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Unit - 1 Ind AS 27 - Separate Financial Statement

Q.1. Whether the investment entity is required to measure its investment in subsidiaries at fair value through
profit or loss in its separate financial statements?

Ans. :-

 Provision of Ind AS 27

“if a parent is required, as per Ind AS 110, to measure its investment in a subsidiary at fair value through profit or
loss as per AS 109, it shall also account for its investment in a subsidiary in the same way in its separate financial
statements”.

 Provison of Ind AS 110

 an investment entity shall not consolidate its subsidiaries or apply Ind AS 103 when it obtains control of
another entity. Instead, an investment entity shall measure an investment in a subsidiary at fair value through
profit or loss as per Ind AS 109”.

 However, if an investment entity has a subsidiary that is not itself an investment entity and whose main
purpose and activities are providing services that relate to the investment entity’s investment activities, it
shall consolidate that subsidiary as per  this Ind AS and apply the requirements of Ind AS 103 to the acquisition
of any such subsidiary.”

 Further, a parent that is an investment entity shall not present consolidated financial statements if it is required, as
per this Ind AS, to measure all of its subsidiaries at fair value through profit or loss”.

 In accordance with the above requirements, the parent that is an investment entity is required to measure its
investments in its subsidiaries (except for entities covered under Ind AS 110) at fair value through profit or loss in
its consolidated financial statements as per the requirement of Ind AS 109.

 Further, such investment entity is required to account for these investments in the similar way in its separate
financial statements as they have been accounted for in consolidated financial statements.

Q.2. A company, AB Ltd. holds investments in subsidiaries and associates. In its separate financial statements,
AB Ltd. wants to elect to account its investments in subsidiaries at cost and the investments in associates
as financial assets at fair value through profit or loss (FVTPL) in accordance with Ind AS 109, Financial
Instruments.

Whether AB Limited can carry investments in subsidiaries at cost and investments in associates in
accordance with Ind AS 109 in its separate financial statements?

Ans. :-

 Provision of Ind AS 27

When an entity prepares separate financial statements, it shall account for investments in subsidiaries, joint
ventures and associates either at cost, or as per Ind AS 109, in its separate financial statements. Further, the
entity shall apply the same accounting for each category of investments.

 Analysis

 It may be noted that although the ‘category’ is used in number of Standards, it is not defined in any of the Ind
AS. It seems that subsidiaries, associates and joint ventures would qualify as separate categories. Thus, the
same accounting policies are applied for each category of investments - i.e. each of subsidiaries, associates
and joint ventures.

 However, Ind AS 27 should not be read to mean that, in all circumstances, all investments in associates are
one ‘category’ of investment and all investments in joint ventures or an associate are one ‘category’ of
investment. These categories can be further divided into sub-categories provided the sub-category can be
defined clearly and objectively and results in information that is relevant and reliable. For example, an
investment entity parent can have investment entity subsidiary (at fair value through profit or loss) and non-
investment entity subsidiary (whose main purpose is to provide services that relate to the investment entity’s
investment activities) as separate categories in its separate financial statements.

5. Consolidation Financial Statement
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 Conclusion

 In the present case, investment in subsidiaries and associates are considered to be different categories of
investments.

 Further, Ind AS 27 requires to account for the investment in subsidiaries, joint ventures and associates either
at cost, or in accordance with Ind AS 109 for each category of Investment. Thus, AB Limited can carry its
investments in subsidiaries at cost and its investments in associates as financial assets in accordance with
Ind AS 109 in its separate financial statements.

Q.3. AB Limited has an existing investment of INR 700 crores in its subsidiary, PQR Limited. The net assets of
PQR limited are only INR 400 crores as at March 31, 2018. The value in use as well as fair value less costs
to sell of PQR Limited is INR 600 crores.
AB Limited has accounted its subsidiary at cost in its financial statements.

What will be the impairment loss which AB Limited needs to recognise in the separate financial statements?

Ans. :-

 Provision of Ind AS 27

 Carrying amount is the amount at which an asset is recognised after deducting any accumulated depreciation
(amortisation) and accumulated impairment losses thereon.

 Impairment loss is the amount by which the carrying amount of an asset or a cash-generating unit exceeds
its recoverable amount.

 Recoverable amount of an asset or a cash-generating unit is the higher of its fair value less costs of disposal
and its value in use.

 Value in use is the present value of the future cash flows expected to be derived from an asset or cash-
generating unit.

 if, and only if, the recoverable amount of an asset is less than its carrying amount, the carrying amount of the
asset shall be reduced to its recoverable amount. That reduction is an impairment loss”.

 an impairment loss on a non-revalued asset is recognised in profit or loss.

 Provision of Ind AS 27

 In accordance with the above, in the instant case, impairment loss of Rs. 100 crores shall be recognised in
the statement of profit and loss.

 However, it is also important to consider the underlying cash flows that support the investment while considering
the investment for impairment.

Q.4. A parent entity A Ltd. has elected to account for its investments in its subsidiary at FVTPL in accordance with Ind
AS 109, Financial Instruments. As a result, it measures its investments at fair value at each reporting date.
However, A Ltd. is unable to reliably measure the fair value of one of its subsidiaries, Subsidiary B, which was set
up an year ago and is not quoted on an active market.

Does the fact that the fair value of one subsidiary cannot be measured reliably preclude A Ltd. from carrying its
other subsidiaries at fair value in its separate financial statements?

Ans. :-

 Provision of Ind AS 27

 When an entity prepares separate financial statements, it shall account for investments in subsidiaries, joint
ventures and associates either at cost, or as per Ind AS 109, in its separate financial statements.

 Further, the entity shall apply the same accounting for each category of investments.

 Provision of Ind AS 109

 All investments in equity instruments and contracts on those instruments must be measured at fair value.
However, in limited circumstances, cost may be an appropriate estimate of fair value.

 That may be the case if insufficient more recent information is available to measure fair value, or if there is
a wide range of possible fair value measurements and cost represents the best estimate of fair value within
that range.
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 Indicators that cost might not be representative of fair value includes

(a) a significant change in the performance of the investee compared with budgets, plans or milestones.

(b) changes in expectation that the investee’s technical product milestones will be achieved.

(c) a significant change in the market for the investee’s equity or its products or potential products.

(d) a significant change in the global economy or the economic environment in which the investee operates.

(e) a significant change in the performance of comparable entities, or in the valuations implied by the
overall market.

(f) internal matters of the investee such as fraud, commercial disputes, litigation, changes in management
or strategy.

(g) evidence from external transactions in the investee’s equity, either by the investee (such as a fresh
issue of equity), or by transfers of equity instruments between third parties.

Note :-

(1) An entity shall use all information about the performance and operations of the investee that becomes
available after the date of initial recognition. To the extent that any such relevant factors exist, they may
indicate that cost might not be representative of fair value. In such cases, the entity must measure fair value.

(2) Cost is never the best estimate of fair value for investments in quoted equity instruments (or contracts on
quoted equity instruments).

 Conclusion

 On the basis of above, if an entity has elected to account for its investments in its subsidiary at FVTPL in
accordance with Ind AS 109, then all such investments should be measured at fair value in accordance with
Ind AS 109.

 However, in very limited circumstances, cost may be an appropriate estimate of fair value (for example,
where insufficient recent information is available to determine fair value, or where there is a wide range of
possible fair value measurements and cost represents the best estimate of fair value within that range).

 It may be noted that such circumstances would never apply to equity investments held by particular entities
such as financial institutions and investment funds.

 Under Ind AS 109, investments in equity instruments can be carried at cost only if either of the conditions
stated above is met. Further while Ind AS 109 provides an exemption, it is expected to be available only in
limited  circumstances.

 It is acknowledged that current observable prices would usually not be available for unlisted companies.
However, in such cases, instead of considering cost as a default measurement basis, fair value should be
determined using unobservable inputs.



www.accountsconcepts.com

5.4 Consolidation Financial Statement

All right reserved © RMC

Part A : Determination of Control

Q.5. (CA-SM) Following is the structure of a group headed by PQR Limited.

PQR Limited

Whether XYZ Limited can avail the exemption from the preparation and presentation of consolidated financial
statements ? What if the fats are the same as above except that, AB Limited and BC Limited are both owned by an
Individual (Mr. X) instead of PQR Limited ?

Under both the scenarios, XYZ Limited wishes to avail the exemption provided in Ind AS 110 from the presentation
of consolidated financial statements. Assuming other conditions for such exemption are fulfilled, whether XYZ
Limited is required to inform its other owner BC Limited (owning 40%) of its intention to not prepare consolidated
financial statements ?

Ans. :-
 As per Ind AS 110, a parent need not present consolidated financial statements if it is a :

 wholly-owned subsidiry, or

 is a partially-owned of another entity and all its other owners, including those not otherwise entitled to vote,
have been informed about, and do not object to, the parent not presenting consolidated financial statements.

 In Scenario 1, although XYZ Limited is a partly-owned subsidiary of AB Limited, it is the wholly-owned subsidiary
of PQR Limited and therefore satisfies the condition of Ind AS 110 without regard to the relationship with its
immediate owners, i.e. AB Lmited and BC Limited. Thus, XYZ Limited being the wholly owned subsidiary is not
required to inform its other owner BC Liited of its intention not to prepare the consolidated financial statements.

 Therefore, XYZ Limited may take the exemption given under Ind AS 110 from presentation of consolidated financial
statements.

 In Scenario II, XYZ Limited is ultimately wholly in control of Mr. X (i.e. an individual) and hence it cannot be
considered as a wholly owned subsidiary of an entity.

 This is because Ind AS 110 makes use o the term ‘entity’ and the word ‘entity’ includes a company as well as any
other form of entity. Since, Mr. X is an ‘individual’ and not an ‘entity’, therefore, XYZ Limited cannot be considered
as wholly owned subsidiary of an entity.

 Therefore, in the given case, XYZ Limited is a partially-owned subsidiary of another entity. Accordingly, in order to
avail the exemption, its other owner, BC Limited should be informed about and do not object to XYZ Limited not
presenting consolidated financial statements. Further, for the purpose of consolidation of AB Limited and BC
Limited, XYZ Limited will be required to provide relevant financial informtion as per Ind AS.

Unit - 2 Ind AS 110 - Consolidated Financial Statement

AB Limited (Wholly-owned
subsidiary of PQR Limited)

BC Limited (Wholly-owned
subsidiary of PQR Limited)

100% 100%

XYZ Limited

60% owned by AB Liited

40% owned by BC Limited

RST Limited (Subsidiary)

 






60% 40%
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Q.6. (CA-SM)  Following is the structure of a group headed by PQR Limited :

PQR Limited (Non-investment entity)

XYZ Limited (Investment entity) Subsidiary of ABC Limited

State whether PQR Limited and XYZ Limited are required from their respective reporting standpoint to present
consolidated financial statements ? Assume that the other conditions mentioned under paragraph 4(a)(i) to 4(a)(iii)
related to such exceptions are satisfied for above entities.

Ans. :-

 As per Ind AS 110, a parent need not preent consolidated financial statements if it meets all the conditions specified
therein. One of the condition as mentioned under this standard for the exemption from the presentation of consolidated
financial statements is if ultimate or any intermediate parent of the parent entity produces financial statements that
are available for public use and comply with Ind AS, in which subsidiaries are consolidated or are measured at fair
value through proit or loss (FVTPL) in accordance with Ind AS 110.

 Further, Ind AS 110 specifically provides than an investment entity shall not present consolidated financial statements
if it is required by the Standard to measure all of its subsidiaries at FVTPL as provided in paragraph 31 of Ind AS
110.

 Ind AS 110 provide that an invesment entity shall measure an investment in a subsidiary at FVTPL in accordance
with Ind AS 109. However, if the subsidiary is not itself an investment entity and whose main purpose and activities
are providing services that relate to the investment entity’s investment activities, then the investment entity shall
consolidate that subsidiary.

 A parent of an investment entity shall consolidate all entities that it controls, including those controlled through an
investment entity subsidiary, unless the parent itself is an investment entity.

Q.7. (CA-SM) PS Ltd. issues loan notes to investors in Rupees, but it puchases financial assets in Pound Sterling and
USD. It hedges cash flow differences through currency and interest rate swaps. What would be its relevant activities
?

Ans. :-

(i) Meaning of Relevant activities under Ind AS

Relevant activities are activities of the investee that significantly affect the investee’s returns.

(ii) Identification of relevant activities

 Selling and purchasing of assets

 Managing financial assets during their life

 Determining a funding structure and obtaining funding for its activities

 Hedging the currency and interest rate risks arising from its activities.



 

A Limited (Non-investment entity)
subsidiary of XYZ limited carrying on
services that relate to investment
activities of XYZ Ltd.

B Limited (Non-investment entity)
Subsidiary of XYZ Limited.

100% 100%

100%
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Q.8. (CA-SM) AB Ltd., which is a scientific research organization is going to appointment the Chief Research officer.
Chief Research Officer is appointed by management committee. AB Ltd. has two shareholder - A Ltd. with 60%
control on board and B Ltd. with 40% control on board. Eventhough B Ltd. has 40% control but management
committee is controlled by B Ltd. through shareholder agreement. Evaluate control under Ind AS 110.

Ans. :-

(i) Provision of Ind AS 110

An investee may be designed so that voting rights are not the dominant factor in deciding who controls the
investee, such as when any voting rights relate to administrative tasks only and the relevant activities are directed
by means of contractual arrangements.

(ii) Analysis and Conclusion

Eventhough A Ltd. has 60% control on board but as per contractual arrangement B Ltd. has power to direct
administrative work. Since, administrative work is done by management committee and management comittee is
appointed by B Ltd. Hence, B Ltd. control AB Ltd.

Q.9. (CA-SM) B Ltd. and C Ltd. had incorporated BC Ltd. to construct & operate a toll bridge. Construction of toll bridge
will take 3 years. B Ltd. is responsible for construction. The toll bridges will be operated by C Ltd. Can it be concluded
during the construction phase that when B Ltd. has all the authority to take decision that B Ltd. controls BC Ltd.

Ans. :-

(i) Provision of Ind AS 110

When two or more investors have the current ability to direct relevant activities and those activities occur at
different times, the investors shall determine which investor is able to direct the activities that most significantly
affect those returns consistently with the treatment of concurrent decision making rights. The investors shall
reconsider this assessment over time if relevant facts or circumstances change.

(ii) Analysis and Conclusion

In the given question B Ltd. is responsible for construction and C Ltd. is responsible for operation of toll bridge. It
means upto 3 year i.e. during construction period B Ltd. has power to direct relevant activities of BC Ltd. Hence,
for first 3 year B Ltd. control BC Ltd.

After 3 year period C Ltd. will direct relevant activities of BC Ltd. hence, C Ltd. will control BC Ltd. after 3 year.

