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Consolidated Financial Statements 

This chapter is newly developed.  ICAI has removed mostly all the 
previous illustrations by new illustrations 

IND AS 110: CONSOLIDATED FINANCIAL STATEMENTS 
Illustration 1: Exception to prepare consolidated financial statements 

 

Scenario A: 

Following is the structure of a group headed by Company X: 

Company X is a listed entity in India and prepares consolidated financial statements as per the 
requirements of Ind AS. Company A is  an unlisted entity and it is  not in the process of listing any    of 
its instruments in public market. Company X does not object to Company A not preparing 
consolidated financial statements. Whether Company A is required to prepare  consolidated financial 
statements as per the requirements of Ind AS 110? 

Scenario B: 

Assume the same facts as per Scenario A except, Company X is a foreign entity and is listed in  stock 
exchange of a foreign country and it prepares its financial statements as per the generally accepted 
accounting principles (GAAP) applicable to that country. Will your answer be different in this case? 

Scenario C: 

Assume the same facts as per Scenario A except, 100%  of  the investment in Company A is  held  by 
Mr. X (an individual) instead of Company X. Will your answer be different in this case? 

Solution: 

Scenario A: 

In this case, Company A satisfies all the conditions for not preparing consolidated financial statements 
i.e. it is not a listed entity nor it is in the process of listing, the parent of Company A prepares 
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consolidated financial statements as per Ind AS which is available for public use and  parent of 
Company A does not object Company A not preparing consolidated financial statements. 

Hence, Company A is not required to prepare consolidated financial statements. 

Scenario B: 

In this case, the consolidated financial statements of parent of Company A are not prepared under 
Ind AS. Hence Company A cannot avail the exemption from preparation of consolidated financial 
statements. 

Scenario C: 

In this case, Mr. X (an individual) would not be preparing its financial statements as per the 
requirements of Ind AS which is available for public use. 

Hence Company A cannot avail the exemption from preparation of consolidated financial  
statements. 

Illustration 2: Exception to prepare consolidated financial statements 

Scenario A: 

Following is the structure of a group headed by Company A. 

 

Company A is a listed entity in India and prepares consolidated financial statements as per the 
requirements of Ind AS. Company  C is  an  unlisted entity and it is  not in the process of  listing any 
of its instruments in public market. 60% of the equity share capital of Company C is held by  Company 
A and balance 40% equity share capital is held by other outside investors. Company A does not object 
to Company C not preparing consolidated financial statements.  Whether Company  C is required to 
prepare consolidated financial statements as per the requirements of Ind AS 110? 

Scenario B: 

Assume the same facts as per Scenario A except, the balance 40% of the equity share capital of 
Company C is held by Company B. 
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State whether C Limited is required to inform its other owner B Limited (owning  40%)  of  its  intention 
to not prepare consolidated financial statements as mentioned in paragraph 4(a)(i)? 

Solution: 

Scenario A: 

Company C is a partly owned subsidiary of Company A.  In such case, Company C should inform  the 
other 40% equity shareholders about Company C not preparing consolidated financial statements 
and if they do not object then only Company C can avail the exemption from preparing consolidated 
financial statements. 

Scenario B: 

In this scenario, Company C is 100% held by Company A (60% direct investment and 40% investment 
through Company B). Hence, Company C is  not required to  inform to  Company  B of  not preparing 
consolidated financial statements and can avail the exemption from preparing the  consolidated 
financial statements. 

Illustration 3: Different investors have ability to direct different relevant activities 

A Ltd. and B Ltd. have formed a new entity AB Ltd. for constructing and selling a scheme of residential 
units consisting of 100 units. Construction of the residential units will be done by A Ltd. and it will 
take all the necessary decision related to the construction activity. B Ltd. will do the marketing and 
selling related activities for the units and it will take all the necessary decisions related to marketing 
and selling. Based on above, who has the power over AB Ltd.? 

Solution: 

In this case, both the investors A Ltd. and B Ltd. have the rights to unilaterally direct different relevant 
activities of AB Ltd. Here, investors shall determine which activities can most significantly affect the 
returns of the investee and the investor having the ability to  direct those activities would  be 
considered to have power over the investee. Hence, if the investors conclude that the construction 
related activities would most significantly affect the returns of AB Ltd. then A  Ltd.   would be said to 
have power over AB Ltd. On the other hand, if it is concluded that marketing and selling related 
activities would most significantly affect the returns of AB Ltd. then B Ltd. would be said to have 
power over AB Ltd. 

Illustration 4: Determining the relevant activities 

A Ltd. is an asset manager of  a venture capital fund i.e. Fund  X.  Out of  the total outstanding units 
of the fund, 10% units are held by A Ltd. and balance 90% units are held by  other investors.  Majority 
of the unitholders of the fund have right to appoint a committee which will manage the day   to day 
administrative activities of the fund. However, the decisions related to the investments / divestments 
to be done by Fund X is taken by asset manager i.e. A Ltd. Based on above, who has power over Fund 
X? 

Solution: 

In this case, A Ltd. is  able to  direct the activities that can most significantly affect the returns of  Fund 
X. Hence A Ltd. has power over the investee. However, this does not mean that A Ltd. has 
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control over the fund and consideration will have to be given to  other  elements  of  control 
evaluation as well i.e. exposure to variable returns and link between power and  exposure  to variable 
returns. 

Illustration 5: Current ability to direct the relevant activities 

An investment vehicle (the investee) is created and financed with a debt instrument held by an 
investor (the debt investor) and equity instruments held by a number of other investors. The equity 
tranche is designed to absorb the first losses and to receive any residual return from the investee. 
One of the equity investors who holds 30 per cent of the equity is also the asset manager. 

The investee uses its proceeds to purchase a portfolio of financial assets, exposing the investee to 
the credit risk associated with the possible default of principal and interest payments of the assets. 
The transaction is marketed to the debt investor as an investment with minimal exposure to the 
credit risk associated with the possible default of the assets in the portfolio because of the nature of 
these assets and because the equity tranche is designed to absorb the first losses of the investee. 

The returns of the investee are significantly affected by the management of the investee’s asset 
portfolio, which includes decisions about the selection, acquisition and  disposal  of  the  assets  within 
portfolio guidelines and the management upon default of any portfolio assets. All those  activities 
are managed by the asset manager until defaults reach a specified proportion of the   portfolio value 
(ie when the value of the portfolio is such that the equity tranche of the investee has been 
consumed). From that time, a third-party trustee manages the assets according to the instructions of 
the debt investor. 

Based on the above, who has power over the investment vehicle? 

Solution: 

Managing the investee’s asset portfolio is the relevant activity of the investee. 

The asset manager has the ability to direct the relevant activities until defaulted assets reach the 
specified proportion of the portfolio value; the debt investor has the ability to direct the relevant 
activities when the value of defaulted assets surpasses that specified proportion of the portfolio 
value. 

The asset manager and the debt investor each need to determine whether they are able to  direct  
the activities that most significantly affect the investee’s returns, including considering the purpose 
and design of the investee as well as each party’s exposure to variability of returns. 

Illustration 5: Voting rights are substantive or not 

Scenario A: 

Following is the voting power holding pattern of B Ltd. 

 10% voting power held by A Ltd. 

 90% voting power held by 9 other investor each holding 10% 

All the investors have entered into a management agreement whereby they have granted the 
decision-making powers related to the relevant activities of B Ltd. to A Ltd. for a period of 5 years. 

After 2 years of the agreement, the investors holding 90% of the voting powers have some disputes 
with A Ltd. and they want to take back the decision-making rights from A Ltd. This  can be done by 
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passing a resolution with majority of the investors voting in favour of the removal of rights from A 
Ltd. However, as per the termination clause of the management agreement, B Ltd. will have to pay a 
huge penalty to A Ltd. for terminating the agreement before its stated term. 

Whether the rights held by investors holding 90% voting power are substantive? 

Scenario B: 

Assume the same facts as per Scenario A except, there is no penalty required to be paid by     B Ltd. 
for termination of agreement before its stated term. However, instead of all other investors, there 
are only 4 investors holding total 40% voting power that  have disputes with     A Ltd. and want to 
take back decision-making rights from A Ltd. 

Whether the rights held by investors holding 40% voting power are substantive? 

Solution: 

Scenario A: 

If the investors holding 90% of the voting power exercise their right to terminate the management 
agreement, then it will result in B Ltd. having to pay huge penalty which will affect the returns of B 
Ltd. This is a  barrier that  prevents  such investors from exercising their rights and hence such rights 
are not substantive. 

Scenario B: 

To take back the decision-making rights from A Ltd., investors holding majority of the voting power 
need to vote in favour of removal of rights from A Ltd. However, the investors having disputes with 
A Ltd.  do  not have majority voting power and hence the rights held by  them are not substantive. 

Illustration 6: Potential voting rights are substantive or not 

Scenario A: 

An investor is holding 30% of the voting power in ABC Ltd.  The investor has  been  granted an option 
to purchase 30% more voting power from other investors. However, the exercise price of the option 
is too high compared to the current market price of  ABC Ltd.  because  ABC Ltd. is incurring losses 
since last 2 years and it is  expected to continue to incur losses in future period as  well. Whether the 
right held by  the investor to  exercise purchase option  is substantive? 

Scenario B: 

Assume the same facts as per Scenario A except, the option price is in line with the current market 
price of ABC Ltd. and ABC Ltd. is making profits. However, the option can be 

exercised in next 1 month only and the investor is not in a position to arrange for the require amount 
in 1 month’s time to exercise the option. Whether the right held by the investor to exercise purchase 
option is substantive? 

Scenario C: 

Assume the same facts as per Scenario A except, ABC Ltd. is making profits. However, the current 
market price of ABC Ltd. is not known since the ABC Ltd. is a relatively  new   company, business of 
the company is unique and there are no other  companies  in  the  market doing similar business. 
Hence the investor is not sure whether to exercise the  purchase option. Whether the right held by 
the investor to exercise purchase option is substantive? 
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Solution: 

Scenario A: 

The right to  exercise purchase option is  not substantive since the option exercise price is  too high 
as compared to current market price of ABC Ltd. 

Scenario B: 

The right to exercise purchase option is not substantive since the time period  for  the  investor to 
arrange for the requisite amount for exercising the option is too narrow. 

Scenario C: 

The right to exercise purchase option is not substantive. This is because the investor is not able to 
obtain information about the market value of ABC Ltd. which is necessary in order to compare the 
option exercise price with market price so that it can decide whether  the exercise of purchase option 
would be beneficial or not. 

Illustration 7: Removal rights are substantive or not 

A venture capital fund is managed by an asset manager who has right  to  take  the  investment and 
divestments decisions related to the  fund corpus.  The  asset  manager is also holding some stake in  
the fund. The other investors of the fund have right to remove   the asset manager. 

However, in the present scenario, there is absence of other managers  who  are willing or  able to 
provide specialised services that the current asset manager is providing and  purchase the stake that 
the current asset manager is holding in the fund. Whether the removal rights available with other 
investors are substantive? 

Solution: 

If the other investors exercise their removal rights, then it will impact the operations of the  fund and 
ultimately the returns of the fund since there is no substitute of the current asset manager available 
who can manage the corpus of  the fund. Hence the removal  rights  held by other investors are not 
substantive. 

Illustration 8: Protective rights of a franchisor 

ABC Ltd. is a manufacturer of branded garments and is the owner of Brand X.  PQR  Ltd. has  entered 
into a franchise agreement with ABC Ltd. to allow PQR Ltd. to set up a  retail outlet to sell  the 
products of Brand X. 

As per the agreement, PQR Ltd. will set up the retail outlet from its own funds, decide the capital 
structure of the entity, hire employees and their remuneration, select vendors for acquiring capital 
items, etc. However, ABC Ltd. will give certain operating guidelines like the interior of the retail  
outlet, uniform of the employees and other such guidelines to protect the brand name of ABC Ltd. 

Whether the rights held by ABC Ltd. protective or substantive? 

Solution: 

The activities that most significantly affect the returns of PQR Ltd. are the funding and capital 
structure of PQR Ltd., hiring of employees and their remuneration, vendors for capital items, etc. 
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which are exercisable by PQR Ltd. Further, the retails outlet is being set up  by  PQR Ltd.  without any 
financial support from ABC Ltd. The rights available with ABC Ltd. are to protect the brand   name of 
ABC Ltd. and such rights do not affect the ability of PQR Ltd. to take decisions about relevant activities. 
Hence, the rights held by ABC Ltd. are protective rights. 

