companies 

excluding banking companies and insurance companies under following two phases: 
  

Phase I 

Following companies were covered under Phase I for accounting periods beginning on or after 1st April 2016, 

with the comparatives for the periods ending on 31st March 2016: 

(a) companies whose equity or debt securities are listed or are in the process of being listed on any stock 

exchange in India or outside India and having net worth of rupees five hundred crore or more; 

(b) companies other than those covered by sub-clause (a) above and having net worth of rupees five 

hundred crore or more; 

(c) holding, subsidiary, joint venture or associate companies of companies covered by sub-clause (a) and 

sub-clause (b) as mentioned above. 
 

 Phase II 

Following companies were covered under Phase II for accounting periods beginning on or after 1st April 2017, 

with the comparatives for the periods ending on 31st March 2017: 

(a) companies whose equity or debt securities are listed or are in the process of being listed on any stock 

exchange in India or outside India and having net worth of less than rupees five hundred crore; 

(b) companies other than those covered in sub-clause (a) above i.e. unlisted companies having net worth of 

rupees two hundred and fifty crore or more but less than rupees five hundred crore. 

(c) holding, subsidiary, joint venture or associate companies of companies covered by sub-clause (a) and 

sub-clause (b) as mentioned above. 
 

 Exclusions: 

The roadmap shall not be applicable to companies whose securities are listed or are in the process of being listed 

on SME without initial public offering in accordance with the provisions of SEBI (Issue of Capital and Disclosure 

Requirements) Regulations, 2009. 

Ind AS would not be applicable to companies other than listed companies whose net worth is less than ` 250 

Crores and they will continue to follow AS. However, they can voluntary adopt Ind AS any time. 

 

Q. 2 IND AS APPLICABILITY AND NET-WORTH COMPUTATION 

Following is a snapshot of audited balance sheet of company A as on 31st March 2014. 

Company A’s equity shares are listed on Bombay Stock Exchange since 2010 
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Liabilities ` in crores Assets ` in crores 

Equity Share Capital 160 Fixed Assets 455 

Securities Premium 200 Investments 200 

General Reserve 150 Current Assets 50 

Revaluation Reserve 40 Miscellaneous Expenditure not written off 80 

Profit and Loss A/c 75   

Liabilities 160   

Total 785 Total 785 

• As per roadmap, which phase company A fall into? 

• Will your answer change if Company A is an unlisted company? [MTP-Nov-2024, SM] 

Ans.  

Calculation of Net Worth: 

Particulars ` in crores 

Equity Share Capital 160 

Securities Premium 200 

General Reserve 150 

Profit and Loss A/c 75 

Miscellaneous Expenditure not written off (80) 

Net Worth as per Section 2(57) of The Companies Act, 2013 505 

Note – Revaluation Reserve would not be included in the calculation of net worth as per definition mentioned in 

section 2(57) of The Companies Act, 2013 

The company is a listed company and it does meet the net worth threshold of ` 500 Crores. Hence it would be 

covered under phase I. Hence Ind AS would be applicable to the company for accounting periods beginning on 

or after 1st April 2016. 

Even if Company A is an unlisted company as company A’s net worth is more than 500 Crores, it would be covered 

under Phase I of the road map and hence Ind AS would be applicable for the accounting periods beginning on or 

after 1st April 2016. 

 

Q. 3 IND AS APPLICABILITY AND NET-WORTH COMPUTATION 

Let’s say in previous question the balance of profit and loss account is negative ` 375 crores. When Ind AS should 

be applicable to Company A? Will you answer change if Company A is an unlisted company? [SM] 

Ans.  

If the balance of Profit and Loss A/c is negative 375 Crores, the net worth as per section 2(57) of The Companies 

Act, 2013 would be ` 55 Crores (Equity share capital ` 160 Cr + Securities Premium ` 200 Cr + General Reserve 

` 150 Cr – Debit balance of P&L `375 Cr – Miscellaneous expenditure not written off ` 80 Cr). Hence, it does not 

meet the criteria as mentioned in Phase I i.e. Listed company or Net worth of ` 500 Cr or more. 

However, as Company A is a listed company, it will irrespective be covered under Phase II as the first criteria of 

phase II states “companies whose equity or debt securities are listed or are in the process of being listed on any 

stock exchange in India or outside India and having net worth of less than rupees five hundred crore”. Hence, Ind 

AS would be applicable to Company A for the accounting periods beginning on or after 1st April 2017. 

If Company A is an unlisted company, Ind AS would not be applicable until it breaches the net worth criteria 

mentioned in the roadmap 
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Q. 4 IND AS APPLICABILITY 

The net worth of Company B (an unlisted company) was ` 600 crores as on 31st March 2014. However, due to 

losses incurred in FY 14-15, the net worth of the company was ` 400 Crores as on 31st March 2015. From when 

company B shall apply Ind AS? [SM] 

Ans.  

Here the company’s net worth as on cut-off date was greater than ` 500 crores, which suggests that it should be 

covered under phase I of the roadmap. A question may however arise in mind that since, the net worth as on 

immediately preceding year-end was ` 400 crores, would the company be covered under phase II of the 

roadmap? 

“It may be noted that the net worth shall be calculated in accordance with the stand-alone financial statements 

of the company as on 31st March, 2014. Accordingly, if the net worth threshold criteria for a company are once 

met, then it shall be required to comply with Ind AS, irrespective of the fact that as on later date its net worth 

falls below the criteria specified.” 

In view of the above, the Company B will be required to follow Ind AS for accounting periods beginning on or 

after 1st April 2016 

 

Q. 5 IND AS APPLICABILITY IN CASE OF UNLISTED COMPANIES 

Company A is the parent company of group D. Company A is an unlisted company having net worth of 60 crores 

as on 31st March 2014. Following are the other companies of the group. 

Name of the company Relationship Net worth as on 31st March 2014 

Company B (Unlisted) Subsidiary of Company A ` 600 Crore 

Company C (Unlisted) Subsidiary of Company B ` 150 Crore 

Whether Ind AS be applicable to companies A, B and C? [MTP-Sept-2025, SM] 

Ans.  

Company A and C are unlisted and do not exceed the net worth criteria. However, the net worth of Company B 

exceeds ` 500 Crore hence it would be covered under Phase I of the roadmap. 

As Ind AS be applicable to Company B, the parent company of Company B i.e. Company A and subsidiary of 

Company B i.e. Company C would also get covered under Ind AS irrespective of net worth criteria. Hence Ind AS 

would be applicable to all three companies i.e. Company A, B and C from 1-4-2016. 

 

Q. 6 FELLOW SUBSIDIARIES 

Following is the structure of Company D 

 

All the companies in above structure are unlisted companies and the net worth of company E is ` 300 Crores and 

net worth of all the other companies is below ` 250 crores. To which company would Ind AS be applicable?