Q.10. (CA-SM)  B Ltd. and C Ltd. had incorporated BC Ltd. to construct & operate a toll bridge. Construction of toll bridge
will take 3 years. B Ltd. is responsible for construction. The toll bridges will be operated by C Ltd. The toll bridge will
be constructed under supervision of NHAI by B Ltd. NHAI will reimburs the cost of construction. B Ltd. is entitled to
a margin on the construction but from the cash flows of the toll collection before and payment of C Ltd. The toll
revenue will be fixed by C Ltd. who is entitled to management fee. From the toll revenue amount the toll expenses
will be paid, then margin will be paid to B Ltd. and then management fee will be paid to C Ltd. the balance will be
shares equally by B Ltd. and C Ltd.

Ans. :-
(i) Provision of Ind AS 110

When two or more investors have the current ability to direct relevant activities and those activities occur at
different times, the investors shall determine which investor is able to direct the activities that most significantly
affect those returns consistently with the treatment of concurrent decision making rights. The investors shall
reconsider this assessment over time if relevant facts or circumstances change.

(ii) Analysis and Conclusion

In the given situation B Ltd. cannot affect the return because cost incurred by B Ltd. will be reimbursed by NHAI of
India. Hence, B Ltd. as no control over BC Ltd.

In this case C Ltd. has power since C Ltd. is able to direct the activities that most significantly affect the returns.
The significant return to the investor is through toll collection activities being the responsibility of C Ltd.
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Q.11. (CA-SM) At the AGM of the investee, decision to direct relevant activities are made. The next shareholders meeting
is scheduled in 8 months. However, shareholders individually or collectively holding 5% or more of the voting right
can call special meeting to change existing policies or relevant activities, but there is a requirement to give notice to
other shareholders atleast 30 days before the meeting. Policies over the relevant activities can be changed only at
special or scheduled shareholders’ meetings.

Based on the above facts, following three cases have been described. Each case shall be considered in isolation.

Case 1 An investor holds a majority of the voting rights in the investee. Does the investor have current ability to
direct the relevant activities given the fact that it takes 30 days to hold shareholder’s meeting to take
decisions regarding relevant activities ?

Case 2 An investor is party to a forward contract to acquire the majority of shares in the investee. The forward
contract’s settlement date is in 25 days. Is the investor’s forward contract a substantive right even before
settlement of contract ?

Case 3 If in the case 2, the investor’s forward contract shall be settled in 6 months instead of 25 days, would
existing shareholdes have the current ability to direct the relevant activities ?

Ans. :-

(i) Provision of Ind AS 110
An investor, in assessing whether it has power, considers only substantive rights relating to an investee (held by the
investor and others). For a right to be substantive, the holder must have the practical ability to exercise that right.

To be substantive, rights also need to be exercisable when decisions about the direction of the relevant activities
need to be made. Usually, to be substantive, the rights need to be currently exercisable. However, sometimes
rights can be substantive, even though the rights are not currently exercisable.

(ii) Decision of the cases given in question

Case 1 Since, investor hold majority of voting rights hence investor is able to direct the relevant activities of
investee. The fact of 30 days notice for meeting does not affect investor right to direct relevant activities
and hence not relevant.

Case 2 The investor becomes majority shareholder in the investee after the settlement of forward contract in 25
days. As per the facts given in Question, the existing shareholders are unable to change the existing
policies over the relevant activities because a special meeting cannot be held for at least 30 days, at
which point the forward contract would have been settled. Accordingly investor become majority
shareholder before meeting can be called by any other investors. Hence, investor right to direct relevant
activities are not affected by meeting of 30 days prior notice. Accordingly, investor control investee.

Case 3 In this case existing shareholder can change the decision of investor by giving prior notice of 30 days.
Since forward contract will be settled after 6 months hence, existing shareholder can change decision of
investor. It means investor has not current ability to direct relevant activities of investee. Accordingly,
investor does not control investee.

Q.12. (CA & CMA -SM)  A Limited has 48% of the voting rights to B Limited. 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. Does A Limited have sufficiently
dominant voting interest to meet power criterion ?

Ans. :-

(i) Provision of Ind AS 110

An investor with less than a majority of the voting rights has rights that are sufficient to give it power when the
investor has the practical ability to direct the relevant activities unilaterally. While evaluating power investor shall
consider the size of the investor’s holding of voting rights relative to the size and dispersion of holdings of the other
vote holders. The more parties that would need to act together to out vote the investor, the more likely the investor
is to have existing rights that give it the current ability to direct the relevant activities.

(ii) Conclusion

In this question, based on the absolute size of A Limited’s holding (48%) and the relative size of the other vote holders
are thousands in number with maximum to 1% hence, as per above provision of Ind AS 110 A Ltd. may conclude
that it has a sufficiently dominating voting interest to meet power criteria. Accordingly, A Ltd. control B Ltd..
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Q.13. (CA-SM) An investor A Limited holds 45% of the voting rights of an investee. Eleven other shareholders, each
holding 5% of the voting rights of the investee. None of the shareholders has contractual arrangements to consult
any of the others or make collective decisions. Can we conclude the investor A Limited has power over the investee
?

Ans. :-

(i) Provision of Ind AS 110

An investor with less than a majority of the voting rights has rights that are sufficient to give it power when the
investor has the practical ability to direct the relevant activities unilaterally. While evaluating power investor shall
consider the size of the investor’s holding of voting rights relative to the size and dispersion of holdings of the other
vote holders. The more parties that would need to act together to out vote the investor, the more likely the investor
is to have existing rights that give it the current ability to direct the relevant activities.

(ii) Conclusion

In the given question, the absolute size of the investor’s holding and the relative size of the other shareholdings
alone are not conclusive in determining whether the investor has rights sufficient to give it power over the investee.
This is because other voteholders are less in number and holds 5% each. Even though there is no contractual
arrangement between these 11 vote holders to vote together but it may be possible that they may vote together.
Hence, control cannot be concluded on the basis of vote.

Additional facts and circumstances that may provide evidence that the investor has, or does not have, power shall
be considered for determination of control under Ind AS 110.

Q.14. (CA & CMA -SM) A Limited holds 48% of the voting rights to B Limited. X Limited and Y Limited each hold 26% of
the voting rights to B Limited. There are no other arrangements that affect decision making. Who has power to take
decisions in the present case ?

Ans. :-

(i) Provision of Ind AS 110

An investor with less than a majority of the voting rights has rights that are sufficient to give it power when the
investor has the practical ability to direct the relevant activities unilaterally. While evaluating power investor shall
consider the size of the investor’s holding of voting rights relative to the size and dispersion of holdings of the other
vote holders. The more parties that would need to act together to out vote the investor, the more likely the investor
is to have existing rights that give it the current ability to direct the relevant activities.

(ii) Conclusion

In the given question, the size of A Ltd. vote is more than X Ltd. and Y Ltd. But only 2 vote holders hold 52% vote
share hence it is highly probable  that they may vote together. It means X Ltd. has not current ability to direct
relevant activities of B Ltd. and hence A Ltd. does not control B Ltd.

Q.15. ((CA & CMA -SM)  Investor A holds 40% of the voting rights of an investee and six other investors each hold 10% of
the voting rights of the investee. A shareholder agreement grants investor A the right to appoint, remove and set the
remuneration of management responsible for directing the relevant activities. To change the agreement, a two-thirds
majority vote of the shareholders is required. Is the absolute size of the investor’s holding and the relative size of the
other shareholdings alone is conclusive in determining whether the investor has rights sufficient to give it power ?

Ans. :-

(i) Provision of Ind AS 110
Substantive right is assumed if investor has right to appoint, reassign or remove members of an investee’s key
management personnel who have the ability to direct the relevant activities.

(ii) Conclusion

No, the absolute size of investor’s holding and the relative size of other’s shareholdings are not conclusive in
determining whether investor has power because in this question investor has right to appoint, remove and set the
remuneration of the management that direct relevant activities.

Investor A’s contractual right to appoint, remove and set the remuneration of management is sufficient to conclude
that investor A has power to control. Exercise of right is not a base of evaluation.
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Q.16. (CA & CMA -SM) ) An investor holds 35% of the voting rights of an investee. Three other shareholders each hold
5% of the voting rights of the investeee. The remaining voting rights are held by numerous other shareholders, non
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 majorit of votes cast at relevant shareholders meetings - 75% of the voting rights of the investee have been
cast at recent relevant shareholders’ meetings. Does the investor have ability to direct the relevant activities of the
investee unilaterally?

Ans. :-

(i) Provision of Ind AS 110

An investor with less than a majority of the voting rights has rights that are sufficient to give it power when the
investor has the practical ability to direct the relevant activities unilaterally. While evaluating power investor shall
consider the size of the investor’s holding of voting rights relative to the size and dispersion of holdings of the other
vote holders. The more parties that would need to act together to out vote the investor, the more likely the investor
is to have existing rights that give it the current ability to direct the relevant activities.

(ii) Conclusion

Even though in the recent shareholder meeting many investor voted in same manner as investor. But, this cannot
alone be considered for evaluation of control. This is because the active participation of shareholder indicates that
it may be possible in future that majority shareholder will cast vote against investor.

For evaluation of control other facts and circumstances shall be considered.

Q.17. (CA-SM) Entity P Ltd. develops pharmaceutical products. It has acquired 47% of entity S Ltd. with an option to
purchase remaining 53%. Entity S is a specialist entity that develops latest technology and does research in
pharmaceuticals. Entity P has acquired stake in S Ltd. to complement its own technology research. The remaining
53% is held by key management of P Ltd. who are key to running a major project that will market a medicine with
features completely new to the industry. However, if P Ltd. exercise the option the management personeel are likely
to leave. They have unique technological knowledge in relation to the specific medicine. Option strike price is 5
times the value of entity’s share price. Is the option substantive ?

Ans. :-

(i) Provision of Ind AS 110

When assessing control, an investor shall considered its potential voting right and potential voting right of other
vote holders. Such potential voting right are considered only when substantive (it means an option is considered
when such option is in money or at money but not out of money. Sometimes option out of money but not deeply out
of money is considered with other terms and conditions). While evaluating potential voting entity shall also considered
other terms and conditions of the financial instruments.

(ii) Conclusion

The option may not be substantive if entity P would derive no economics benefit from exercising it. High strike price
and likely loss of key management indicate that the option may not be substantive.

Q.18. (CA & CMA -SM)  AB Ltd. holds 40% in BC Ltd. CD Ltd. holds 60% in BC Ltd. BC Ltd. is controlling through voting
rights. AB Ltd. has call option exercisable in next 3 years for further 40% of investee. The option is deeply out of
money and is expected to be the same over the life of the option. Further, investor would not gain any non-financial
benefits from the exercise option. Investor CD has been exercising its votes and is actively directing the relevant
activities of the investee. Is right of AB Ltd. substantive ?

Ans. :-
(i) Provision of Ind AS 110

When assessing control, an investor shall considered its potential voting right and potential voting right of other
vote holders. Such potential voting right are considered only when substantive (it means an option is considered
when such option is in money or at money but not out of money. Sometimes option out of money but not deeply out
of money is considered with other terms and conditions). While evaluating potential voting entity shall also considered
other terms and conditions of the financial instruments.

(ii) Conclusion
The option of AB Ltd. is not substantive. This is because although AB Ltd. has current ability to exercise his right to
purchase additional voting rights (that, if exercised, would give it a majority of the voting rights in the investee) but
option is deeply out of money and is likely to remain so during option period and there are no other benefits gained
from the exercise.
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Q.19. (CA & CMA -SM)  Investor A and two other investors each hold one 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 that is out of
the money (but not deeply out of the money). If the debt were converted, investor A would hold 60% of the voting
rights of the investee. Investor A would benefit from realising synergies if the debt instruments were converted into
ordinary shares. Does investor A have power over investee ?

Ans. :-

(i) Provision of Ind AS 110

When assessing control, an investor shall considered its potential voting right and potential voting right of other
vote holders. Such potential voting right are considered only when substantive (it means an option is considered
when such option is in money or at money but not out of money. Sometimes option out of money but not deeply out
of money is considered with other terms and conditions). While evaluating potential voting entity shall also considered
other terms and conditions of the financial instruments.

(ii) Conclusion

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.

Q.20. (CA-SM) 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 the investors as an investment in a diversified portfolio of equity securities of
publicly traded entities. Within the defined parameters, the fund manager has discretion about the assets in which
do 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. Does the fund manager have control over the fund ?

Ans. :-

(i) Provision of Ind AS 110

A decision maker cannot be an agent unless the conditions set out below are present. However, meeting such
conditions in isolation is not sufficient to conclude that a decision maker is an agent.

Condition 1 The remuneration of the decision maker is commensurate with the services provided.

Condition 2 The remuneration agreement includes only terms, conditions or amounts that are customarily
present in arrangements for similar services and level of skills negotiated on an arm’s length
basis.

A decision maker that holds other interests in an investee (e.g. investments in the investee or provides guarantees
with respect to the performance of the investee), shall consider its exposure to variability of returns from those
interests in assessing whether it is an agent. Holding other interests in an investee indicates that the decision
maker may be a principal.

(ii) Conclusion
The above question shall be evaluated on the basis of remuneration and return on investment. As far as remuneration
is concerned manager receive market based fee hence from remuneration agreement fund manager is only an
agent. However, fund manager also holds investment hence evaluation shall be based on total return i.e. remuneration
plus return. Eventhough fund manager hold investment but the size of investment and condition attached with
return cannot gives fund manager right of variable return.

Considering above analysis fund manager is only an agent and not principle hence, does not control fund.
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Q.21. (CA-SM) 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 activiites 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. From the fact Analyse following Case :

Case 1 : The fund manager also has a 2% investment in the fund that aligns its interest 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.
Considering the facts given, does the fund manager control the fund ?

Case 2 : 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. Does the fund manager in this case control the fund ?

Case 3 : 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. Does the fund manager
control the fund ?

Ans. :-

(i) Provision of Ind AS 110

A decision maker cannot be an agent unless the conditions set out below are present. However, meeting such
conditions in isolation is not sufficient to conclude that a decision maker is an agent.

Condition 1 The remuneration of the decision maker is commensurate with the services provided.

Condition 2 The remuneration agreement includes only terms, conditions or amounts that are customarily
present in arrangements for similar services and level of skills negotiated on an arm’s length
basis.

A decision maker that holds other interests in an investee (e.g. investments in the investee or provides guarantees
with respect to the performance of the investee), shall consider its exposure to variability of returns from those
interests in assessing whether it is an agent. Holding other interests in an investee indicates that the decision
maker may be a principal.

