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% of B Ltd. shares on April 01 20Xl th • NB Pg No ,a, u1re f ' '. e Price paid • • J. td· acQ of balance sheet o B Ltd. as of 1 April 20X1: was ~ 15,00,000. Following are 
~l tracts • 
tf!ee~ £QuitY share Capital ~ 10,00,000 

·d UP f'01 . ·es prernium ~ 1,00,000 
uritl sec & surplus ~ s,00,000 

~eserve eported net profits of~ 3,00,000 and paid d" 'd d 
a ltd, h0s

2
roX2 calculate the amount at which the •inv ivti en s_ of' 1,00,000 for the year ended 

II ch . es ment m B Ltd h Id 
31 ~ar_ d balance sheet of A Ltd. as on March 31 20x2 • s ou be shown in the 

c0ns 0
1idate , • 

Solution . . 
iculation of Goodw1II/Cap1tal Reserve under Equity Method 

ca Particulars 

' ' 
tm

ent in B Ltd. (A) 
1nves 

15,00,000 

Equity shares 10,00,000 

security Premium 1,00,000 

Reserves & Surplus 5,00,000 

Net Assets 16,00,000 

45% of Net Asset (B) 7,20,000 

GoOcfwill (A-B) 7,80,000 
. . 

calculat1on of Carrying Amount of Investment m the year ended on 31st March, 20X2 

1~ Particulars " 
Investment in Associate as per AS 23: 

Share of Net Assets on 1 April 20X1 7,20,000 

Add: Goodwill 7,80,000 

Cost of Investment 15,00,000 

Add: Profit during the year (3,00,000 x 45%) 1,35,000 

Less: Dividend paid (1,00,000 x 45%) 
(45,000) 

Ca • 
--rrying Amount of Investment 

15,90,000 

~<luestion 2 (RTP Jan'25) • NB Pg. No. 
Ltd. invested R • d I • d toa . s.1,00,000 to acquire 10% stake (Investment I) m B Ltd. an ater mveste Rs.3,00,000 

cqu,re add' • d h • • dote 1t1onal 20% (Investment II). The net asset value of the B It • at t e respective investment 
ltd.~:as Rs.7,S0,000 and Rs.12,50,000 respectively. Determine whether B Ltd. is an associate of A 

w..... 'calculate goodwill arising on the acquisition of the associate. 
-wiuuon: 
~ Per Paro 3 f • • • h • ·t· • fl Gnd wh· . o AS 23 an associate is an enterprise m which the investor as s1gn1 1cant m uence 

1ch I . • ·t· t • f I b ~ b s neither a subsidiary nor a joint venture of the investor. S1gm 1can m uence may e 
Y share ownership, statute or agreement. As regards share ownership, if an investor holds, 
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directly or indirectly through subsidiary(ies), 20% or more of the voting power of the inv 
~resumed that the investor has significant influence, unless it can be clearly demonstrate~st~e, 
is not .the case. In this case, A Ltd. has invested 30 % in B Ltd. so B Ltd. is to be conside t Ot 
associate of A Ltd. red CJ 

The goodwill arising on the acquisition of the associate will be computed as follows: 

Rs. 
Investment 1 

(10 percent of Rs.7,50,000) 1,00,000 
Share of net assets (ZS,QQQ) 
Goodwill (A) 25,000 
Investment 11 3,00,000 
Share of net assets (20 percentofRs.12,50,000) (2,50,000) 
Goodwill (B) 50,000 
Total goodwill (A+ B) 75,000 

f Question 3 NB Pg. 
Br'.ght Ltd. acquired 30% of East India Ltd. shares for, 2,00,000 on 01-06-20Xl. By such an acquis' 
Bnght can exercise significant influence over East India Ltd. During the financial year ending on 
03~20X1 East India earned profits~ 80,000 and declared a dividend of, 50,000 on 12-08-20X1. 
India reported earnings of, 3,00,000 for the financial year ending on 31-03-20X2 (assume profi 
accrue evenly) and declared dividends of, 60,000 on 12-06-20X2. 