 [SM] 
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 Ans.  

As mentioned in the Companies (Indian Accounting Standards) Rules, 2015, if Ind AS is applicable to a company, 

it would also be applicable to its Holding Company, subsidiary company, associate company and Joint Venture. 

As the net worth of company E is above ` 250 crores, it would be covered under Phase II of the roadmap. Hence, 

its subsidiary (Company F), associate (Company G) and Holding (Company D) would also be covered under Ind 

AS with effect from 1st April 2017. 

With respect to other companies of the group, following guidance is given in ITFG clarification bulletin 15, Issue 

10: “It may be noted that Ind AS applies to holding, subsidiary, joint venture and associate companies of the 

companies which meet the net worth/listing criteria. This requirement does not extend to another fellow 

subsidiary of a holding company which is required to adopt Ind AS because of its holding company relationship 

with a subsidiary meeting the net worth/listing criteria. Holding company will be required to prepare separate 

and consolidated financial statements mandatorily under Ind AS, if one of its subsidiaries meets the specified 

criteria and therefore, such subsidiaries may be required by the holding company to furnish financial statements 

as per Ind AS for the purpose of preparing Holding company’s consolidated Ind AS financial statements. Such 

fellow subsidiaries may, however, voluntarily opt to prepare their financial statements as per Ind AS.” 

Hence the other companies of the group i.e. Company H and Company I would not be covered under Ind AS. 

However, as mentioned in ITFG, Company H and I would be required to prepare its financial statements under 

Ind AS so as to facilitate Company D for preparation of its consolidated financial statements. Hence, though 

statutorily Company H and I may continue to prepare its financial statements under AS, but it will also have to 

converge to Ind AS. Moreover, they may also opt to voluntarily adopt Ind AS and prepare its statutory accounts 

under Ind AS too. 

 

Q. 7 IND AS APPLICABILITY- WHEN PARENT IS A FOREIGN COMPANY 

ABC Inc., incorporated in a foreign country has a net worth of ` 700 Crores. It has two subsidiaries Company X 

whose net worth as on 31st March 2014 is ` 600 Crores and Company Y whose net worth is ` 150 Crores. 

Whether Company X and Y would be required to follow Ind AS from accounting periods commencing on or after 

1st April 2016 on the basis of their own net worth or on the basis of the net worth of ABC Inc.?  

 [MTP-May-2025, SM] 

Ans.  

Similar issue has been dealt in ITFG Clarification Bulletin 2, Issue 2. ITFG noted that as per Rule 4(1)(ii)(a) of the 

Companies (Indian Accounting Standards) Rules, 2015, Company X having net worth of ` 600 crores at the end 

of the financial year 2015-16, would be required to prepare its financial statements for the accounting periods 

commencing from 1st April, 2016, as per the Companies (Indian Accounting Standards) Rules, 2015. While 

Company Y Ltd. having net worth of ` 150 crores in the year 2015-16, would be required to prepare its financial 

statements as per the Companies (Accounting Standards) Rules, 2006. 

Since, the foreign company ABC Inc., is not a company incorporated under the Companies Act, 2013 or the earlier 

Companies Act, 1956, it is not required to prepare its financial statements as per the Companies (Indian 

Accounting Standards) Rules, 2015. As the foreign company is not required to prepare financial statements based 

on Ind AS, the net worth of foreign company ABC would not be the basis for deciding whether Indian Subsidiary 

Company X Ltd. and Company Y Ltd. are required to prepare financial statements based on Ind AS 

 

Q. 8 IND AS APPLICABILITY-WHEN PARENT IS A UNLISTED NBFC 

As per the roadmap, Ind AS is applicable to Company X from the financial year 2017-18. Company X (non-finance 

company) is a subsidiary of Company Y (NBFC). Company Y is an unlisted NBFC company having net worth of ` 

400 crores. What will be the date of applicability of Ind AS for company X and company Y? If Ind AS applicability 

date for parent NBFC is different from the applicability date of corporate subsidiary, then, how will the 

consolidated financial statements of parent NBFC be prepared? [SM] 
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Ans.  

In accordance with the roadmap, it may be noted that NBFCs having net worth of less than 500 crore shall apply 

Ind AS from 1 April, 2019 onwards. Further, the holding, subsidiary, joint venture or associate company of such 

an NBFC other than those covered by corporate roadmap shall also apply Ind AS from 1 April, 2019. 

Accordingly, in the given case, Company Y (NBFC) shall apply Ind AS for the financial year beginning 1 April, 2019 

with comparative for the period ended 31 March, 2019. Company X shall apply Ind AS in its statutory individual 

financial statements from financial year 2017-2018 (as per the corporate roadmap). However, for the purpose 

of Consolidation by Company Y for financial years 2017-2018 and 2018-2019, Company X shall also prepare its 

individual financial statements as per AS. 

 

Q. 9 APPLICABILITY : ACQUISITION OF ASSOCIATE DURING THE YEAR  

Company X, on a standalone basis, has a net worth of above ` 500 crore and hence required to comply with Ind 

AS from financial year 2016-17. Company Y (listed entity), on a standalone basis, has net worth of above INR 250 

crore but below ` 500 crore and therefore required to comply with Ind AS from financial year 2017-18.   

Company X acquires shares of Company Y resulting in Company Y becoming an associate of Company X on 

October 31, 2016, but before approval of the results for the quarter ended September 2016.  

(a) Whether Company Y will be required to comply with Ind AS from financial year 2016-17 or it will comply 

from financial year 2017-18?  

(b) If the response is that compliance is from the financial year 2016-17, would the financial results of 

Company Y for the quarter ended September 30, 2016 be prepared in accordance with Ind AS?  

Ans.  

Rule 4(1)(ii) of Companies (Indian Accounting Standards) Rules, 2015, states as under:  

(ii) the following companies shall comply with the Indian Accounting Standards (Ind AS) for the accounting 

periods beginning on or after 1st April, 2016, with the comparatives for the periods ending on 31st March, 2016, 

or thereafter, namely: - 

(a) companies whose equity or debt securities are listed or are in the process of being listed on any stock 

exchange in India or outside India and having net worth of rupees five hundred crore or more;  

(b) companies other than those covered by sub-clause (a) of clause (ii) of sub-rule (1) and having net worth 

of rupees five hundred crore or more;   

(c) holding, subsidiary, joint venture or associate companies of companies covered by subclause (a) of clause 

(ii) of sub-rule (1) and sub-clause (b) of clause (ii) of sub- rule (1) as the case may be; and”.  