(ii) Conclusion

Case 1 : The fund manager’s 2% investment increases its exposure to variability of returns from the activities of
the fund without creating 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. Although the fund manager has extenstive 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, in these circumstances we
conclude fund manager does not control the fund.

Case 2 : Even though the fund manager is paid fixed and performanced related fees that are commensurate
when service provided, but the combination of fund manager investment together with its remuneration
could create exposure to variability of return from the activities of the fund that is of such significance
that indicates that fund manager is principle. Removal right with other investor is only protective because
such right can be exercised only for breach of contract. Hence it is concluded that fund manager control
the fund.
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Case 3 : 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 question, 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, we conclude that fund manager does not control the fund.

Q.22. (CA-SM) An investee Noor Ltd. is floated to invest in a portfolio of equity oriented mutual funds, funded by fixed rate
debentures and equity instruments. The equity instruments will 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 15% of the value of the asset purchased by Noor Ltd. A decision maker (the asset manager)
of Noor Ltd. managers the portfolio by making investment decisions strictly as per investee’s prospectus. For
services rendered by manager, receives a fixed fee (i.e. 0.5% of assets under management) and performane-
related fee (i.e. 2% of profits) of profits exceed 10% over & above of previous financial year. The asset manager
holds 40% of the equity in the investee. The remaining 60% of the equity, and all the debentures are held by a large
number of widely dispersed unrelated third party investors. The asset manager can be removed, without cause, by
a simple majority decision of the other investors.

Ans. :-

(i) Provision of Ind AS 110
A decision maker cannot be an agent unless the conditions set out below are present. However, meeting such
conditions in isolation is not sufficient to conclude that a decision maker is an agent.

Condition 1 The remuneration of the decision maker is commensurate with the services provided.

Condition 2 The remuneration agreement includes only terms, conditions or amounts that are customarily present
in arrangements for similar services and level of skills negotiated on an arm’s length basis.

A decision maker that holds other interests in an investee (e.g. investments in the investee or provides guarantees
with respect to the performance of the investee), shall consider its exposure to variability of returns from those
interests in assessing whether it is an agent. Holding other interests in an investee indicates that the decision
maker may be a principal.

(ii) Conclusion
 The asset manager is paid fixed and performance related fees that depends on variability of portfolio

performance backed by equity oriented mutual funds i.e. the remuneration and interest of other investors
aligns to increase the value of the fund. The asset manager has exposure to variability of returns from the
relevant activities of the fund because it holds 40% of the equity and from its remuneration.

 Although operating within the guidelines 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 right
held by widely unrelated dispersed investors receive little weighting because those rights are held by a large
number of widely unrelated dispersed investors.

 In this case, the asset manager has greater exposure to variability of returns of the fund from its 40% equity
interest, which is subordinate to the debt instruments. Holding 40% of the equity creates 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 and not mere an agent.

 Therefore, it is concluded that the asset manager controls the investeee Noor Ltd.



www.indasfundas.in

CA. Ranjay Mishra (FCA) 5.13

Q.23. (CA-SM)  A decision maker Aditya Birla Money Ltd. sponsors a debt oriented mutual fund, which issues its units
instruments to unrelated third party investors. The transation was marketed as an investment in a portfolio of highly
AAA rates long-term & medium-term assets with minimal credit risk exposure of the assets in the portfolio. Various
transferors sell abvoe long term & 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 assets portfolio through over-collateralization
of the assets transferred to the fund. The sponsor (ABML) establishes the terms of the fund and managers the
operations of the fund for a market-based fee. The sponsor (ABML) 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 is entitled to any residual return of the fund and also provides liquidity facilities to the fund. The credit
enhancement provided by the sponsor absorbs losses of up to 5% of all of the funds fund’s assets, after losses are
absorbed by the transferors. The liquidity facilities are not advaned against defaulted assets. The investors do not
hold substantive rights that could affect the decision-making authority of the sponsor.

Ans. :-

(i) Provision of Ind AS 110

A decision maker cannot be an agent unless the conditions set out below are present. However, meeting such
conditions in isolation is not sufficient to conclude that a decision maker is an agent.

Condition 1 The remuneration of the decision maker is commensurate with the services provided.

Condition 2 The remuneration agreement includes only terms, conditions or amounts that are customarily present
in arrangements for similar services and level of skills negotiated on an arm’s length basis.

A decision maker that holds other interests in an investee (e.g. investments in the investee or provides guarantees
with respect to the performance of the investee), shall consider its exposure to variability of returns from those
interests in assessing whether it is an agent. Holding other interests in an investee indicates that the decision
maker may be a principal.

(ii) Conclusion

 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.
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Q.24. (CA-SM) A fund has been set up by its manager, initially the manager is the only shareholder. As at its first period
end, the fund has not been successful in receiving funds from other prospective shareholder, but it is actively
soliciting new investors. The fund invests in global equities and equity-related derivatives, and it provides its one
shareholders with investment management services (as mandated in its prospectus). Its prospectus states that it
expects to buy and sell investments regularly, and it expected holding periods of more than one year to be rare.

The fund generates returns from capital appreciations and investment income in the form of dividends. The fund
fair values all investments and these valuation are the basis for subscriptions and redemption into and out of the
fund. Subscriptions and redemptions can occur daily.

Is the fund and invesmtent entity ?

Ans. :-

(i) Meaning of Investment Entity under Ind AS

Investment entity is an entity

 That obtains funds from investors for providing investment management services to those investors,

 Whose business purpose is to invest funds solely for returns from capital appreciation, investment income,
or both as committed to its investor,

 Which measures and evaluates the performance of substantially all of its investments on a fair value basis.

(ii) Analysis of facts

Fact 1 : Entity meets the definition of investment entity

 It has been set up to provide investment management services to its investors. For this period, it
has only one manager-shareholder and so it is providing investment management services to
itself, but this is not its longer-term manager intention.

 It is carrying on its investment : activities with the objective of capitla appreciation and investment
income.

 It measures its underlying investments on a fair value basis and fair value is the basis for
subscriptions and redemptions into an out of the fund.

Fact 2 : Entity meets typical characteristics of investment entity

 It holds multiple investments.

 It does not have multiple investors, but, this is expected to be temporary and the fund manager is
actively soliciting new investors.

 It does not have unrelated investors, because it has only a single investor.

 It issues ownership interests in the form of redeemable units that entitle the holders to a share of
net assets.

(iii) Conclusion :

Eventhough fund has single investor, this is expected to be temporary.  On the basis of above facts and analysis.
The fund is an investment entity. Fund should make appropriate disclosure in the financial statement that why fund
is an investment entity.
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Q.25. (Study Material) A fund is set up by a corporate entity that runs a power plant. The corporate entity (which owns
all of the units in the fund) needs to keep funds available in case of a technical failure of the power plant. The entity
does not have the expertise to manage the fund, so it appoints a third party asset manager. The entity can remove
the fund manager on four months’ notice.

The fund invests in traded equity and debt instruments (as set out in the investment management agreement and
fund founding documents) and its maximum exposure to one investment is not more than 11% of monies invested.
The objective of the fund is to generate returns either from dividends and interest or from selling the instruments.
The fund does not invest in the power industry and the corporate entity has no other relationship with the fund, for
example, it does not have options to buy any of the investments made by the fund.

The fund reports fair value information internally and to its corporate parent, and its performance is evaluated
against a benchmark stock exchange index.

The fund issues units that are redeemable at any time. The redeemable shares pay the net asset value of the fund
when liquidated, and they are accounted for by the fund as equity under Ind AS 32. The units do not carry voting
rights.
Is the fund an investment entity? How does the corporate entity account for its interest in the fund ?

Ans. :-
(i) Meaning of Investment Entity under Ind AS

Investment entity is an entity

 That obtains funds from investors for providing investment management services to those investors,

 Whose business purpose is to invest funds solely for returns from capital appreciation, investment income,
or both as committed to its investor,

 Which measures and evaluates the performance of substantially all of its investments on a fair value basis.

(ii) Analysis of facts

Fact 1 : Entity meets the definition of investment entity

 It provides investment management services to its investor.

 Its business purpose is to invest in debt and equity instruments for capital appreciation and
investment income.

 It measures and evaluates the performance of its investments on a fair value basis.

Fact 2 : Entity meets typical characteristics of investment entity

 IThe fund holds multiple investments.

 The fund only has one investor but in these circumstances that is not inconsistent with its overall
business purpose and with the definition of an investment entity.

 The fund does not have unrelated investors, because there is only one investor, but again, in these
circumstances this is not inconsistent with the definition of an investment entity.

 Units issued by the fund entitle the holder to a proportionate share of the net assets value of the fund.

(iii) Conclusion

 Two of the characteristics are not satisfied because the fund has a single investor. When examining all the
facts and circumstances, however, the fund concludes that it is an investment entity and that the failure to
meet two of the typical characteristics is not inconsistent with the definition.

 Since, corporate entity is not an investment entity hence corporate entity shall prepare consolidated financial
statement and consolidate investment entity (fund) including any controlled investment made by the fund.
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Part B : Accounting

Q.26. P Co regularly sells goods to its one subsidiary company, S Co., which is hs owned since S Co’s incorporation. The
balance sheet of the two companies on 31 December 2016 are given below .

P Co. S Co.

Assets

Non-current assets

Property, plant and equipment 35,000 45,000

Investment in 40,000 ` 1 shares in S Co at cost 40,000

75,000

Current Assets :

Inventories 16,000 12,000

Receivables :

S Co. 2,000 ---

Other 6,000 9,000

Cash at Bank 1,000

Total Assets 1,00,000 66,000

Equity and Liabilities

Equity

40,000 @ 1 ordinary shares --- 40,000

70,000 @1 ordinary shares 70,000 ---

Retained earnings 16,000 19,000

86,000 59,000

Current Liabilities :

Bank Overdraft 3,000

Payables : P Co. 2,000

Other 14,000 2,000

Total equity and Liabilities 1,00,000 66,000

Prepare the consolidated balance sheet of P Co. on 31st December, 2016.

Ans. :- Balance Sheet Total - 1,24,000.

Q.27. The Balance Sheet of P Co. and of its subsidiary S Co. have been made up to 30 June. P Co. has owned all the
ordinary shares and 40% of the loan stock of S Co. since its incorporation.

P Co. S Co.

Assets

Non-current assets

Property, plant and equipment 1,20,000 1,00,000

Investment in S Co. at cost 80,000 ordinary shares of ` 1 each 80,000

20,000 of 12% loan stock in S Co. 20,000

2,20,000

Current Assets :

Inventories 50,000 60,000

Receivables 40,000 30,000

Current Account with S Co. 18,000

Cash 4,000 6,000

1,12,000 96,000
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Total Assets 3,32,000 1,96,000

Equity and Liabilities

Equity

Ordinary shares of ` 1 each, fully paid 1,00,000 80,000

Retained earnings 95,000 28,000

1,95,000 1,08,000

Non-current liabilites

10% loan stock 75,000

12% loan stock 50,000

Current Liabilities

Payables 47,000 16,000

Taxation 15,000 10,000

Current account with P Co. 12,000

62,000 38,000

Total equity and liabilities 3,32,000 1,96,000

The difference on current account arises because of goods in transit.

Required : Prepare the consolidated balance sheet of P Co.

Ans. :- Balance Sheet total - 4,16,000.

Q.28. P Co. has owned 75% of the share capital of S Co. since the date of S Co.’s incorporation. Their latest statements
of financial position are given below. The non controlling interest is valued at its proportional share of the fair value
of the subsidiary’s net assets.

Statement of Financial Position

P Co. S Co.

Assets

Non-current Assets

Property, plant and equipment 50,000 35,000

30,000 @ 1 ordinary shares in S Co. at cost 30,000

80,000

Current Assets 45,000 35,000

Total Assets 1,25,000 70,000

Equity and Liabilities

Equity

1 ordinary shares 80,000 40,000

Retained earnings 25,000 10,000

1,05,000 50,000

Current Liabilities 20,000 20,000

Total equity and Liabilities 1,25,000 70,000

Required : Prepare the Consolidated Balance Sheet.

Ans. :- Balance Sheet Total - 1,65,000; Non-controlling Interest - 12,500.
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Q.29. Sing Co. acquired the ordinary shares of Wing Co. on 31 March when the draft statements of financial position of
each company were as follows.

Sing Co.
Statement of Financial Statement as at 31st March

Assets `̀̀̀̀

Non-current Assets

Investment in 50,000 shares of Wing Co. at cost 80,000

Current Assets 40,000

Total Assets 1,20,000

Equity and Liabilities

Equity

Ordinary shares 75,000

Retained Earnings 45,000

Total equity and liabilities 1,20,000

Wing Co.
Statement of Financial Position as at 31 March

`̀̀̀̀

Current Assets 60,000

Equity

50,000 ordinary shares of @ 1 each 50,000

Retained Earnings 10,000
60,000

Required : Prepare the consolidated statement of financial position as at 31 March.

Q.30. The draft statements of financial position of Ping Co. and Pong Co. on 30 June 2018 were as follows.

Statement of Financial Position as at 30 June 2018

Ping Co. Pong Co.

Assets

Non-current assets
Property, plant and equipment 50,000 40,000
20,000 ordinary shares in Pong Co. at cost 30,000

80,000

Current Assets
Inventory 3,000 8,000
Owed by Ping Co. 10,000
Receivables 16,000 7,000
Cash 2,000 ---

21,000 25,000

Total Assets 1,01,000 65,000

Equity and Liabilities

Equity
Ordinary shares of @ 1 each 45,000 25,000
Revaluation surplus 12,000 5,000
Retained earnings 26,000 28,000

83,000 58,000
Current liabilities
Owed to Pong Co 8,000 ---
Trade payables 10,000 7,000

18,000 7,000

Total equity and liabilities 1,01,000 65,000
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Ping Co. acquired its investment in Pong Co. on 1 July 2017 when the retained earnings of Pong Co. stood at `
6,000. The agreed consideration was ̀  30,000 cash and a further ̀  10,000 on 1 July, 2019. Ping Co’s cost of apital
is 7%. Pong Co. has an internally-developed brand name - ‘Pongo’ - which was valued at ` 5,000 at the date of
acquisition. There have been no chanes in the shares capital or revaluation surplus of Pong Co. since that date. At
30 June 2018 Pong Co. had invoiced Ping Co. for goods to the value of ` 2,000 and Ping Co. had sent payment in
full but this had not been received by Pong Co.

There is no impairment of goodwill. It is group policy to value non-controlling interest at full fair value. At the
acquisition date the non-controlling interest was valued at ` 9,000.

Required : Prepare the consolidated Balance sheet of Ping Co. as at 30 June 2018.

Ans. :-Goodwill - 6,734 and Balance Sheet Total 1,39,734.

