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I.   

The objective of this Standard is to prescribe the accounting treatment for income taxes 

current as well as future. This Standard requires an entity to account for the tax 

consequences of transactions and other events in the same way that it accounts for the 

transactions and other events themselves. Thus, for transactions and other events 

recognised in profit or loss, any related tax effects are also recognised in profit or loss. 

For transactions and other events recognised outside profit or loss (either in other 

comprehensive income or directly in equity), any related tax effects are also recognised 

outside profit or loss (either in other comprehensive income or directly in equity, 

respectively). 

Similarly, the recognition of deferred tax assets and liabilities in a business 

combination affects the amount of goodwill arising in that business combination or 

the amount of the bargain purchase gain recognised. 

This Standard also deals with the recognition of deferred tax assets arising from unused 

tax losses or unused tax credits, the presentation of income taxes in the financial 

statements and the disclosure of information relating to income taxes. 

 

II.  

This Standard shall be applied in accounting for income taxes. For the purposes of this 

Standard, income taxes include all domestic and foreign taxes which are based on 

taxable profits. Income taxes also include taxes, such as withholding taxes, which are 

payable by a subsidiary, associate or joint arrangement on distributions to the reporting 

entity.  

This Standard does not deal with the methods of accounting for government 

grants or investment tax credits. However, this Standard does deal with accounting 

for temporary differences that may arise from such grants / investment tax credits. 
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III.   

1.  Accounting profit is profit or loss for a period before deducting tax expense.  

2.  Taxable profit (Tax loss) is the profit (loss) for a period, determined in accordance with 

the rules established by the taxation authorities, upon which income taxes are 

payable (recoverable). 

3.  Tax expense (tax income) is the aggregate amount included in the determination of 

profit or loss for the period in respect of current tax and deferred tax. 

4.  Current tax is the amount of income taxes payable (recoverable) in respect of the 

taxable profit (tax loss) for a period. 

5.  Deferred tax liabilities (DTL) are the amounts of income taxes payable in future periods 

in respect of taxable temporary differences. 

6.  Deferred tax assets (DTA) are the amounts of income taxes recoverable in future 

periods in respect of: 

a.  deductible temporary differences; 

b.  the carry forward of unused tax losses; and  

c.  the carry forward of unused tax credits. 

7.  Temporary differences are differences between the carrying amount of an asset or 

liability in the balance sheet and its tax base. Temporary differences may be either: 

a. Taxable temporary differences, which are temporary differences that will result in 

taxable amounts in determining taxable profit (tax loss) of future periods when the 

carrying amount of the asset or liability is recovered or settled; or 

b.  Deductible temporary differences, which are temporary differences that will result in 

amounts that are deductible in determining taxable profit (tax loss) of future periods 

when the carrying amount of the asset or liability is recovered or settled. 

8.  Tax base of an asset or liability is the amount attributed to that asset or liability for tax 

purposes (as per Income Tax Act) 
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9.  Tax Base Asset (TBA) is the amount that will be deductible for tax purposes against 

any taxable economic benefits that will flow to an entity when it recovers the carrying 

amount of the asset. 

10.  Tax Base Liability (TBL) is its carrying amount, less any amount that will be deductible 

for tax purposes in respect of that liability in future periods.  

11.  Revenue which is received in advance: Tax base of the resulting liability is its carrying 

amount, less any amount of revenue that will not be taxable in future periods. 

 

ASSETS    LIBILITIES 

If CA < TB       DTA      DTL 

If CA > TB       DTL      DTA 

 

IV.   

1.  Current Tax Liabilities & Current Tax Assets: Current tax for current and prior 

periods shall, to the extent unpaid, be recognised as a liability. If the amount already 

paid, in respect of current and prior periods, exceeds the amount due for those periods 

then the excess shall be recognised as an asset. 

2.  Deferred tax liabilities  

 A deferred tax liability shall be recognised for all taxable temporary differences, except 

to the extent that the deferred tax liability arises from: 

a.  the initial recognition of goodwill or 

b.  the initial recognition of an asset or liability in a transaction which: 

(i) is not a business combination and 

(ii) at the time of the transaction, affects neither accounting profit or Loss nor taxable 

profit (tax loss). 
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3.  Deferred tax Asset 

a.  A deferred tax asset is to be recognised for every deductible temporary difference to 

the extent it is probable that taxable profits will be available against which deductable 

temporary difference can be realised, unless deferred tax asset arises from initial 

recognition of asset or liability in a transaction that, 

i.  is not a business combination and 

ii. at time of transaction, affects neither accounting profit/Loss nor taxable profit (loss). 

b.  DTA is recognized only if there is future economic benefit expected out of it. The future 

economic benefit is in form of reduction in tax liability. The reduction on tax liability is 

possible only when there will be future taxable income on which there is tax liability 

i.e. DTA cannot be recognised if future taxable income is not expected.    