In accordance with the above, it may be noted that holding, subsidiary, joint venture, associate companies of 

companies falling under any of the thresholds specified in Rule 4(1)(ii) are required to comply with Ind AS from 

financial year 2016-17 or 2017-18, as the case may be.  

In the given case, Company X is required to adopt Ind AS from financial year 2016-17, since net worth of Company 

X is more than INR 500 crore. Company X has acquired shares of Company Y resulting in Company Y becoming 

an associate of Company X during the financial year 2016-17. Accordingly, Company Y will prepare Ind AS 

financial statements for the year ending March 31, 2017.  

As far as the quarterly results are concerned, since, Company Y has become an associate as on October 31, 2016, 

Company Y will prepare Ind AS financial statements from the quarter ending December 2016 onwards.    

  

Q. 10 APPLICABILITY  

Fresh Vegetables Limited (FVL) was incorporated on 2nd April, 20X1 under the provisions of the Companies Act, 

2013 to carry on the wholesale trading business in vegetables. As per the audited accounts of the financial year 
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 ended 31st March, 20X7 approved in its annual general meeting held on 31st August, 20X7 its net worth, for the 

first time since incorporation, exceeded ` 250 crore. The financial statements since inception till financial year 

ended 31st March, 20X6 were prepared in accordance with the Companies (Accounting Standards) Rules 2006. It 

has been advised that henceforth it should prepare its financial statements in accordance with the Companies 

(Indian Accounting Standards) Rules, 2015. 

The following additional information is provided by the Company: 

• FVL has in the financial year 20X2-20X3 entered into a 60:40 partnership with Logistics Limited and 

incorporated a partnership firm 'Vegetable Logistics Associates' (VLA) to carry on the logistics business of 

vegetables from farm to market. 

• FVL also has an associate company Social Welfare Limited (SWL) that was incorporated in July, 20X5 as a 

charitable organization and registered under section 8 of the Companies Act, 2013. Social Welfare Limited 

has been the associate company of FVL since its incorporation. 

Examine the applicability of Ind AS on VLA & SWL. [RTP-May-2022] 

Ans. 

Applicability of Ind AS in general: 

• Currently Ind AS is applicable to the following companies except for companies other than banks and 

Insurance Companies, on mandatory basis: 

(a) All companies which are listed or in process of listing in or outside India on Stock Exchanges. 

(b) Unlisted companies having net worth of ` 250 crore or more but less than ` 500 crore. 

(c) Holding, Subsidiary, Associate and Joint venture of above. 

• Companies listed on SME exchange are not required to apply Ind AS on mandatory basis. 

• Once a company starts following Ind AS either voluntarily or mandatorily on the basis of criteria specified, it 

shall be required to follow Ind AS for all the subsequent financial statements even if any of the criteria 

specified does not subsequently apply to it. 

• Application of Ind AS is for both standalone as well as consolidated financial statements if threshold criteria 

met or adopted voluntarily. 

• Companies meeting the thresholds for the first time at the end of an accounting year shall apply Ind AS from 

the immediate next accounting year with comparatives. 

• Companies not covered by the above roadmap shall continue to apply existing Accounting Standards notified 

in the Companies (Accounting Standards) Rules, 2006. 

Since the net worth of FVL in immediately preceding year exceeded ` 250 crore, Ind AS is applicable to it. The 

entity VLA and SWL have to be examined as they may fall in criteria (c) above. 
 

Applicability of Ind AS on VLA 

Joint arrangement can be either joint operation or joint venture. However, for the purpose of identifying the 

applicability of Ind AS, the Act defines Joint venture (as an explanation to section 2(6) of the Companies Act, 

2013), as follows: 

“The expression "joint venture" means a joint arrangement whereby the parties that have joint control of the 

arrangement have rights to the net assets of the arrangement”. 

Accordingly, if an entity is classified as joint operation and not joint venture, then Ind AS would not be applicable 

to such entity. 

In the case of VLA, if partners conclude that they have rights in the assets and obligations for the liabilities relating 

to the partnership firm then this would be a joint operation. However, Ind AS would not be applicable on VLA in 

such a case since it is the case of joint operation (and not a joint venture). 
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Applicability of Ind AS on SWL 

Social Welfare Limited (SWL) is the associate company of FVL. Accordingly, Ind AS would be applicable on SWL 

too irrespective of the fact that SWL has been incorporated as a charitable organisation. 

 

Q. 11 In view of the increasing inflow of foreign capital and the resultant complexities in financial 

instruments and transactions, critically examine the necessity for the introduction of Indian 

Accounting Standards (Ind AS) in place of the erstwhile Accounting Standards (AS). [Jan-2026] 

 

Q. 12 Discuss the key relevant provisions of the Companies Act, 2013 with reference to Ind AS and the 

matters to be included in the Report of the Board of Directors and the Report of the Statutory Auditors 

of the company in respect of the compliance of Indian Accounting Standards as notified by the Central 

Government under Section 133 of the Companies Act, 2013. [Jan-2026] 

Notes  
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 CHAPTER 

2 

IND AS 1  

PRESENTATION OF FINANCIAL STATEMENTS 

 

 

    CURRENT – NON CURRENT CLASSIFICATION .  

  

Q. 1 CURRENT / NON CURRENT : DEMAND LOAN 

A holding company [being the entity under consideration] gives a loan/ inter- corporate deposit to a subsidiary 

that is recoverable on demand, at a rate of interest at 10%. 

(a) Should such loan be disclosed as a current/non-current asset in the books of the holding company? 

 How relevant would the commercial reality of the transaction be in comparison to the legal terms of the 

transaction?  

(b) How this loan/inter-corporate deposit that is repayable on demand would be classified in the books of 

the subsidiary?  [MTP-Dec-2021] 

Ans.  

(a) Ind AS 1 provides that an asset shall be classified as current when an entity expects to realise the asset 

within a period of twelve months after the reporting period. To determine the expectation of the entity, 

the commercial reality of the transaction should also be considered. If the loans have been given with 

an understanding that these loans would not be called for repayment even though a clause may have 

been added that these are recoverable on demand, it should be classified as a non-current asset. 

(b) Ind AS 1 provides that a liability should be classified as current if the liability is due to be settled within 

twelve months after the reporting period. Since the loan/inter- corporate deposit would become due 

immediately as and when demanded and presuming that the entity does not have an unconditional right 

to defer settlement of the liability for at least twelve months after the reporting period, it should be 

classified as current liability. 

 

Q. 2 CLASSIFICATION  

XYZ Limited (the ‘Company‘) is into construction of turnkey projects and has assessed its operating cycle to be 

18 months. The Company has certain trade receivables and payables which are receivable and payable within a 

period of twelve months from the reporting date, i.e., March 31, 20X2. 

In addition to above there are following items/transactions which took place during financial year 20X1-20X2. 