Illustration 9: Voting rights of investor are sufficient to give it power 

An investor holds 45% of the voting rights of an investee. The remaining voting rights are held by 
thousands of shareholders, none individually holding more than 1%  of  the voting rights. None  of  
the shareholders has any arrangements to consult any of the others or make collective decisions. 
Whether the investor holding 45% voting right have power over the investee? 

Solution: 

On the basis of the absolute size of its holding by the investor and the relative size of the voting rights 
held by other shareholders, it is more likely that the investor would have power over the investee. 

Illustration 10: Voting rights of investor are sufficient to give it power 

ABC Ltd. holds 40% of the voting rights of XYZ Ltd. The remaining voting rights are held by 6 other 
shareholders, each individually holding 10% each. Whether the investor holding 40% voting right 
have power over the investee? 

Solution: 

In this case, it is  less likely that ABC Ltd. will have power over XYZ Ltd.  since the size of the number 
of shareholders required to outvote ABC Ltd. is not so high. Additional facts and circumstances should 
also be considered to determine whether ABC Ltd. has power or not. 

Illustration 11: Voting patterns at previous shareholders’ meetings 

An  investor holds 35% of the voting rights of an investee. Three other shareholders each hold 5%   of 
the voting rights of the investee. The remaining voting rights are held by numerous other 
shareholders, none individually holding more than 1% of the voting rights. None  of  the  shareholders 
has arrangements to consult any of the others or make  collective  decisions. Decisions about the 
relevant activities of the investee require the approval of a majority of votes   cast at  relevant 
shareholders’ meetings—75% of  the voting rights of  the investee have been cast  at recent relevant 
shareholders’ meetings. 

Whether the investor’s voting rights are sufficient to give it power to direct the relevant activities of 
the investee? 

Solution: 

In this case, the active participation of the other shareholders at recent shareholders’ meetings 
indicates that the investor would not have the practical ability to direct the relevant activities 
unilaterally, regardless of whether the investor has directed the relevant activities because a 
sufficient number of other shareholders voted in the same way as the investor. 

Illustration 12: Potential voting rights 

Investor A and two other investors each hold a third of the voting rights of an investee.  The investee’s 
business activity is closely related to investor A. In addition to its equity instruments, investor A also 
holds debt instruments that are convertible into ordinary shares of  the investee at  any time for a 
fixed price. The conversion rights are substantive. If the debt  were  converted, investor A would hold 
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60% of the voting rights of the investee. Investor A would benefit  from realising synergies if the debt 
instruments were converted into ordinary shares. Whether investor A has power over the investee? 

Solution: 

Investor A has power over the investee because it holds voting rights of the investee together with 
substantive potential voting rights that give it the current ability to direct the relevant activities. 

Illustration 13: Purpose and design of the investee 

PQR Ltd. has entered into a contract with a state government to construct a power plant and 
distribute the electricity generated from the plant to the households of the state. For this, PQR Ltd. 
has set up a new entity XYZ Ltd. PQR Ltd. was involved in the design of XYZ Ltd. The decisions related 
to the relevant activities of XYZ Ltd. i.e. how much electricity to generate or the price  at which units 
of electricity to be sold to customers, etc. are not determined by the voting rights. Whether PQR Ltd. 
has power over XYZ Ltd.? 

Solution: 

PQR Ltd. was involved in the design of XYZ Ltd. Accordingly, its involvement in the design may indicate 
that the investor had the opportunity to obtain rights  that  are sufficient to  give it power   over the 
investee. However, being involved in the design of XYZ Ltd. alone is not sufficient to give PQR Ltd. 
control over XYZ Ltd. and hence other facts and circumstances, such  as  other  contractual 
arrangements, should also be considered. 

Illustration 14: Rights contingent upon future events 

An investee’s only business activity, as specified in its founding documents, is to purchase receivables 
and service them on a day-to-day basis for its investors. Following is the relevant fact pattern: 

 The servicing on a day-to-day basis includes the collection and passing on of principal and 
interest payments as they fall due. 

 Upon default of a receivable the investee automatically puts the receivable to an investor as 
agreed separately in an agreement between the investee and the investor. 

 The only relevant activity is managing the receivables upon default because it is the only    
activity that can significantly affect the investee’s returns. 

 Managing the receivables before default is not a relevant activity  because  the  activities   
before default are predetermined and amount only to  collecting cash  flows as  they  fall due  
and passing them on to investors. 

Whether the investor has power over the investee? 

Solution: 

In this question, the design of the investee ensures that the investor has decision-making power  only 
in case of default of a receivable. The terms of the agreement between investee and investor  are 
integral  to  the overall  transaction and the establishment of  the investee. Therefore, the terms  of 
the agreement together with the founding documents of the investee lead to the conclusion that  the 
investor has power over the investee even though the investor takes ownership of the receivables 
only upon default and manages the defaulted receivables outside the legal boundaries  of the 
investee. 
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Illustration 15: Commitment to ensure that an investee operates as designed 

A Ltd. is a manufacturer of pharmaceutical products. A Ltd. has invested in share capital of B Ltd. 
which is a manufacturer of packing material for pharmaceutical products. A Ltd.’s requirements of 
packing materials for its products are entirely supplied by B Ltd. A Ltd. is  not purchasing  the  packing 
materials from any other vendors because the materials supplied by other vendors are of 

inferior quality. Whether A Ltd. has power over B Ltd.? 

Solution: 

A Ltd. would be the most affected by the operations of B Ltd. since it is dependent on B Ltd. for the 
supply of packing materials. Therefore A  Ltd.  would be  committed to ensure that B  Ltd. operates  
as designed. This can be an indicator of A Ltd. having power over B Ltd.  But  it  has to  consider other 
facts and circumstances as well to conclude whether it control B Ltd. or not. 

Illustration 16: Link between power and returns 

A decision maker (fund manager) establishes, markets and manages a publicly traded, regulated fund 
according to  narrowly defined parameters set out in  the investment mandate as  required by  its 
local laws and regulations. The fund was marketed to investors as an investment in a diversified 
portfolio of equity securities of publicly traded entities. Following is the relevant fact pattern related  
to fund manager: 

 Within the defined parameters, the fund manager has discretion about the assets in which to 
invest. 

 The fund manager has made a 10% pro rata investment in the fund and receives a market- 
based fee for its services equal to 1% of the net asset value of the fund. 

 The fees are commensurate with the services provided. 

 The fund manager does not have any obligation to fund losses beyond its 10% investment. 

 The fund is not required to establish, and has not established, an independent board of 
directors. The investors do not hold any substantive rights that would affect the decision-
making authority of the fund manager but can redeem their interests within particular limits 
set by the fund. 

Whether the fund manager controls the fund? 

Solution: 

Although operating within the parameters set out in the investment mandate  and  in  accordance 
with the regulatory requirements, the fund manager has decision-making rights that give it the 
current ability to direct the relevant activities of the fund—the investors do not hold substantive 
rights that could affect the fund  manager’s  decision-making authority. The fund  manager receives 
a market-based fee for its services that is commensurate with the services provided and has also 
made a pro rata investment in the fund. The remuneration and its investment expose the fund 
manager to variability of returns from the activities of the fund without creating exposure that is of 
such significance that it indicates that the fund manager is a principal. 

In this case, consideration of the fund manager’s exposure to variability of returns from the fund 
together with its decision-making authority within restricted parameters indicates that the fund 
manager is an agent. Thus, the fund manager concludes that it does not control the fund. 
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Illustration 17: Link between power and returns 

A decision maker establishes, markets and manages a fund that provides investment opportunities  
to a number of investors. The decision maker (fund manager) must make decisions in the best  
interests of all investors and in accordance  with  the fund’s  governing agreements. Nonetheless, the 
fund manager has wide decision-making discretion. The fund manager receives  a  market- based fee 
for its services equal to 1% of assets under management  and 20% of  all  the fund’s  profits if a 
specified profit level is achieved. The fees are commensurate  with  the  services provided. 

Although it must make decisions in the best interests of all investors, the fund manager  has extensive 
decision-making authority to direct the relevant activities of  the fund. The fund  manager  is paid 
fixed and performance-related fees that are commensurate with the services provided. In addition, 
the remuneration aligns the interests of the fund manager with those  of  the  other  investors to 
increase the value of the fund, without creating exposure to  variability of returns from the activities 
of the fund that is of such significance that the remuneration, when considered in isolation, indicates 
that the fund manager is a principal. 

The above fact pattern and analysis applies to  various scenarios  described below. Each  scenario is 
considered in isolation. Determine whether the fund manager control the fund? 

Scenario A 

The fund manager also has a 2% investment in the fund that aligns its interests with those of the 
other investors. The fund manager does not have any obligation to fund losses beyond its 2% 
investment. The investors can remove the fund manager by a simple majority vote, but only for 
breach of contract. 

Scenario B 

The fund manager has a more substantial pro rata investment in the fund but does not have any 
obligation to fund losses beyond that investment. The investors can remove the fund manager by a 
simple majority vote, but only for breach of contract. 

Scenario C 

The fund manager has a 20% pro rata investment in the fund but does not have any obligation to  
fund losses beyond its 20% investment. The fund has  a board of directors, all of whose members  are 
independent of the fund manager and are appointed by the other investors. The board 

appoints the fund manager annually. If the board decided not to renew  the  fund   manager’s   
contract, the services performed by the fund  manager could be  performed by  other managers in    
the industry. 

Solution: 

Scenario A 

The fund manager’s 2% investment increases its exposure to variability of  returns  from  the activities 
of the fund without creating exposure that is of such significance that it indicates that the fund 
manager is a principal. The other investors’ rights to remove the  fund  manager  are  considered to 
be protective rights because they are exercisable only for breach of contract. In this example, 
although the fund manager has extensive decision-making authority and is exposed to variability of 
returns from its interest and remuneration, the fund manager’s exposure indicates that the fund 
manager is an agent. Thus, the fund manager concludes that it does not control the fund. 
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Scenario B 

In this scenario, the other investors’ rights to remove the fund manager are considered to be 
protective rights because they are exercisable only for breach of contract. Although the fund manager 
is paid fixed and performance-related fees that are commensurate with the services provided, the 
combination of the fund manager’s investment together with its remuneration could  create 
exposure to variability of returns from the activities of the fund that is of  such  significance that it 
indicates that the fund manager is a principal. The greater the magnitude of, and variability 
associated with, the fund manager’s economic interests (considering its remuneration and other 
interests in aggregate), the more emphasis the fund manager would place on those economic 
interests in the analysis, and the more likely the fund manager is a principal. 

For example, having considered its remuneration and the other factors, the fund manager might 
consider a 20% investment to be sufficient to conclude that it controls the fund.  However,  in 
different circumstances (i.e. if the remuneration or other factors are different), control may arise  
when the level of investment is different. 

Scenario C 

Although the fund manager is paid fixed and performance-related fees that are commensurate with 
the services provided, the combination of the fund manager’s 20% investment together with its 
remuneration creates exposure to variability of returns from the activities of the fund that is of such 
significance that it indicates that the fund manager is a principal. However, the investors have 
substantive rights to remove the fund manager—the board of directors provides a mechanism to 
ensure that the investors can remove the fund manager if they decide to do so. 

In  this scenario, the fund  manager places greater emphasis on  the substantive removal rights in  the 
analysis. Thus, although the fund manager has extensive decision-making authority and is exposed 
to variability of returns of the fund from its remuneration and investment, the substantive 

rights held by the other investors indicate that the fund manager is an agent. Thus,  the  fund manager 
concludes that it does not control the fund. 

Illustration 18: Link between power and returns 

An investee is created to purchase a portfolio of fixed rate asset-backed securities, funded by fixed 
rate debt instruments and equity instruments. The equity instruments are designed to provide first 
loss protection to the debt investors and receive any residual returns of the investee. 

The transaction was marketed to potential debt investors as an investment in a portfolio of asset- 
backed securities with exposure to the credit risk associated with the  possible  default  of  the issuers 
of the asset-backed securities in the portfolio and to the interest rate  risk associated  with  the 
management of the portfolio. 