Q.31. P Co. acquired 80% of the shares in S Co. one year ago when the reserves of S Co. stood at ` 10,000. Draft
statements of Financial Position for each company are as follows :

P Co. S Co.

`̀̀̀̀ `̀̀̀̀ `̀̀̀̀ `̀̀̀̀

Assets

Non-current Assets

Property, Plant and Equipment 80,000 40,000

Investment in S Co. at cost 46,000 1,26,000

Current assets 40,000 30,000

Total assets 1,66,000 70,000

Equity and Liabilities

Equity

Ordinary shares of @ 1 each 1,00,000 30,000

Retained earnings 45,000 22,000

1,45,000 52,000

Current liabilities 21,000 18,000

Total Equity and liabilities 1,66,000 70,000

During the year S Co. sold goods to P Co. for ` 50,000, the profit to S Co. being 20% of selling price. At the end of
the reporting period, ` 15,000 of these goods remained unsold in the inventories of P Co. At the same date, P Co.
owed S Co. ` 12,000 for goods bought and this debt is included in the trade payables of P Co and the receivables
of S Co. Non-controlling interest is valued at full fair value. It was valued at ` 9,000 at the date of acquisition.

Required : Prepare a draft consolidated Balance Sheet of P Co.

Ans. :- Goodwill - ` 15,000.

Q.32. Hinge Co. acquired 80% of the ordinary shares of Singe Co. on 1 April 2015. On 31 December 2014 Singe Co’s
accounts showed a share premium account of ` 4,000 and retained earnings of ` 15,000. The statements of
financial position of the two companies at 31 December 2015 are set out below. Neither company has paid any
dividends during the year. Non-controlling interest should be valued at full fair value. The market price of the
subsidiary’s shares was ` 2.50 prior to acquisition by the parent.
Required : Prepare-the consolidated balance sheet of Hinge Co. at 31 December 2015. There has been no
impairment of goodwill.

Hinge Co. Singe Co.
Assets
Non-current Assets
Property, plant and equipment 32,000 30,000
16,000 ordinary shares of 50c each in Singe Co. 50,000

82,000
Current assets 85,000 43,000
Total assets 1,67,000 73,000

Equity and liabilities
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Equity

Ordinary shares of @1 each 1,00,000

Ordinary shares of 50c each 10,000

Share premium account 7,000 4,000

Retained earnings 40,000 39,000

1,47,000 53,000

Current liabilities 20,000 20,000

Total equity and Liabilities 1,67,000 73,000

Ans. :- Goodwill - 25,000; Balance Sheet total 2,15,000.

Q.33. P Co. acquired 75% of the ordinary shares of S Co. on 1 September 2015. At that date the fair value of S Co’s non-
current assets was ` 23,000 greater than their carrying amount, and the balance of retained earnings was `
21,000. The fair value of the non-current assets does not affect the tax base of the assets. The relevant tax rate is
20%. The statements of financial position of both companies at 31 August 2016 are given below. S Co. has not
incorporate any revaluation in its books of account. Non-controlling interest is valued at full fair value which was
deemed to be ` 18,000 at the acquisition date.

P Co.
Statement of Financial position as at 31 August 2016

`̀̀̀̀ `̀̀̀̀

Assets

Non-current assets

Property, plant and equipment 63,000

Investment in S Co. at cost 51,000 1,14,000

Current Assets 82,000

Total assets 1,96,000

Equity and Liabilities

Equity

Ordinary shares of @ 1 each 80,000

Retained earnings 96,000 1,76,000

Current Liabilities 20,000

Total equity and liabilities 1,96,000

S Co
Statement of Financial Position as at 31st August 2016

`̀̀̀̀ `̀̀̀̀

Assets
Property, plant and equipment 28,000
Current assets 43,000
Total assets 71,000
Equity and Liabilities
Equity
Ordinary shares of @ 1 each 20,000
Retained earnings 41,000 61,000
Current Liabilities 10,000

Total equity and Liabilities 71,000

It S Co. had revalued its non-current assets at 1 September 2015, an addition of ` 3,000 would have been made
to the depreciation charged for 2015/2016.

Required  : Prepare P Co’s consolidated balance sheet as at 31 August 2016.

Ans. :- Balance Sheet total - 2,45,600 and Goodwill - 9,600.
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Q.34. (Study Material) DEF Ltd. acquired 100% ordinary shares of ` 100 each of XYZ Ltd. on 1st October 2016. On
March 31, 2017 the summarised Balance Sheets of the two companies were as given below :

DEF Ltd. XYZ Ltd.

Assets

PPE

Land and Buildings 15,00,000 18,00,000

Plant & Machinery 24,00,000 13,50,000

Investment in XYZ Ltd. 34,00,000 ----

Inventory 12,00,000 3,64,000

Financial assets

Trade Receivable 5,98,000 4,00,000

Cash 1,45,000 80,000

Total 92,43,000 39,94,000

Equities & Liabilities

Equity Capital (Shares of ` 100 each fully paid) 50,00,000 20,00,000

Other Equity

Other reserves 24,00,000 10,00,000

Retained Earnings 5,72,000 8,20,000

Financial Liabilities

Bank Overdraft 8,00,000 ----

Trade Payable 4,71,000 1,74,000

Total 92,43,000 39,94,000

The retained earnings of XYZ Ltd. showed a credit balance of ̀  3,00,000 on 1st April, 2016 out of which a dividend
of 10% was paid on 1st November, DEF Ltd. has credited the dividend received to retained earnings account, Fair
Value of P&M on 1st October 2016 was ` 20,00,000. The rate of depreciation on plant & machinery is 10%.

Following are the changes in Fair value as per respective Ind AS from Book value as on 1st October, 2011 which is
to be considered while consolidating the Balance Sheets.

Liabilites `̀̀̀̀ Assets `̀̀̀̀

Trade Payables 1,00,000 Land & Buildings 10,00,000

Inventories 1,50,000

Notes :
1. It may be assumed that the inventory is still unsold on balance sheet date and the Trade Payables are also

not yet settled.
2. Also assume that the Other Reserves as on 31st March 2012 are the same as was on 1st April, 2011.
3. Investment is accounted using cost method under Ind AS 27 by DEF Ltd.

Prepare consolidated Balance Sheet as on March 31, 2012.

Ans. :- Consolidated Balance Sheet Total - 1,15,37,000; Capital Reserve - 18,85,000.
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Q.35. (Study Material)  Ram Ltd. acquired 60% ordinary shares of ` 100 each of Krishan Ltd. on 1st October 2011. On
March 31, 2012 the summarised Balance Sheets of the two companies were as given below :

Ram Ltd. Krishan Ltd.

Assets

PPE

Land & Buildings 3,00,000 3,60,000

Plant & Machinery 4,80,000 2,70,000

Investment in Krishan Ltd. 8,00,000 ----

Inventory 2,40,000 72,800

Financial Assets

Trade receivable 1,19,600 80,000

Cash 29,000 16,000

Total 19,68,600 7,98,800

Equities & Liabilities

Equity Capital (Shares of ` 100 each fully paid) 10,00,000 4,00,000

Other Equity

Other Reserves 6,00,000 2,00,000

Retained earnings 1,14,400 1,64,000

Financial Liabilities

Bank Overdraft 1,60,000 ----

Trade Payable 94,200 34,800

Total 19,68,600 7,98,800

The Retained earnings of Krishan Ltd. showed a credit balance of ̀  60,000 on 1st April 2011 out of which a dividend
of 10% was paid on 1st November, Ram Ltd. has credited the dividend received to its retained earnings; Fair value
of P&M as on 1st October 2011 was ` 4,00,000; The rate of depreciation on plant & machinery is 10%.
Following are the changes in Fair Value as per respective Ind AS from book value as on 1st October 2011 which is
to be considered while consolidating the Balance Sheets.

Liabilities `̀̀̀̀ Assets `̀̀̀̀

Trade Payables 20,000 Land & Buildings 2,00,000

Inventories 30,000

Notes :
1. It may be assumed that the inventory is still unsold on balance sheet date and the Trade Payables are also

not yet settled.
2. Also assume that the Other Reserves as on 31st March 2012 are the same as was on 1st April, 2011.
3. Investment is accounted using FVTOCI under Ind AS 109 by Ram Ltd.

Prepare consolidated Balance Sheet as on March 31, 2012.

(May, 2018 & 2019 - 16 Marks - Similar)

Ans. :- Goodwill - ` 1,65,800 and Balance Sheet Total - ` 24,73,200.
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Q.36. (Study Material)  P Pvt. Ltd. has a number of wholly owned subsidiaries including S Pvt. Ltd. at 31st March 2012.
P Pvt. Ltd. consolidated Balance Sheet and the group carrying amount of S Pvt. Ltd. assets and liabilities (i.e. the
amount included in that consolidated statement of financial positision in respect of S Pvt. Ltd. assets and liabilities)
at 31st March 2012 are as follows :

Particulars Consolidated (`̀̀̀̀ in millions) Group carrying amount of S Pvt. Ltd.
asset and liabilities Ltd. (`̀̀̀̀ in millions)

Assets

Non-current assets

Goodwill 380 180

Buildings 3,240 1,340

Current Assets

Inventories 140 40

Trade Receivables 1,700 900

Cash 3,100 1,000

8,560 3,460

Equities & Liabilities

Equity

Share Capital 1,600

Other Equity

Retained Earnings 4,260

Current liabilities

Trade Payables 2,700 900

8,560

Prepare consolidated Balance Sheet after disposal as on 31st March, 2012 when P Pvt. Ltd. group sold 100%
shares of S Pvt. Ltd. to independent party for ` 3,000 millions.

Ans. :- Consolidated Balance Sheet Total - ` 5100; Gain on Disposal - ` 440; Retained earning after disposal - ` 4700.

Q.37. (Study Material) Reliance Ltd. has a number of wholly-owned subsidiaries including Reliance Jio Infocomm Ltd. at
31st March, 2012.
Reliance Ltd. consolidated Balance Sheet and the group carrying amount of Reliance Jio Infocomm Ltd. assets
and liabilities (i.e. the amount included in that consolidated Balance Sheet in respect of Reliance Jio Infocomm Ltd.
assets and liabilities) at 31st March, 2012 are as follows :

Particulars Consolidated Group carrying amount of Reliance

(`̀̀̀̀ in `̀̀̀̀000) Jio Infocomm Ltd. asset and

liabilities Ltd. (`̀̀̀̀’000)
Assets

Non-current Assets

Goodwill 190 90
Buildings 1,620 670

Current Assets

Inventories 70 20
Trade Receivables 850 450

Cash 1,550 500

4,280 1,730
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Equities & Liabilities

Equity
Share Capital 800

Other Equity

Retained Earnings 2,130
2,930

Current liabilities

Trade Payables 1,350 450
4,280 450

Prepare consolidated Balance Sheet after disposal as on 31st March, 2012 when Reliance Ltd. group sold 90%
shares of Reliance Jio Infocomm Ltd. to independent party for ` 1,000 (`000).

Ans. :- Consolidated Balance Sheet Total - ̀ 3678; Loss on disposal - ` 152.

Q.38. (Study Material) A Ltd. acquired 70% of shares of B Ltd. On 1.4.2010 when fair value of net assets of B Ltd. was
` 200 lakh. During 2010-2011, Y Ltd. made profit of ̀  10 lakh. Stand-alone and consolidated balance sheets as on
31.3.2011 are as follows :

`̀̀̀̀ in lakhs

A B Group

Assets

Goodwill 10

PPE 627 200 827

Financial Assets :

Investments 150

Cash 200 30 230

Other current assets 23 70 93

1,000 300 1,160

Equity and Liabilities

Share Capital 200 100 200

Other Equity 800 200 870

Non-controlling interest ---- ---- 90

1,000 300 1,160

Notes :

Purchase consideration 150

30% Non-controlling interest 60

210

Fair value of net assets 200

Goodwill 10

A Ltd. acquired another 10% stake in B Ltd. on 1.4.2010 at ̀  32 lakh. The proportionate carrying amount of the non-
controlling interest is ` 30 lakh. Show the stand alone and consolidated balance sheet of the group immediately
after the change in non-controlling interest.

Ans. :- Consolidated Balance Sheet Total - ` 1128.
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Q.39. (Study Material) A Ltd. parent company has an 80% owned subsidiary of B Ltd.. B Ltd. makes an acquisition for
cash of a third company C Ltd., which it then wholly owns. Goodwill is ̀  1,00,000 arises on the acquisition of C Ltd.

How should that goodwill be reflected in consolidated financial statement of A Ltd.? Should it be reflected as :

(a) 100% of the goodwill with 20% then being allocated to the non-controlling interest, or

(b) 80% of the goodwill that arises ?
Ans. :-

 100% goodwill would be recognised on the acquisition of C Ltd. in consolidated financial statement. A Ltd.
should reflect 100% goodwill and allocate 20% to NCI in CFS.

 This is because NCI is a party to transaction and goodwill for part of the net assets of the sub-group (In this
case, the subgroup being the group headed by B Ltd.)

Q.40. (Study Material) P Ltd. sells a 20% interest in a wholly-owned subsidiary to outside investors for ̀  100 lakh in cash.
The carrying value of the subsidiary’s net assets is ` 300 lakh, including goodwill of ` 65 lakh from the subsidiary
initial acquisition. Pass journal entries to record the transaction.

Ans. :-

(i) Provision of Ind AS 110

Where proportion of equity of NCI changes, then group shall adjust controlling and non-controlling interest and
any difference between NCI is adjusted and fair value of consideration received to be attributed to parent in other
equity.

(ii) Journal Entry

  Cash A/c Dr. 100

To Non-controlling interest 60

To Other equity 40

Q.41. (Study Material) A Ltd. acquired 60% of B Ltd. two years ago for ̀  6,000. At the time B Ltd.’s fair value was ̀  10,000.
It had net assets with a fair value of ` 6,000 (which is same value). Goodwill of ` 2,400 was recorded (being ` 6,000
- (60% x ̀  6,000). On 1 October 2010, A Ltd. acquires a further 20% interest in B Ltd., taking its holding to 80%. At that
time the fair value of B Ltd. is ̀  20,000 and A Ltd. pays ̀  4,000 for the 20% interest. At the time of the purchase the fair
value of B’ Ltd.’s net assets is ̀  12,000 and the carrying amount of the non-controlling interest is ` 4,000.

Pass journal entries to record the transaction.

Ans. :-

(i) Provision of Ind AS 110

Where proportion of equity of NCI changes, then group shall adjust controlling and non-controlling interest and
any difference between NCI is adjusted and fair value of consideration received to be attributed to parent in other
equity.