S. No. Items/transactions 

(1) The Company has some trade receivables which are due after 15 months from the date of balance 

sheet. So the Company expects that the payment will be received within the period of operating cycle. 

(2) The Company has some trade payables which are due for payment after 14 months from the date of 

balance sheet. These payables fall due within the period of operating cycle. Though the Company does 

not expect that it will be able to pay these payable within the operating cycle because the nature of 

business is such that generally projects gets delayed and payments from customers also gets delayed. 

(3) The Company was awarded a contract of ` 100 Crore on March 31, 20X2. As per the terms of the 

contract, the Company made a security deposit of 5% of the contract value with the customer, of ` 5 

crore on March 31, 20X2. The contract is expected to be completed in 18 months‘ time. The aforesaid 

deposit will be refunded back after 6 months from the date of the completion of the contract. 

(4) The Company has also given certain contracts to third parties and have received security deposits 

from them of ` 2 Crore on March 31, 20X2 which are repayable on completion of the contract but if 

contract is cancelled before the contract term of 18 months, then it becomes payable immediately.  

However, the Company does not expect the cancellation of the contract. 
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Considering the above items/transactions answer the following: 

(i)  The Company wants to present the trade receivable as current despite the fact that these are receivables 

in 15 months‘ time. Does the decision of presenting the same as current is correct? 

(ii)  The Company wants to present the trade payables as non-current despite the fact that these are due 

within the operating cycle of the Company. Does the decision of presenting the same as non-current is 

correct? 

(iii)  Can the security deposit of ` 5 Crore made by the Company with the customers be presented as current? 

(iv)  Can the security deposit of ` 2 Crore taken by the Company from contractors be presented as non-

current?  [SM] 

Ans.  

(i)  Yes, but additionally the Company also need to disclose amounts that are receivable within a period of 12 

months and after 12 months from the reporting date. (Refer Para 60 and 61 of Ind AS 1) 

(ii)  No, the Company cannot disclose these payables as non-current and the Company also need to disclose 

amounts that are payable within a period of 12 months and after 12 months from the reporting date. 

(Refer Para 60 and 61 of Ind AS 1) 

(iii)  No, because the amount will be received after the operating cycle of the Company. (Refer Para 66 of Ind 

AS 1) 

(iv)  No, because the amount may be required to be paid before completion of the contact in case the contract 

is cancelled. (Refer Para 69 of Ind AS 1). 

 

Q. 3 CLASSIFICATION 

Charm Limited (the ‘Company’) is a manufacturing company, which is into manufacturing of wires and cables 

and has assessed its operating cycle to be 15 months. The Company has some trade receivables which are 

receivable within a period of 12 months from the reporting date i.e. 31st March 2021. 

With respect to the following transactions, which took place during the financial year 2020- 21, give your opinion 

based on relevant Ind AS: 

• The Company has received a contract of ` 10 crores on 31st March 2021. The terms of the contract require 

the Company to make a security deposit of 20% of the contract value with the customer. The Company made 

a security deposit of ` 2 crores on 31st March 2021. This contract will be completed in about 14 months. 70% 

of the deposit will be refunded immediately and the balance 30% of the deposit will be refunded after 3 

months from the completion of the contract. The Company wants to present the security deposit of ̀  2 crores 

as non-current. Is the management’s decision correct? 

• The Company has some trade receivables that are due after 14 months from the date of the balance sheet; 

the management of the Company expects to receive the amount within the period of the operating cycle. 

Despite the fact that these are receivables in 14 months, the management would like to present these as 

current. Is the management’s decision correct? 

• In the normal course of business, the Company has given 2 contracts and received a total security deposit of 

` 4 crores.  ` 3 crores is received from X Limited and ` 1 crore is received from Y Limited on 31st March 2021. 

These are repayable on completion of the contract. However, if the contract is cancelled with the contract 

term of 18 months, then the deposit becomes payable immediately The Company is positive about the 

contract with X Limited but is in doubt about the contract received from Y Limited. The Company wants to 

present the amount of ` 3 crores as non-current and  ` 1crore as current in the balance sheet. Is the 

management’s decision correct? 

• The Company is planning to replace a machinery. It has given an advance of ` 1crores for purchase of new 

machinery which will be delivered in 6 months from the date of the balance sheet. It has sold the old 
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machinery for ` 0.5 crores, the payment of which is due in 10 months from the date of the balance sheet. The 

Company wants to present both these amounts as current since they will be settled within twelve months 

from the end of the reporting period. Is the managements decision correct? [July-2021, MTP-Jan-2026] 

Ans.  

 Operating cycle of Charm Limited = 15 months 

(i) The security deposit made by the Company with the customers be classified as current assets to the 

extent of 70% (` 2 crore x 70% = ` 1.40 crore) as it will be refunded immediately on completion of 14 

months of contract i.e. within the operating cycle of 15 months. 

However, 30% of the security deposit will be refunded after 3 months of completion of the contract 

(14+3 = 17 months) i.e. after 2 months of operating cycle (Operating cycle of the Company is 15 months). 

Hence, it will be classified as non-current. Therefore, management’s decision is not correct. (Refer Para 

66 of Ind AS 1) 

(ii) Yes, the Company’s decision of presenting the trade receivables as Current Assets is correct despite the 

fact that these are receivables in 14 months’ time since the operating cycle of the company is 15 months 

and any event arising due to trade will be considered as current if its settlement is within the tenure of 

operating cycle. Additionally, the Company also need to disclose amounts that are receivable within a 

period of 12 months and after 12 months from the reporting date. (Refer Para 60 and 61 of Ind AS 1) 

(iii) Paragraph 69(d) of Ind AS 1 states that an entity shall classify a liability as current when it does not 

have an unconditional right to defer settlement of the liability for at least twelve months after the 

reporting period. 

Although it is expected that X Limited will fulfil the contract and the deposit will not be refunded, but in 

case of cancellation within the contract term, refund of security deposit is a condition that is not within 

the control of the entity. Hence, Charm Limited does not have an unconditional right to defer settlement 

of the liability for at least twelve months after the reporting period. Accordingly, the deposit will have 

to be classified as current liability in case of both X and Y Limited. 

(iv) Yes, the management decision to classify the payment of ` 0.5 crore as a current asset is correct since 

the payment will be realised in less than twelve months from the end of the reporting period. 

Capital advances are advances given for procurement of Property, Plant and Equipment etc. Typically, 

companies do not expect to realize them in cash. Rather, over the period, these get converted into non-

current assets. Hence, capital advances should be treated as other non-current assets irrespective of 

when the Property, Plant and Equipment is expected to be received. 

Under Ind AS Schedule III, Capital Advances are not to be classified under Capital Work in Progress since 

they are specifically to be disclosed under other non-current assets. 

