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CHAPTER: 4

Financial Instruments

ok ok *
Ind AS 109 Ind AS 107
Financial Financial Instruments: Financial
Instruments: Recognition & Instruments:
Presentation Measurement Disclosure

Ind AS 32: Financial Instruments: Presentation @

Applicability it Special Cases Accounting Off-Setting

for Dividend
, Interest,

Financial Transaction
Instrument cost on

equity etc.

Financial

Assets Non Financial Financial I Contracts

l fied as Equity l

Financial
Liability

Deliver Entity’s Own
Eguity Instruments

i

Receive Entity’s Own Equity

Instruments
A Applicability-(Exclusions):
Q) ; ment)
> Subsidiaries: Ind AS 110
> JIV/Associate: Ind AS 28
0

A || - I




requirements may apply.
9) Leases: Covered under Ind AS 116

s inancial 6  under Financial

Definitions: (simplified)

. . . . 1y

a) Cash

b) Eguity instruments of another entity

Y contractual riokt to receive. Cash or Eauita Inst < of another enti

another Financial Asset

28
2.6
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CHAPTER: 4

2.7 Preference Preference
Share Capital: l Share Capital

v v v
. | Redeemable or
Redeemable d (V%%V;’\ggglobrﬁ ) ' J Convertible |
v v v
N a I l
Financial Eouit
Liability iy At the option At the option

of Issuer
(company)

of Preference
share holder

v
| b
——— S Not a Financia
Intention to Intention to Liability Cas
redeem convert

no obligation)

A

Financial Financial
Liability Liability Irrespective of

Intention

3, *E Special Cases

3. Non-Financial Items (NF1) Non Financial
Items (NFI1)

v

v

Includes  —

v

Not a Financial
‘ (2) D b) Instrument
Contractsspecifies < Entity hasa
net settlement | history of net
Option settlements ) 2 ()
Always a Financial
* S Instrument for entity
(c) < (d) having such history
NFl is readily | _ Entity Purchases
convertibleto & Sells NFI
cash simultaneously
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Ind AS 32

‘# Is entity the writter of buy/sell option

—— VYes No

Financial Instrument for

writer of the option, but Whether the quantity is as per the entity’s own use
may be a Fl or may be

not for holder of option 7 purchase/sale usage reguirement (refer 3.1.2)
depending on his intention

— e e
 Financial Instrament | Non-Financial item

L >

Unless it is to be treated as a Financial Instrument to avoid
accounting mismatch as per Ind AS 109 (refer 3.1.1)

If the quantity is divisible into own usage and other than own usage then own

usage is Non-Financial Item and other part is Financial Instrument

3.0 | Accounting Mismatch:

Bappi Da (Option to

Buy Gold)
! v
Contract to % Purchase of gold with
sell gold= F.l. no NSO= NFI/F.l.

Examples

). | Fixed interest loan taken to acquire a speculative investment like equity shares:




CHAPTER: 4

3.2 Own Use Exemption:

Ind AS 32 prescribes that if entity:

a) Enters into a contract to buy/sell a Non-Financial item to meet its own

expected requirement for purchasefusage/sale; and

b) Continues to hold the contract to meet its requirement then such contract

will be classified as a Non-Financial item (except if it leads to accounting

mismatch)

E.g. Contract with net settlement option- Show classification on initial

recognition and at year end :

Accounting for

Intention Classification Reclassification
Initial Date Year End | Initial Date Year End
| | Delivery NFI NFI -
‘ Recognise FA/FL
2 | Delivery Net Settlement NFI Fl on such contract
at year end
3 | Net Settlement | Net Settlement Fi Fi -
4 | Net Settlement | Delivery FlI Fl Note |

financial item.