Calculate the carrying amount of investment in: 

(i) Separate financial statements of Bright Ltd. as on 31-03-20X2; 

(ii) Consolidated financial statements of Bright Ltd.; as on 31-03-20X2; 

(iii) What will be the carrying amount as on 30-06-20X2 in consolidated financial statements? 

Solution: 

(i) Carrying amount of investment in Separate Financial Statement of Bright Ltd. as on 31.03,2 

Amount paid for investment in Associate (on 1.06.20X1) 

Less: Pre-acquisition dividend c, 50,000 x 30%) 

Carrying amount as on 31.3.20X2 as per AS 13 ! H 

(ii) Carrying amount of investment in Consolidated Financial Statements of Bright Ltd. as 
31.3.20X2 as per AS 23 

Carrying amount as per separate financial statements 

Add: Proportionate share of 10-month profit of investee as per equity method (30% 
Of' 3,00,000 X 10/12) 

Carrying amount as on 31.3.20X2 

! I I, 

• I I I 
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carrYing amount of inveSt ment in Consolidated Financial Statement of Bright Ltd. as on 
On> 6 2ox2 as per AS 23 

30. • 

~·ng amount as on 31.3.20X2 
canY1 

. Dividend received c,60,000 x 30%) Less. 
carrying amount as on 30.6.20X2 

..----

2,60,000 

(J8,000l 

2,42,000 

I@ auestion 4 NB Pg. No. 
\ ., Aud. acquired 25% of shares in B Ltd. as on 31.3.20X1 for~ 3 lakhs. The Balance Sheet of B Ltd. as 
, on 31.3.20X1 is given below: 

- ~ 

share Capital 5,00,000 

Reserves and Surplus 5,00,000 

]0,00,000 
~Fixed Assets 5,00,000 

Investments 2,00,000 

11. Current Assets 3,00,000 

]Q,00,000 

During the year ended 31.3.20X2 the following are the additional information available: 

(i) A Ltd. received dividend from B Ltd., for the year ended 31.3.20X1 at 40% from the Reserves. 

(ii) B Ltd., made a profit after tax of~ 7 lakhs for the year ended 31.3.20X2. 

(iii) B Ltd., declared a dividend @ 50% for the year ended 31.3.20X2 on 30.4.20X2. 

A Ltd. is preparing Consolidated Financial Statements in accordance with AS 21 for its various 
subsidiaries. Calculate: 

(i) Goodwill if any on acquisition of B Ltd.'s shares. 

(ii) How A Ltd., will reflect the value of investment in B Ltd., in the Consolidated Financial Statements? 

(iii) How the dividend received from B Ltd. will be shown in the Consolidated Financial Statements? 

Solution: 

In terms of AS 23, B Ltd. will be considered as an associate company of A Ltd. as shares acquired 
represent to more than 20%. 

Ci) Calculation of Goodwill 

\ c, in lakhs) 

Amount paid towards acquisition of stake in B Ltd. 3.00 

less: Pre-acquisition dividend 

(' 5,00,000 >C 40% X 25%) 0...5.0 
Cost of Investment in B Ltd. 2.50 

Jess: Share in the value of Equity of B Ltd. as at the date of investment 

[25% of, 10 lakhs c, s lakhs + , 5 lakhs - ,2 lakhs)] (2.QQ} 

Goodwill .Q.5Q 
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{ii) 
A ltd. Consolidat d P f e ro at an LossAccoun d h ar ended 31st March, 20X2 (An extr 

t for t e ye act) 

'in lakhs 

Other income: 
~ 

Share of profits in B Ltd. (7x25%) -----1.75 

Pre-acqu· • • .. 
0.50 ---....::.. 

isit,on D1v1dend received from B Ltd. ---Transfer to investment A/c 
{Q,SQ) 

Nil 

-----... 
(111) A Ltd. 