c. It is probable that taxable profit will be available against which DTA can be realised 

when there are sufficient taxable income relating to same taxation authority & same 

taxable entity. 

d. For profit making companies, DTA will be recognised on reasonable certainty 

which can be established based on past profits & realistic future projections. 

e. For loss making company reasonable certainty won’t be good enough hence DTA will 

be recognised only if there is virtual certainty about future taxable profits. Virtual 

certainty is established based substantial & conclusive evidence on reporting date about 

future taxable profit. E.g. A confirmed export order which cannot be cancelled.     

f. Unused Tax losses & Tax credit: 

i. A deferred tax asset should be recognised for the carry forward un-used tax losses to the 

extent that is probable that future taxable profit will be available against which un-

used tax losses can be utilized. 

ii.  An entity recognises DTA arising from unused tax losses only to the extent, it has 

sufficient taxable temporary difference or there is convincing other evidence that 

sufficient future taxable income will be available.  

iii.  Entity considers following criteria for assessing probability of future taxable profits. 
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• Whether the entity has sufficient taxable temporary difference. 

• Whether it is probable that entity will have taxable profits before unused tax losses expires. 

• Whether un-used tax losses results from identifiable causes which are unlikely to recur.  

• Whether tax planning opportunity are available for entity that will create future taxable profit. 

g. Reassessment of unrecognized DTA 

 Unrecognized DTA should be reassessed at every year end & if it has become 

probable that future taxable profit will be earned against which DTA can be realised, 

then unrecognised DTA should be recognised in books to that extent. 

  

V.   

1.  Current Tax 

Current tax should be measured at rate that have been enacted or substantially enacted 

at the end of reporting period i.e. current tax rate. 

2.  Deferred Tax 

a. In the case of deferred tax, as the settlement of Deferred tax liability and realisation of 

deferred tax asset happen in future, the measurement of deferred tax should be done at 

the rate expected to prevail when such liability will be settled or asset will be 

realised i.e. future tax rate which is enacted or substantially enacted. 

b. In India as the budget are presented in month of February, at every year end two tax rate 

are available current tax rate and future tax rate of subsequent year.  

c. In case of delay in presentation of budget in any year and it gets presented before the 

finalisation of accounts then the deferred tax should be calculated at current tax rate 

i.e. the presentation of budget is considered to be a non adjusting event as per IND AS 

10 events after reporting period. This done in order to comparability with those entities 

that have finalised there accounts before presentation of budget. 
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3.  Deferred tax assets or liabilities shall not be discounted. 

4.  Manner of use: The measurements of Deferred tax assets & liabilities shall reflect 

the tax consequence that would follow from the manner in which the entity expects to 

recover or settle carrying amount of its assets & liabilities.  

5.  Non depreciable assets: If the DTA & DTL arises from non deprecation assets using 

revaluation model as per IND AS 16 the measurement of such deferred tax should be 

done as per the rate applicable to recovery of carrying amount of assets through sale, 

regard less of the basis of measuring the carrying amount of assets. 

 In case of a depreciable asset the future economic benefit or the carrying amount of 

asset is recovered either to use or sale & subsequent disposal, the amount of benefit 

received each year is represented by deprecation however in case of a non deprecation 

assets the recovery of carrying amount is only possible only through sale and hence tax 

rate applicable on profits on sale of assets should be utilized this is done even if the 

non-depreciable assets is measured in the books using value in use (IND AS 36).     

 

VI.  

1.  Entities to whom MAT provisions are applicable calculate the current tax as higher of  

a.  Tax liability calculated as per normal IT provisions or 

b.  Tax liability as per MAT provisions. 

2.  Anything paid in excess of tax liability as per normal income tax provisions is allowed 

to be carry forward and adjusted against future tax payment, it is carried forward in 

the name of MAT credit. 

3. Ind AS 12 does not say anything about MAT, the provisions of MAT will be applicable 

to Ind AS, as it was applicable to AS 22. 

4. The calculations of deferred tax are not affected by MAT provisions i.e. deferred tax 

will be calculated by comparing carrying amount of assets & liabilities with base as per 

normal income tax provisions.  

5. Deferred tax will be continued to be measured at normal tax rate & not MAT rate. 
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VII.  

1. When an entity is on tax holiday, the entire profit is allowed as deduction thus 

making the taxable profit NIL. 

2. The amount of Profit allowed as deduction is considered as permanent difference and 

hence no deferred tax asset or liability is created. 

3. Temporary difference if any which are to be reversed within the tax holiday should 

not be recognised. 

4. While giving above treatment, the difference that arises first is considered to be reversed 

first (FIFO). 

5. The difference that are to be reversed after the tax holiday should be recognised in year 

in which difference occurs.   