OPTIONS (AS PER IND AS I09)
Whether it is PUT or CALL decided based on
Holder of Option

« Put Option: Holder has Right to Sell
« Call option: Holder has Right to Purchase

CA FINAL - FINANCIAL REPORTING



Para 16A:
PFI have right to claim only proportional share in net asset
(PSNA) of the company
PFI should be most sub-ordinate instruments
PFI to have identical rights with the most sub-ordinate
instruments
No fixed or minimum or committed cash flow entitlements
Total cash flows over the term of PFI =PSNA

Puttable
Financial
Instrument
(pr1)
Para 16B:
There are no other Financial Instruments or Contract that:
I Have effect of fixing/changing the cash flows of PFI; and
2. In effect have a PSNA of entity
—>
A
L4
Para 16¢: (PSNA on Liguidation of Company)
FI have right to claim only proportional share in net asset(PSNA)
of the company
FI should be most sub-ordinate instruments
FI to have identical rights with the most sub-ordinate instruments
Instruments 4. Para 16C = Condition 1+2+3 of Para 16 A
Entitled to
PSNA on
Liguidation
) vara 16D
ere are 0 0 / / / / a a
ave 0 q anging a 0 or P ana
N G a ¥V o1 e
L4




CHAPTER: 4

3.3 | Contracts involving Entity’s Own Equity Instruments
Contmcts mvolvmg
Entity’s Own Equity I
Instruments
(A) Contracts to I (B) Contracts to
deliver own Equity acquire own Equity
(i) Fixed to | () Put option Gorit
Fixed Test l ten) of Equity Shares
~ Gi)compound | (ii) Buy-Back
Financial Instruments l
\'4 . Vv .
Giii) contigent | Giii) Treasury
Settlement Provision I Shares (n.a. n India)
A |  Contracts to deliver Own Equity Instruments
AG)|  Fixed to Fixed Test:
meets the Fixed to Fixed Test i.e.:
~a) | Number of equity shares to be issued are
fixed. Against
b))
Case Consideration Given Consideration Received Classification
! Variable Variable Financial Liability
2 Variable Fixed Financial Liability
3 Fixed Variable Financial Liability
4 Fixed Fixed Eguity

If Consideration of Number of Shares are varying based
on Time’ then they will be considered as Fixed

CA FINAL - FINANCIAL REPORTING



From the issuers point of view

Liability + Equity)

. . . . . .
.

Component along with the Financial Liability;

Non-Derivative in Nature;

Accounting: Initial Recognition

Financial Liability & Equity Component

| Eg. Q) 1ssued Convertible only Debentures

( Principal ) ol CEquitg Instrument) - (Equitg Component)

( Interest ) ) (Financial L/‘ab/‘l/‘tg) . ( Interest )

| Eg.Q2) Issued convertible or Redeemable Debentures

Redeemable or Convertible Debentures

Intention to Intention to Intends to Intends to |
redeem  convert Je— Redeem y Convert

B e o e

Financial Financial Eguity as issuer can

Liability Liability avoid the obligation by Equity
(as company (as company issuing equity shares y

; w

Can not avoid  Can not avoid

obligation) obligation) Int. Comp will be still a FL

hence it will be CFI =

sﬁk CA FINAL FINANCIAL REPORTING
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CHAPTER: 4

In Conversion option, if there is only remote chance of conversion option being

exercised (i.e Option exists only in Legal form but there is no practical possibilities

of being exercised) then Instrument is to be classified as a Financial liability

cumulative

( Principal )—ﬂ—( Financial Liability )
>

L Dividends I | Not FL )

Discretionary payments are adjusted directly from Equity (Reserves)

and not treated as a Liability/Expense

Dividends on Preference Share Capital:

‘Discretionary’ payments (unless question specifies otherwise)

Contingent Settlement Provision

-! !! «! ¢” ! ! -9 ! (E t! ) ! ‘E !! !t . ! !!
| settlement in equity shares only. (in fixed numbers)

| Contracts to receive Entity’s Own Equity Instruments
| Company has written a Put Option on its Own Equity Instruments

(Excluding PF1)




Ind AS 32

P > Underwritten Put p N
— Option on Flipkart Share = Softbank

E4.(2) (a)
. . “ D
B Ltd S Ltd Given option to MrA Mr. A
to sell its share in S Ltd N Y,

Hint:

Eg.2 (b)
s D

— Mr. A
N J
& Shares held by Mr. A
are PFI (say units of open
ended MF)
Hint:

> Treated as PFIl in the books of S Ltd; and
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8(ii) Buy Baclk

E.g9. - Company has announced a scheme to buyback its own equity instrument.
Hint: Since Company has announced a scheme, to Buy Back its own Equity
Instrument, hence company has created an obligation, which is to be settled in
cash, and therefore equity will now be reclassified to financial liability on buy back
on the date when offer is given for buy-back

Journal Entry
(1) on the date when buy-back offer given
Equity Dr. At Present value of
. Hence
To Financial Liability Buy-Back Price Forth
(2) on Buy-back date accounted
Equity Share Capital Dr. At Face Value At as per Ind

AS 109
To Equity Face Value
FL Dr.