Accordingly, advance of ` 1 crore given for purchase of machinery is ‘Capital advance’ which will be classified as 

non-current as it relates to acquisition of non-current item i.e., machinery. Hence, management decision to 

classify it as current is incorrect. 

 

Q. 4 CLASSIFICATION : LOAN WITH ROLLOVER OPTION 

An entity has taken a loan facility from a bank that is to be repaid within a period of 9 months from the end of 

the reporting period. Prior to the end of the reporting period, the entity and the bank enter into an arrangement, 

whereby the existing outstanding loan will, unconditionally, roll into the new facility which expires after a period 

of 5 years. 

(a)  How should such loan be classified in the balance sheet of the entity? 

(b) Will the answer be different if the new facility is agreed upon after the end of the reporting period? 
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 CHAPTER 

24 
Ind AS 101: FIRST TIME ADOPTION OF IND AS   

 

    Ind AS 16  

  

Q. 1 FTA - DIFFERENT MEASUREMENT BASES 

G Ltd. operates oil exploration and production facilities. It is preparing its transition date opening balance sheet 

as per Ind AS. 

(i) There is a significant decommissioning obligation in connection with several oil wells, but it's previous 

 GAAP did not require the obligation to be recognized. 

 Discuss the treatment of decommissioning obligation as per relevant Ind AS. 

(ii) G Ltd. has four assets, each in a different class under property, plant & equipment. 

Assets 1 and 2 are revalued under previous GAAP (AS). Assets 3 and 4 are not. Under previous GAAP, at 

31st March 20X1, immediately prior to the entity's date of transition to Ind AS, it Balance Sheet (extract) 

is as follows: 

 Asset 1 Asset 2 Asset 3 Asset 4 Total 

 Revaluation Revaluation Cost Cost  

 ` ` ` ` ` 

Cost or revaluation 5,000 2,000 4,000 4,500 15,500 

Accumulated deprecation (1,000) (500) (2,000) (1,700) (5,200) 

Net book value 4,000 1,500 2,000 2,800 10,300 

Revaluation surplus 2,500 500 - - 3,000 

On adoption of Ind AS, its management decides that, under Ind AS, it will: 

• Continue to revalue asset 1. The fair value of asset 1 at the date of transition is not materially different from 

its carrying value under previous GAAP; 

• Use the previous valuation of asset 2 as deemed cost, and adopt a policy of cost less depreciation under 

Ind AS; 

• Adopt a policy of revaluation for asset 3. The fair value of asset 3 at the entity's date of transition is ` 5,000; 

• Continue to use a policy of cost less depreciation for asset 4. 

All depreciation methods are already in accordance with those required by Ind AS 16. 

Discuss the treatment under Ind AS of valuation of assets 1, 2, 3 & 4, being part of property, plant & equipment?

 [MTP-May-2022] 

Ans. 

(i) De-commissioning Obligation of G Ltd. and recognition of decommissioning cost:  

Retrospective application of Ind AS 37 requires management to recognise the provision for 

decommissioning cost on the opening Ind AS Balance Sheet. The provision should reflect the net present 

value of the management’s best estimate of the amount required to settle the obligation. 

Accounting Treatment: 

The obligation should be capitalised as a separate component of property, plant and equipment, together 

with the accumulated depreciation from the date when the obligation was incurred to the transition 
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date. The amount to be capitalised as part of the cost of the asset is calculated by discounting the liability 

back to the date when the obligation initially arose, using the best estimate of historical discount rate. 

The associated accumulated depreciation is calculated by applying the current estimate of the asset’s 

useful life, using the entity’s depreciation policy for the asset. 

Any difference between the provision and the related component of the property, plant and equipment 

is adjusted against the retained earnings. 

The entity could elect to apply the deemed cost exemption. Property, plant and equipment would be 

restated to fair value, with the corresponding adjustment to the retained earnings. Management would 

need to ensure that the fair value obtained was the gross fair value and not net of the decommissioning 

obligation. Management would recognise the provision for decommissioning costs in accordance with 

Ind AS 37. No cost in respect of provision should be added to property, plant and equipment but such 

cost should be recognised in the entity’s opening retained earnings. 
 

(ii) Measurement basis for valuation of PPE: 

An entity has the following options with respect to measurement of its property, plant and equipment 

(Ind AS 16) in the opening Ind AS Balance Sheet: 

• Measurement basis as per the respective standards applied retrospectively. This measurement 

option can be applied on an item-by-item basis. For example, Plant A can be measured applying Ind 

AS 16 retrospectively and Plant B can be measured applying the fair value or revaluation options 

mentioned below. 

• Fair value at the date of transition to Ind AS. This measurement option can be applied on an item-

by-item basis in similar fashion as explained above. 

• Previous GAAP revaluation, if such revaluation was, at the date of revaluation, broadly comparable 

to (a) fair value or (b) cost or depreciated cost in accordance with other Ind AS adjusted to reflect 

changes in general or specific price index. This measurement option can be applied on an item-by-

item basis in similar fashion as explained above. 

Analysis of given case: 

 Asset 1 Asset 2 Asset 3 Asset 4 

Basis used 

in previous 

GAAP 

Revaluation Model Revaluation Model Cost Model Cost Model 

Intent of G 

Ltd. on 

transition 

To continue with 

Revaluation model 

Use previous valuation 

as deemed cost 

Adopt a policy of 

revaluation 

Continue to use a 

policy of cost less 

depreciation 

Treatment 

at the time 

of transition 

to Ind AS 

Since fair value at the 

transition date is not 

materially different 

from its carrying value 

under previous GAAP, 

G Ltd. 

Can carry Forward 

with revalued 

carrying value ` 4,000 

as per previous GAAP 

in Ind AS books and 

An entity may elect to 

measure an item of 

property, plant and 

equipment at the date of 

transition to Ind AS at its 

fair value and use that 

fair value as its deemed 

cost at that date. In Ind 

AS financial statements, 

asset will be carried 

forward at ` 1,500 and 

previously disclosed 

Fair value at the 

date of transition to 

Ind AS is materially 

different from its 

carrying value 

under previous 

GAAP. The asset 

should be revalued 

and stated at its fair 

value of ` 5,000 on 

the date of 

transition to Ind AS. 

The entity is not 

availing any 

exemption given in 

Ind AS 101. The 

entity can measure 

applying Ind AS 16 

retrospectively. It is 

assumed that 

measurement bases 

for cost of asset as 

per previous GAAP 

and Ind AS are same 
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continue to disclose a 

revaluation surplus of 

` 2,500. 

revaluation surplus is 

transferred to retained 

earnings or another 

component of equity. 

A revaluation 

surplus of ` 3,000 

(5,000 – 2,000) will 

be transferred to 

revaluation reserve. 

so asset will be 

shown in the Ind AS 

financial statements 

at ` 2,800. 