 

VIII.

a.  Temporary differences arise when the carrying amount of investments (namely parent or 

investor’s share of net assets of subsidiary, branch, associate or investee, including the 

carrying amount of goodwill) in SBAIJ differs from tax base (which is often cost) of the 

investment or interest. Such differences may arise for e.g. existence of undistributed 

profits of subsidiaries, branches, associates and joint arrangements, changes in foreign 

exchange rates when a parent and its subsidiary are based in different countries and a 

reduction in the carrying amount of an investment in an associate to its recoverable 

amount. 

b.  In CFS, temporary difference may be different from temporary difference associated 

with that investment in the parent’s separate financial statements if the parent carries 

investment in its separate financial statements at cost or revalued amount. 

c.  DTL: An entity shall recognise a DTL for all taxable temporary differences associated 

with investments in SABIJ, except to the extent that both the conditions are satisfied: 
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i.  the parent, investor, joint venturer or joint operator is able to control the timing of the 

reversal of the temporary difference and 

ii.  it is probable that the temporary difference will not reverse in foreseeable future. 

d.  Investment in Subsidiary: As a parent controls the dividend policy of its 

subsidiary, it is able to control the timing of the reversal of temporary differences 

associated with that investment (including temporary differences arising not only from 

undistributed profits but also from any foreign exchange translation differences). 

Furthermore, it would often be impracticable to determine the amount of income 

taxes payable when the temporary difference reverses. Therefore, when parent has 

determined that those profits will not be distributed in the foreseeable future the parent 

does not recognise a DTL. Same considerations apply to investments in branches. 

e.  Effects of functional Currency:  The non-monetary assets & liabilities of an entity 

are measured in its functional currency. If the entity’s taxable profit or tax loss is 

determined in a different currency, changes in the exchange rate give rise to temporary 

differences that result in a recognised deferred tax liability or asset. The resulting 

deferred tax is charged or credited to profit or loss. 

f.  Investor in Associate: An investor in an associate does not control that entity and is 

usually not in a position to determine its dividend policy. Therefore, in the absence of 

an agreement requiring that the profits of the associate will not be distributed in the 

foreseeable future, an investor recognises a DTL arising from taxable temporary 

differences associated with its investment in the associate.  

g. Parties to joint arrangements: When joint venturer/joint operator can control timing 

of distribution of its share of profits of joint arrangement & it is probable that its 

share of profits will not be distributed in foreseeable future, a DTL is not recognised. 

h.  An entity shall recognise a DTA for all deductible temporary differences arising from 

investments in SBAIJ, to the extent that, and only to the extent that, it is probable that: 

i.  the temporary difference will reverse in the foreseeable future; and 

ii. taxable profit will be available against which the temporary difference can be utilised. 
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IX.  

1. DTA and DTL should be presented separately from other assets and liabilities. 

2.   The major component of tax expenses and includes. 

a.  Current tax expenses / income. 

b.  Adjustment in respect of prior periods. 

c.  Deferred tax expenses / income.  

d.  Deferred tax expenses / income arising due to change in tax rate. 

e.  Deferred tax consequence of change in accounting policy/correction of error. 

3. Aggregate current & deferred tax relating to items that are charged / credited to equity. 

4.  An explanation of the relationship between tax expenses or income and accounting 

profit, in form of numerical reconciliation either  

a.  between tax expenses /income and product of accounting profit & applicable tax rate or  

b.  average effective tax rate (tax expense ÷ by accounting profit) and applicable tax rate 

5.  IND AS require or permit particular items to be credited or charged directly to equity. 

The aggregate current & deferred tax relating to these items have to be recognised 

and disclosed directly in equity 

6. IND AS require or permit particular items to be recognised directly in OCI. Amount of 

income tax relating to these items have to be recognised and disclosed in OCI. 

7.  In case there are changes in the applicable tax rate(s) compared to the previous 

accounting period, an explanation has to be provided. 

8. The amount & expiry date, if any, of deductible temporary differences, unused tax 

losses, and unused tax credits for unrecognised deferred tax asset, to be disclosed. 

9. This Standard requires an entity to disclose  the  aggregate amount of the underlying 

temporary differences but does not require disclosure of the deferred tax liabilities. 

10. Tax expense relating to the gain or loss on discontinuance and the profit or loss from the 

ordinary activities of the discontinued operation for the period, together with the 

corresponding amounts for each prior period presented.  

11. Entity should disclose amount of income tax of proposed /declared dividends.  
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12. Where changes in tax rates or tax laws are enacted or announced after the reporting 

period, an entity discloses any significant effect of those changes on its current and 

deferred tax assets and liabilities 

Example of Point 4: An entity has made an accounting profit of ` 1,00,000. The tax 

rate is 30%. In computing the accounting profit, a penalty of ` 10,000 has been 

considered which is not tax deductible. There are no other tax impacts. In this case, the 

taxable profits are `1,10,000 & tax expense is ` 33,000. The two types of disclosures 

are  

 Particulars    Amount    OR Particulars   % 

Accounting profit   1,00,000 Applicable tax rate  30   

Tax at the applicable tax rate of 30%    30,000  

Tax effect of expenses that are not deductible   Tax effect of expenses that 

are not deductible 

in determining taxable profits:    in determining taxable profits: 

  

Penalties        3,000 Penalties   3 

Tax expense      33,000 Average effective tax rate 33 

 

X.   