On formation, the equity instruments represent 10% of the value of the assets  purchased. A decision 
maker (the asset manager) manages the active asset portfolio by making investment decisions within 
the parameters set out in the investee’s prospectus. For those services, the asset manager receives 
a market-based fixed fee (i.e. 1% of assets under management) and performance-related fees (i.e. 
10% of profits) if the investee’s profits exceed a specified level. The fees are commensurate with the 
services provided. The asset manager holds 35% of the equity in  the investee. The remaining 65% of 
the equity, and all the debt instruments, are held by a large number of widely dispersed unrelated 
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third-party investors. The asset manager can be removed, without cause, by a simple majority 
decision of the other investors. 

Does the asset manager control the investee? 

Solution: 

The asset manager is paid fixed and performance-related fees that are commensurate with the  
services provided. The remuneration aligns the interests of the fund manager with  those  of  the 
other investors to increase the value of the fund. The asset manager has exposure to variability of 
returns from the activities of the fund because it holds 35% of the equity and from its remuneration. 

Although operating within the parameters set out in the investee’s prospectus, the asset manager 
has the current ability to make investment decisions that significantly affect the investee’s returns - 
the removal rights held by the other investors receive little weighting in the analysis because those 
rights are held by a large number of widely dispersed investors. In this  example,  the  asset  manager 
places greater emphasis on its exposure to variability of returns  of  the fund  from  its equity interest, 
which is subordinate to the debt instruments. Holding 35% of the equity creates subordinated 
exposure to losses and rights to returns of the investee, which are of  such  significance that it 
indicates that the asset manager is a principal. Thus, the asset manager concludes that it controls the 
investee. 

Following table summarises the above illustrations on link between power and returns by  
highlighting each of the factors for evaluating link between power and returns: 

Illustration Scope of the 
decision- 
making 
authority 

Removal 
rights held 
by others 

Remuneration 
from the 
investee 

Variable 
returns from 
other interests 

Conclusion 

16 Narrowly 
defined 

No such 
rights 

1% of the net 
asset value of 
the fund 

10% 
investment in 
the fund 

Agent 

17 (A) Extensive 
decision- 
making 
authority 

Removal for 
cause by 
simple 
majority 

1% of assets 
under 
management 
and 20% of all 
the fund’s 
profits if a 
specified profit 
level is 
achieved 

2% investment 
in the fund 

Agent 

17 (B) 20% 
investment in 
the fund 

Principal 

17 (C) Removal 
without 
cause by 
board 

20% 
investment in 
the fund 

Agent 

18 Decisions 
within the 
parameters 
set out in the 
investee’s 
prospectus 

Removal 
without 
cause by 
simple 
majority  of 
widely 
dispersed 
investors 

1% of assets 
under 
management 
and 10% of 
profits if the 
profits  exceed a  
specified level 

35% of  equity 
in the investee 

Principal 
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Illustration 19: Link between power and returns 

A decision maker (the sponsor) sponsors a fund, which issues short-term debt instruments to 
unrelated third-party investors. The transaction was marketed to potential investors  as  an 
investment in a  portfolio of  highly rated medium-term assets with minimal exposure to  the credit  
risk associated with the possible default by the issuers of the assets in the portfolio. Various 
transferors sell high quality medium-term asset portfolios to the fund. Each transferor services the 
portfolio of assets that it sells to the fund and manages receivables on default for a market-based 
servicing fee. Each transferor also provides first loss protection against credit losses from its asset 
portfolio through over-collateralisation of the assets transferred to the fund. The  sponsor  
establishes the terms of the fund and manages the operations of the fund for a market-based fee. 
The fee is  commensurate with the services provided. The  sponsor approves  the sellers permitted  
to sell to the fund, approves the assets to  be  purchased by  the fund  and makes decisions about  
the funding of the fund. The sponsor must act in the best interests of all investors. 

The sponsor is entitled to any residual return of the  fund  and also  provides  credit enhancement   
and liquidity facilities to the fund. The credit enhancement provided by the sponsor absorbs losses    
of up to 5% of all of the fund’s assets, after losses are absorbed by the transferors. The liquidity 
facilities are not advanced against defaulted assets. The investors do not hold substantive rights    that 
could affect the decision-making authority of the sponsor. Whether the sponsor has control over the 
fund? 

Solution: 

Even though the sponsor is paid a market-based fee for its services that is commensurate with the 
services provided, the sponsor has exposure to variability of returns from the activities of the fund 
because of its  rights to any residual returns of the fund and the provision of credit enhancement    
and liquidity facilities (i.e. the fund is exposed to liquidity  risk by  using short-term debt instruments 
to fund medium-term assets). Even though each of the transferors has decision-making rights that 
affect the value of the assets of the fund, the sponsor has extensive decision-making authority that 
gives it the current ability to direct the activities that most significantly affect the fund’s returns (i.e. 
the sponsor established the terms of the fund, has the right to make decisions about the assets 
(approving the assets purchased and the transferors of those assets) and the funding of  the fund (for 
which new investment must be found on a regular basis)). The right to residual returns of the  fund 
and the provision of credit enhancement and liquidity facilities expose  the  sponsor  to variability of 
returns from the activities of the fund that is different from that of the other investors. Accordingly, 
that exposure indicates that the sponsor is a principal and thus the sponsor concludes that it controls 
the fund. The sponsor’s obligation to act in the best interest of all investors does not prevent the 
sponsor from being a principal. 

illustration 20: Business purpose of an investment entity 

An asset manager has set up and investment fund for the  purpose  of  acquiring  capital contributions 
from various investors (by issuing them units in the fund) and investing those contributions in the 
equity share capital of various entities for the purpose of earning capital appreciation on those 
investments. Following is the existing structure of the fund. 
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Apart from the investments in various entities, the investment fund also provides its investee the 
strategic advisory services so that it can result in increase in the capital appreciation from 
investments in those investees. It also provides its investees  financial  support in  the form  of  loan 
to provide them with funds for acquiring capital assets. The investment fund does not hold such 
investments for a period longer than 5 years. The investment fund measures and evaluate the 
performance of the investments on fair value basis. 

Whether the investment fund can be treated as an investment entity? 

Solution: 

Out of the three elements of the definition of  an  investment entity, the investment fund fulfils the  
two elements very clearly i.e. it obtains fund from more than one investor for providing investment 
management services and measures and evaluates its investments on fair value basis. 

The typical characteristics of an investment entity are also present in the structure  of  the  investment 
fund i.e. more than one investment, more than one investor,  investors are  unrelated and investment 
fund issues units in the fund to the investors. 

With respect to the business objective of the investment fund, the objective is to earn capital 
appreciation from its investments. The strategic advisory services and financial support provided to 
investees are extended with the intention of earning higher capital appreciation from the investees. 

However, judgement should to be applied that these do not represent substantial business activity   
or a separate substantial source of income for the investment fund. If the  investment  fund  
concludes that these services and financial support to investees are not  substantial  business activity 
and substantial source of income for the investment fund,  then  only the investment  fund  can be 
treated as an investment entity. 
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Illustration 21: Exit strategies of an investment entity 

ABC Ltd. Is established with primary objective of investing in the equity shares of various entities 
across various industries based on the detailed research about each industry  and entities  within  
that industry being done by the investment manager of the company. 

The investment manager decides the timing as to when the investments should be made considering 
the current market situation. Sometimes, the investment manager decides to invest the idle funds 
into short-term to medium-term debt instruments with fixed maturity. The exit strategies are in place 
for the investments done in equity shares but the same is not there for investments done in debt 
instruments. 

Determine whether the entity fulfils the exit strategy condition of being classified as investment 
entity? 

Solution: 

The exit strategies are in place for investments done in equity shares. But not in place for investments 
done in debt instruments. However, it should be noted that the debt instruments have fixed maturity 
period and they cannot be held for indefinite period. Hence, there is no need for having exit strategies 
for such instruments. Accordingly, the exit strategy condition is fulfilled for being classified as 
investment entity. 

Illustration 22: Earnings from investments of an investment entity 

PQR Ltd. Is established with primary objective of investing in the equity shares of various 
pharmaceutical companies which are involved in the research and development of medicine for a 
critical illness. DEF Ltd. Is a follow subsidiary of PQR Ltd. And DEF Ltd. Has entered  into  contractual 
arrangements with all the investees of PQR Ltd. That in case they are successful in developing the 
medicine then  they  will transfer the patent and distribution rights for that medicine   to DEF Ltd. At 
less then market price. This arrangement is explained in following diagram 
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Determine whether PQR Ltd. Can be classified as investment entity? 

Solution: 

PQR Ltd. And DEF Ltd. Are part of same group. Further, DEF Ltd. Have exclusive right to acquire  the 
patent and distributions rights from the investees of PQR Ltd. And that too at less then the  market 
price. Hence, the related party of PQR Ltd. Is in position to  obtain  benefits  other  than capital 
appreciation and investment income from the investees that are not  available  to  other parties 
unrelated to the investee. Accordingly, PQR Ltd. Cannot be classified as investment entity. 

Illustration 23 

HTF Ltd. Was formed by T Ltd. To invest in technology start-up companies for capital appreciation.     
T Ltd. Holds a 70 percent interest in HTF Ltd. And controls HTF Ltd. The  other  30  percent   ownership 
interest in HTF Ltd. Is owned by 10 unrelated investors. T Ltd. Holds options to acquire investments 
held by HTF Ltd., at their fair value, which would be exercised if the technology   developed by the 
investees would benefit the operations of T Ltd. No plans for exiting the    investments have been 
identified by HTF Ltd. HTF Ltd. Is managed by an investment adviser that   acts as agent for the 
investors in HTF Ltd. 

Determine whether HTF Ltd. Is an investment entity or not. 

Solution: 

Even though HTF Ltd.’s business purpose is investing for capital appreciation and it provides 
investment management services to its investors, HTF Ltd. Is not an  investment entity because of 
the following arrangements and circumstances: 

a) T  Ltd., the parent of  HTF  Ltd. Holds options to  acquire investments in  investees held by   
HTF Ltd. If the assets developed by the investees would benefit the operations of T Ltd. This 
provides a benefit in addition to capital appreciation or investment income; and 

b) the investment plans of HTF Ltd. Do not include exit strategies for its investments, which are 
equity investments. The options held by T Ltd. Are not controlled by HTF Ltd. And do not 
constitute an exit strategy. 
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CONSOLIDATION PROCEDURE FOR SUBSIDIARIES 
Illustration 18: Property, plant and equipment (PPE) sold by parent to subsidiary 

A Ltd. (which is involved in the business of selling capital equipment) a parent company sold a    capital 
equipment costing Rs. 100 lakh to its 80% subsidiary B Ltd. At Rs. 120 lakh. The capital  equipment is 
recorded as PPE by B Ltd. The useful life of the PPE on the date of transfer was 10 years. Show the 
necessary adjustment in the consolidated financial statements (CFS). 

Solution: 

A Ltd. shall reduce the value of PPE of Rs. 120 lakh of B Ltd., by Rs. 20 lakh in CFS This will increase 
expenses and reduce consolidated profit by Rs. 20 lakh. Further, A Ltd. should also reduce the 
depreciation charge of B Ltd. to the extent of value of PPE reduced as above.  Hence,  A  Ltd.  should 
reduce the depreciation by Rs. 2 lakh (Rs. 20 lakh ÷ 10 years). Further, the sales and cost of goods 
sold recorded by parent A Ltd. shall also be eliminated. 

The double entry on consolidation is as follows: 

 Rs.’ 
lakh 

 Dr. Cr. 
Consolidated revenue Dr. 120  

To Cost of sales  100 

To PPE  18 

To Depreciation  2 
 

Para Added 

If a subsidiary has outstanding cumulative preference shares that are classified as equity and are held 
by non-controlling interests, the entity shall compute its share of profit or loss  after adjusting  for 
the dividends on such shares, whether or not such dividends have been declared. 

