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a) Two entities are not related parties simply because they have a director or other member of

A

key management personnel in common or because member of key management personnel of one
entity has significant influence over the other entity.
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b) Two venturers are not related parties simply because they share joint control over a joint

c)
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venture.
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providers of finance, (i) trade unions, (ii) public utilities, and (iii)departments and agencies of a
government that does not control, jointly control or significantly influence the reporting
entity, are not related parties simply by virtue of their normal dealings with an entity (even
though they may affect the freedom of action of an entity or participate in its decision-
making process).

A customer, supplier, franchisor, distributor or general agent with whom an entity transacts
significant volume of business, simply by virtue of the resulting economic dependence



UNDERSTANDING RELATD PARTY TRANSACTIONS
A related party transaction is a transfer of resources, services or obligations between a reporting
entity and a related party, regardless of whether a price is charged.

Examples include:

a) purchases or sales of goods (finished or unfinished)

b) purchases or sales of property and other assets

c) rendering or receiving of services;

d) leases;

e) transfers of research and development;

f) transfers under licence agreements;

g) transfers under finance arrangements (including loans and equity contributions in cash or in
kind);

h) provision of guarantees or collateral;

i) commitments to do something if a particular event occurs or does not occur in the future,
including executory contracts (recognised and unrecognised);

j) seftlement of liabilities on behalf of the entity or by the entity on behalf of that related
party. and

k) management contracts including for deputation of employees.

Note: It is not necessary for any consideration to be passed for the related party transactions
Also, participation by a parent or subsidiary in a defined benefit plan that shares risks between
group entities is a fransaction between related parties.

DISCLOSURE
The disclosure requirements can be broadly classified into fwo categories.

a) Category 1 requires disclosures of relationships even though there are no related party
transactions between the disclosed related parties. Mordoting
b) Category 2 requires disclosures of relationships and transactions only when there are related

party transactions. 0'\‘”1 \\k 08 B jn
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EXEMPTION TO GOVERNMENT-RELATED ENTITIES
A reporting entity irom the disclosure requirements in relation to:
a) Related Party ftransactions
b) Outstanding balances and
c¢) Commitments with:
i. agovernment that has control, joint control or significant influence over the reporting
entity. and
ii.  another entity that is a related party because the same government has control, joint -
control or significant influence over both the reporting entity and the other entity.

However, in case the reporting entity opts to apply the exemption, it shall disclose:

a) the name of the government;
b) the nature of the government's relationship with the entity (whether the government has
control, joint control or significant influence over the entity):
c) to enable the users of the entity's financial statements to understand the effect of related
party fransactions on its financial statements, the following information in sufficient details:
i.  the nature and amount of each individually @ transaction;
ii. for other transactions that are not significant individually but are significant when
aggregated, either a qualitative or quantitative indication of their extent.
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Illustration 4: Partial exemption for government related en‘riﬁesg
Government G directly controls Entity 1 and Entity 2. It directly controls Entity A and Entity B

through Entity 1, and Entity C and Entity D through Entity 2. Person X is a member of the Key
Management Personnel in Entity 1.

Examine the entity fo whom the exemption for disclosure to be given and for transaction with whom.
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Question 6(RTP Nov'19) @
Uttar Pradesh State Government holds 60% shares in PQR Limited and 55% shares in ABC Limited.
PQR Limited has two subsidiaries namely P Limited and Q Limited. ABC Limited has two subsidiaries
namely A Limited and B Limited. Mr. KM is one of the Key management personnel in PQR Limited.
a) Determine the entity fo whom exemption from disclosure of related party transactions is to
be given. Also examine the transactions and with whom such exemption applies.
b) What are the disclosure requirements for the entity which has availed the exemption?
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Example:15 \r-\r-f/m()'/

R Limited has an associate B Limited. B Limited has a subsidiary S Limited, a joint venture J
Limited and an associate A Limited. R Limited is the reporting entity. It identifies B Limited and S
Limited as its related parties. J Limited and A Limited are not related parties of R Limited
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Tllustration 2: Key management personnel
Mr. X has a 100% investment in A Limited. He is also a member of the key management personnel
(KMP) of C Limited. B Limited has a 100% investment in C Limited.
Required:
a) Examine related party relationships from the perspective of C Limited for A Limited.VlA,
Examine related party relationships from the perspective of C Limited for A Limited if Mr.
X is a KMP of B Limited and not C Limited.
c) Will the outcome in (a) & (b) would be different if Mr. X has joint control over A Limited?
d) Will the outcome in (a) & (b) would be different if Mr. X has significant influence over A

Limited?
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Question 3(MTP Oct'20 & RTP Nov18) @
ABC Ltd. is a long-standing customer of XYZ Ltd. Mrs. P whose husband is a director in XYZ Ltd.
purchased a controlling interest in entity ABC Ltd. on 1st June, 20X1. Sales of products from XYZ
Ltd. fo ABC Ltd. in the two-month period from 1st April 20X1 to 31st May 20X1 totalled X8,00,000.
Following the share purchase by Mrs. P, XYZ Ltd. began to supply the products at a discount of 20%
to their normal selling price and allowed ABC Ltd. three months’ credit (previously ABC Ltd. was only

(27 7R l® 7]
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allowed one month's credit, XYZ Ltd.'s hormal credit policy). Sales of products from XYZ Ltd. to

ABC. Ltd. in the ten- month period from 1st June 20X1 o 31st March 20X2 fotalled 260,00,000.
On 31st

March 20X2, the trade receivables of XYZ Ltd. included X18,00,000 in respect of amounts owing
by ABC Ltd.

Analyse and show (where possible by quantifying amounts) how the above event would be reported
in the financial statements of XYZ Ltd. for the year ended 31st March 20X2 as per Ind AS. You
are required to mention the disclosure requirements as well.
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Question 52

Mr. X, is the financial controller of ABC Ltd., a listed entity which prepares consolidated financial
statements in mﬁ‘wﬁeﬂ\d AS. Mr. X has recently produced the final draft of the financial
statements of ABC Ltd. forthe year ended 31st March, 20X2 to the managing director Mr. Y for

approval. Mr. Y, who is not an accountant, had raised following query from Mr. X|after going through
the draft financial statements:

One of TheTo the financial statements gives details of purchases made by ABC Ltd. from PQR
Ltd. during the period 20X1-20X2. Mr. Y owns 100% of the shares in PQR Ltd. However, he feels
that there is no requirement for any disclosure to be made in ABC Ltd.'s financial statements since

the transaction is carried out on normal commercial terms and is totally insignificant to ABC Ltd.,
as it represents less than 1% of ABC Ltd.'s purchases.

Provide answers to the query raised by the Managing Director Mr. Y as per Ind AS.
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