 Tax Base Assets 

Q1. A Machine costing ` 100 was acquired for tax purpose depreciation of ` 30 has already 

being deducted, remaining cost will be deductable in future period either as depreciation 

or through deduction on disposal revenue generated by using the machine is taxable, any 

gain or loss on disposal of machine will be taxable or deductable respectively. 

Depreciation for accounting purpose is ` 20. Calculate tax base. 

 

Q2. Interest receivable has a Carrying Amount ` 100 the related Interest will be taxed on 

cash basis. Find Tax base. 
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Q3. Trade receivable has Carrying Amount ` 100 the related revenue has already been 

included in taxable P&L. Find Tax base 

 

Q4. A Loan receivable has Carrying Amount ` 100 the repayment of Loan, will have no tax 

consequences, find Tax base. 

 

Q5.  Inventory at closing date has value of `100, & will be deductible for tax purpose when 

sold, amount that will be deductable for tax purpose is `100 find Tax Base. 

 

Q6.  Foreign currency debtors has carrying value of ` 125 after recognising exchange gain of 

` 15. The original amount of ` 110 was included in taxable income. The foreign 

exchange gain will be included for tax purpose only when realised. Find Tax base. 

 

Q7. Interest paid ` 100 is capitalised as part of asset's Carrying Amount Tax deduction was 

obtained when Interest was paid, find Tax Base. 

 

Q8. Dividend's receivable from subsidiary have a Carrying Amount of ` 100. Dividends are 

not taxable find Tax Base. 

 

Q9. Development expenses of Carrying Amount ` 100 that was claimed as deductions when 

paid. For accounting purpose, it is amortised over 5 years find Tax base. 

 Tax Base Liabilities 

Q10. Current Liabilities includes wages payable ` 100, this is allowed as tax deduction at a 

time of expenses recognition. Find tax base. 

 

Q11. Foreign currency Loan payable as a carrying amount of ̀  140 after recognising exchange 

gain ` 10, exchange gain is only taxable when realised. Find Tax base 
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Q12. A Liability of ` 1000 for Long - term service award has been accrued as on the balance 

sheet date under IND AS - 19 employee benefits, no deductions will be available for tax, 

until Long - Term service award is paid, Find tax base. 

 Tax Base Liabilities – Advance Income 

Q13. Current Liability include Rent received in advance, with a Carrying Amount of ` 100 

the related rent was taxed on cash basis. Find Tax base 

 

Q14. Current Liabilities include interest received in advance of ` 100 the related interest was 

taxed by reference to amount credited in Income statement. Find tax base. 

 

Q15. X LTD has three financial statement elements for the year ended 31/3/2018 

Particulars Carrying Amt Taxable 

1. equipments 200,000 120,000 

2. Pre Paid Insurance 75,000 – 

3. Warranty Liability 50,000 – 

Calculate Deferred Tax Asset and Deferred Tax Liability. Tax rate 40% 

 

Recognition 

Q16.  An entity has a deductible temporary difference of ` 50,000. It has no taxable temporary 

differences against which it can be offset. The entity is also not anticipating any future 

profits. However, it can implement a tax planning strategy which can generate profits up 

to ̀  60,000. The cost of implementing this tax planning strategy is ` 12,000. The tax rate 

is 30%. Compute the deferred tax asset that should be recognised. 

 

Q17.  A Limited recognises interest income in its books on accrual basis. However, for income 

tax purposes the method is ‘cash basis’. On December 31, 20X1, it has interest receivable 

of ` 10,000 and the tax rate was 25%. On 28th February, 20X1, the finance bill is 

introduced in the legislation that changes the tax rate to 30%. The finance bill is enacted 
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as Act on 21st May, 20X2. Discuss the treatment of deferred tax in case the reporting 

date of A Limited’s financial statement is 31st December, 20X1 and these are approved 

for issued on 31st May, 20X2. 

Business Combination 

Q18. Carrying Amt of property ` 110 inventory ` 10 Liability ` 20 tax rate 30% the above 

business was acquired for PC of ` 200 the fair value on acquisition date property = ` 

130, Inventory ` 20 is intangible asset not recognised in books of selling company = ` 

50, however the tax base of assets is Liability are as follows. 

Property = ` 100, Inventory = ` 10 and Liability = ` 20. 

Calculate goodwill and pass journal entry for incorporation. 