Example 5 

R Ltd. Hold 80% stake on Y Ltd. Y Ltd. Has also issued 10% cumulative preference shares worth Rs. 
10,00,000 to the non-controlling interest. During the year, Y Ltd. Earned profit of Rs. 5,00,000. Y Ltd. 
Has not declared any dividend on cumulative preference share for current year. In such case, the 
profit attributable to R Ltd. For current year would be as follows: 

 Rs. 
Total profit of Y Ltd. 5,00,000 
Dividend on preference shares (10,00,000 x 10%) (1,00,000) 
Net profit   4,00,000 
Profit attributable to R Ltd. (4,00,000 x 80%) 3,20,000 
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Illustration 27: Treatment of goodwill and non-controlling interest where a parent holds an indirect 
interest in a subsidiary 

A parent company (entity A) has an 80% owned subsidiary (entity B). Entity  B  makes  an  acquisition 
for cash of a third company (entity C), which it then wholly owns. Goodwill of Rs. 1,00,000 arises on 
the acquisition of entity C. 

How should that goodwill be reflected in consolidated financial statement of entity A? Should it be 
reflected as 100% of the goodwill with 20% then being allocated to the non- controlling interest, or 
80% of the goodwill that arises? 

Solution: 

Assuming that entity B prepares consolidated financial statements, 100% of the goodwill would be 
recognized on the acquisition of entity C in those financial statements. Entity  A  should  reflect  100% 
of goodwill and allocate 20% to the non- controlling interest in its consolidated financial statements. 
This is because the non-controlling interest is a party to the transaction  and  the goodwill forms part 
of the net assets of the sub group (in this case, the sub group being the group headed by entity B). 

Para Added 

Loss of control of a subsidiary in two or more arrangements (transactions) 

A parent might lose control of a subsidiary in two or more arrangements (transactions). However, 
sometimes circumstances indicate that the multiple arrangements should be accounted for as a 
single transaction. 

The above requirement is relevant because Ind AS 110 requires an entity to record gain / loss on 
disposal of investment in subsidiary in profit or loss only when the control is lost. This can give 
opportunity to an entity to arrange the disposal in such a way that it can reduce the amount to be 
recognized in profit or loss. 

Illustration 34: Loss control of a subsidiary in two transactions 

MN Ltd. was holding 80% stake in UV Ltd. Now, MN Ltd.  has disposed of  the entire stake in  UV    Ltd. 
in two different transactions as follows: 

 Transaction 1: Sale of 25% stake for a cash consideration of Rs. 2,50,000 

 Transaction 2: Sale of 55% stake for a cash consideration of Rs. 5,50,000 

Both the transactions have happened within a period of one month. In accordance  with  the   
guidance given in Ind AS 110, both the transactions have to be accounted as a single transaction. 

The net assets of UV Ltd. and non-controlling interest on the date of both the transactions was Rs. 
9,00,000 and Rs. 1,80,000 respectively (assuming there were no earnings between the period of two 
transactions). 

How MN Ltd. should account the transaction? 

Solution: 

MN Ltd. will account for the transaction as follows: 
 

  Rs. 
Recognise:   
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Fair value of consideration (2,50,000 + 5,50,000)  8,00,000 
Derecognise:   

Net assets of UV Ltd. (9,00,000)  

Non-controlling interest 1,80,000 (7,20,000) 
Gain to be recorded in profit or loss   80,000 

If MN Ltd. loses control over UV Ltd. on the date of transaction 1, then the above gain is recorded    
on the date of transaction 1 and MN Ltd. will stop consolidating UV Ltd. from that date. The 
consideration of Rs. 5,50,000 receivable in transaction 2 will be shown as consideration receivable. 

If MN Ltd. loses control over UV Ltd. on the date of transaction 2, then the above gain is recorded on 
the date of transaction 2 and MN Ltd. will stop consolidating UV Ltd. from that date. The 
consideration of Rs. 2,50,000 received in transaction 1 will be shown as advance consideration 
received. 

Para Added 

ACCOUNTING FOR A CHANGE ININVESTMENT ENTITY STATUS 

A parent that either ceases to be an investment entity or becomes an investment  entity  shall account 
for the change in its status prospectively from the date at which the change in status  occurred. 

Accounting when an entity ceases to be an investment entity 

When an entity ceases to be an investment entity, it shall apply Ind AS 103 to any subsidiary that  was 
previously measured at fair value through profit or loss. The date of the change of status shall  be the 
deemed acquisition date. The fair value of the subsidiary at  the deemed acquisition  date shall 
represent the transferred deemed consideration when measuring any goodwill or gain from a bargain 
purchase that arises from the deemed acquisition. All subsidiaries shall be consolidated in accordance 
with the consolidation principles discussed above in this unit. 

Illustration 35: An entity ceases to be an investment entity 

A Limited ceased to be in investment entity from 1st  April 20X1 on which date it was holding 80% of   
B Limited. The carrying value of such investment in B Limited (which was measured at fair value 
through profit or loss) was Rs. 4,00,000. The fair value of non-controlling interest on the date of  
change in status was Rs. 1,00,000. The value of  subsidiary's identifiable net assets as  per Ind AS  103 
was Rs. 4,50,000 on the date of change in status. Determine the value of goodwill and pass the journal 
entry on the date of change in status of investment entity. (Assume that non-controlling interest is 
measured at fair value method) 

Solution: 
 

Goodwill calculation: Rs. 
Deemed consideration (i.e. fair value of subsidiary on the date of change in 
status) 

4,00,000 

Fair value of non-controlling interest  1,00,000 
  5,00,000 

Value of subsidiary's identifiable net assets as per Ind AS 103  (4,50,000) 
Goodwill    50,000 
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Journal entry Rs. 
 Dr. Cr. 

Net identifiable assets Dr. 4,50,000  

Goodwill Dr. 50,000  

To Investment in B Limited (on date of change in status)  4,00,000 
To Non-controlling interest  1,00,000 

Accounting when an entity becomes an investment entity 

When an entity becomes an investment entity, it shall cease to consolidate its subsidiaries at  the 
date of the change in status (except for any subsidiary that itself is not an investment entity but 
provide services related to the investment entity’s investment activities. Such subsidiaries shall be 

continued to be consolidated). The investment entity shall apply the  requirements  of  loss  of control 
explained earlier in this unit to those subsidiaries that it ceases to consolidate as if the investment 
entity had lost control of those subsidiaries at that date 

Illustration 36: An entity becomes an investment entity 

CD Ltd. purchased a 100% subsidiary for Rs. 20,00,000 on 31st  March 20X1 when the fair value of   
the net assets of KL Ltd. was  Rs. 16,00,000. Therefore, goodwill was  Rs. 4,00,000. CD Ltd. becomes  
an investment entity on 31st March 20X3 when the carrying value of its investment in KL Ltd. 
(measured at fair value through profit or loss) was Rs. 25,00,000. At the date of change in status, the 
carrying value of net assets of KL Ltd. excluding goodwill was Rs. 19,00,000. 

Calculate gain or loss with respect to investment in KL Ltd. on the date of change in  investment entity 
status of CD Ltd. 

Solution: 

The gain on the disposal will be calculated as follows: 
 

 Rs. 
Fair value of retained interest (100%) 25,00,000 
Less: Net assets disposed, including goodwill (19,00,000 + 4,00,000) (23,00,000) 
Gain on the date of change in investment entity status of CD Ltd.     2,00,000 

 

IND AS 111: JOINT ARRANGEMENTS 
Illustration 1: Joint control 

ABC Ltd. and DEF Ltd. have entered into a contractual arrangement to manufacture a product and 
sell that in retail market. As per the terms of the arrangement, decisions about  the  relevant  activities 
require consent of both the parties. The parties share the returns of the arrangement equally 
amongst them. Whether the arrangement can be treated as joint arrangement? 

Solution: 
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The arrangement is a joint arrangement since both the parties are bound by the contractual 
arrangement and the decisions about relevant activities require unanimous consent of both the 
parties. 

Illustration 2: Implicit joint control 

PQR Ltd. and XYZ Ltd. established an arrangement in which  each  has  50% of  the voting rights and 
the contractual arrangement between them specifies that at least 51% of the voting rights are 
required to make decisions about the relevant activities. Whether the arrangement can  be treated   
as joint arrangement? 

Solution: 

In this case, the parties have implicitly agreed that they have joint control of the arrangement 
because decisions about the relevant activities cannot be made without both parties agreeing. 

Illustration 3: Implicit joint control 

A Ltd., B Ltd. and C Ltd.  established an  arrangement whereby A  Ltd.  has 50% of the voting rights in 
the arrangement, B Ltd. has 30% and C  has 20%.  The contractual arrangement between A  Ltd., B 
Ltd. and C Ltd. specifies that at least 75% of the voting rights are required to make decisions about 
the relevant activities of the arrangement. Whether the arrangement can be treated as joint 
arrangement? 

Solution: 

In this case, even though A can block any decision, it does not control the arrangement because it 
needs the agreement of  B.  The terms of  their contractual arrangement requiring at least 75% of   
the voting rights to make decisions about the relevant activities imply that A Ltd. and B Ltd. have 

joint control of the arrangement because decisions about the relevant activities of the arrangement 
cannot be made without both A Ltd. and B Ltd. agreeing. 

Illustration 4: Explicit joint control 

An arrangement has three parties: X Ltd. has 50% of  the voting rights in  the arrangement and Y  Ltd. 
and Z Ltd. each have 25%. The contractual arrangement between them specifies that at least 75% of 
the voting rights are required to make decisions about the relevant activities of the arrangement. 
Whether the arrangement can be treated as joint arrangement? 

Solution: 

In this case, even though X Ltd. can block any decision, it does not control  the  arrangement because 
it needs the agreement of either Y Ltd. or Z Ltd. In this question, X Ltd., Y Ltd. and Z Ltd. collectively 
control the arrangement. However, there is more than one combination of parties that  can agree to 
reach 75% of the voting rights (i.e. either X Ltd. and Y Ltd. or X Ltd. and  Z  Ltd.). In  such a situation, 
to be a joint arrangement the contractual arrangement between the parties would need to specify 
which combination of the parties is required to agree unanimously  to  decisions about the relevant 
activities of the arrangement. 

Illustration 5: Explicit joint control 

An arrangement has A Ltd. and B Ltd. each having 35% of the voting rights in the arrangement    with 
the remaining 30% being widely dispersed. Decisions about the relevant activities require approval 
by a majority of the voting rights. Whether the arrangement can be treated as joint arrangement? 
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Solution: 

A Ltd. and B Ltd. have joint control of the arrangement only if  the  contractual  arrangement  specifies 
that decisions about the relevant activities of the arrangement require both A Ltd. and B  Ltd. 
agreeing. 

Illustration 6: Joint control through board representation 

Electronics Ltd. is established by two investors R Ltd. and S  Ltd.  The investors are  holding 60% and 
40% of the voting power of the investee respectively. 

As per the articles of association of Electronics Ltd., both the investors have right to appoint 2 
directors each on the board of Electronics Ltd. The directors appointed by each investor will act in 
accordance with the directions of the investor who has appointed such director. Further, articles of 
association provides that  the decision about relevant activities of  the entity will be  taken by board  
of directors through simple majority. 

Determine whether Electronics Ltd. is controlled by a single investor or is jointly controlled by both 
the investors. 

Solution: 

The decisions about relevant activities are required to be taken by majority of board of directors. 
Hence, out of the 4 directors, at least 3 directors need to agree to pass any decision. Accordingly, the 
directors appointed by any one investor cannot take the decisions independently without the  
consent of at least one director appointed by other investor. Hence, Electronics Ltd. is jointly 
controlled by both the investors. R Ltd. holding majority of the voting rights is not relevant in this  
case since the voting rights do not given power over the relevant activities of the investee. 

Illustration 7: Chairman with casting vote 

MN Software Ltd. is established by two investors M Ltd. and N Ltd. Both the investors are holding 
50% of the voting power each of the investee. 

As per the articles of association of MN Software Ltd., both the investors have right to appoint 2 
directors each on the board of the company. The directors appointed by each investor will act in 
accordance with the directions of the investor who has appointed such director. The decision about 
relevant activities of the entity will be  taken by board of  directors through simple majority. Articles   
of association also provides that M Ltd. has right to appoint the chairman of  the board  who  will  
have right of a casting vote in case of a deadlock situation. 

Determine whether MN Software Ltd. is jointly controlled by both the investors. 