 

Q. 2 USE OF FAIR VALUES ON THE DATE OF TRANSITION -CHANGE IN ACCOUNTING POLICY 

X Ltd. was using cost model for its property, plant and equipment (tangible fixed assets) till March 31, 20X1 under 

previous GAAP. On April 1, 20X0, i.e., the date of its transition to Ind AS, it used fair values as the deemed cost in 

respect of its fixed assets. Whether it will amount to a change in accounting policy? [SM] 

Ans.  

Use of fair values on the date of transition will not tantamount to a change in accounting policy. The fair values 

of the property, plant and equipment on the date on transition will be considered as deemed cost without this 

being considered as a change in accounting policy. 

 

Q. 3 FTA – DIFFERENT EXEMPTIONS  

X Ltd. is the holding company of Y Ltd. X Ltd. is required to adopt Ind AS from April 1, 2016. X Ltd. wants to avail 

the optional exemption of using the previous GAAP carrying values in respect of its property, plant and 

equipment whereas Y Ltd. wants to use fair value of its property, plant and equipment as its deemed cost on the 

date of transition. Examine whether X Ltd. can do so for its consolidated financial statements. Also, examine 

whether different entities in a group can use different basis for arriving at deemed cost for property, plant and 

equipment in their respective standalone financial statements [SM] 

Ans.  

First- time adopter to Ind AS may elect to continue with the carrying value of all of its property, plant and 
equipment as at the date of transition measured as per the previous GAAP and use that as its deemed cost at the 
date of transition after making necessary adjustments. If a first time adopter chooses this option then the option 
of applying this on selective basis to some of the items of property, plant and equipment and using fair value for 
others is not available. Nothing prevents different entities within a group to choose different basis for 
arriving at deemed cost for the standalone financial statements. However, in Consolidated Financial 
Statements, the entire group should be treated as one reporting entity. Accordingly, it will not be 
permissible to use different basis for arriving at the deemed cost of property, plant and equipment on 
the date of transition by different entities of the group for the purpose of preparing Consolidated 
Financial Statements. 

 

Q. 4  ALLOCATION OF COST TO A COMPONENT BASED ON FV  

Is it possible for an entity to allocate cost as per the previous GAAP to a component based on its fair 

value on the date of transition even when it does not have the component-wise historical cost? [SM] 

Ans.  

Yes, an entity can allocate cost to a component based on its fair value on the date of transition. This is permissible 

even when the entity does not have component-wise historical cost. 

 

Q. 5 ACCEPTABLE TIME GAP OF REVALUATION FROM THE DATE OF TRANSITION  

Revaluation under previous GAAP can be considered as deemed cost if the revaluation was, at the date of the 
revaluation, broadly comparable to fair value or cost or depreciated cost of assets in accordance with Ind AS, 
adjusted to reflect, e.g., changes in a general or specific price index. What is the acceptable time gap of such 
revaluation from the date of transition? Can adjustments be made to take effects of events subsequent to 
revaluation? [SM] 
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 Ans.  

There are no specific guidelines in Ind AS 101 to indicate the acceptable time gap of such revaluation from the 

date of transition. The management of an entity needs to exercise judgement in this regard. However, generally, 

a period of 2–3 years may be treated as an acceptable time gap of such revaluation from the date of transition. In 

any case, adjustments should be made to reflect the effect of material events subsequent to revaluation. 

  

Q. 6 FTA – DEEMED COST MEANING  

For the purpose of deemed cost on the date of transition, an entity has the option of using the carrying value as 

the deemed cost. In this context, suggest which carrying value is to be considered as deemed cost: original cost 

or net book value? Also examine whether this would have any impact on future depreciation charge? [SM] 

Ans.  

For the purpose of deemed cost on the date of transition, if an entity uses the carrying value as the deemed cost, 

then it should consider the net book value on the date of transition as the deemed cost and not the original cost 

because carrying value here means net book value. The future depreciation charge will be based on the net book 

value and the remaining useful life on the date of transition. Further, as per the requirements of Ind AS 16, the 

depreciation method, residual value and useful life need to be reviewed atleast annually. As a result of this, the 

depreciation charge may or may not be the same as the depreciation charge under the previous GAAP. 

 

Q. 7 CHANGE IN ACCOUNTING POLICY  

X Ltd. was using cost model for its property, plant and equipment till March 31, 20X2 under previous GAAP. The 

Ind AS become applicable to the company for financial year beginning April 1, 20X2. On April 1, 20X1, i.e., the 

date of its transition to Ind AS, it used fair value as the deemed cost in respect of its property, plant and 

equipment. X Ltd. wants to follow revaluation model as its accounting policy in respect of its property, plant and 

equipment for the first annual Ind AS financial statements. Whether use of fair values as deemed cost on the date 

of transition and use of revaluation model in the first annual Ind AS financial statements would amount to a 

change in accounting policy? [SM] 

Ans.  

In the instant case, X Ltd. is using revaluation model for property, plant and equipment for the first annual Ind 

AS financial statements and using fair value of property, plant and equipment on the date of the transition, as 

deemed cost. Since the entity is using fair value at the transition date as well as in the first Ind AS financial 

statements, there is no change in accounting policy and mere use of the term ‘deemed cost’ would not mean that 

there is a change in accounting policy. 
 

  Ind AS 20  

 

Q. 8 GRANTS : CAPTIAL RESERVE  

ABC  Ltd  is  a  government  company  and  is  a  first-time  adopter  of  Ind  AS.  As  per  the previous GAAP, the 

contributions received by ABC Ltd. from the government (which holds 100% shareholding in ABC Ltd.) which is 

in the nature of promoters contribution have been recognised in capital  reserve and treated as part of 

shareholders funds in accordance with the provisions of AS 12, Accounting for Government Grants. 

State whether the  accounting treatment of  the  grants  in  the  nature of  promoters‟ contribution as per AS 12 
is also permitted under Ind AS 20 Accounting for Government Grants and Disclosure of Government Assistance. 
If not, then what will be the accounting treatment of such grants recognised in capital reserve as per previous 
GAAP on the date of transition to Ind AS. [RTP-May-2018, SM] 

Ans.  

Paragraph 2 of Ind AS 20, “Accounting for Government Grants and Disclosure of Government Assistance” inter 

alia states that the Standard does not deal with government participation in the ownership of the entity. 
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Since ABC Ltd. is a Government company, it implies that government has 100% shareholding in the entity. 

Accordingly, the entity needs to determine whether the payment is provided as a shareholder contribution or as 

a government.  Equity contributions will be recorded in equity while grants will be shown in the Statement of 

Profit and Loss. 