  

 Carried forward losses 

Q19. X Ltd's accounting year ends on 31/3/2018 company made a Loss of ` 2 lakhs for current 

year. For next 2 years profit figures are ` 1 lakh is ` 1.20 lakhs assumed that the Losses 

can be carry forward under tax laws. Tax rate 40% also assume that entity has reasonable 

certainty on 31/3/2018 about future Taxable profits to be earned. 

 

Q20. B Limited is a newly incorporated entity. Its first financial period ends on 31st March, 

20X1. As on the said date, the following temporary differences exist: 

a.  Taxable temporary differences relating to accelerated depreciation of ` 9,000. These are 

expected to reverse equally over next 3 years. 

b.  Deductible temporary differences of ` 4,000 expected to reverse equally over next 4 years. 

It is expected that B Limited will continue to make losses for next 5 years. Tax rate is 

30%. Losses can be carried forward but not backwards. Discuss the treatment of deferred 

tax as on 31st March, 20X1. 

  

 Measurement  
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Q21. Manu International Ltd. at pre tax profit of ` 5,00,000 /- is taxable income of ` 800,000 

for the year 2016 - 2017 the difference in profit is due to product warranty cost which is 

expected to be paid as follows: In 2017 - 2018 ` 50,000, In 2018 - 2019 ` 150,000, In 

2019 - 2020 ` 100,000. Manu international Ltd has never had any operating losses Book 

or tax is does not expect any in future there are no temporary differences in prior years, 

Income tax rate are 40% for 2016 – 2017, 38% for 2017 – 2018, 35% for 2018 – 2019, 

is 32% for 2019 – 2020 Calculate Deferred Tax Asset and Deferred Tax Liability. 

  

Q22. An item of plant property equipment has a carrying amt of ` 100 and a tax base of ` 60 

a tax rate of 20% would apply the items were sold and tax rate of 30% would apply to 

other Income. Calculate Deferred Tax Asset and Deferred Tax Liability. 

 

Q23. An item of plant property equipment at cost of ` 100 and the carrying amount of ` 80 is 

revalued at ` 150, no equivalent adjustment is made for tax purpose cumulative 

depreciation for tax purpose is ` 30 and Tax rate is 30% if the Item is sold more than 

cost, the cumulative tax depreciation will be included in taxable income. Calculate 

Deferred Tax Asset and Deferred Tax Liability in following cases 

1. Sale proceeds in excess of cost will be taxed at 20% 

2. Sale proceeds in excess of cost will not be taxable. 

 

Q24. Consider the same facts in above. Question except, the sales proceed will be taxed at rate 

of 40% after deducting Index cost of acquisition ` 110 (cumulative Tax Depreciation 

will be included in Taxable Income as above) 

  

 

 

 

 



 AJ Education NeXt   

   

MAT  

Q25. From the following Details of X Ltd for year ended 31/3/2018 calculate deferred tax 

Particulars ` 

Accounting profit 500,000 

Book profit – MAT 450,000 

Profit as per IT Act 50,000 

Tax rate & MAT rate 30% & 18.5% 

  

Tax Holidays 

Q26. Income before Depreciation is Tax of an enterprise is ` 200 Lakhs per annum, it is 

eligible for 100% Tax holiday for first 10 years under section 80IA Tax rate is 35% at 

the beginning of year 1 enterprise purchased a machine costing 300 Lakhs, enterprise 

follow SIM Depreciation for accounting purpose with NIL salvage value is useful life of 

15 yrs, for the purpose of Taxation, he has follow WDV method applying 25% rate. 

Show IND AS 12 effects. 

  

Investment in SABIJ 

Q27. On 1st April 20X1,  ABC  Ltd  acquired  100%  shares  of  XYZ  Ltd  for  ` 4,373  crore.  

By 31st March, 20X5, XYZ Ltd had made profits of ` 5 crore, which remain 

undistributed. Based on the tax legislation in India, the tax base investment in XYZ Ltd 

is its original cost. Assume the dividend distribution tax rate applicable is 15%. 

 

Q28. ABC Ltd. acquired 50% of the shares in PQR Ltd. on 1st January, 20X1 for ` 1000 crore. 

By 31st March, 20X5 PQR Ltd. had made profits of ̀  50 crore (ABC Ltd.'s share), which 

remained undistributed. Based on the tax legislation in India, the tax base of the 

investment in  PQR Ltd. is its original cost. Assume the dividend distribution tax rate 

applicable is 15%. 
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 Compound Financial Instruments 

Q29. An entity receives Non - Interest bearing convertible Loan of ` 1000 on 31/12/2014 

repayable at par on 1st Jan 2018 in accordance with IND AS - 32 financial instruments 

presentation the entity classifies the instruments Liability component as liability is equity 

component as equity, the entity assign's an initial carrying amount of `751 to the 

Liability component of convertible Loan is `249 to equity component, subsequently the 

entity recognises imputed Discount as Interest expenses at a annual rate of 10% on 

carrying amount of liability component at the beginning of the year. The Tax authorities 

do not allow the entity to claim any deductions imputed discount on liability component. 