Solution: 

The decisions about relevant activities are required to be taken by majority of board of directors.  
Hence, out of the 4 directors,  at least 3 directors need to agree to pass any decision. Accordingly,     
the directors appointed by any one investor cannot take the decisions independently without the 
consent of at least one director appointed by other investor. However, the chairman of the board 
has right for a casting vote in case of a deadlock in the board. Hence, M Ltd. has the ability to take 

decisions related to relevant activities through 2 votes by directors and 1 casting vote by chairman of 
the board. Therefore, M Ltd. individually has power over MN Software Ltd. and there is no joint    
control. 
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Illustration 8: Equal voting rights but no joint control 

ABC Ltd. is established by two investors AB Ltd. and BC Ltd. Each investor is holding 50% of the  voting 
power of the investee. 

As per the articles of association of ABC Ltd., AB Ltd. and BC Ltd. have right to appoint 3 directors and 
2 directors respectively on the board of ABC Ltd. The directors appointed by each investor will act in 
accordance with the directions of the investor who has appointed such director. Further,  articles of 
association provides that the decision about relevant activities of the entity will be taken by board of 
directors through simple majority. 

Determine whether ABC Ltd. is jointly controlled by both the investors. 

Solution: 

The decisions about relevant activities are required to be taken by majority of board of directors. 
Hence, out of the 5 directors, at least 3 directors need to agree to pass any decision. Accordingly, the 
directors appointed by AB Ltd. can take the decisions independently without the consent of any  of 
the directors appointed by BC Ltd. Hence, ABC Ltd. is not jointly controlled  by  both  the  investors. 
Equal voting rights held by both the investors is not relevant in this case since the voting rights do 
not given power over the relevant activities of the investee. 

Illustration 9: Joint control over specific asset 

X Ltd. and Y Ltd. entered into a contractual arrangement to buy a piece of land to construct residential 
units on the said land and sell to customers. 

As per the arrangement, the land will be  further divided into three equal parts. Out of  the three  
parts, both the parties will be responsible to construct residential units on one part each by taking 
decision about relevant activities independently and they will entitled for  the  returns  generated 
from their own part of land. The third part of the land will be jointing managed by both the parties 
requiring unanimous consent of both the parties for all the decision making. 

Determine whether the arrangement is a joint arrangement or not. 

Solution: 

The two parts of the land which are required to be managed by both the parties independently on 
their own would not fall within the definition of a joint arrangement. However, the third part of the  
land which is required to be managed by both the parties with unanimous decision making would 
meet the definition of a joint arrangement. 

Illustration 10: Multiple relevant activities directed by different investors 

Entity R and entity S established a new entity RS Ltd. to construct a national highway and operate   
the same for a period of 30 years as per the contract given by government authorities. 

As per the articles  of association of RS Ltd,  the construction of the highway  will  be done by entity   
R and all the decisions related to construction will be taken by entity R independently. After the 
construction is over, entity S will operate the highway for the period of 30 years  and  all  the  decisions 
related to operating of highway will be taken by entity S   independently.   However,  decisions related 
to funding and capital structure of RS Ltd. will be taken by both the parties with unanimous consent. 

Determine whether RS Ltd. is a joint arrangement between entity R and entity S? 
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Solution: 

In this case, the investors should evaluate which of  the  decisions  about  relevant activities can most 
significantly affect the returns of RS Ltd. If the decisions related to construction of highway or 
operating the highway can affect the returns of the RS Ltd. most significantly then the investor 
directing those decision has power over RS Ltd. and there is no joint arrangement. However, if the 
decisions related to funding and capital structure can affect the returns of the RS Ltd. most 
significantly then RS Ltd. is a joint arrangement between entity R and entity S. 

Illustration 11: Informal agreement for sharing of control 

An entity has four investors A, B, C and D holding 10%, 20%, 30% and 40% voting power respectively. 
The articles of association requires decisions about relevant activities to be taken by majority voting 
rights. However, investor A, B and C have informally agreed to vote together. This informal agreement 
has been effective in recent meetings of the investors to take decisions about relevant activities. 
Whether A, B and C have joint control over the entity? 

Solution: 

In this case, three investors have informally agreed to make unanimous decisions. These three 
investors together also have majority voting rights in the entity. Hence, investor A, B and C  have joint 
control over the entity. The agreement between investor A, B and C need not be formally 
documented as long as there is evidence of its existence in recent meetings of the investors. 

Illustration 12: Party with protective rights 

D Ltd., E Ltd. and F Ltd. have established a new entity DEF Ltd. As per  the  arrangement,   unanimous 
consent of all three parties is required only with respect to   decisions related to   change   of name 
of the entity, amendment to constitutional documents of the entity to enter into a new business, 
change in the registered office of the entity, etc. Decisions about other relevant activities require 
consent of only D Ltd. and E Ltd. Whether F Ltd. is a party with joint control of the arrangement? 

Solution: 

Consent of F Ltd. is required only with  respect to the fundamental changes in  DEF  Ltd. Hence  these 
are protective rights. The decisions about relevant activities are taken by D Ltd. and E Ltd.  Hence, F 
Ltd. is not a party with joint control of the arrangement. 

Illustration 13: Resolution of disputes without unanimous consent 

Entity A and Entity B established a contractual arrangement whereby the decision related  to  relevant 
activities are required to be taken by unanimous consent of both the parties. However, in case of any 
dispute with any vendor or customer of the arrangement, entity A has right to take necessary 
decisions for the resolution of disputes including decisions of going for the arbitration or 

filing a suit in court of law. Whether the arrangement is a joint arrangement? 

Solution: 

The arrangement is a joint arrangement since the contractual  arrangement  requires  decisions about 
relevant activities to be taken by unanimous consent of both the parties. The right available with 
entity A to  take decisions for resolution of  disputes will not prevent the  arrangement from  being a 
joint arrangement. 

Illustration 14: Joint operation 
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P Ltd. and Q Ltd. are two construction entities and they have entered into a  contractual arrangement 
to jointly construct a metro rail project. 

The construction of metro rail project involves various activities such as construction of  
infrastructure (like metro station, control room, pillars at the centre of the road, etc.) for the metro, 
laying of  the tracks, acquiring of the coaches of the metro, etc. The total length of the metro line to  
be constructed is 50 kms. As per the arrangement, both the parties are responsible to construct 25 
kms each. Each party is required to incur its  own  cost, use its own assets, incur the  liability and  has 
right to the revenue from their own part of the work. 

Determine whether the arrangement is a joint operation or not? 

Solution: 

The arrangement is a joint operation since the arrangement is not structured through a separate 
vehicle and each party has rights to the assets, and obligations  for the liabilities relating to  their  
own part of work in the joint arrangement. 

Illustration 15: Joint operation by sharing an asset 

RS Ltd. and MN Ltd. entered into a contractual arrangement to run a business of providing cars of 
hire. The cars will be owned by both the parties jointly. The expenses to run the car (like driver salary, 
petrol, maintenance, insurance, etc.) and revenues from the business will be  shared  between both 
the parties as agreed in the contractual arrangement. Determine whether the arrangement is a joint 
operation or not? 

Solution: 

The arrangement is a joint operation since the arrangement is not structured through a separate 
vehicle. 

Illustration 16: Legal form indicates the arrangement to be a joint venture 

Entity X and Entity Y are engaged in the business of Engineering, Procurement and Construction (EPC) 
for its customers. Both the parties have jointly won a contract from a customer for executing an EPC 
contract and for that the parties have established a new entity XY Ltd. The contract will be executed 
through XY Ltd. 

All the assets required for the execution of the contract will  be  acquired  and liabilities  relating to 
the execution will be  incurred by  XY Ltd. in its own name. Entity X and entity Y will have share in  the 
net profits of XY Ltd. in the ratio of their shareholding i.e. 50% each. Assuming that the arrangement 
meets the  definition of  a joint arrangement, determine whether the joint arrangement is a joint 
operation or a joint venture? 

Solution: 

The legal form of the separate vehicle is a company. The legal form of the separate vehicle causes 
the separate vehicle to be considered in its own right. Hence, it indicates that the arrangement is a 
joint venture. In this case, the parties should further evaluate  the  terms  of  contractual 
arrangements and other relevant facts and circumstance to conclude whether the arrangement is a 
joint venture or a joint operation. 

Illustration 17: Legal form indicates the arrangement to be a joint operation 
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Two entities have established a partnership firm with each party having 50%  share  in  the  net profits 
of the firm. Assuming that the arrangement meets the definition of a joint arrangement, determine 
whether the joint arrangement is a joint operation or a joint venture? 

Solution: 

In this case, the parties to the arrangement should evaluate whether the legal form creates 
separation between the partners and the partnership firm. If the parties 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.   If the assessment of legal form of the partnership firm indicates that the firm     
is a joint operation then there is no need to evaluate any other factors and it is concluded that the 
partnership firm is a joint operation. 

Illustration 18: Assessing the terms of the contractual arrangement 

Continuing with the illustration 16 above, assume that Entity X and Entity Y have entered into a 
separate agreement whereby they have agreed that each party has an interest in the assets of the 
XY Ltd. and each party is liable for the liabilities of XY Ltd. in a specified proportion. Determine 
whether the joint arrangement is a joint operation or a joint venture? 

Solution: 

In this case, the terms of the separate agreement may cause the arrangement to be a joint operation 

Illustration 19: Assessing other facts and circumstances 

Two parties structure a joint arrangement in an incorporated entity i.e. Entity A in which each party 
has a 50% ownership interest. The purpose of the arrangement is to manufacture materials 

required by the parties for their  own,  individual  manufacturing  processes.  The  arrangement 
ensures that the parties operate the facility that produces the materials to the quantity and quality 
specifications of the parties. The legal form of Entity A (an incorporated entity) through which the 
activities are conducted initially indicates that the assets and liabilities held in Entity  A are the  assets 
and liabilities of Entity A. The contractual arrangement between the parties does not specify that the 
parties have rights to the assets or obligations for the liabilities of Entity A. There are  following other 
relevant facts and circumstances applicable in this case: 

 The parties agreed to purchase all the output produced by Entity A in a ratio of 50:50. Entity      
A cannot sell any of the output to third parties, unless this is  approved by  the two parties to    
the arrangement. Because the purpose of the arrangement is to provide  the  parties  with   
output they require, such sales to third parties are expected to be uncommon   and  not   
material. 

 The price of the output sold to the parties is set by both parties at a level that is designed to  
cover the costs of production and administrative expenses incurred by Entity  A. On the basis   
of this operating model, the arrangement is intended to operate at a break-even level. 

Based on the above fact pattern, determine whether the arrangement is a joint operation or a joint 
venture? 

Solution: 
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The legal form of Entity A and the terms of the contractual arrangement indicate that the 
arrangement is a joint venture. However, the other relevant facts and circumstances mentioned  
above indicates that: 

 the obligation of the parties to purchase all the output produced by Entity  A  reflects  the  
exclusive dependence of Entity A upon the parties for the generation of cash flows and, thus,    
the parties have an obligation to fund the settlement of the liabilities of Entity A. 

 the fact that the parties have rights to all the output produced by Entity A means that the 
parties are consuming, and therefore have rights to, all the economic benefits of the assets 
of Entity A. 

These facts and circumstances indicate that the arrangement is a joint operation. The conclusion 
about the classification of the joint arrangement in these circumstances would  not  change  if, instead 
of the parties using their share of the output themselves in a subsequent manufacturing process, the 
parties sold their share of the output to third parties. 

If the parties changed the terms of the contractual arrangement so  that  the arrangement was  able  
to sell output to third parties, this would result in Entity A assuming demand, inventory and credit 
risks. In that scenario, such a change in  the facts and circumstances would require reassessment  of 
the classification of the joint arrangement. Such facts and circumstances would indicate that the 
arrangement is a joint venture. 

Illustration 20: Multiple joint arrangements under single framework agreement 

AB Ltd. and CD Ltd. have entered into a  framework  agreement to  manufacture and distribute a  new 
product i.e. Product X. The two activities to  be  performed  as  per the framework agreement  are i) 
Manufacture of Product X and ii) Distribution of Product X. The manufacturing of the product will not 
be done through a separate vehicle. The parties will purchase the necessary machinery in their joint 
name. For the distribution of the product, the parties have established  a  new  entity  ABCD Ltd. All 
the goods manufactured will be sold to ABCD Ltd.  as  per price mutually  agreed by the parties. Then 
ABCD Ltd. will do the marketing and distribution of the product. Both the parties  will have joint 
control over ABCD Ltd. 