(ii) Journal Entry

  Non-controlling interest Dr. 2,000

  Other equity (loss on acquisition of interest in subsidiary) Dr. 2,000

To Cash 4,000

Q.42. (Study Material) A Ltd. acquired 10% additional shares of its 70% subsidiary. The following relevant information is
available in respect of the change in non-controlling interest on the basis of Balance Sheet finalised as on 1.4.2010 :

Separate financial statements As on 31.3.2010 (`̀̀̀̀ `̀̀̀̀000)

Investment in subsidiary (70% interest) - at cost 14,000

Purchase price for additional 10% interest 2,600
Consolidated financial statements

Non-controlling interest (30%) 6,600

Consolidated profit & loss account balance 2,000
Goodwill 600

The reporting date of the subsidiary and the parent is 31 March, 2010. Prepare note showing adjustment for
change of non-controlling interest. Should goodwill be adjsuted for the change ?
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Ans. :-

(i) Provision of Ind AS 110

Where proportion of equity of NCI changes, then group shall adjust controlling and non-controlling interest and
any difference between NCI is adjusted and fair value of consideration received to be attributed to parent in other
equity.

(ii) Journal Entry

Non-controlling interest Dr. 2,200

Other equity (loss on acquisition of interest in subsidiary) Dr. 400

To Cash 2,600

Q.43. (Study Material) Amla Ltd. purchase a 100% subsidiary for ` 10,00,000 at the end of 2011 when the fair value of
the subsidiary’s Lal Ltd. net asset was ` 8,00,000.

The parent sold 40% of its investment in the subsidiary in March 2014 to outside investors for ` 9,00,000. The
parent still maintains a 60% controlling interest in the subsidiary. The carrying value of the subsidiary’s net assets is
` 18,00,000 (including net assets of ̀  16,00,000 & goodwill of ̀  2,00,000). Calculate gain or loss on sale of interest
in subsidiary as on 31st March, 2014.

Ans. :- Gain on Sale in Parent Separate Financial Statement - ` 5,00,000; Other equity gain - 1,80,000.

Q.44. (Study Material) In March 2011 a group had a 60% interest in subsidiary with share capital of 50,000 ordinary
shares. The carrying amount of goodwill is ̀  20,000 at March 2011 calculated using the partial goodwill method. On
31st March, 2011, an option held by the minority shareholders exercised the option to subscribe for a further 25,000
ordinary shares in the subsidiary at ` 12 per share, raising ` 3,00,000. The net assets of the subsidiary in the
consolidated balance sheet prior to the option’s exercise were ` 4,50,000, excluding goodwill.

Calculate gain or loss of interest in subsidiary due to option exercised by minority shareholder.

Ans. :-Gain on deemed disposal - Rs 70,000.

Q.45. (Study Material) A parent purchased an 80% interest in a subsidiary for ` 1,60,000 on 1 April, 2011 when the fair
value of the subsidiary’s net assets was ̀  1,75,000. Goodwill of ̀  20,000 aroose on consolidation under the partial
goodwill method. An impairment of goodwill of ` 8,000 was charged in the consolidated financial statements to 31
March 2013. No other impairment charges have been recorded. The parent sold its investment in the subsidiary on
31 March 2014 for ̀  2,00,000. The book value of the subsidiary’s net assets in the consolidated financial statements
on the date of the sale was ` 2,25,000 (not including goodwill of ` 12,000). When the subsidiary met the criteria to
be classified as held for sale under Ind AS 105, no write down was required because the expected fair value less
cost to sell (of 100% of the subsidiary) was greater than the carrying value.

The parent carred the investment in the subsidiary at cost, as permitted by Ind AS 27.

Calculate gain or loss on disposal of subsidiary in parent’s separate and consolidated financial statements as on
31st March, 2014.

Ans.:- Gain on sale in parent account - ` 40,000 and group account - ` 8,000.

Q.46. (Study Material) AT Ltd. purchased a 100% subsidiary for ` 50,00,000 on 31st March 2016 when the fair value of
net assets of BT Ltd., was ̀  40,00,000. Therefore, goodwill is ̀  10,00,000. AT Ltd. sold 60% of its investment in BT
Ltd. on 31st March 2017 for ` 67,50,000, leaving the AT Ltd. with 40% and significant influence. At the date of
disposal, the carrying value of net assets of BT Ltd., excluding goodwill is ̀  80,00,000. The fair value of the investment
in associate BT Ltd. retained is proportionate to the fair value of the 60% sold, that is ` 45,00,000.

Analyse and evaluate treatment of above with the help of journal entries for both separate and consolidated financial
statement.

Ans. :- Gain on sale in parent account  - ` 37,50,000 and Group Account - ` 22,50,000.
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Q.47. (Study Material) AT Ltd. purchased a 100% subsidiary for ` 50,00,000 on 31st March 2016 when the fair value of
net assets of BT Ltd., was ̀  40,00,000. Therefore, goodwill is ̀  10,00,000. AT Ltd. sold 90% of its investment in BT
Ltd. on 31st March 2017 for ̀  85,50,000, leaving the AT Ltd. with 10%. At the date of disposal, the carrying value of
net assets of BT Ltd., excluding goodwill is ` 80,00,000. The fair value of the investment in BT Ltd. retained is
proportionate to the fair value of the 90% sold, that is ` 9,50,000.

Analyse and evaluate treatment of above with the help of journal entries for both separare and consolidated financial
statement.

Ans. :-Gain on Sale on Parent account - ` 40,50,000 and Group Account - 5,00,000.

Q.48. (CMA-Workbook) Company P Ltd. (a listed company) invests in shares of company Q Ltd. on 1-4-17 at a cost of
` 66000, paid by cash. During the financial year 17-18, Q made profits of ` 20000 and other comprehensive
income of ` 10000. The following alternative scenarios are presented :

(i) Investment entails 25% voting power and significant influence over Q.

(ii) P does have joint control of Q, a joint venture.

(iii) Investment entails significant influence over Q, which is a Joint Venture and P does not have joint control of Q.

(iv) P does not have significant influence over Q.

(v) P does not have joint control of or significant influence over Q, which is a joint venture.

For each of the cases (i), (ii), (iii), (iv) and (v) :

(a) State whether for the investment in shares of Q, P requires preparation of consolidated financial statements
and separate financial statements.

(b) Pass the journal entries in books of P at the time of purchase of shares.

(c) Show the relevant accounting treatment at the end of the year for (i) consolidated financial statements, (ii)
separate financial statements and (iii) Individual financial statements of P.

Q.49. (CMA-SM & Work Book) The financial data of the companies P and S at 31-3-2017 and at 31-3-2018 are stated
below.

(All amounts are in `̀̀̀̀ Lakhs)

                                                                                      On 31-3-17                     On 31-3-18

S (Individual B/S) Fair Value of P (Separate S

S  B/S) (Individual B/S)

PPE 480 700 750 500

Investment in S (60% shares acquired

on 1-4-2017 by issue of Equity) 480

CA 350 300 540 400

1770 900

Equity 300 1070 360

Noncurrent Liability 300 310 360 330

Current Liability 230 200 340 210

Prepare Consolidated Balance Sheet.

Ans. :- Balance sheet total - 2596
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Q.50. (CMA-SM & Work Book) Company Sky Ltd. (a listed company) acquires 60% shares in company Cloud Ltd. on 1-
4-17 at a cost of (`Lakhs) 150000, paid by issue of shares of ` 10 (market price ` 25). The abstract of balance
sheets of Cloud (along with fair values at the acquisition date) and Sky at the end of the year 2016-17 and 2017-
18 are as follows :

           Cloud (`̀̀̀̀Lakhs)                     Sky ( `̀̀̀̀Lakhs)

31-3-17 31-3-17 Fair 31-3-18 31-3-17  31-3-18

book book

Value Value

PPE 194000 210000 206000 280000 300000

Investment in Q 150000

Inventories 45000 54000 58000 74000 80000

Financial Assets 88000 50000 98000 100000 120000

Total assets 327000 362000 454000 650000

Equity Share Capital 150000 150000 200000 26000

Other Equity 87000 117000 120000 240000

Borrowings 60000 60000 64000 90000 100000

Trade Payables 30000 25000 31000 44000 50000

Total of Equity and Liabilities 327000 362000 454000 650000

(a) Pass journal entries in consolidated accounts of P and show consolidated balance sheet of P on 1-4-17 based on
Ind AS 103 and Ind AS 110.

(b) Prepare consolidated balance sheet of P on 31-3-18 based on Ind AS 110.

Ans. :- Goodwill - 21,000.

Q.51. (CMA-SM & Work Book) X Ltd. acquires 80% of equity of Y Ltd. on 31-03-20x5 at cost of (` Lakhs) 110, when the
Equity Share Capital and Other Equity of Y Ltd. were 40 and 80 respectively. For the years ending on 31-03-20x6
and 31-03-20x7, Y Ltd accounted Total Comprehensive income of (15) and 25. Find NCI (Proportionate Net Asset
Method), X Ltd’s share in post-acquisition profits of Y Ltd. and Goodwill to be shown in CFS of X Ltd. at the end of
the years. The revaluation profit/loss for the difference between fair value and carrying amount of assets and
liabilities of Y Ltd. at acquisition date and the abstracts of separate balance sheet of X Ltd. and individual balance
sheet of Y Ltd. as at 31-03-20x8 are as follows:

(`̀̀̀̀ Lakhs)

Revaluation profit X at 31-03-20X8  Y at 31-03-20x8

(+)/loss (-) at

acquisition

Non-Current Assets +25 480 240

Investment in shares of Y at cost 110

Current Assets - 15 310 160

Total Assets 900 400

Equity Share Capital 200 40

Other Equity 300 120

Non-Current Liabilities -10 300  140

Current Liabilities + 5 100 100

Total +5 900 400

Prepare the consolidated balance sheet in books of X Ltd.

Ans. :- Balance Sheet Total - 1225
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Q.52. (CMA-SM & Work Book) P acquires 60% shares in Q on 1- 10 - 2017 at 30000. Q makes profits 20000 in the year
20X7-X8 and declared dividend 9000. NCI is valued at proportionate net assets. Abstracts of Separate Balance
Sheet of P (Dividend from subsidiary not accounted) and Individual Balance Sheet of Q as at 31-03-20X8 :

(`̀̀̀̀ Lakhs)

P Q

PPE 50,000 30,000

Investment in shares of Q at cost 30,000

Current Assets 20,000 28,000

1,00,000 58,000

Equity Shares (`10) 60,000 25,000

Other Equity 25,000 15,000

Current Liabilities

Trade Payables 15,000 9,000

Dividend Payable 9,000

1,00,000 58,000

Show Consolidated Balance Sheet and Separate Balance Sheet in books of P.

Ans. :- Balance Sheet Total - 1,34,600.

Q.53. (CMA-SM & Work Book) On 1-4-x6 BB Ltd. acquired 90% share of CM Ltd. at 1080000, when the fair value of its
net assets was 1000000. During 1-4-x6 to 31-3-x7 CM Ltd made TCI 200000. On that date BM sold 15% holding
to outsiders at 220000. Pass journal entries for sale of partial holding retaining control.

Ans. :- NCI - 1,92,000.

Q.54. P Co. acquired 75% of the ordinary shares of S Co. on that company’s incorporation in 2013. The summarised
statements of profit or loss and movement on retained earnings of the two companies for the year ending 31
December 2016 are set out below.

P Co S Co

`̀̀̀̀ `̀̀̀̀

Sales revenue 75,000 38,000
Cost of sales (30,000) (20,000)

Gross Profit 45,000 18,000

Administrative expenses (14,000) (8,000)

Profit before tax 31,000 10,000

Income tax expense (10,000) (2,000)

Profit for the year 21,000 8,000

Retained earnings brought forward 87,000 17,000

Profit for the year 21,000 8,000

Retained earnings carried forward 1,08,000 25,000

Required : Prepare the consolidated statement of profit or loss and extract from the statement of changes in equity
showing retained earnings and non-controlling interest.

Ans. :-Consolidated Profit - 29,000.
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Q.55. The following information relates to Brodick Co and its subsidiary Lamlash Co for the year to 30 April, 2017.

Brodick Co. Lamlash Co.

`̀̀̀̀ `̀̀̀̀

Sales revenue 1,100 500

Cost of sales (630) (300)

Gross Profit 470 200

Administrative expenses (105) (150)

Dividend from Lamlash Co. 24 ---

Profit before tax 389 50

Income tax expense (65) (10)

Profit for the year 324 40

Note :

Dividends paid 200 30

Profit retained 124 10

Retained earnings brought forward 460 48

Retained earnings carried forward 584 58

Additional Information :

(a) The issued share capital of the group was as follows :

Brodick Co. :     5,000,000 ordinary shares of ` 1 each

Lamlash Co. :    1,000,000 ordinary shares of ` 1 each

(b) Brodick Co. purchased 80% of the issued share capital of Lamlash Co. on 1 November 2016. At that time, the
retained earnings of Lamlash stood at ` 52,000.

Required :

Insofar as the information permits, prepare the Brodick group consolidated statement of profit or loss for the year to
30 April, 2017, and extracts from the statement of changes in equity showing group retained earnings and the non-
controlling interest.

Ans. :- Consolidated Profit - 320.

Q.56. (Study Material) On 31 March 2012, Blue Heavens Ltd. acquires only 75% of the ordinary shares, to which voting
rights are attached of Orange Country Ltd. Blue Heavens Ltd. pays ` 4,500 lakhs for the shares. The acquisition-
date balance sheet of Blue Heavens Ltd. and Orange County Ltd. and the fair values of the assets and liabilities
recognised on Orange County Ltd. balance sheet of two entities are :

(`̀̀̀̀ in lakh)
Blue Heavens Ltd.               Orange County Ltd.

Carrying Carrying Fair Value

Assets
Non-current assets

Building and other PPE 7,000 3,000 3,300

Investment in Orange County Ltd. 4,500
Current Assets

Inventories 700 500 600

Trade receivables 300 250 250
Cash 3,000 700 700

15,500 4,450
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Equity and Liabilities

Equity
Share Capital 5,000 2,000

Retained earnings 10,200 2,300

Current Liabilities
Trade Payables 300 150 150

15,500 4,450

At 31 March, 2013, i.e. one year after Blue Heavens Ltd. acquired Orange County Ltd., the individual balance sheet
and profit and loss of Blue Heavens Ltd. and Orange County Ltd. are :

Blue Heavens Ltd. Orange Heavens Ltd.

Carrying Carrying

Assets

Non-current assets

Building and other PPE 6,500 2,750

Investment in Orange County Ltd. 4,500 ---

Current Assets

Inventories 800 550

Trade receivables 380 300

Cash 4,170 1,420

16,350 5,020

Equity and Liabilities

Equity

Share Capital 5,000 2,000

Retained earnings 11,000 2,850

Current Liabilities

Trade Payables 350 170
16,350 5,020

Profit and Loss for the year ended 31 March, 2013 :

(`̀̀̀̀ in lakhs)

Blue Heavens Ltd. Orange County Ltd.