Tax rate is 40%. 
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I. 

 Ind AS 41 Agriculture sets out the accounting for agricultural activity, which is 

the management of the transformation of biological assets into agricultural produce. 

The standard generally requires biological assets to be measured at fair value less costs 

to sell. This standard shall be applied to account for following, if relate to agricultural 

activity a. Biological assets b. Agricultural produce at point of harvest & c. 

Government grants  

 

II.  

Ind AS 41 does not apply to:  

1. Land related to agricultural activity for example, the land on which the biological 

assets grow, regenerate and/or degenerate (Ind AS 16 PPE and Ind AS 40 IP);  

2.  Bearer plants related to agricultural activity. Such bearer plants covered within the 

scope of Ind AS 16, Property, plant and Equipment as accounted as per the provisions 

of that standard. However, this Standard applies to the produce on those bearer plants.  

3.  Government Grants related to bearer plants (Ind AS 20)  

4.  Intangible assets associated with the agricultural activity, for example licenses and 

rights are covered under Ind AS 38 Intangible Assets.  

5.  This Standard is applied to agricultural produce, which is the harvested product of 

biological assets, only at the point of harvest. Thereafter, Ind AS 2 or another 

applicable Standard is applied. E.g. Processing of grapes into wine by a vintner who 

has grown the grapes. While such processing may be a logical & natural extension of 

agricultural activity, & events taking place may bear some similarity to biological 

transformation, such processing is not included within definition of agricultural 

activity. Agriculture produce after point of harvest, e.g. Wool, meat, fruit, logs that 

are processed subsequently are not covered in this standard & Ind AS 2 will apply. 

6.  Right-of-use assets arising from a lease of land related to agricultural activity Ind AS 

116, Leases. 
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III.   

1.  Agricultural activity refers to the management by an entity of the biological 

transformation and harvest of biological assets for sale or for conversion into 

agricultural produce or into additional biological assets.  

2.  Biological Asset is defined as a living animal or plant.  

3.  Biological transformation comprises, processes of growth, degeneration, production, 

& procreation that cause qualitative or quantitative changes in biological asset.  

4.  Agricultural produce is the harvested product of the entity’s biological assets.  

5.  Harvest is detachment of produce from a biological asset or the cessation of a 

biological asset’s life processes.  

6.  Fair Value is price that would be received to sell an asset or paid to transfer a liability 

in an orderly transaction between market participants at the measurement date.  

7. Costs to sell are the incremental costs directly attributable to disposal of an asset, 

excluding finance costs and income taxes.  

 

IV.  

1. Bearer Plant may be defined as a living plant that:  

a. is used in the production or supply of agricultural produce;  

b. is expected to bear produce for more than one period; and  

 c. has a remote likelihood of being sold as agricultural produce, except for incidental 

scrap sales. e.g. tea bushes, grape vines, oil palms and rubber trees, usually meet the 

definition of a bearer plant and are outside the scope of Ind AS 41 and covered under 

Ind AS 16.  

2. However, produce growing on bearer plant is a biological asset. When bearer 

plants are no longer used to bear produce they might be cut down and sold as scrap, 

for example, for use as firewood. Such incidental scrap sales would not prevent the 

plant from satisfying the definition of a bearer plant. 
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3. The following are not bearer plants 

a.  Plants cultivated to be harvested as agricultural produce (for e.g. trees grown for use 

as lumber) 

b.  Plants cultivated to produce agricultural produce when there is more than a remote 

likelihood that the entity will also harvest and sell the plant as agricultural produce, 

other than as incidental scrap sales (e.g. trees that are cultivated both for their fruit 

& their lumber)& 

c.  Annual crops (for example, maize and wheat). 

 

V.  

Agricultural activity covers a diverse range of activities; for e.g. raising livestock, 

forestry, annual or perennial cropping, cultivating orchards and plantations, 

floriculture and aquaculture (including fish farming). Certain common features exist 

within this diversity: 

1. Capability to Change: Living animals & plants are capable of biological transformation. 

 

2. Management of Change: Management facilitates biological transformation by 

enhancing, or at least stabilising, conditions necessary for the process to take place 

(for example, nutrient levels, moisture, temperature, fertility, and light). Such 

management distinguishes agricultural activity from other activities. For e.g. 

harvesting from unmanaged sources (such as ocean fishing and deforestation) is not 

agricultural activity; and 

 

3.  Measurement of change: The change in quality (for example, genetic merit, density, 

ripeness, fat cover, protein content, and fibre strength) or quantity (for example, 

progeny, weight, cubic metres, fibre length or diameter, and number of buds) brought 

about by biological transformation or harvest is measured and monitored as a routine 

management function. 
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VI.  