The legal form of ABCD Ltd. causes it to be considered in its own right (ie the assets and liabilities 
held in ACD Ltd. are the assets and liabilities of ABC Ltd. and not the assets and liabilities of the  
parties). Further, the contractual arrangement and other relevant facts and circumstances also do 
not indicate otherwise. 

Determine whether various arrangements under the framework agreement are joint operation or  
joint venture? 

Solution: 

The manufacturing of Product X is not done through a separate vehicle and the assets used to 
manufacture the product are jointly owned by both the parties. Hence, the manufacturing activity is   
a joint operation. 

The distribution of Product X is done through a  separate vehicle i.e. ABCD  Ltd. Further, AB Ltd. and 
CD  Ltd. do  not have rights to the assets, and obligations for the liabilities, relating to  ABCD  Ltd. 
Hence ABCD Ltd. is a joint venture. 

Illustration 23: Accounting for sales or contributions of assets to a joint operation 
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A Ltd. is one of the parties to a joint operation holding 60% interest in a joint operation and the 
balance 40% interest is held by  another joint operator.  A  Ltd.  has contributed an  asset held by  it  
to the joint operation for the activities to be conducted in joint operation. The carrying value of the 
asset sold was Rs. 100 and the asset was actually sold for Rs. 80 i.e. at a loss of Rs. 20. How should A  
Ltd. account for the sale of asset to joint operation in its books? 

Solution: 

A Ltd. should record the loss on the transaction only to  the extent of  other party’s interest in the 
joint operation. 

The total loss on the transaction is Rs. 20. Hence, A Ltd. shall record loss on sale of asset to the extent 
of Rs. 8 (Rs. 20 x 40%) which is the loss pertaining to the interest of other party to the joint operation. 
The loss of Rs. 12 (Rs. 20 - Rs. 8) shall not be recognised as that is unrealised loss. 

Further, while accounting its interest in  the joint operation, A Ltd. shall record its  share in  that asset 
at value of Rs. 60 [A Ltd. share of asset Rs. 48 (Rs. 80 x 60%) plus unrealised loss of Rs. 12]. 

The journal entry for the transaction would be as follows: 
 

Bank Dr. Rs. 32  

Loss on sale Dr. Rs. 8  

To Asset  Rs. 
40 

Illustration 24: Accounting for purchases of assets from a joint operation 

A Ltd. is one of the parties to a joint operation holding 60% interest in the joint operation and the 
balance 40% interest is held by another joint operator. A Ltd. has  purchased  an  asset  from  the 
joint operation. The carrying value of the asset in the books of joint operation was Rs. 100 and the 
asset was actually purchased for Rs. 80 i.e. at a loss of Rs. 20. How should A Ltd. account for the 
purchase of asset from joint operation in its books? 

Solution: 

A Ltd. should not record its share of the loss until the asset is resold to a third party. 

The joint operation has sold the asset at Rs. 80 by incurring a loss of Rs. 20. Hence, A  Ltd. shall  record 
the asset at Rs. 92 [Purchase price Rs. 80 + A Ltd.’s share in loss Rs. 12 (Rs. 20 x 60%)]. 

Further, while accounting its interest in the joint operation, A Ltd. shall not record any share in the 
loss incurred in sale transaction by the joint operation. 

The journal entry for the transaction would be as follows: 
 

Asset Dr. Rs. 
32 

 

To Bank  Rs. 
32 
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IND AS 28: INVESTMENTS IN ASSOCIATES AND JOINT 
VENTURES 

Illustration 1: Significant influence 

E Ltd. holds 25% of the voting power of an  investee. The balance 75% of  the voting power is held  by 
three other investors each holding 25%. 

The decisions about the financing and operating policies of the investee are taken by investors  
holding majority of the voting power. Since, the other three investors together hold majority voting 
power, they generally take the decisions without taking the consent of E Ltd. Even if  E  Ltd.  proposes 
any changes to the financing and operating policies of the investee, the other three investors do not 
vote in favour of those changes. So, in effect the suggestions of E Ltd. are not considered while taking 
decisions related to financing and operating policies. 

Determine whether E Ltd. has significant influence over the investee? 

Solution: 

Since E Ltd. is holding more than 20% of the voting power of the investee, it indicates that E Ltd. 
might have significant over the investee. However, the other investors in  the investee  prevent E  Ltd. 
from participating in the financing  and  operating policy decisions of  the investee. Hence, in  this 
case, E Ltd. is not in a position to have significant influence over the investee. 

Illustration 3: Participation in policy-making processes 

M Ltd. holds 10% of the voting power an investee. The balance 90% voting power is held by nine 
other investors each holding 10%. 

The decisions about the relevant activities (except decision about taking borrowings) of the investee 
are taken by the members holding majority of the voting power. The decisions about taking 
borrowings are required to be taken by unanimous consent of all the investors. Further, decisions 
about taking borrowing are not the decisions that most significantly affect the returns of the investee. 

Determine whether M Ltd. has significant influence over the investee? 

Solution: 

In this case, though M Ltd. is holding less than 20% of  the voting power of the investee, M  Ltd.’s 
consent is required to take decisions about taking borrowings which is one  of  the relevant activities. 
Further, since the decisions about taking borrowing are not the decisions that most significantly 
affect the returns of the investee, it cannot be said that all the investors have joint control over the 
investee. 

Hence, it can be said that M Ltd. has significant influence over the investee. 

Illustration 4: Material transactions between the entity and its investee 

RS Ltd. is an entity engaged in the business of pharmaceuticals. It has invested in the share capital of 
an investee XY Ltd. and is holding 15% of XY Ltd.’s total voting power. 

XY Ltd. is engaged in the business of producing packing   materials  for  pharmaceutical   entities. One 
of the incentives for RS Ltd. to invest in XY Ltd. was the fact that XY Ltd. is engaged in the business of 
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producing packing materials which is also useful for RS Ltd. Since last many years, XY Ltd.’s almost 
90% of the output is procured by RS Ltd. 

Determine whether RS Ltd. has significant influence over XY Ltd.? 

Solution: 

Since 90% of  the output of XY Ltd. is procured by  RS Ltd., XY Ltd.  would be  dependent on  RS Ltd. 
for the continuation of its business. Hence, even though RS  Ltd.  is holding only 15%  of the voting 
power of XY Ltd. it has significant influence over XY Ltd. 

Illustration 5: Interchange of managerial personnel 

Entity X and entity Y operate in the same industry, but  in  different geographical  regions.  Entity X 
acquires a 10% shareholding in entity Y as a part of a strategic agreement. A new production process 
is key to serve a fundamental change in the strategic direction of entity Y. The terms of agreement 
provide for entity Y to start a new production process under the supervision of two managers from 
entity X. The managers seconded from entity X, one of  whom is on entity X's board, will oversee the 
selection and recruitment of new staff, the purchase of new equipment, the training of the workforce 
and the  negotiation  of  new  purchase contracts for raw materials. The two managers will report 
directly to entity Y's board and as well as to entity X. Analyse. 

Solution: 

The secondment of the board member and a senior manager from entity X to entity Y gives entity X 
a range of power over a new production process and may evidence that entity X has significant 
influence over entity Y. This assessment takes into the account what are the key financial and 
operating policies of entity Y and the influence this gives entity X over those policies. 

Illustration 6: Provision of essential technical information 

R Ltd. is a tyre manufacturing entity. The entity has entered into a technology transfer agreement 
with another entity Y Ltd. which is also involved in the business of tyre manufacturing. R Ltd. is an 
established entity in this business whereas Y Ltd. is a relatively new entity. 

As per the agreement, R Ltd. has granted to Y Ltd. a license to use its  the  technical  information and 
know-how which are related to the processes for the manufacture of tyres. Y Ltd. is dependent on 
the technical information and know-how supplied by R Ltd. because of 

its lack of expertise and experience in this business. Further, R Ltd. has also invested in 10%     of the 
equity share capital of Y Ltd. 

Determine whether R Ltd. has significant influence over Y Ltd.? 

Solution: 

Y Ltd. obtains essential technical information for the running of its  business  from  R  Ltd. Hence R 
Ltd. has significant influence over Y Ltd. despite of holding only 10% of the equity share capital of Y 
Ltd. 

Illustration 7: Potential voting rights 

An entity which is currently holding 10% of the voting power of an entity has an option of purchase 
additional 15% voting power of the investee from  other investors. However,  the entity currently  
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does not have financial ability to purchase additional 15% voting power of the investee. Determine 
whether the entity has significant influence over the investee? 

Solution: 

Considering the potential voting rights, the entity can have more than 20% of  the  voting power of  
the investee and hence it is presumed that the entity has  significant influence over the investee. The 
fact that the entity does not have financial ability to purchase such additional voting power  is  not 
considered in such assessment (It should be noted that under Ind  AS  110, potential voting rights 
which an entity cannot exercise because of its financial ability are not considered as substantive and 
hence not factored in the assessment. However, under  Ind AS  28, there is  no  such requirement 
given. Hence the potential voting rights, even if they are not substantive as  per  Ind AS 110, are 
included in the assessment of significant influence.) 

Illustration 8: Accounting entries related investment in associate / joint venture 

On the first day of a financial year, A Ltd. invested in the equity share capital of B Ltd. at a cost of Rs. 
1,00,000 to acquire 25% share in the voting power of B  Ltd. A Ltd. has concluded that B Ltd. is    an 
associate of A Ltd. At the end of the year, B Ltd. earned profit of Rs. 10,000 and other comprehensive 
income of Rs. 2,000. In that year, B Ltd. also declared dividend to the extent of Rs. 4,000. Pass 
necessary entries in the books of A Ltd. to account for the investment in associate. 

Solution: 

Following entries would be passed in the books of A Ltd.: 
 

1) Initial entry to record investment done in associate 

Investment in B Ltd. A/c 

 
Dr
. 

 
1,00,000 

 

To Bank A/c   1,00,000 

2) Recording of share in the profit of the associate 

Investment in B Ltd. A/c 

 

Dr
. 

 

2,500 

 

To Share in profit of investee (P&L) 

[A Ltd. share in profit would be Rs. 2,500 (Rs. 10,000 
x 25%)] 

 

  2,500 

3) Recording of share in the other comprehensive income 
(OCI) of the associate 

   

  
Investment in B Ltd. A/c 

Dr. 500  

To Share in OCI of investee (OCI) 

[A Ltd. share in OCI would be Rs. 500 (Rs. 2,000 x 25%)] 

  500 

4) Recording of dividend distributed by associate    

 Dividend income A/c (P&L) 

To Investment in B Ltd. A/c 

Dr. 1,000  

1,000 
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[A Ltd. share in dividend would be Rs. 1,000 (Rs. 4,000 x 
25%)] 

 

Illustration 9: Exemption from applying equity method 

MNO Ltd. holds 15% of the voting power of DEF Ltd. PQR Mutual Fund (which is a subsidiary of  MNO 
Ltd.) also holds 10% voting power of DEF Ltd. Hence, MNO Ltd.  holds  total  25% voting power of DEF 
Ltd. (15% held by own and 10% held by subsidiary) and accordingly has significant influence over DEF 
Ltd. How should MNO Ltd. account for investment in DEF Ltd.  in  its  consolidated financial 
statements? 

Solution: 

The 15% interest which is held directly by MNO Ltd. should be measured as per equity method of 
accounting. However, with respect to the 10% interest which is held through a mutual fund, MNO  
Ltd. can avail the exemption from applying the equity method to that 10% interest and instead 

Illustration 10: Acquisition of interest in an associate 

Blue Ltd. acquired 25% of  the equity share capital of Green Ltd.  on  the first day  of the financial  
year for Rs. 1,25,000. As of that date, the carrying value of the net assets of Green Ltd. was Rs.  
3,00,000 and the fair value was Rs. 4,00,000. The excess of fair value over the carrying value was 
attributable to one of the buildings owned by Green Ltd. having a remaining useful life of 20 years. 
Green Ltd. earned profit of Rs. 40,000 and other comprehensive income of Rs. 10,000 during the year. 
Calculate the goodwill / capital reserve on  the date of  acquisition, Blue Ltd.’s share in the  profit  and 
other comprehensive income for the year and closing balance of investment at the end of the year. 