Carrying Carrying

Revenue 3,000 1,900

Cost of sales (1,800) (1,000)

Gross profit 1,200 900

Administrative expenses (400) (350)

Profit for the year 800 550

Note :
Blue Heavens Ltd. is unable to make a reliable estimate of the useful life of goodwill and consequently, the useful
life is presumed to be ten years. Blue Heavens Ltd. uses the straight-line amortisation method for goodwill. The fair
value adjustment to buildings and other PPE is in respect of a building, all buildings have an estimated remaining
useful life of 20 years from 31st March, 2012 and estimated residual values of zero. Blue Heavens Ltd. uses the
straight-line method for depreciation of PPE. All the inventory held by Orange County Ltd. at 31st March, 2012 was
sold during 2013.
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Required :

(i) Prepare Balance sheet column-wise for Blue Heaven Ltd., Orange country Ltd. and consolidated total showing
clearly the impact of consolidation as at 31st March 2012.

(ii) Prepare Profit & Loss column-wise of Blue Heaven Ltd., Orange country Ltd. and consolidated total showing
clearly the impact of consolidation for the year 31st March 2013.

(iii) Prepare Balance sheet column-wise for Blue Heaven Ltd., Orange country Ltd. and consolidated total showing
clearly the impact of consolidation as at 31st March 2013.

Ans. :-Goodwill on acquisition - ` 975 lakhs, & ` 877 lakhs. NCI - ` 1175 lakhs & ` 1284 lakhs. W-off of goodwill is
adjusted from profit & loss of parent and depreciation of building and decrease in inventory shall be written-off from
subsidiary.

Q.57. (CMA - SM & Work Book) Prepare Consolidated Balance Sheet (CBS) of a group of P Ltd., Q Ltd. and R Ltd. for
which the abstracts of Balance sheets on 31-03-20x6 are given below.

(`̀̀̀̀ In lakhs)

P Q R

PPE 400 500 320

Investment in Q (80%) 480

Investment in R (75%) 300

Current Assets :

Inventory 250 80 60

Trade Receivables 280 120 200

Bills Receivables 70 50

Cash and Bank 180 50 60

Total Assets 1660 1050 690

Equity and Liabilities

Equity Share Capital (` 10) 600 500 300

Other Equity 460 160 120

Current Liabilities

Trade Payables 500 250 200

Dividend Payable 50

Bills Payables 100 90 70

Total 1660 1050 690

Control was acquired on 01-10-2015 when fair value of PPE was in excess of carrying amount by Q: 50 and R: 30.
On 01-04-2015 the balances of Other Equity were Q : 100 and R : 50

NCI is measured at fair value.

Inventory of Q included 16 purchased from R at cost plus 33.33%.

Bills Receivables of R includes 30 from P and Bills Receivables of R includes 40 from Q.

Ans. :- Consolidated Balance Sheet Total - 2626.
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Q.58. (Study Material)  Prepare the consolidated Balane Sheet as on 31st March, 2012 of a group of companies comprising
P Limited, S Limited and SS Limited. Their Balance Sheets on that date are given below :

`̀̀̀̀ in crores

P Ltd. S Ltd. SS Ltd.

Assets

Non-current Assets

Property, Plant and Equipment 320 360 300

Investment :

   16 lakhs shares in S Ltd. 340

   12 lakhs shares in SS Ltd. 280

Current Assets

Inventories 220 70 50

Financial Assets

   Trade Receivables 260 100 220

    Bills Receivable 72 --- 30

    Cash in hand and at Bank 228 40 40

1440 850 640

Equity and Liabilities

Shareholder’s Equity

Share capital (` 10 per share) 600 400 320

Other Equity

   Reserves 180 100 80

   Retained earnings 160 50 60

Current Liabilities

Financial Liabilities 470 230 180

Bills Payable

   P Ltd. 70

   SS Ltd. 30

The following additional information is available :

(i) P Ltd. holds 80% shares in S Ltd. and S Ltd. holds 75% shares in SS Ltd. Their holdings were acquired on
30th September, 2011.

(ii) The business activities of all the companies are not seasonal in nature and therefore, it can be assumed that
profits are earned evenly throughout the year.

(iii) On 1st April, 2011 the following balances stood in the books of S Limited and SS Limited.

`̀̀̀̀ in lakhs

S Limited SS Limited

Reserves 80 60

Retained earnings 20 30

(iv) ` 10 lakhs included in the inventory figure of S Limited, is inventory which has been purchased from SS
Limited at cost plus 25%.

(v) The parent copany has adopted an accounting policy to measure non-controlling interest or fair value (quoted
market price) applying Ind AS 103. Assume market prices of S Limited and SS Limited are the same as
respective face values.         (Nov. 2018 - 16 Marks)

Ans. :- Balance Sheet Total - ` 2208
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Q.59. (Study Material) Airtel Telecommunication Ltd. owns 100% share capital of Airtel Infrastructures Pvt. Ltd. On 1 April
2011 Airtel Telecomminications Ltd. acquired a building from Airtel Infrastructures Pvt. Ltd., for ̀  11,00,000 that the
group plans to use as its new headquarters office.

Airtel infrastructures Pvt. Ltd. had purchased the building from a third party on 1 April, 2010 for ` 10,25,000. A that
time the building was assessed to have a useful life of 21 years and a residual value of ̀  5,00,000. On 1 April, 2011
the carrying amount of the building was ̀  10,00,000 in Airtel infrastructures Pvt. Ltd.’s individual accounting records.

The estimated remaining useful life of the building measured from 1 April, 2011 is 20 years and the residual value
of the building is now estimated at ` 3,50,000. The method of depreciation is straight-line.
Pass necessary accounting entries in idividual and consolidation situations.

Ans. :-
Journal Entries in Airtel Infrastructures Pvt. Ltd.

Particulars Dr. Cr.

Assets (Land) A/c Dr. 10,25,000

To Cash 10,25,000

Depreciation (P/L) A/c Dr. 25,000

To Asset (Land) 25,000

Cash A/c Dr. 11,00,000

To Asset (Land) 10,00,000

To P/L 1,00,000

Journal Entries in Airtel Telecommunications Ltd.

Particulars Dr. Cr.

Asset (Land) A/c Dr. 11,00,000

To Cash 11,00,000

Depreciation (P/L) A/c Dr. 37,500

To Assets (Land) 37,500

Q.60. (Study Material) From information given below prepare Consolidated Financial Statement of Group, Draft disclosure
under Schedule III, Form AOC 1 of the Companies (Accounts) Rule 2014 and Ind AS 112.

(I) Profit & Loss for the year ended on 31 March, 2012

Notes P Ltd. Q Ltd.

A. Statement of Profit and Loss for the year ended on 31 March, 2012

Sales 1 2,20,000 90,000

Less : Excise duty 20,000 10,000

2,00,000 80,000

Other income 2 3,000 ----

Total Revenue 2,03,000 80,000

Expenses

Raw Material Consumed 3 1,10,000 48,000

Change in inventories finished stock 4 (5,000) (3,000)

Employee benefit expenses 30,000 10,000

Finance Costs 5 2,700 1,000

Depreciation 7,000 4,000

Other Expenses 6 10,350 6,040

Total Expenses 1,55,050 66,040

Profit before Tax 47,950 13,960
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Tax Expense :

Current Tax 11 15,000 4,000

Deferred Tax 2,000 1,000

17,000 5,000

Profit after Tax 30,950 8,960

B. Statement of OCI
Fair value gain on investment in subsidiary 8 1,000 0
Fair value gain on other non-current investments 8 500 250

1,500 250

(II) Statement of changes in Equity for the year ended on 31 March 2012

P Ltd.

Share General Profit Fair Total

Capital Reserve & Loss Value Res.

Balance as on 1.4.2011 20,000 1,00,000 20,000 ---- 1,40,000

Dividend for the year 2011-2012 ---- ---- (8,000) ---- (8,000)

Dividend distribution tax ---- ---- (1,350) ---- (1,350)

Profit for the year 2011-2012 ---- ---- 30,950 ---- 30,950

Fair value gain on investment

in subsidiary (See Note 7) ---- ---- ---- 1,000 1,000

Fair value gain on other

non-current investments (See note 8) ---- ---- ---- 500 500

Transfer to reserve ---- 20,000 (20,000) ---- ----

Balance as on 31.3.2012 20,000 1,20,000 21,600 1,500 1,63,100

Q Ltd.

Balance as on 1.4.2011 10,000 30,000 10,000 ---- 50,000

Dividend for the year 2011-2012 (2,400) (2,400)

Dividend distribution tax (400) (400)

Profit for the year 2011-2012 8,960 8,960

Fair value gain on other

non-current investments (see note 7) 250 250

Transfer to reserve 5,000 (5,000)

Balance as on 31.3.2012 10,000 35,000 11,160 250 56,410

(III) Balance Sheet as on 31 March, 2012

Note P Ltd. Q Ltd.

Assets

Non-current Assets

Fixed assets

PPE 7 1,17,000 45,000

Financial Assets

Non-current Investments 8 40,820 1,250

Long term loans and advances 10,000

Current Assets

Inventories 35,000 15,000
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Financial assets

Trade Receivables 10,000 8,000

Cash and Cash equivalents (See statement of cash flows) 930 4,200

2,13,750 73,450

Equity and Liabilities

Share Capital 20,000 10,000

Other Equity (See Statement of changes in Equity) 1,43,100 46,410

1,63,100 56,410

Non-current Liabilities

Finanial Liabilities

Borrowings 30,000 10,000

Deferred tax liabilities 7,000 2,000

Long term provisions 9 4,600 930

Current Liabilities

Financial Liabilities

Trade Payables 8,000 4,000

Short-term provisions 10 1,050 110

9,050 4,110

2,13,750 73,450

(IV) Statement of Cash Flows for the year ended on 31st March, 2012

P Ltd. Q Ltd.

A. Cash flows from operating activities

Profit after Tax 30,950 8,960

Add Back :

Current Tax 15,000 4,000

Deferred Tax 2,000 1,000

Depreciation 7,000 4,000

Finance Costs 2,700 1,000

Change in Provisions (1,350) (1,960)

Reversal of interest income (1,000) 0

Working Capital adjustments

Inventories (15,000) (5,000)

Trade Receivables (2,000) 2,000

Trade payables 2,000 2,000

40,300 16,000

Less : Advance Tax (15,000) (4,000)

25,300 12,000

B. Cash Flows from investment activities

Purchase of Tangible Fixed Assets (17,000) (5,000)

Acquisition of subsidiary (36,000) 0

Interest income 1,000

Dividend income 1,680

(50,320) (5,000)
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C. Cash flow from Financing Activities

Dividend payment (8,000) (2,400)

Dividend distribution tax (1,350) (400)

Interest payment (2,700) (1,000)

(12,050) (3,800)

Net Changes in cash flows (I + II + III) (37,070) 3,200

Balance of Cash and Cash Equivalents as on 1.4.2011 38,000 1,000

Balance of Cash and Cash Equivalents as on 31.3.2012 930 4,200

Notes to the Financial Statement

P Ltd. Q Ltd.
1. Sales

Sales to Q Ltd. 20,000
Other Sales 2,00,000 90,000

2,20,000 90,000
2. Other Income

Interest from Q Ltd. 1,000
Royalty from Q Ltd. 2,000

3,000
3. Raw Material Consumed

Opening Stock 10,000 5,000
Purchases from P Ltd. 20,000
Other Purchases 1,20,000 30,000
Closing Stock 20,000 7,000

1,10,000 48,000
4. Change in inventories of Finished Stock

Opening Stock 10,000 5,000
Closing stock 15,000 8,000

(5,000) (3,000)
5. Finance costs

Interest 2,700
Interest to P Ltd. ---- 1,000

2,700 1,000
6. Other Expenses

Long term provisions 100 30
Short term provisions 50 10
Royalty to P Ltd. 2,000
Others 10,000 4,000
Acquisition Expenses 200 ----

10,350 6,040
7. Tangible Fixed Asses

New purchases 17,000 5,000
8. Fair value of non-current investments

Investments in subsidiary 37,000 ----
Other investments 5,500 1,250

42,500 1,250
Fair value gain
Investments in subsidiary 1,000 ----
Other investments 500 250

1,500 250
9. Long term provisions

Balance as on 1.4.2011 5,000 1,000
Transfer to short term provisions (500) (100)
New provision 100 30
Balance as on 31.3.2012 4,600 930
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10. Short term provisions
Balance as on 1.4.2011 2,000 2,000
Transfer from long term provisions 500 100
Payment (1,500) (2,000)
New 50 10
Balance as on 31.3.2012 1,050 110

11. Provision for Tax & Advance Tax
Tax Provision 15,000 4,000
Less : Advance Tax 15,000 4,000

0 0
Additional Information :

(i) P Ltd. has decided to account for investment in subsidiary at fair value as per Ind AS 27. Other non-current
investments are classified as financial assets at fair value through equity by irrevocable choice as per Ind AS 109.
There is no tax on long term capital gains.

(ii) The group has paid dividend for the year 2010 - 2011 and transferred to reserve out of profit for 2011-2012 as
follows (` in lakhs) :

P Ltd. Q Ltd.

Dividend for the year 2010-2011 Total Share of                    Non-controlling

P Ltd. Interest

Dividend 8,000 2,400 1,680 720

Dividend distribution tax 1,350 400 280 120

9,350 2,800 1,960 840

Trade receivables of P Ltd., includes ` 3,000 lakhs due from Q Ltd.

Ans. :- Consolidated PAT - ̀  39,910; Consolidated OCI - ̀  750; Consolidated Statement of changes in equity - ̀  1,85,010
and Consolidated NCI - ̀  18,423; Consolidated Balance sheet Total - ̀  2,39,700; Consolidated Cash Flow Total - ̀
5130.

Q.61. (RTP - May, 2018) On 1 April, 2011, Alpha Ltd. acquires 80% of the equity interest of Beta Pvt. Ltd. in exchange for
cash of ` 300. Due to legal compulsion, Beta Pvt. Ltd. had to dispose of their investments by a specified date.
Therefore, they did not have sufficient time to market Beta Pvt. Ltd. to multiple potential buyers. The management
of Alpha Ltd. initially measures the separately recognizable identifiable assets acquired and the liabilities assumed
as of the acquisition date in accordance with the requirement of Ind AS 103. The identifiable assets are measuredat
` 500 and the liabilities assumed are measured at ` 100. Alpha Ltd. engages on independent consultant, who
determined that the fair value of 20% non-controlling interest in Beta Pvt. Ltd. is ` 84.