Entities are required to recognise a biological asset or agricultural produce when, and 

only when, all of the following conditions are met:  

1.  the entity controls the asset as a result of past events;  

2.  it is probable that future economic benefits associated with asset will flow to entity& 

3.  the fair value or cost of the asset can be measured reliably.  

VII.  

1.  Biological Asset should be measured on initial recognition and at the end of each 

reporting period at its fair value less costs to sell, except for the case where 

the fair value cannot be measured reliably. 

2.  In the following cases biological asset should be measured at its cost less any 

accumulated depreciation and any accumulated impairment losses in accordance with 

Ind AS 2, Ind AS 16 and Ind AS 36:  

a. Quoted market prices are not available for the biological assets and;  

b.  Alternative fair value measurements are determined to be clearly unreliable.  

3.  There is a presumption that fair value can be measured reliably for a biological 

asset. The presumption can be rebutted only on initial recognition. An entity that 

has previously measured a biological asset at its fair value less costs to sell continues 

to measure the biological asset at its fair value less costs to sell until disposal.  

4.  In all cases, an entity measures agricultural produce at point of harvest at its 

fair value less costs to sell. This Standard reflects the view that the fair value of 

agricultural produce at the point of harvest can always be measured reliably. 

5.  The fair value less cost to sell of a biological asset can change due to both physical 

changes and price changes in the market. 

6.  Entities often enter into contacts to sell their biological assets or agricultural produce 

at a future date. Contract prices are not necessarily relevant in measuring fair 

value, because fair value reflects the current market conditions. As a result, the fair 
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value of a biological asset or agricultural produce is not adjusted because of existence 

of a contract. 

7.  An entity does not include any cash flows for financing the assets, taxation, or re-

establishing biological assets after harvest (e.g. cost of replanting trees in a 

plantation forest after harvest). 

VIII. 

1.  Biological Asset: A gain or loss arising on  

i. initial recognition of a Biological Asset at Fair value less costs to sell and  

ii. from a change in Fair Value less costs to sell of a biological asset  

shall be included in Profit & Loss for the period in which it arises.  

b.  A loss may arise on initial recognition of a biological asset, because cost to sell 

are deducted in determining fair value less cost to sell of a biological asset.  

c.  A gain may arise on initial recognition of a biological asset, such as when a calf is 

born. Example: During reporting period 20X1-20X2, an entity is having a cow which has 

given birth to a calf. Fair value less estimated cost to sell of a calf is ` 5,000. 

Therefore ` 5,000 is immediately recognised in P&L. 

2. Agriculture Produce:  

a.  A gain/loss arising on initial recognition of Agricultural produce at Fair value less 

costs to sell shall be included in Profit or Loss for the period in which it arises.  

b.  A gain/loss may arise on initial recognition of agricultural produce as a result of harvesting. 

 

IX. 

1. If biological asset is measured at fair value less cost to sell 

a.  Unconditional Grant shall be recognised in Profit and Loss when, and only 

when, the grant becomes receivable.  

b.  Conditional Grant shall be recognise in Profit and Loss when, and only when, 

the conditions attaching to grants are met. 

2. If biological asset is measured at its cost then Ind AS 20 is applicable.  
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X.   

1. Description: The entity is required to give a description of each group of biological 

assets. This disclosure may take form of a narrative or quantified description. An 

entity is encouraged to provide a quantified description of each such group. 

2. Gains and losses: An entity shall disclose the aggregate gain or loss arising during the 

current period on initial recognition of biological assets and agricultural produce and 

from the change in fair value less costs to sell of biological assets. 

3. Reconciliation: A detailed reconciliation is required of changes in carrying amount of 

biological assets between beginning and end of the current period, which includes: 

a.  gain/loss arising from changes in fair value less costs to sell; 

b.  increases arising from purchases; 

c.  decreases attributable to sales and biological assets classified as held for sale in 

accordance with Ind AS 105; 

d.  decreases due to harvest; 

e.  increases resulting from business combinations; 

f.  net exchange differences arising on the translation and 

g.  other changes. 

4. Restricted assets, commitments and risk management strategies: 

a.  the existence and carrying amounts of biological assets whose title is restricted, and 

the carrying amounts of biological assets pledged as security for liabilities; 

b.  the amount of commitments for the development or acquisition of BA; and 

c.  financial risk management strategies related to agricultural activity. 

5. Additional disclosures when FV cannot be measured reliably 

a.  a description of the biological assets; 

b.  an explanation of why fair value cannot be measured reliably; 

c.  the range of estimates within which fair value is highly likely to lie; 

d.  the depreciation method used; 

e.  the useful lives or the depreciation rates used; and 
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f.  the gross carrying amount and the accumulated depreciation and impairment losses at 

the beginning and end of the period. 

6. Government grants relating to agricultural activity: 

a  the nature and extent of government grants recognised; 

b  unfulfilled conditions & other contingencies attaching to government grants & 

c  significant decreases expected in the level of government grants. 