Where it is concluded that the contributions are in the nature of government grant, the entity shall apply the 

principles of Ind AS 20 retrospectively as specified in Ind AS 101 “First Time Adoption of Ind AS”.  Ind AS 20 

requires all grants to be recognised as income on a systematic basis over the periods in which the entity 

recognises as expenses the related costs for which the grants are intended to compensate. Unlike AS 12, Ind AS 

20 requires the  grant to be classified as either a capital or an income grant and does not permit recognition of 

government grants in the nature of promoter’s contribution directly to shareholders funds. 

Where it is concluded that the contributions are in the nature of shareholder contributions and are recognised 

in capital reserve under previous GAAP, the provisions of paragraph 10 of Ind AS 101 would be applied which 

states that except in certain cases, an entity shall in its opening Ind AS Balance Sheet: 

(a)  recognise all assets and liabilities whose recognition is required by Ind AS; 

(b)  not recognise items as assets or liabilities if Ind AS do not permit such recognition; 

(c)   reclassify items that it recognised in accordance with previous GAAP as one type of asset, liability or 

component of equity, but are a different type of asset, liability or component of equity in accordance with 

Ind AS; and 

(d)  apply Ind AS in measuring all recognised assets and liabilities. 

Accordingly, as per the above requirements of paragraph 10(c) in the given case, contributions recognised in the 

Capital Reserve should be transferred to appropriate category under „Other Equity‟ at the date of transition to 

Ind AS. 

 

Q. 9 CONCESSIONAL INTEREST RATE LOAN FROM GOVERNMENT  

Government of India provides loans to MSMEs at a below – market rate of interest to fund the set - up of a new 

manufacturing facility. Sukshma Limited’s date of transition to Ind AS is 1stApril 2020. 

In financial year 2014-15, the Company had received a loan of ` 2.0 crores at a below -market rate of interest 

from the government. Under Indian GAAP, the Company had accounted for the loan as equity and the carrying 

amount was ` 2.0 crores at the date of transition. The amount repayable on 31stMarch 2024 will be ` 2.50 crores. 

The Company has been advised to recognize the difference of ` 0.50 crores in equity by correspondingly 

increasing the value of various assets under property plant & equipment by an equivalent amount on 

proportionate basis. Further, on 31stMarch 2024 when the loan has to be repaid, ` 2.50 crores should be 

presented as a deduction from property, plant & equipment. 

Discuss the above treatment and share your views as per applicable Ind ASs. [July-2021, MTP-May-2023] 

Ans.  

Requirement as per Ind AS: 

A first-time adopter shall classify all government loans received as a financial liability or an equity instrument 
in accordance with Ind AS 32. A first-time adopter shall apply the requirements in Ind AS 109 and Ind AS 20, 
prospectively to government loans existing at the date of transition to Ind AS and shall not recognise the 
corresponding benefit of the government loan at a below-market rate of interest as a government grant. 

Treatment to be done: 

Consequently, if a first-time adopter did not, under its previous GAAP, recognise and measure a government 
loan at a below-market rate of interest on a basis consistent with Ind AS requirements, it shall use its previous 
GAAP carrying amount of the loan at the date of transition to Ind AS as the carrying amount of the loan in the 
opening Ind AS Balance Sheet. An entity shall apply Ind AS 109 to the measurement of such loans after the date 
of transition to Ind AS. 
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In the instant case, the loan meets the definition of a financial liability in accordance with Ind AS 32. Company 

therefore reclassifies it from equity to liability. It also uses the previous GAAP carrying amount of the loan at 

the date of transition as the carrying amount of the loan in the opening Ind AS balance sheet. 

It calculates the annual effective interest rate (EIR) starting 1st April 2020 as below: EIR = Amount / 

Principal(1/t) i.e. 2.50/2(1/4) i.e. 5.74%. approx. 

At this rate, ` 2 crore will accrete to ` 2.50 crore as at 31st March 2024. 

During the next 4 years, the interest expense charged to statement of profit and loss shall be: 

Year ended Opening amortised cost 

(`) 

Interest expense for the year 

(`) @ 5.74% p.a. approx. 

Closing amortised cost 

(`) 

31st March 2021 2,00,00,000 11,48,000 2,11,48,000 

31st March 2022 2,11,48,000 12,13,895 2,23,61,895 

31st March 2023 2,23,61,895 12,83,573 2,36,45,468 

31st March 2024 2,36,45,468 13,54,532 2,50,00,000 

An entity may apply the requirements in Ind AS 109 and Ind AS 20 retrospectively to any government loan 

originated before the date of transition to Ind AS, provided that the information needed to do so had been 

obtained at the time of initially accounting for that loan. 

The accounting treatment is to be done as per above guidance and the advice which the company has been 

provided is not in line with the requirements of Ind AS 101 . 

 

Q. 10 TREATMENT OF GRANTS IN THE NATURE OF PROMOTERS’ CONTRIBUTION  

ABC Ltd is a government company and is a first-time adopter of Ind AS. As per the previous GAAP, the 

contributions received by ABC Ltd. from the government (which holds 100% shareholding in ABC Ltd.) which is 

in the nature of promoters’ contribution have been recognised in capital reserve and treated as part of 

shareholders’ funds in accordance with the provisions of AS 12, Accounting for Government Grants. 

State whether the accounting treatment of the grants in the nature of promoters’ contribution as per AS 12 is 

also permitted under Ind AS 20 Accounting for Government Grants and Disclosure of Government Assistance. If 

not, then what will be the accounting treatment of such grants recognised in capital reserve as per previous GAAP 

on the date of transition to Ind AS. [MTP-Nov-2024, SM] 

Ans.  

Paragraph 2 of Ind AS 20, “Accounting for Government Grants and Disclosure of Government Assistance” inter 

alia states that the Standard does not deal with government participation in the ownership of the entity. 

Since ABC Ltd. is a Government company, it implies that government has 100% shareholding in the entity. 

Accordingly, the entity needs to determine whether the payment is provided as a shareholder contribution or as 

a government. Equity contributions will be recorded in equity while grants will be shown in the Statement of 

Profit and Loss. 

Where it is concluded that the contributions are in the nature of government grant, the entity shall apply the 

principles of Ind AS 20 retrospectively as specified in Ind AS 101 ‘First Time Adoption of Ind AS’. Ind AS 20 

requires all grants to be recognised as income on a systematic basis over the periods in which the entity 

recognises as expenses the related costs for which the grants are intended to compensate. Unlike AS 12, Ind AS 

20 requires the grant to be classified as either a capital or an income grant and does not permit recognition of 

government grants in the nature of promoter’s contribution directly to shareholders’ funds. 