Alpha Ltd. reviewed the procedures it used to identify and measure the assets acquired and liabilities assumed and
to mesure the fair value of both the non controlling interest in Beta Pvt. Ltd. and the consideration transferred. After
the review, it decided that the procedures and resulting measures were appropriate.

Calculate the gain or loss on acquisition of Beta Pvt. Ltd. and also show the journal entries for accounting of its
acquisition. Also calculate the value of the non-controlling interest in Beta Pvt. Ltd. on the basis of proportionate
interest method, if alternatively applied ?
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Q.62. (RTP - Nov. 2019) What will be the accounting treatment of dividend distribution tax in the consolidated financial
statements in case of partly-owned subsidiary in the following scenarios :

Scenario 1 : H Ltd. (holding compnay) holds 12,000 equity shares in S Limited (Subsidiary of H Limited) with
60% holding. Accordingly, S Limited is a partly-owned subsidiary of H Limited. During the year
2011, S Limited paid a dividend @ ` 10 per share and DDT @ 20% on it.

Should the share of H Limited in DDT paid by S Limited amounting to ` 24,000 (60% x ` 40,000)
be charged as expense in the consolidated profit and loss of H Limited ?

Scenario 2(A) : Extending the situation given in scenario 1, H Limited also pays dividend of ` 300,000 to its
shareholdes and DDT liability @ 20% thereon amounts to ̀  60,000. As per the tax laws, DDT paid
by S Ltd. of ` 24,000 is allowed as set off against the DDT liability of  H Ltd., resulting in H Ltd.
paying ` 36,000 (` 60,000 - ` 24,000) as DDT to tax authorities.

Scenario 2(B) : If in (A) above, H Limited pays dividend amounting to ̀  100,000 with DDT liability @ 20% amounting
to ` 20,000.

Scenario (3) : Will the answer be different for the treatment of dividend distribution tax paid by associate in the
consolidated financial statement of investor, if as per tax laws the DDT paid by associate is not
allowed set-off against the DDT liability of the investor ?
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Q.63. (Study Material) Entity C and entity D operates in a telecommunication industry and entered into a joint arrangement
in order to combine their 4G access networks. The purpose of this arrangement is to reduce operating cost for both
parties, make capital infrastructure savings and obtain economics of scale from jointly managing and maintaining a
consolidated network.

All significant decisions about strategic investing and financing activities are decided by a simple majority of the
voting rights. Entity C and entity D each have one vote in the decision making process. Discuss whether it is a joint
arrangement or not.

Ans. :-

(i) Provision of Ind AS 111
Two or more parties are said to be in joint arrangement only when there is joint control. It requires that all the
decisions about the relevant activities are being taken uni-animously by the parties sharing control.

(ii) Conclusion

All decisions about the relevant activities require consent of both parties, so the arrangement is a joint arrangement.
The contractual arrangement does not explicity require unanimous consent, but the fact that all decisions must be
made by majority leads to implicit joint control.

Q.64. (Study Material) NFG Limited is owned by numerous shareholders with the following holdings :

 Shareholders N owns 51%.

 Shareholders F owns 30%

 The rest of the shares are widely held by other investors, altogether 19%.

NFG Limited’s articles of association require a 75% majority to approve decisions about any of the entity’s relevant
activities. They also outline that each shareholder is entitled to vote in proportion to its respective ownership interest.
Is NFG Ltd. jointly controlled ?

Ans. :-

(i) Provision of Ind AS 111
Two or more parties are said to be in joint arrangement only when there is joint control. It requires that all the
decisions about the relevant activities are being taken uni-animously by the parties sharing control.

(ii) Conclusion

NFG Limited is jointly controlled by shareholders N and F. based on their ownership interest (collectively 81%), they
mut act together to make decisions regarding NFG Limited’s relevant activities. Shareholder N does not control
NFG Limited, as it cannot unilaterally make decisions because a 75% majority is required.

Q.65. (Study Material) Two entities, E and F, set up an entity and sign a joint operating agreement. The board contains
three directors appointed by and representing each entity. The board is the entity’s main decision-making body.
Decisions are made by simple majority. Each party has a 50% interest in the net profit generated. Discuss whether
the entity is jointly controlled by E&F.

Ans. :-
(i) Provision of Ind AS 111

Two or more parties are said to be in joint arrangement only when there is joint control. It requires that all the
decisions about the relevant activities are being taken uni-animously by the parties sharing control.

(ii) Conclusion

Entities E and F are likely to have joint control, because each party has a 50% interest in net profit and both have a
right to appoint three directors. This is because the three directors representing a single shareholder would generally
be presumed to vote in accordance with the wishes of that shareholder. So the consent of both entity E and entity
F would be required for decision making, and this would represent joint control.

However, if the directors are not obliged to represnt one shareholder, decisions will be made by simple majority. It
is possible that (say) one director of shareholder E agrees with three directors of sharehoder F and takes a decision
that is against the interest of shareholder E. Although this is expected to be unlikely in practice, such a situation
would not represent joint control.
All relevant facts have to be considered before reaching such a conclusion.

Unit - 3 Ind AS 111 - Joint Arrangement
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Q.66. (Study Material) Entities P and Q set up a joint venture company, entity PQ by signing a joint operating agreement.
Both investors delegate one director to entity PQ’s board of directors. Both directors have to agree unanimously on
the decisions on the annual budget. The joint operating agreement also sets up an operating committee and
specifies power delegated by the board of directors to the committee.

The opeating committee has the main operational decision making responsibility. Decisions are made by simple
majority in this committee. Only entity P can appint members to the operating committee.

Discuss if Entity PQ is a joint arrangement or not.
Ans. :-
(i) Provision of Ind AS 111

Two or more parties are said to be in joint arrangement only when there is joint control. It requires that all the
decisions about the relevant activities are being taken uni-animously by the parties sharing control.

(ii) Conclusion

Entry PQ is not a joint arrangement, entity P has control over entity PQ. Decisions about relevant activities are not
made at the board of directors level but at the operating committee level. Entity P has control over the operating
committee because it can appoint its members. The fact that the directors have veto rights over the annual budget
is important, but the operating committee in this example has the power to control entity PQ’s relevant activities.

Q.67. (Study Material) Two parties A & B agree in their contractual arrangement establish an arrangement. Each has
50% of the voting rights. The contract specifies that at least 51% of the voting rights are required to make decision
with respect to the relevant activities. Decide whether A & B have joint control over the arrangement ?

Ans. :-

(i) Provision of Ind AS 111

Two or more parties are said to be in joint arrangement only when there is joint control. It requires that all the
decisions about the relevant activities are being taken uni-animously by the parties sharing control.

(ii) Conclusion

A & B have implicitly agreed that they have joint control of the arrangement as all the relevant decisions can be
made only when both the A & B agree.

Q.68. (Study Material) There is an arrangement in which Ram and Shyam each have 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. Do Ram & Shyam have joint control over the arrangement ?

Ans. :-
(i) Provision of Ind AS 111

Two or more parties are said to be in joint arrangement only when there is joint control. It requires that all the
decisions about the relevant activities are being taken uni-animously by the parties sharing control.

(ii) Conclusion
Ram and Shyam have joint control of the arrangement only if the contractual arrangement specifies that decisions
about the relevant activities of the arrangement require both Ram and Shyam agreeing.

Q.69. (Study Material) An arrangement has three parties : OM has 50% of the voting rights in the arrangement and Jay
and Jagdish each have 25%. The contractual arrangement between OM, Jay and Jagdish specifies that at least
75% of the voting rights are required to make decisions about the relevant activities of the arrangement. Disuss
the different combinations of joint control that can affect the decision making of the relevant activities of the
arrangement ?

Ans. :-

(i) Provision of Ind AS 111

Two or more parties are said to be in joint arrangement only when there is joint control. It requires that all the
decisions about the relevant activities are being taken uni-animously by the parties sharing control.

(ii) Conclusion

OM can block any decision, it does not control the arrangement because it needs the agreement of either Jay or
Jagdish. OM, Jay and Jagdish 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
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OM and Jay or OM and Jagdish). In such a situation, to be a joint arrangement the contractual arrangement
between the parties would need to specify which combiantion of the parties is required to agree unanimously to
decision about the relevant activities of the arrangement.

Q.70. (Study Material) Hari and Ram enter into a contractual arrangement to buy a two storied music store, which they
will lease to other parties. Hari will be responsible for leasing first floor and Ram will be responsible for leasing
second floor. They can make all decisions related to their respective floors and keep all of the income with respect
to their floors. Ground floor will be jointly managed - all decisions and with respect to ground floow must be
unanimously agreed between Hari and Ram. Discuss the applicability of Ind AS 111.

Ans. :-

(i) Provision of Ind AS 111

Two or more parties are said to be in joint arrangement only when there is joint control. It requires that all the
decisions about the relevant activities are being taken uni-animously by the parties sharing control.

(ii) Conclusion

There are three arrangements :

 First floor that Hari control and hence will not be accounted under Ind AS 111.

 Second floor that Ram controls and thus will not be accounted under Ind AS 111.

 Ground floors that Hari and Ram jointly control is a joint arrangement (within the scope of Ind AS 111).

Q.71. In the industry, there are three activiies that will significantly make impact on the returns of the arrangement.

1. Production of the garments - Company AB makes all the decisions for this activity.

2. Sales and Marketing activites - Company CD is makes all the decisions for these activities.

3. Both the companies must approve all financial related matters.

Discuss whether company AB and CD have joint control over the arrangement ?
Ans. :-
(i) Provision of Ind AS 111

Two or more parties are said to be in joint arrangement only when there is joint control. It requires that all the
decisions about the relevant activities are being taken uni-animously by the parties sharing control.

(ii) Conclusion

 In first two matters, unanimous consent is not requires as long as parties are working within the approved
budgets and finanial constraints. Thus, the parties have liberty to perform their respective responsibilities.

 Here, the parties have to examine which of the three activities most significantly affect the returns of the
arrangement. If any of the first two activities determine the profits of the arrangement significantly, there is no
joint control over the arrangement.

 However, there may be the case where the financial policies majority impact the execution of other two
activities and hence determine the profit of the arrangement. Since unanimous consent is required for financial
policies, management may conclude that there is joint control.

Q.72. (Study Material) CDEF limited is a strategic Co-operation between investors C, D, E and F to provide property
development services. CDEF Limited is an incorporated entity, and the investors share ownership is 20:30:25:25
respectively. There is a formal contractual agreement in place that requires a voting majority on all relevant activities.
Investors C, D and E have informally agreed to vote together. This informal agreement has been effective in
practice.

Does C, D & E have control over the joint arrangement ?

Ans. :-

(i) Provision of Ind AS 111

Two or more parties are said to be in joint arrangement only when there is joint control. It requires that all the
decisions about the relevant activities are being taken uni-animously by the parties sharing control.

(ii) Conclusion

 To make decisions, it is sufficient to have agreement from any three out of four investors.

 In this case, a single investor cannot prevent a majority decision. However, three of the investors have agreed
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to make unanimous decisions.

 Investors C, D and E, therefore, have joint control over CDEF Limited, with investor F having significant
influence at best.

 The agreement between investors C, D and E does not have to be formally documented as long as there is
evidence of its arrangement (for example, via correspondence and minutes of meetings).

Q.73. (Study Material) Shareholders C and D form a new joint arrangement (entity CD). Entity CD’s article of association
including a clause stating that all shareholders must unanimously agree on the entity’s relevant activities. The
shareholders have not entered into any other agreement to manager the activities of entity CD. Determine whether
clause in CD’s articles of association is sufficient to meet the definition of joint arrangement ?

Ans. :-

(i) Provision of Ind AS 111

Two or more parties are said to be in joint arrangement only when there is joint control. It requires that all the
decisions about the relevant activities are being taken uni-animously by the parties sharing control.

(ii) Conclusion

Entity CD meets the definition of a joint arrangement even though there is no separate joint venture agreement. The
clause is entity CD’s articles of association is sufficient for meeting the definition of a joint arrangement, provided
entity CD’s articles of association are legally binding.

Q.74. (Study Material) ECL Limited has a wholly owned subsidiary, entity B, that holds a portfolio of buildings. ECL
Limited wishes to reduce its exposure to this market. It sells 50% of its investment in entity B to investment Bank.
ECL Limited and investment Bank enter into a contractual agreement, whereby decisions regarding entity B’s
relevant activities are made jointly. ECL Limited continue to act as asset manager of entity B for a specified fee, and
decisions are made in line with the entity B’s pre-approved budgets and business plan. Is entity B jointly controlled ?

Ans. :-

(i) Provision of Ind AS 111

Two or more parties are said to be in joint arrangement only when there is joint control. It requires that all the
decisions about the relevant activities are being taken uni-animously by the parties sharing control.

(ii) Conclusion

Entity B is jointly controlled, as ECL Limited and investment bank are required to agree unanimously on relevant
activities, and ECL Limited must manage the entity’s operations in line with these decisions.

Q.75. (Study Material) M Limited and N Limited set up a joint venture company, MN Limited by signing a joint operating
agreement. Both inestors delegate three directors each to eneity MN’s board of directors. Decision are made by
simple majority. In the event of a deadlock, the chairman (a director of N Limited) has the casting vote. Does N
Limited has control over MN Limited ?

Ans. :-

(i) Provision of Ind AS 111

Two or more parties are said to be in joint arrangement only when there is joint control. It requires that all the
decisions about the relevant activities are being taken uni-animously by the parties sharing control.

(ii) Conclusion

It is likely that N Limited has control over MN Limited, as decisions made on behalf of N Limited cannot be prevented
by M Limited.

Q.76. (Study Material) Three separate aerospeace companies form an alliance to jointly manufacture an aircraft. They
carry responsibility for different areas of expertise such as :

 Manufacturing engines

 Manufacturing fuselarge and wings, and

 Aerodynamics

They carry out different parts of the manufacturing process, each using its own resources and expertise in order to
manufacture, market and distribute the aircraft jointly. The three entities share the revenues from the sale of aircraft
and jointly expenses. The revenues and common costs are shared, as agreed in the consortium contract.
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Parties also incur their own separate costs such as labour costs, manufacturing costs, supplies, inventory of unused
parts and work in progress. Each party recognises its separately incurred costs in full. Would the arrangement be
classified as joint operation ?

Ans. :-

(i) Provision of Ind AS 111

A joint arrangement is classified as joint venture only if there is a separate legal structure, structure of arrangement
does not provide right to parties of joint arrangement right in assets and obligation for liabilities, terms of contract
does not provide share of parties in assets and liabilities of joint arrangement and joint arrangement does not act as
an output for parties under joint arrangement.