Consolidated Balance Sheet as on 31 3 20X2 (An extract) .. 
,inlak~ -

Non-current investments 

lnveSt ment in B Ltd. (including goodwill) 
2.50 -
ill --

Share of profit for year 20X1 - 20X2 
4,2S -. 

Workang Notes: 

1. :re-acquisition dividend received from B Ltd. amounting to ' 0.50 lakhs will be reduced frorn 

investment value in the books of A Ltd. 

2. B Ltd. made a profit of' 7 lakhs for the year ended 31st March, 20X2. A Ltd.'s share in the profits 

of~ 7 lakhs is ~ 1.75 lakhs. Investment in B Ltd. will be increased by ' 1.75 lakhs and consolidated 

profit and loss account of A Ltd. will be credited with , 1.75 lakhs in the consolidated financial 

statement of A Ltd. 

3. Dividend declared on 30th April, 20X2 will not be recognized in the consolidated financial 

statement of A Ltd. 

2> Question 5 NB Pg. No. 
C) 

A Ltd. acquired 40% share in B Ltd. on April 01, 20X1 for, 10 lacs. On that date B Ltd. had 1,00,000 

equity shares of, 10 each fully paid and accumulated profits of, 2,00,000. During the year 20X1-

20X2, B Ltd. suffered a loss of, 10,00,000; during 20X2-20X3 loss of, 12,50,000 and during 20X3-

20X4 again a loss of, 5,00,000. 

Show the extract of consolidated balance sheet of A Ltd. on all the four dates recording the above 

events. 

Solution: 

Calculation of Goodwill/Capital Reserve under Equity Method 

Equity Shares 

Reserves & Surplus 

Net Assets 

40% share of Net Assets 

Less: Cost of Investment 

Goodwill 

Particulars 

Consolidated Balance Sheet (Extract) as on April 01, 20X1: ASSETS 

Investment in Associate as per AS 23 

Share of Net Assets on April 

Add: Goodwill 

CA Aakash Kandoi 

' 14,80,000 

5,20,000 

' 10,00,000 

2,00,000 

12,00,000 

4,80,000 

(10,00,000) 

s,20,000 

' 
10,00,000 
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. of carrying Amount of Investment as at 31 March 2ox2. Iat1on • eo1c:u 
Investment in Associate as per AS 23 

' ~t Assets on 1 April, 20X1 4,80,000 share o 
5,20,00 d. Goodwill Ad. 

10,00,000 f investment 
cost o 

for the year (10,00,000 x 40%) (4,00,000) Ss. LOSS 
Le • . Amount of Investment 6,00,000 carrY'"g ;:.---

'
'dated Balance Sheet (Extract) as on March 31, 20X2: ASSETS conso, 

~ent in Associate as per AS 23 

' ' J!!!..- of Net Assets on 1 April, 20X1 4,80,000 share 
Share of Loss as above (4,00,000) Less: 

80,000 

Add: Goodwill 5,20,000 6,00,000 -
calculation of Carrying Amount of Investment as at 31 March 20X3: 
- Investment in Associate as per AS 23 

' carrying Amount of Investment as on 31 March 20X2 6,00,000 
Less: Loss for the year (12,50,000 x 40%) (5,00,000) 

carrying Amount of Investment 1,00,000 

consolidated Balance Sheet (Extract) as on March 31, 20X3: ASSETS 

Investment in Associate as per AS 23 

' ' Share of Net Assets on 1 April, 20X1 4,80,000 
Less: Share of Loss as above (~ 4,00,000 + ~ 5,00,000) (4,20,000) 
Add: Goodwill 1,00,000 

Calculation of Carrying Amount of Investment as at 31 March 20X4: 

Investment in Associate as per AS 23 ., 
Carrying Amount of Investment 1,00,000 
Less: Loss for the year (5,00,000 x 40% = 2,00,000, restricted to Carrying amount 

of Investment in B Ltd.) -refer note below Carrying Amount of Investment 

Consolidated Balance Sheet (Extract) as on March 31, 20X4: ASSETS -
!!_Vestment in Associate as per AS 23 ' ~estment in B Ltd. -