Solution: 

1. Goodwill / capital reserve on the date of acquisition 

The cost of the investment is higher than the net fair value of the investee’s identifiable 
assets and liabilities. Hence there is goodwill. Amount of goodwill is calculated as follows 

 

 Rs. 
Cost of acquisition of investment 1,25,000 
Blue Ltd.’s share in fair value of net assets of Green Ltd. on the 
date of acquisition (4,00,000 *25%) 

 
(1,00,000) 

Goodwill   25,000 

Above goodwill will be recorded as part of carrying amount of the investment. 

2. Share in profit and other comprehensive income of Gren Ltd. 
 

 Rs. 
Share in profit of Green Ltd. (40,000 x 25%) 10,000 
Adjustment for depreciation based on fair value 
(1,00,000 ÷ 20) x 25% 

 
(1,250) 

Share in profit after adjustment    8,750 
Share in other comprehensive income (10,000 x 25%) 2,500 
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3. Closing balance of investment at the end of the year 
 

 Rs. 
Cost of acquisition of investment (including goodwill of Rs. 
25,000) 

1,25,000 

Share in profit after adjustments 8,750 
Share in other comprehensive income     2,500 
Closing balance of investment 1,36,250 

 

Illustration 11: Cumulative preference shares issued by associate or joint venture 

KL Ltd. has invested in 50% voting power of a joint venture MN Ltd. MN Ltd. has also issued 10% 
cumulative preference shares to other investors worth Rs. 10,00,000. During the year,  MN  Ltd. 
earned profit of Rs. 4,00,000. Also, MN Ltd. has not declared any dividend on the preference shares  
for current year. Calculate KL Ltd.’s share in the net profit of MN Ltd. for the year. 

Solution: 

If an associate or a joint venture has outstanding cumulative preference shares that are held by 
parties other than  the entity and are classified as  equity, the entity should compute its share of  
profit or loss after adjusting for dividend on such shares, whether or not the dividends have been 
declared. 

In current case, KL Ltd.’s share in net profit of MN Ltd. would be as follows. 
 

 Rs. 
Profit of MN Ltd. for the year 4,00,000 

Dividend on cumulative preference shares (10,00,000*10%) (1,00,000) 

Net profit attributable to the holders of equity share    3,00,000 

KL Ltd.’s 50% share in net profit of MN Ltd. 1,50,000 

 

Illustration 13: Upstream and downstream transaction between an entity and its associate 

Scenario A 

M Ltd. has invested in 40% share capital of N Ltd. and hence N Ltd. is an  associate of  M  Ltd.  During 
the year, N Ltd. sold inventory to M Ltd. for a value of Rs. 10,00,000. This included profit of  10% on 
the transaction price i.e. profit of Rs. 1,00,000. Out the above inventory,  M  Ltd.  sold  inventory of 
Rs. 6,00,000 to outside customers. Hence, the inventory of  Rs. 4,00,000 purchased from    N Ltd. is 
still lying with M Ltd. Determine the unrealised profit to  be  eliminated  on  above transaction. 

Scenario B 

Assume the same facts as per Scenario A except that the inventory is sold by M Ltd. to N Ltd.  instead 
of N Ltd. selling to M Ltd. Determine the unrealised profit to be eliminated on above transaction. 

Solution: 

Scenario A 
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Firstly, as part of its equity method accounting for investment in N Ltd., M Ltd. will pass this journal 
entry: 

Investment in N Ltd. Dr. 40,000 

To Share     in profit of N Ltd.  40,000 

Out of the inventory of Rs. 10,00,000, M Ltd. has sold inventory worth Rs. 6,00,000 to outside 
customers. Hence, the profit of Rs. 60,000 (6,00,000 *10% profit margin) on such inventory is  
realised. However, the inventory worth Rs. 4,00,000 is still held by M Ltd. which consists profit of Rs. 
40,000 (4,00,000*10%). Hence, M Ltd.’s share in such profit i.e. Rs. 16,000 (40,000*40%) is 
considered as unrealised. 

Accordingly, after recording of share in total profit of N Ltd., M Ltd.  should  pass  following 
adjustment entry to reverse the unrealised profit margin: 

Share in profit of N Ltd. Dr. 16,000 

To Inventory 16,000 

In subsequent period, when this inventory of Rs. 4,00,000 is sold by N Ltd. to an  outside customer 
then the above profit margin of Rs. 16,000 will be treated as realised and hence the above entry will  
be reversed in that period. 

Note: in the separate financial statements of M Ltd., inventory is carried at  Rs. 4,00,000 whereas in 
its consolidated financial statements, inventory is carried at Rs. 3,84,000 (due to elimination entry 
above in respect of unrealized profit). In the subsequent period, when the inventory  is  sold, 
Inventory Account is credited by Rs. 4,00,000 whereas for the purpose of consolidated financial 
statements, it should have been credited by only Rs. 3,84,000. The difference  is  adjusted  by debiting 
back Rs. 16,000 to the Inventory Account and a corresponding recognition of share in  profit of 
associate.] 

Scenario B 

Out of the inventory of Rs. 10,00,000, N Ltd. has sold inventory worth Rs. 6,00,000 to outside 
customers. Hence, the profit of Rs. 60,000 (6,00,000 x 10% profit margin) on such inventory is 
realised. However, the inventory worth Rs. 4,00,000 is still held by N Ltd. which consists profit of Rs. 
40,000 (4,00,000*10%). Out of this profit of Rs. 40,000, profit to the extent of other investor’s interest 
in the investee is treated as realised profit i.e. Rs. 24,000 (40,000*60%) is  treated  as  realised profit. 
Balance profit of Rs. 16,000 (40,000*40%) is considered as unrealised. Hence, M Ltd. should pass 
following adjustment entry to reverse the unrealised profit: 

Sales Dr.  160,000 

To Cost of material consumed  144,000 

To Investment in N Ltd.  16,000 

In subsequent period, when this inventory of Rs. 4,00,000 is sold by N Ltd. to an  outside customer 
then the above profit margin of Rs. 16,000 will be treated as realised and hence the above entry will  
be reversed in that period. 
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Illustration 14: Impairment loss on downstream and upstream transaction between an entity and 
its joint venture 

Scenario A 

X Ltd. has invested in a joint venture Y Ltd. by holding 50% of its equity share capital. During the year, 
X Ltd. sold an asset to Y Ltd. at its market value of Rs. 8,00,000. The asset’s carrying value in    X Ltd.’s 
books was  Rs. 10,00,000. Determine how should X  Ltd.  account for the sale transaction in  its books. 

Scenario B 

Assume the same facts as  per Scenario A except that the asset is  sold by  Y Ltd. to X Ltd. instead of 
X Ltd. selling to Y Ltd. Determine how should X Ltd. account for the above transaction in  its   books. 

Solution: 

Scenario A 

X Ltd. should record full loss of Rs. 2,00,000 (10,00,000 – 8,00,000) in its books as that would  
represent the impairment loss because the market value has actually declined. This loss  would  have 
been recorded even if X Ltd. would have first impaired the asset and then sold to Y Ltd. at    zero profit 
/ loss. Following entry should be passed in the books of X Ltd. 

Bank A/c Dr. 8,00,000  

Loss on sale of asset Dr. 2,00,000  

To Asset   10,00,000 

Scenario B 

X Ltd. should record loss to the extent of its share in Y Ltd. Hence, X Ltd.’s share in loss i.e. Rs. 1,00,000 
[(10,00,000 – 8,00,000) x 50%] should be recorded by X Ltd. in its books. The loss  should be recorded 
since the market value of the asset has actually declined and this would represent impairment. This 
loss would have been recorded even if Y Ltd.  would  have  first  recorded an impairment loss of Rs. 
2,00,000 and then sold to X Ltd. at zero profit / loss. Following entry should be passed in the books 
of X Ltd. 

Asset Dr. 8,00,000  

Share in loss of Y Ltd. Dr. 1,00,000 

To Bank   8,00,000 

To Investment in Y Ltd.   1,00,000 

Illustration 15: Loss making associate and long-term interests 

An entity has following three type interests in an associate: 

 Equity shares: 25% of the equity shares to which equity method of accounting is applied 



AMENDMENTS                                 +91-7731007722 

 

CA. Chiranjeev Jain Page 63 
 
 
 

 Preference shares: Non-cumulative preference shares that form part of net investment in the 
associate. Such preference shares are measured at fair value as per Ind AS 109. 

 Long-term loan: The loan carrying interest of 10% p.a. The interest income is received at the 
end of each year. The long-term loan is accounted as per amortised cost as per Ind AS 109. 
This loan also forms part of net investment in the associate. 

At the start of year 1, the carrying value of each of the above interests is as follows: 

 Equity shares – Rs. 10,00,000 

 Preference shares – Rs. 5,00,000 

 Long-term loan – Rs. 3,00,000 

Following table summarises the changes in the fair value of preference shares as per Ind AS 109, 
impairment loss on long-term loan as per Ind AS 109 and entity’s share in profit / loss of associate for 
year 1-5. 

Rs. 
End of 
Year 

Increase / (Decrease) 
in fair value of 
preference shares as 
per Ind AS  109 

Impairment loss / 
(reversal) on long-term 
loan as per Ind AS 109 

Entity’s share in profit / 
(loss) of associate 

1 (50,000) (50,000) (16,00,000) 
2 (50,000) - (2,00,000) 
3 1,00,000 50,000 - 
4 50,000 - 10,00,000 
5 30,000 - 10,00,000 

Throughout year 1 to 5, there has been no objective evidence of  impairment in  the net  investment 
in the associate. The entity does not have any legal or constructive obligation to  share the losses   of 
the associate beyond its interest in the associate. 

Based on above, determine the closing balance of each of the above interests  at the end  of  each 
year. 

Solution: 

Year 1 

Below table summarises the closing balance of each of the interest at the end of year 1: 

Rs. 
Type of interest Opening 

balance at 
the start of 
the year 

Adjustment 
as per Ind 
AS 109 

Balance 
after 

applying Ind 
AS 109 

Share in 
profit / 
(loss) of 
associate 

Closing 
balance at the 
end of the 
year 

 (A) (B) I = (A+B) (D) I = (C+D) 
Equity shares 10,00,000 NA 10,00,000 (10,00,000) - 

Preference shares 5,00,000 (50,000) 4,50,000 (4,50,000) - 
Long-term loan   3,00,000    (50,000)   2,50,000   (1,50,000) 1,00,000 
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Total 18,00,000 (1,00,000) 17,00,000 (16,00,000) 1,00,000 

The entire loss of Rs. 16,00,000 is recognised. Hence, there is no unrecognised loss at the end of  year 
1. 

Year 2 

Below table summarises the closing balance of each of the interest at the end of year 2: Rs. 
 

Type of interest Opening 
balance at 
the start 

of the 
year 

Adjustment 
as per Ind 
AS 109 

Balance 
after 

applying 
Ind AS 109 

Share in 
profit / 
(loss) of 
associate 

Closing 
balance at 
the end of 
the year 

 (A) (B) I = (A+B) (D) I = (C+D) 

Equity shares - NA - - - 

Preference shares - (50,000) (50,000) 50,000 * - 

Long-term loan 1,00,000   -  1,00,000 (1,00,000)   - 

Total 1,00,000 (1,00,000) 17,00,000     (50,000)   - 

* Recognition of changes in fair value as per Ind AS 109 has resulted in the carrying amount of 
Preference shares being negative Rs. 50,000. Consequently, the entity shall reverse a portion of the 
associate’s losses previously allocated to Preference shares. 

Out of the total loss of Rs. 2,00,000 for the year, loss of only Rs. 50,000 is recognized. Hence, there is 
recognized loss to the extent of Rs. 1,50,000 at the end of year 2. 

Year 3 

Below table summarises the closing balance of each of the interest at the end of year 3: Rs. 
 

Type of interest Opening 
balance at 
the start of 
the year 

Adjustment 
as per Ind 
AS 109 

Balance 
after 

applying 
Ind AS 109 

Share in 
profit / 
(loss) of 
associate 

Closing 
balance at the 
end of the 

year 

 (A) (B) I = (A+B) (D) I = (C+D) 

Equity shares - NA - - - 

Preference shares - 1,00,000 1,00,000 (1,00,000) - 

Long-term loan   -    50,000    50,000    (50,000)   - 

Total   - 1,50,000 1,50,000 (1,50,000)   - 

The share in profit / loss for the year is nil. However, there was previously unrecognised loss of Rs. 
1,50,000 which is allocated in current year. After recognising the above loss, there is no unrecognised 
loss at the end of year 3. 