To Bank

Buy Back Price
Buy Back Price

B(iii) Treasury Shares (not permitted in India)
» In India, shares bought back have to be cancelled within 7 days and cannot be

held for further reissue.

However, under reconstruction schemes approved by court, shares may be

surrendered by shareholders and held to be reissued to creditors;

When company acguires its own shares and holds it as Treasury Shares to be

reissued to others at later date (usually outside India) then:

i.  Share capital cannot be reduced as company has not cancelled its
shares,;
Such treasury shares cannot be shown as asset, as company cannot in vest
in its own shares;

Hence, company should present treasury shares as a deduction from share

capital in ‘Notes to Financial Statements’ and net share capital will be

presented in the Balance Sheet.

Special Case:
60%

l

<~ 20% Porsche Ltd.

(]
CA FINAL - FINANCIAL REPORTING il I FA.S T|ES .
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INVENTORIES

INDE

INTANGIBLE ASSETS (1A)

STATEMENT OF CASH FLOWS

INVESTMENT PROPERTY

®
&

ACCOUNTING POLICIES, CHANGES IN
ACCOUNTING ESTIMATES & ERRORS

AGRICULTURE

EVENT AFTER THE REPORTING PERIOD

FIRST TIME ADOPTION OF IND AS

S

PROVISIONS, CONTINGENT
LIABILITIES & CONTINGENT ASSETS

FAST

AT n 55,20 4
INCOME TAXES NON-CURRENT ASSETS HELD FOR SALE
AND DISCONTINVED OPERATIONS
@ PROPERTY, PLANT & EQUIPMENT OPERATING SEGMENTS
102
@ EMPLOYEE BENEFITS FAIR VALVE MEASUREMENT
D n 224 -
ACCOUNTING FOR GOVT. GRANTS AND REVENVE FROM CONTRACTS
DISCLOSURE OF GOVERNMENT ASSISTANCE WITH CUSTOMERS
= 33 = > 23 o
THE EFFECTS OF CHANGES
IN FOREIGN EXCHANGE RATES LEASES
BORROWING COSTS PROFESSIONAL AND ETHICAL DUTY
OF A CA
@ RELATED PARTY DISLOSURES ACCOUNTING AND TECHNOLOGY
4 = i) =
@ EARNING PER SHARE
n 120 o
INTERIM EINANCIAL REPORTING AUTHOR
“ CA. SARTHAK NIRAJ JAIN
@ IMPAIRMENT OF ASSETS
= 96 =
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Indas12 |

IND AS 12 : INCOME TAXES

Ind AS applies to accounting for :

. Income/expense

| Definition & Terms used

QZ Tax Expgnsgs = Current tax expenses+ Deferred tax expense

b) ¢ =

eductibl - o7D)

d) Temporary Difference =  Difference of carrying amount of asset, liability from its

(oT) (DTL 71 leads to T in DTE and Vice Versa)
(ota) a) On DTD

Difference (Tp) T7.D. may be:

(a) TTD (Taxable temporary difference) which are TD that

) oill result in taxabl < in £ ods 1o}

the amount from asset/ liability is recovered / settled

FAST / CA Final-Financial Reporting: By CA. Sarthak Jain
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\ Income Taxes

(b) DT (Deductible TD) are T.D. that are/will result in

amount that are deductible from tax pmﬁt; in future

o nored for DTA / DT .