C4Aakash Kandoi -----------:----------- -· CA Inter - Advanced Accounting •:\<l 
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~ Question 6 
Na p 

~ . 
Ltd • d o 9 • ~o 
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Hill Ltd. hos a shore capitol of 50 000 shores@, 100 per share. Sun • acquire 15 Yo shares• • Ltd. on 1.4.2024. It also acquired 'all the 5,000, 12% convertible d~bentures of~ 100 each of Hi:~ liill These debentures will be converted at par into equity shares of Hill Ltd. ofter 3 years. State VVh Ltd. as per AS 23, Hill Ltd. is an Associate of Sun Ltd. or not with reasons? e
th

E!r, Solution: 

As per para 3 of AS 23 'Accounting for Investments in Associates in Consolidated Financial Statem on associate is on enterprise in which the investor has significant influence 0nd which is neit~nts•, subsidiary nor a joint venture of the investor. 
er Cl Standard further explains in para 4 that as regards share ownership, if an investor holds, direct! indirectly through subsidiary (ies), 20% or more of the voting power of the investee, it is presu~:r that the investor hos significant influence, unless it can be clearly demo_n~trate_d that this is not th~ case. Conversely, if the investor holds directly or indirectly through subsidiary (ies), less than 200, 

' I 
I 

th • ' d t h • 'f· ,o of 
e voting power of the investee, it is presumed that the investor oes no ave signi icant influence unless such influence can be clearly demonstrated. 

' Further as per an explanation to para 4 of the standard, for the purpose of classification of associat the potential equity shores of the investee held by the investor will not be token into account f e, determining the voting power of the investor. In other words, the voting power should be determin:~ on the basis of the current outstanding securities with voting rights. As per the information given in the question, Sun Ltd. presently holds indirectly 22.7% shares (with and without voting rights) (Refer W.N.) in Hill Ltd. However, the current outstanding securities with voting rights in Hill Ltd. is only 15% and the remaining holding is on account of potential equity shares Since potential equity shares do not have voting rights they will not be token into consideratio~ while determining the significant influence of Sun Ltd. on Hill Ltd. Hence, Hill Ltd. Is not on associate of Sun Ltd. 

Working Note: 
Calculation of percentage of holding of shares after conversion 

' Current holding is 15% i.e. 7,500 shores of, 100 each 
7,50,000 Potential equity shares i.e. 5,000 shares of, 100 each 
5,00,000 

12,50,000 Total share capital of HHI Ltd. after conversion of debentures into equity shares will be = , 50,00,000 + , 5,00,000 = , 55,00,000 
Percentage of holding = , (12,50,000/55,00,000) x 100 = 22.7% approx. 

i ~ Question 7 I e 
NB Pg. No. \ Describe the cases when AS 23 does not allow the use of equity method of accounting? l I • I So utaon: 

I Equity method of accounting is to be followed by all the enterprises having significant influence on , their associates except in the following cases: 
a. Control is intended to be temporary because the investment is acquired and held exclusively with a view to its subsequent disposal in the near future. 

Or; 
b. It operates under severe long-term restrictions, which significantly impair its ability to transfer 

I CAAakash Kandoi CA Inter - Advanced Accounting J 



ds to the investor. 
f\Jl'l • t f. both the above coses, mves ment O investor in the share of the investee is treated as investment 11'1 ding to AS 13. 
0 ccor 

011
,stion 8 . . . 

NB Pg. No. f- . on investor required to discontinue the use of the equity method of accounting' 
w~~ 

• solution: . . n investor should dascontmue the use of the equity method from the date that: • It ceases to have significant influence in an associate but retains, either in whole or in part, its 
0, 

investment. 
The use of the equity method is no longer appropriate because the associate operates under b. severe long-term restrictions that significantly impair its ability to transfer funds to the investor. From the date of discontinuing the use of the equity method, investments in such associates should be accounted for in accordance with AS 13, 
Accounting for Investments. For this purpose, the carrying amount of the investment at that date should be regarded as cost thereafter. 
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