Year 4 

Below table summarises the closing balance of each of the interest at the end of year 4: 
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Rs. 
Type of interest Opening 

balance at 
the start of 
the year 

Adjustment 
as per Ind 
AS 109 

Balance 
after 

applying 
Ind AS 109 

Share in 
profit / 
(loss) of 
associate 

Closing 
balance at 

the end of the 
year 

 (A) (B) I = (A+B) (D) I = (C+D) 

Equity shares - NA - 2,00,000 2,00,000 

Preference shares - 50,000 50,000 5,00,000 5,50,000 

Long-term loan   -   -   -  3,00,000   3,00,000 

Total   - 50,000 50,000 10,00,000 10,50,000 

The entity’s share in profit of associate for the year is Rs. 10,00,000. The entity shall allocate such 
profit to each of the instruments in order of their seniority in liquidation. The entity should limit the 
amount of profit to be allocated to preference shares and long-term loan to the extent of losses 
previously allocated to them. Hence, the entity has allocated Rs. 5,00,000 to preference shares and 
Rs. 3,00,000 to long-term debt. 

There is no unrecognised loss at the end of year 4. 

Year 5 

Below table summarises the closing balance of each of the interest at the end of year 5: 

Rs. 
 

Type of interest Opening 
balance at 
the start  
of the year 

Adjustment 
as per Ind 
AS 109 

Balance 
after 

applying 
Ind AS 109 

Share in 
profit / 
(loss) of 
associate 

Closing 
balance at 
the end of 
the year 

 (A) (B) I = (A+B) (D) I = (C+D) 
Equity shares 2,00,000 NA 2,00,000 10,00,000 12,00,000 

Preference shares 5,50,000 30,000 5,80,000 - 5,80,000 

Long-term loan  3,00,000   -  3,00,000   -  3,00,000 

Total 10,50,000 30,000 10,80,000 10,00,000 20,80,000 

The entity’s share in profit of associate for the year is Rs. 10,00,000. The entire profit is allocated to 
equity shares since there is no loss previously allocated to either preference shares or long-term loan. 

There is no recognized loss at the end of year 5. 

Year 1 to 5 

The interest accrual on long-term loan would be done in each year at 10% p.a. This will be done 
without taking into account any adjustment done in the carrying value of long-term loan as  per Ind 
AS 28. Hence, the entity will accrue interest of Rs. 30,000 (3,00,000 x 10%) in each year. 

Illustration 16: Recording in profit or loss of the gain / loss on discontinuation of equity method 

CD  Ltd. held 50% of the voting power of RS Ltd.  which is  a joint venture of CD Ltd. The carrying  
value of the investment in RS Ltd. is Rs. 1,00,000. Now out of the 50% stake, CD Ltd. has sold 20% 
stake in RS Ltd. to a third party for a consideration of Rs. 80,000. The fair value of the retained 30% 
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interest is Rs. 1,20,000. Determine how much gain / loss should be recorded in profit or loss of CD 
Ltd. 

Solution: 

CD Ltd. Shall record in profit or loss difference between below: 

 the fair value of any retained interest (i.e. Rs. 1,20,000) and any proceeds from disposing of a 
part interest in the joint venture (i.e. Rs. 80,000); and 

 the carrying amount of the investment at the date the equity method was discontinued (i.e.  
1,00,000). 

Hence, CD Ltd. Shall record gain of Rs. 1,00,000 in profit or loss. 

Illustration 17: Investment in joint venture held for sale 

Ram Ltd. holds 50% of the equity share capital of Shyam  Ltd. The balance  50% equity share  capital 
is held by another investor. Ram Ltd. has joint control over Shyam Ltd. and it is a joint 

venture of Ram Ltd., accounted using equity method. Now Ram Ltd. is planning to sell 10% of the 
equity share capital of Shyam Ltd. to a third party. Such 10% investment meets the criteria of an  asset 
held for sale and has been measured and disclosed accordingly. Now determine how should Ram Ltd. 
account 40% interest retained in Shyam Ltd. 

Solution: 

Till the time 10% stake is sold, Ram Ltd. shall account for the retained interest of 40% as per equity 
method. After the sale of 10% investment, if Ram Ltd. still has joint control over Shyam Ltd. (e.g. 
through contractual arrangement) then it shall continue to measure that investment using equity 
method. However, if Ram Ltd. is not going to have joint control over Shyam Ltd. post the disposal of 
10% investment then retained investment of 40% shall be accounted as per Ind AS 109. 
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IND AS 27: SEPARATE FINANCIAL STATEMENTS 
Example: Following chart represents the group structure of Parent Ltd. and table below it explains 
the above requirements related to separate financial statements 

 

* Subsidiary B has availed the exemption from preparation of consolidated financial statements as 
per paragraph 4(a) of Ind AS 110 

# Entity S does not provide services that relate to the Investment entity D’s investment activities 

All the above entities are incorporated as per Companies Act, 2013. 

Name of the 
entity 

Whether entity 
prepares 

consolidated 
financial 

statements? 

Status for separate financial statements 

Parent Ltd. Yes Will be prepared as it is required by Companies Act, 
2013 

Subsidiary A Yes Will be prepared as it is required by Companies Act, 
2013 

Subsidiary B No Will be prepared as it is required by Companies Act, 
2013 (in this case, entity will  present separate 
financial statements as  its  only financial 
statements) 

Associate C Yes Will be prepared as it is required by Companies Act, 
2013 

Investment 
entity D 

No Will be prepared as it is required by Companies Act, 
2013. Entity will present separate financial 
statements as its only financial statements 

Entity P No These entities will prepare their financial statements 
as required by Companies Act 2013, however, they 
will not be termed as separate financial statements 
since these entities do not have subsidiary, associate 
or joint venture. 

Entity Q No 
Entity R No 
Entity S No 

Parent Ltd. (listed entity) 

100% 100% 30% 80% 

Subsidiary A Subsidiary B* Associate C Investment entity D 

100% 100% 100% 100% 

Entity P Entity Q Entity R Entity S# 
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Illustration 1: Reorganisation of the group structure 

Following is the existing and proposed group structure of an original parent A Ltd. 

 

As per the above structure, the Owners of Company A will transfer all their shareholding  in  Company 
A to New Co. In exchange of such shares, New Co. will issue its equity shares to the Owners. New Co. 
will issue the shares to the owners in the same ratio of their existing holding in Company A so that 
they have same absolute and relative interests in the net assets of the group 

immediately before and after the reorganisation. The assets and liabilities of the group immediately 
before the and after the proposed restructuring will also be the same. 

The cost of the investment in Company A in the books of the Owners is Rs. 10 lakh. Total equity of 
Company A (i.e. equity share capital and other equity attributable to the owners)  as  per  its   separate 
financial statements on the date of proposed restructuring is Rs. 15 lakh. 

After the proposed restructuring, New Co. wants to record its investment in Company A at cost. 
Determine how it should measure the cost of investment in Company A? 

Solution: 

In current case, New Co. should measure the cost of investment in Company A at the carrying amount 
of its share of  the equity  items shown in the separate financial statements  of  Company  A at the 
date of the restructuring because: 

a) New Co. obtains control of Company A by issuing equity instruments to the Owners in  
exchange for their existing equity instruments of Company A; 

b) the assets and liabilities of  the group immediately before and the proposed restructuring will  
be same; and 

c) the Owners will have the same absolute and relative interests in the net assets of the group 
immediately before and after the proposed restructuring. 

Hence, New Co. will measure the cost of investment in Company A at Rs. 15 lakh. 
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TEST YOUR KNOWLEDGE 
Question 1 

X Limited was holding 100% of the equity share capital of Y Limited  and  Y  Limited  was treated as a  
subsidiary by  X Limited. Now, Y  Limited issues convertible preference shares to  Z Limited. As per 
the  issue document of  convertible preference shares, Z  Limited also gets the rights to participate in 
the relevant activities of Y Limited whereby Z  Limited’s consent is also necessary to pass any decision 
by the equity shareholder of Y Limited (i.e. X Limited). Determine how should X Limited account for 
its investment in Y Limited in its consolidated financial statements after the issue of convertible 
preference shares by Y Limited  to  Z  Limited? 

Answer 

As per the issue document of convertible preference shares, unanimous consent of both X Limited 
and Z Limited are required to pass any decision about the relevant activities of Y Limited. Hence, Y 
Limited is jointly controlled by X Limited and Z Limited and thereby, Y  Limited becomes a joint 
arrangement between X Limited and Z Limited. 

Y Limited is structured through a separate vehicle. The legal form of Y Limited, terms of the 
contractual arrangement or other facts and circumstances do not give X Limited  and  Z  Limited rights 
to the assets, and obligations for the liabilities, relating to Y Limited. Hence, Y Limited is a joint venture 
between X Limited and Z Limited. 

When the convertible preference shares are issued to Z Limited, X  Limited  losses  control over Y 
Limited. Hence X Limited should derecognise the assets and liabilities of  Y Limited  from its 
consolidated financial statements. 100% equity shares in Y Limited is still held by X Limited. Hence 
such investment would be accounted at fair value on the  date  of  loss of  control by X Limited. The 
difference between the fair value of 100% equity shares retained in    Y Limited and the carrying value 
of assets and liabilities of Y Limited derecognised is recognised in profit or loss of X Limited. After the 
loss of  control, the investment in  Y Limited  is accounted as per equity method of accounting by  X  
Limited whereby the investment value  in Y Limited will be adjusted for the change in the X Limited’s 
share  of  the net assets Y  Limited post the date of loss of control. Also, the difference between the 
fair value of  investment in Y Limited and fair value of net identifiable assets of Y Limited shall be  
goodwill  or capital reserve. 

Question 2 

M Limited holds 90% interest in subsidiary N Limited. N Limited holds 25% interest in an associate O 
Limited. As at 31 March 20X1, the net assets of O Limited was Rs. 300 lakhs including profit of Rs. 40 
lakhs for the year ended 31 March 20X1. Calculate how  the investment in O Limited will be accounted 
in the consolidated financial statements of M Limited? 

Answer 

Since N Limited is a subsidiary of M Limited, the consolidated financial statements  of  M Limited will 
include 100% amounts of the consolidated financial statements of N Limited (including investment in 
O Limited accounted for using equity method). Accordingly, the investment in O Limited will be 
accounted as  follows in the consolidated financial statements  of M Limited: 

 Rs.’ 
lakh 
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Investment in O Limited (300 x 25%)  75 

Share in profit of O Limited   

Attributable to M Limited (40 x 25% x 90%) 9  

Attributable to Non-controlling interest of N Limited (50 x 25%  x 
10%) 

1 10 

Question 3 

AB Limited holds 30% interest in an associate which it has acquired for a cost of Rs. 300 lakhs. On the 
date of acquisition of that stake, the fair value of  net assets  of  the associate was  Rs. 900 lakh. The 
value of goodwill on acquisition was Rs. 30 lakhs. After  the acquisition, AB Limited accounted for the 
investment in the associate as per equity method of accounting and now the carrying value of such 
investment in the consolidated financial statements of AB Limited is Rs. 360 lakhs. The associate has 
now issued equity shares to some investors other than AB Limited for a consideration of Rs. 800 lakhs. 
This has effectively reduced the holding of AB Limited to  20%.  Determine how AB  Limited should 
account for such reduction in interest in the associate? 

Answer 

Because of  the issue of shares by  associate to  other investors, AB Limited has effectively  sold 10% 
(30 – 20) of its interest in the associate. The gain / loss on reduction in interest in associate in 
calculated as follows: 

 Rs.’ lakhs 

AB Limited’s share in the consideration received by the associate for issue 
of shares (800 x 20%) (1) 

160 

Less: Carrying value of interest sold (360 x 1/3)(2) (120) 

Gain on reduction in interest in associate(3)   40 

Notes: 

a) The share in the consideration received by associate on issue of shares (i.e. Rs. 160 lakhs) 
would be recorded as part of investment in associate. 

b) The carrying amount of interest sold (i.e. Rs. 120 lakhs) will be derecognised, including 
proportionate goodwill of Rs. 10 lakhs (30 * 1/3). 

c) Gain of Rs. 40 lakhs will be recorded in the profit or loss. 

 