(ii) Conclusion

This arrangement is classified as a joint operation because :

 The arrangement is not structured through a separate vehicle,

 Each party has obligations for the costs it incurs separately, and

 The contractual agreement outlines that each party is entitled to a share of revenue and associated costs
from the sale of aircrafts based on the pre-determined agreement.

Q.77. (Study Material) Two parties structure a joint arrangement in an incorporated entity. Each party has a 50% ownership
interest in the incorporated entity. The incorporation enables the separation of the entity from its owners and as a
consequences the assets and liabilities held in the entity are the assets and liabilities of the incorporated entity.

(i) Identify the type of arrangement ?

(ii) If the parties modify the features of corporating through a contractual arrangement such that each has an
interest in assets and each is liable for liabilities what type of joint arrangement would that be ?

Ans. :-

(i) Provision of Ind AS 111

A joint arrangement is classified as joint venture only if there is a separate legal structure, structure of arrangement
does not provide right to parties of joint arrangement right in assets and obligation for liabilities, terms of contract
does not provide share of parties in assets and liabilities of joint arrangement and joint arrangement does not act as
an output for parties under joint arrangement.

(ii) Conclusion

(i) On assessment of the rights and obligations conferred upon the parties by the legal form of the separate
vehicle indicates that the parties have rights to the net asses of the arrangement. In this case it would be
classified as joint venture.

(ii) If the parties modify the features of the corporation through their contractual arrangement so that each has an
interest in the assets of the incorporated entity and each is liable for the liabilities of the incorporated entity in
a specified proportion. Such contractual modifications to the features of a corporation can cause an arrangement
to be a joint operation.

Q.78. (Study Material) Entities B and C form a partnership to own and operate a crude oil refinery. Each party has a 50%
interest in the net profits of the partnership. What considerations would the management have to consider in
classifying the arrangement as joint venture or joint arrangement ?

Ans. :-

(i) Provision of Ind AS 111

A joint arrangement is classified as joint venture only if there is a separate legal structure, structure of arrangement
does not provide right to parties of joint arrangement right in assets and obligation for liabilities, terms of contract
does not provide share of parties in assets and liabilities of joint arrangement and joint arrangement does not act as
an output for parties under joint arrangement.

(ii) Conclusion

 The joint arrangement is structured through a vehicle, and the venture parties each have a 50% interest in the
net profits of the partnership, so this appears to be a joint venture.

 However, management needs to evaluate whether the partnership creates separation, that is simly are the
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assets and liabilities those of the separate vehicle or do the parties have direct rights to the assets and have
direct obligations for the liabilities held by the entity.

 Should the parties to the partnership have a direct interest in the assets and liabilities, this would indicate a
joint operation.

 Management should therefore, evaluate the terms of the partnership agreement to assess the rights and
obligations of each party.

Q.79. (Study Material) Two parties, W and V form a limited company to build and use a pipeline to transport gas. Each
party has a 50% interest in the company. Under their contractual terms, entitles W and F must each use 50% of the
pipeline capacity, unused capacity is charged at the same price as used capacity. Entities W and F can sell their
share of the capacity to a third party without consent from the both investors. The price entities W and F pay for the
gas transport is determined in a way that ensures all costs incurred by the company can be recovered. The joint
arrangement is structured through a separate vehile. Each party has a 50% interest in the company. However, the
contractual terms require a specific level of usage by each party and, because of the pricing structure, and the
entities have an obligation for the company’s liabilities. What type of joint arrangement the company might be ?

Ans. :-

(i) Provision of Ind AS 111

A joint arrangement is classified as joint venture only if there is a separate legal structure, structure of arrangement
does not provide right to parties of joint arrangement right in assets and obligation for liabilities, terms of contract
does not provide share of parties in assets and liabilities of joint arrangement and joint arrangement does not act as
an output for parties under joint arrangement.

(ii) Conclusion
This entity might be a joint operation despite its legal form.

Q.80. (Study Material) Two parties structure a joint arrangement in an incorproated entity D Ltd. 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 D Ltd. through
whcih the activities are conducted initially indicates that the assets and liabilities held in  D Ltd. are the assets and
liabilities of  D Ltd. The contractual arrangement between the parties does not specify that the parties have rights to
the assets or obligations for the liabilities of D Ltd.

(i) What type of joint arrangement would D Ltd. be ?
(ii) Would your classification change if the parties instead of using the share of output themselves sold to third

parties ?
(iii) If the parties changed the terms of contractual arrangement such that D Ltd. would be able to sell the

output to third parties, would your answer be the same as in part (i) above ?

Ans. :-

(i) Provision of Ind AS 111

A joint arrangement is classified as joint venture only if there is a separate legal structure, structure of arrangement
does not provide right to parties of joint arrangement right in assets and obligation for liabilities, terms of contract
does not provide share of parties in assets and liabilities of joint arrangement and joint arrangement does not act as
an output for parties under joint arrangement.

(ii) Conclusion

(i) Legal form and contractual arrangement

 The legal form of D Ltd. and the terms of the contractual arrangement indicate that the arrangement is
s joint venture. However, the parties also consider the following aspects of the arrangement.

 The parties agreed to purchase all the output produced by D Ltd. in a ratio of 50:50. D Ltd. cannot
sell any of the output to third parties, unless this is approved by the two parties to the arrangement.
Becasue 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 D Ltd.. On the basis of this operating
model, the arrangement is intended to operate at a break-even level.
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 From the fact pattern above, the following facts and circumstances are relevant

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

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

 These facts and circumstances indicate that the arrangement is a joint operation.

(ii) 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 subsequent manufacturing process, the
parties sold their share of the output to third parties.

(iii) 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 D Ltd. 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.

Q.81. (Study Material) P and Q form a joint arrangement PQ using a separate vehicle. P and Q each own 50% of the
Capital in PQ. However, the contractual terms of the joint arrangement state that P has the rights to all of Machinery
and the obligation to pay Bank Loan in Q. P and Q have rights to all other assets in PQ, and obligations for all other
liabilities in PQ in proportion to their capital share (i.e., 50%).

PQ’s balance sheet is as follows  (in `) :

Balance Sheet

Liabilites `̀̀̀̀ Assets `̀̀̀̀
Capital 1,50,000 Machinery 2,50,000
Bank Loan 75,000 Cash 50,000
Other Loan 75,000

3,00,000 3,00,000

What would you record in P’s financial statements to account for its rights and obligations in PQ ?
Ans. :-

Particulars `̀̀̀̀
(a) Machinery 2,50,000
(b) Cash 25,000
(c) Capital 75,000
(d) Bank Loan 75,000
(e) Other Loan 32,500
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Q.82. (Study Material) X Ltd. owns 20% of the voting rights in Y Ltd. and is entitled to appoint one director to the board
which consist of five members. The remaining 80% of the voting rights are held by two entities, each of which is
entitled to appoint two directors.

A quorum of four directors and a majority of those present are required to make decisions. The other shareholders
frequently call board meeting at the short notice and make decisions in the absence of X Ltd.’s representative. X
Ltd. has requested financial information from Y Ltd. but this information has not been provided. X Ltd’s representative
has attended board meetings, but suggestions for items to be included on the agenda have been ignored and the
other directors opoose any suggestions made by X Ltd. is Y Ltd. an associate of X Ltd.?

Ans. :-

(i) Provision of Ind AS 28

If an entity holds, directly or indirectly (e.g. through subsidiaries), 20% or more of the voting power of the investee,
it is presumed that the entity has significant influence, unless it can be clearly demonstrated that this is not the case.

(ii) Conclusion

 Despite the fact that the X Ltd. owns 20% of the voting rights and has representations on the board, the
existence of other shareholder holding a significant proportion of the voting rights prevent X Ltd. from exercising
significant influence.

 Whilst it appears the X Ltd. should have the power to participate in the financial and operating policy decision,
the other shareholders prevent X Ltd.’s efforts and stop X Ltd. from actually having any influence.

 Accordingly in the given situation, Y Ltd. would not be an associate of X Ltd.

Q.83. (Study Material) Kuku Ltd. holds 12 % of the voting shares in Boho Ltd.’s board comprise of eight members and
two of those members are appointed by Kuku Ltd. Eachboard member has one vote at meeting. Is Boho Ltd. an
associate of Kuku Ltd. ?

Ans. :-

(i) Provision of Ind AS 28

In cases where the entity holds, directly or indirectly (e.g. through subsidiaries), less than 20% of the voting power
of the investee, it is presumed that the entity does not have significant influence, unless such inluence can be
clearly demonstrated. In following situation significant influence can be demonstrated.

 Representation on the board of directors or equivalent governing body of the investee

 Participation in policy-making processes, including participation in decisions about dividends or other distributions

 Material transactions between the entity and its investee

 Interchange of managerial personnel, or

 Provision of essential technical information.

(ii) Conclusion

Boho Ltd. is an associate of Kuku Ltd. as significant influence is demonstrated by the presence of directors on the
board and the relative voting rights at meetings.

It is presumed that entity has significant influence where it holds 20% or more of the voting power of the investee,
but it is necessary to have 20% representation on the board to demonstrate significant influence, as this will depend
on all the facts and circumstances. One board member may represent significant influence even if that board
member has less than 20% of the voting power. But for significant influence to exist it would be necessary to show
based on specific facts and circumstances that this is the case, as significant influence would not be presumed.

Q.84. (Study Material) Q Ltd. manufactures shoes for a leading retailer P Ltd. P Ltd. provides all designs for the shoes
and participates in scheduling, timing and quantity of the production. The majority  (i.e. 90%) of Q Ltd.’s sales
are made to the retailer, P Ltd. P Ltd. has 10% shareholding in the Q Ltd.. It acquired this interest many years ago
at the start of their relationship. does significant influence exist ?

Unit - 4 Ind AS 28 - Associates & Joint Ventures
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Ans. :-

(i) Provision of Ind AS 28

In cases where the entity holds, directly or indirectly (e.g. through subsidiaries), less than 20% of the voting power
of the investee, it is presumed that the entity does not have significant influence, unless such inluence can be
clearly demonstrated. In following situation significant influence can be demonstrated.

 Representation on the board of directors or equivalent governing body of the investee

 Participation in policy-making processes, including participation in decisions about dividends or other distri-
butions

 Material transactions between the entity and its investee

 Interchange of managerial personnel, or

 Provision of essential technical information.

(ii) Conclusion

Q Ltd. is highly dependent on the retailer for the continued existence of the business. Despite having only a 10%
interest in Q Ltd., P Ltd. has significant influence.

Q.85. (Study Material) X Ltd. owns 15% of the voting rights of Y Ltd., and the remainder are widely dispersed among the
public. X Ltd. also is the only supplier of crucial raw materials to Y Ltd., further it provides certain expertise guidance
regarding the maintenance of Y Ltd.’s factory. Discuss the relationship between X Ltd. and Y Ltd.

Ans. :-

(i) Provision of Ind AS 28

In cases where the entity holds, directly or indirectly (e.g. through subsidiaries), less than 20% of the voting power
of the investee, it is presumed that the entity does not have significant influence, unless such inluence can be
clearly demonstrated. In following situation significant influence can be demonstrated.

 Representation on the board of directors or equivalent governing body of the investee

 Participation in policy-making processes, including participation in decisions about dividends or other distri-
butions

 Material transactions between the entity and its investee

 Interchange of managerial personnel, or

 Provision of essential technical information.

(ii) Conclusion

Y Ltd. is effectively functioning because of the participation of X Ltd. in the Y Ltd.’s factory despite having 15%
interest in Y Ltd., X Ltd. has significant influence.

Q.86. (Study Material) Entity X and entity Y, operate in the same industry, but in different geographical regions. Entity X
acquire a 10% shareholding in entity Y as a part of a stategic agreement. A new production process is key to serve
a fundamental change in the strategic direction of entity Y. The terms of agreement provides 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 as well as to entity X’s. Analyse.

Ans. :-

(i) Provision of Ind AS 28

In cases where the entity holds, directly or indirectly (e.g. through subsidiaries), less than 20% of the voting power
of the investee, it is presumed that the entity does not have significant influence, unless such inluence can be
clearly demonstrated. In following situation significant influence can be demonstrated.

 Representation on the board of directors or equivalent governing body of the investee

 Participation in policy-making processes, including participation in decisions about dividends or other distributions

 Material transactions between the entity and its investee

 Interchange of managerial personnel, or

 Provision of essential technical information.
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(ii) Conclusion

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 take into the account what are the key financial and operating policies of entity Y and the influence this
gives entity X over those policies.

Q.87. (Study Material) Soul Ltd. has 18% interest in God Ltd. Soul Ltd. manufacture mobile telephone handsets using
technology developed by God Ltd. licenses the technology to Soul Ltd. and updates the licence agreement for new
technology on a regular basis. The handsets are sold by Soul Ltd. and represent substantially Soul Ltd.’s entire
sale. Analyse.

Ans. :-

(i) Provision of Ind AS 28

In cases where the entity holds, directly or indirectly (e.g. through subsidiaries), less than 20% of the voting power
of the investee, it is presumed that the entity does not have significant influence, unless such inluence can be
clearly demonstrated. In following situation significant influence can be demonstrated.

 Representation on the board of directors or equivalent governing body of the investee

 Participation in policy-making processes, including participation in decisions about dividends or other distributions

 Material transactions between the entity and its investee

 Interchange of managerial personnel, or

 Provision of essential technical information.

(ii) Conclusion

Soul Ltd. is dependent on the technology that God Ltd. supplies since a high proportion of Sourl Ltd.’s sales are
based on that technology. Therefore, Soul Ltd. is likely to be an associate of God Ltd. because of the provision of
essential technical informational.

Q.88. (Study Material) B Ltd. owns a 40% share of S Ltd. and accounts for this investment through the equity method. In
2016, B Ltd. sells inventory to S Ltd. at a price of ̀  50,000. This figure includes a gross profit of 30%. By the end of
2016, S Ltd. sold ̀  40,000 of these goods to outside parties while retaining ̀ 10,000 in inventory for sale during the
subsequent year. Evaluate this transaction.

Ans. :- Unrealised Profit - `1200; Decreased from equity and inventory.

Q.89. (Study Material) B Ltd. acquired a 30% interest in D Ltd. and achieved significant influence. The cost of the
investment was ` 2,50,000. The associate has net assets of ` 5,00,000 at the date of acquisition. The fair value of
those net assets is ` 6,00,000 as a fair value of PPE is ` 1,00,000 higher than its book value. This PPE has a
remaining useful life of 10 years.

After acquisition D Ltd. recognise profit after tax of ̀  1,00,000 and paid a dividend out of these profits of ̀  9,000. D
Ltd. has also recognised exchange losses of ̀  20,000 directly in OCI. Calculate value of investment to be recognised
in B Ltd. consolidated financial statement.

Ans. :- Value of investment - 2,68,300 including goodwill - 70,000.