7. If the FV of Biological assets previously measured at their cost becomes reliably 

measurable on FV during the current periodan entity shall  disclose for those 

biological assets: 

a a description of the biological assets; 

b  an explanation of why fair value has become reliably measurable; and  

c  the effect of the change. 

8. Break up of Change in fair value: The fair value less costs to sell of a biological 

asset can change due to both physical changes and price changes in the market. 

Separate disclosure of physical and price changes is useful in appraising current 

period performance and future prospects, particularly when there is a production cycle 

of more than one year. In such cases, an entity is encouraged to disclose the amount 

of change in fair value less costs to sell included in profit or loss due to physical 

changes and due to price changes. This information is generally less useful when the 

production cycle is less than one year (for example, when raising chickens or growing 

cereal crops). A change in fair value of a biological asset due to harvesting is also a 

physical change. 
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 Scope 

Q1. ABC Ltd grows vines, harvests the grapes and produces wine. Which of these 

activities are in the scope of Ind AS 41? 

 

Initial Recognition 

Q2. XYZ ltd, on 1 December 2019, purchased 100 sheep’s from a market for ` 500,000 

with a transaction cost of 2%. Sheep’s fair value increased from ` 500,000 to 

`600,000 on 31 March 2020.  Determine the fair value on the date of purchase and 

pass necessary journal entries. 

 

 Change in Fair Value – Cost to sell 

Q3. A farmer owned a dairy herd, of three years old cattle as at April 1, 2019 with a fair 

value of ` 13,750 and the number of cattle in the herd was 250. The fair value of three 

year cattle as at March 31, 2020 was ` 60 per cattle. The fair value of four year cattle 

as at March 31, 2020 is `75 per cattle.  Calculate the measurement of group of cattle 

as at March 31, 2020 stating price and physical change separately.  

 

Q4. A herd of 10, 2year old animal was held as on 1st January 2019. One animal was born 

on 1st July 2019 and on the same date one animal of 2.5 years age was purchased for ` 

108. No animal was sold during year. Per unit fair value less cost to sale were as follows.  

2 year old on 1st January 2019 100 

New born on 1st July 2019 70 

2.5 year old in 1july 2019  108 

New born animal of 31st December 2019 72 

0.5 year old animal on 31st December 2019  80 

2 year old animal on 31st December 2019 105 

2.5 year old animal on 31st December 2019 111 
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3 year old animal on 31st December 2019 120 

Calculate change in fair value due to Physical changes and Price change. 

 

Q5. Moon Ltd prepares financial statements to 31 March each year. On 1 April 2019 the 

company carried out the following transactions: 

1.  Purchased a land for ` 50 Lakhs. 

2.  Purchased 200 dairy cows (average age at 1 April 2019 two years) for ` 10 Lakhs. 

3.  Received a grant of ` 1 million towards the acquisition of the cows. This grant was 

nonrefundable.  

For the year ending 31 March 2020, the company has incurred following costs: 

1.  ` 6 Lakh to maintain the condition of the animals (food and protection). 

2.  ` 4 Lakh as breeding fee to a local farmer. 

On 1 October 2019, 100 calves were born. There were no other changes in the number 

of animals during the year ended 31 March 2020. As of 31 March 2020, Moon Ltd had 

3,000 litres of unsold  milk in inventory. The milk was sold shortly after the year end 

at market prices. Information regarding fair values is as follows: 

 

Item Fair Value less cost to sell 1/4/ 2019 1/10/2019 31/3/2020 

Land 50 Lakhs 60 Lakhs 70 Lakhs 

New born calves (per calf) 1,000 1,100 1,200 

Six month old calves (per calf) 1,100 1,200 1,300 

Two year old cows (per cow) 5,000 5,100 5,200 

Three year old cows (per cow) 5,200 5,300 5,500 

Milk (per litre) 20 22 24 

Prepare extracts from the Balance Sheet and Statement of Profit & Loss that would be 

reflected in the financial statements of the entity for the year ended 31 March 2020. 
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Q6.  As at 31st March, 20X1, a plantation consists of 100 Pinus Radiata trees that were 

planted 10 years earlier. The tree takes 30 years to mature, and will ultimately be 

processed into building material for houses or furniture. The enterprise’s weighted 

average cost of capital is 6% p.a. Only mature trees have established fair values by 

reference to a quoted price in an active market. The fair value (inclusive of current 

transport costs to get 100 logs to market) for a mature tree of the same grade as in the 

plantation is: 

 As at 31st March, 20X1: 171 & As at 31st March, 20X2: 165 

Assume that there would be immaterial cash flow between now and point of harvest. 

The present value factor of ` 1 @ 6% for 

 19th year = 0.331 & 20th year = 0.312 

 State the value of such plantation as on 31st March, 20X1 and 20X2 and the gain or 

loss to be recognised as per Ind AS. 

 

 

 