> However, if change is material then change in rates to be

disclosed

attributed to it for tax purpose

v v v
Assets | Liabilities | Eq({/'tg
v | A— v v
Amount deductible Payable/Provisions v . | No DT
e ch~  WndASspecifesin  Interpretation | effect
o 1  case of loans taken, Hence if amt. pay- | ~ NoTB
under tax laws  Amount <t pay-
i deductible the amt. deductfblg 7able under a loan is | e -
| : > under the loan liabil- less than the amt.
If the future cash  in future ity will be only the ~ of loan taken, it will Amount of
flows/economic  ynder tax  pycess amt. payable be added to CA for revenue
gﬁ:’;ﬁg‘f’eﬁ::ztzze laws ~ over and above the 7determining TB of ?gﬁe? be
able, then TB = CA amt. of loan taken  liability | in future
of asset (so that I !

no T.D. arises)  _. ; X
/ Simply, CA-Amount deductible/non-taxable in future

For Liabilities:  Tax base — Carrying amount

Ind AS state : When Tax Base of an A/L is difficult to calculate use

the basic priniciples governing the Ind AS that requires matching of tax effects

with the accounting of assets and liabilities.

Get the Best of Ind AS By CA. ST / FAST M
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Indas12 |

llustrations to Determine tax base
Nlustration ).
from such asset.
Eg. 000 0 0 00
Find the TB, CA, TD, DT on it, if tax rate is 30% p.a.
Sol.
CA 78 ™ Na- DTL DTE
ture @ 30%
Yr o Purchase 5000 5000 NIL NIL
150
Vr Dep. (1000) (1s00)
Yr | end 4000 3500 $00 | TTD 150
Yr 2 Dep (800) (10s0) 78
Yr 2 end 3200 2450 750 | TTD 228 +
Revaluation +300 X 40
3500 2450 1050 TTD EIRY
As IT to only allow 2450 as deduction in future years hence
TB = 2450 = Amount deductible in future years.
Nlustration 2.
year due to indexation benefit
Eg. 1-4-22 Land 100
1-4-25 Sale 150
Tax laws indexation available and Index Numbers are :
1-4-22 200
3]-3-23 220
3]-3-24 250
3]-3-25 260
LTCG taxed @ 20%
L / CA Final-Financial Reporting: By CA. Sarthak Jain




\ Income Taxes

Sol.
CA T8 DTD | DTA@ |DTE
20%

1--22 Cost 100 100 | NIL NIL
220 23

31-3-23 100 (WX 100 —>j 1o 10 2
250

31-3-24 100 (— X lOOj 128 | 2§ S % 3l
200

31-3-2§ 100 (ﬂx,oo) 130 30 6 N8

e 200 %

Sold 1-4-25 NIL NIL | NIL | NIL [§6T

@ 150

Nlustration 3.

nvest b in sh T8 will be ¢ L invest

Eg. | Investment in Equity Shares < 250
FV at year | end T 260 Tax Rate 30%
Tax Effect? Tax Base ?
Sol.
CA T8 ™ Nature DTL
Acquisition 250 | 250 NIL - NIL
Yr End 260 | 250 10 TTD 3

Nlustration 4.

Sol.

CA TB ™ Nature DTA DTE
Date of loan given 500 500 NIL - NIL % sl
IL at year | end (s0)
YR | end 450 500 S0 DTD IKY
. st
Yr 2 end received hence CA NIL NIL NIL - 0

Get the Best of Ind AS By CA. ST / FAST M
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Indas12 |

Nlustration S.

Sol.
CA B T.D. Nature DTL DTE
Yr 0 1000 1000 NIL NIL NIL
| S+
Yr | Int. accrued s0 -
Yr | End 1050 1000 s0 TTD IKY
Yr 2 Int accrued s3 % 16+
Yr 3 End 1103 1000 103 TTD 3l
Yr 3 Int. accrued ss
1188
. 3)-
Receive 1158
Vr3end| CA NIL NIL NIL - NIL

Nlustration 6.

Find CA, TB, DT on it in 22-23 (Prov. unpaid till return filling)

Sol.
CA = SoL
Tax Base : CA S0
(-) Amt deductible in future (s0) = NIL
Difference s0
Nature Deductible TD
DTA S50 x 30% Ky
TE (DTE) Is 4

0 28 [T ch rinal-rinoncia reporting: 5y c. sathak ai
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