Where it is concluded that the contributions are in the nature of shareholder contributions and are recognised 
in capital reserve under previous GAAP, the provisions of paragraph 10 of Ind AS 101 would be applied which 
states that except in certain cases, an entity shall in its opening Ind AS Balance Sheet: 
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(a)  recognise all assets and liabilities whose recognition is required by Ind AS; 

(b)  not recognise items as assets or liabilities if Ind AS do not permit such recognition; 

(c)  reclassify items that it recognised in accordance with previous GAAP as one type of asset, liability or 

component of equity, but are a different type of asset, liability or component of equity in accordance with 

Ind AS; and 

(d)  apply Ind AS in measuring all recognised assets and liabilities. 

Accordingly, as per the above requirements of paragraph 10(c) in the given case, contributions recognised in the 

Capital Reserve should be transferred to appropriate category under ‘Other Equity’ at the date of transition to 

Ind AS. 

 

 Ind AS 21  

 

Q. 11 PARA 46/46A OF AS 11  

Y Ltd. is a first time adopter of Ind AS. The date of transition is April 1, 2015. On the date of transition, there is a 

long- term foreign currency monetary liability of ` 60 crores (US $ 10 million converted at an exchange rate of 

US $ 1 = ` 60). The accumulated exchange difference on the date of transition is nil since Y Ltd. was following AS 

11 notified under the Companies (Accounting Standards) Rules, 2006 and has not exercised the option provided 

in paragraph 46/46A of AS 11. The Company wants to avail the option under paragraph 46A of AS 11 

prospectively or retrospectively on the date of transition to Ind AS. How should it account for the translation 

differences in respect of this item under Ind AS 101? [SM] 

Ans.  

Ind AS 101 provides that a first-time adopter may continue the policy adopted for accounting for exchange 

differences arising from translation of long-term foreign currency monetary items recognised in the financial 

statements for the period ending immediately before the beginning of the first Ind AS financial reporting period 

as per the previous GAAP. 
 

If the Company wants to avail the option prospectively 

The Company cannot avail the exemption given in Ind AS 101 and cannot exercise option under paragraph 

46/46A of AS 11, prospectively, on the date of transition to Ind AS in respect of Long term foreign currency 

monetary liability existing on the date of transition as the company has not availed the option under paragraph 

46/46A earlier. Therefore, the Company need to recognise the exchange differences in accordance with the 

requirements of Ind AS 21, The Effects of Changes in Foreign Exchange Rates. 

If the Company wants to avail the option retrospectively 

The Company cannot avail the exemption given in Ind AS 101 and cannot exercise the option under paragraph 

46/46A of AS 11 retrospectively on the date of transition to Ind AS in respect of long term foreign currency 

monetary liability that existed on the date of transition since the option is available only if it is in continuation of 

the accounting policy followed in accordance with the previous GAAP. Y Ltd. has not been using the option provided 

in Para 46/ 46A of AS 11, hence, it will not be permitted to use the option given in Ind AS 101 retrospectively. 

 

Q. 12 PARA 46/46A OF AS 11  

Y Ltd. is a first time adopter of Ind AS. The date of transition is April 1, 2015. On April 1, 2010, it obtained a 7 year 

US$ 1,00,000 loan. It has been exercising the option provided in Paragraph 46/46A of AS 11 and has been 

amortising the exchange differences in respect of this loan over the balance period of such loan. On the date of 

transition, the company wants to continue the same accounting policy with regard to amortising of exchange 

differences. Whether the Company is permitted to do so? [SM] 
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Ans.  

Ind AS 101 provides that a first-time adopter may continue the policy adopted for accounting for exchange differences 

arising from translation of long-term foreign currency monetary items recognised in the financial statements for the 

period ending immediately before the beginning of the first Ind AS financial reporting period as per the previous GAAP. 

In view of the above, the Company can continue to follow the existing accounting policy of amortising the 

exchange differences in respect of this loan over the balance period of such long term liability. 

 

Q. 13 FTA - LTMI - FOREIGN CURRENCY FLUCTUATIONS  

A Limited has chosen to elect the deemed cost exemption for carrying value of its property, plant and equipment 

as per previous GAAP in accordance with Ind AS 101. However, it does not wish to select the exemption available 

as per Ind AS 101 of capitalising exchange fluctuation on long-term foreign currency monetary items to property. 

plant and equipment and accordingly, it did not opt to avail the exemption available as per Ind AS 101 for 

previous GAAP policy of capitalizing exchange fluctuation to PPE. 

In such a case, how would the company be required to treat the foreign exchange fluctuation already capitalised 

to the cost of property, plant and equipment under previous GAAP and also what will be the treatment of 

fluctuation on long-term foreign currency monetary items on transition date and after the transition date to Ind 

AS by the company in light of the above options exercised by the company? [May-2024] 

Ans.  

Ind AS 101 permits to continue with the carrying value for all of its property, plant and equipment as per the 

previous GAAP and use that as deemed cost for the purposes of first-time adoption of Ind AS. Accordingly, the 

carrying value of property, plant and equipment as per previous GAAP as at the date of transition need not be 

adjusted for the exchange fluctuations capitalized to property, plant and equipment. 

 Separately, it allows a company to continue with its existing policy for accounting for exchange differences 

arising from translation of long-term foreign currency monetary items recognised in the financial statements for 

the period ending immediately before the beginning of the first Ind AS financial reporting period as per the 

previous GAAP. 

 Accordingly, given that Ind AS 101 provides these two choices independent of each other, it may be possible for an 

entity to choose the deemed cost exemption for all of its property, plant and equipment and not elect the exemption 

of continuing the previous GAAP policy of capitalising exchange fluctuation to property, plant and equipment. 

 In such a case, a harmonious interpretation of the two exemptions would require the company to recognise the 

property, plant and equipment at the transition date at the previous GAAP carrying value (without any 

adjustment for the exchanges differences capitalized under previous GAAP) 

But, for the purposes of the first (and all subsequent) Ind AS financial statements, foreign exchange fluctuation 

on all long-term foreign currency borrowings that arose after the transition date would be recognised in the 

statement of profit and loss. 
 

 Ind AS 34  

 

Q. 14 INTERIM FS : FTA  

GG Ltd., a listed company, prepares its first Ind AS financial statements for the year ending 31st March, 20X3. The 

date of transition is 1st April, 20X1. The functional and presentation currency is Rupee. The financial statements 

as at and for the year ended 31st March, 20X3 contain an explicit and unreserved statement of compliance with 

Ind AS. Previously it was using Indian GAAP (AS) as base. 

It has already published its first interim results of quarter 1, quarter 2 and quarter 3 of 20X2- 20X3 in accordance 

with Ind AS 34 and Ind AS 101. The interim financial report included the reconciliations both of total 

comprehensive income and of equity that are required by Ind AS 101. 




