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Illustration 3: Determination of gain on bargain purchase
X Ltd. Acquires 80% of Y Ltd. By paying cash consideration of % 400 lakh. The fair value of non-
controlling interest on the date of acquisition is ¥ 100 lakh. The value of subsidiary’s identifiable

net assets as per Ind AS 103 is % 520 lakh. Determine the value of gain on bargain purchase and
pass the journal entry.
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Illustration 2: Determination of goodwill

of goodwill and pass the journal entry.

130

Ram Ltd. Acquires 60% of Raja Ltd. By paying cash consideration of % 750 lakh (including control
premium). The fair value of non-controlling interest on the date of acquisition is ¥ 480 lakh. The
value of subsidiary's identifiable net assets as per Ind AS 103 is 2 1,000 lakh. Determine the value
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Contingent consideration: Company A agrees to pay additional consideration of X 7,00,000 if
the cumulative profits of Company B exceed X 70,00,000 over the next two years. At the
acquisition date, it is not considered probable that the extra consideration will be paid. The
fair value of the contingent consideration is determined to be X 3,00,000 at the acquisition
date.
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Question 1: (Nov' 20) gg

Company A and Company B are in power business. Company A holds 25% of equity shares of Company
B. On 1st November, Company A obtains control of Company B when it acquires a further 65% of
Company B's shares, thereby resulting in a total holding of 90%. The acquisition had the following

features:
o Considefation: Company A fransfers cash of X 59,00,000 and issues 1,00,000 shares on 1st
November. The market price of Company A's shares on the date of issue is X 10 per share. ?’&‘\'6)/
=30/,
Contingent consideration: Company A agrees to pay additional consideration of X 7,00,000 if /
the cumulative profits of Company B exceed X 70,00,000 over the next two years. At the ypef
acquisition date, it is not considered probable that the extra consideration will be paid. The 7
fair value of the contingent consideration is determined to be X 3,00,000 at the acquisition m/'
date.
Transaction costs: Company A pays acquisition-related costs of % 1,00,000.
Non-controlling interests (NCI): The fair value of the NCI is determined to be X 7,50,000
at the acquisition date based on market prices. Company A elects to measure non- controlling
interest at fair value for this transaction.
Previously held non-controlling equity interest: Company A has owned 25% of the shares in
Company B for several years. At 1st November, the investment is included in Company A's
consolidated balance sheets at X 6,00,000, accounted for using the equity method; the fair
value is £ 20,00,000.
The fair value of Company B's net identifiable assets at 1st November is X 60,00,000, determined
in accordance with Ind AS 103.
Determine the accounting under acquisition method for the business combination by Company A.
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Tllustration 11:(Similar Q asked in May'19) 1°4°4 Y. 1 ﬁ‘r\f '

On 1st April, 20X1, PQR Ltd. acquired 30% of the voting ordinary shares of XYZ Ltd. for X
8,000crore. PQR Ltd. accounts its investment in XYZ Ltd. using equity method as prescribed under
Ind AS 28. At 31st March, 20X2, PQR Ltd. recognised its share of the net asset changes of XYZ
Ltd. using equity accounting as follows:

(X in crore)
Share of profit or loss 700
Share of exchange difference in OCT  foclttpy b fIL . 100
Share of revaluation reserve of PPE in OCI Noy' (d ((Lfﬁ) 50

The carrying amount of the investment in the associate on 31st March, 20X2 was therefore %
8,850crore (8,000 + 700 + 100 + 50).

On 1st April, 20X2, PQR Ltd. acquired the remaining 70% of XYZ Ltd. for cash X 25,000 crore. The
following additional information is relevant at that date:

(X in crore)
Fair value of the 30% interest already owned 9,000
Fair value of XYZ's identifiable net assets 30,000

How should such business combination be accounted for?
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THE ALGUSITION METHOD
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4) Dynamic Ltd had certain equity settled share-based payment award (original award) which
got replaced by the new awards issued by Professional Ltd. As per the original term the
vesting period was 4 years and as of the acquisition date the employees of Dynamic Ltd
have already served 2 years of service. As per the replaced awards the vesting period
has been reduced to one year (one year from the acquisition date). The fair value of the
award on the acquisition date was as follows: n

- Original award- X X 5 lakh foat of 0.0 = Goovo ¥ ’\Lns/,,“}qﬂ\
- Replacement award-X X 8 lakh. = 250000~

Tllustration 28 Non {Lepletemenk
P a real estate company acquires Q another construction company which has an existing equity
settled share-based payment scheme. The awards vest after 5 years of employee service. At the
acquisition date, Company Q's employees have rendered 2 years of service. None of the awards are
vested at the acquisition date. P did not replace the existing share-based payment scheme but
reduced the remaining vesting period from 3 years to 2 years. Company P determines that the
market- based measure of the award at the acquisition date is ¥ 500 (based on measurement
principles and conditions at the acquisition date as per Ind AS 102). (;00 ' 23&_, 200 ,Uf,
Solution &M W”
The market-based measure or the fair value of the award on the acquisition date of 500 is
allocated NCT and post combination employee compensation expense. The portion allocable to pre-
combination period is 500 x 2/5 = 200 which will be included in pre-combination period and is
allocated to NCT on the acquisition date. The amount is computed based on original vesting period.
The remaining expense which is 500-200= 300 is accounted over the remaining vesting period of 2years

as compensation expenses. Pﬂe_ Com b'lV\ N




Pratinose Price  Allotation — Mapdunement Prunciple

[+ Lombinpent” L.!'o\b'\\l'\’\!
Ind AS 3%, Provisions, Contingent Liabilities and Contingent Assets, defines a contingent liability
as:

a) apossible obligation that arises from past events and whose existence will be confirmed
only by the occurrence or non- occurrence of one or more uncertain future events not
wholly within the control of the entity; or

b) a present obligation that arises from past events but is not recognized because:

i. it is not probable that an outflow of resources embodying economic benefits will
be required to settle the obligation; or
ii.  the amount of the obligation cannot be measured with sufficient reliability.
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Example: 3

A suit for damages worth X 10 million was filed on Company B for alleged breach of certain
contract provisions. Company B had disclosed the same as a contingent liability in its
financial statements, as it considered that it is a present obligation for which it was not
probable that the amount would be payable. Company A acquire Company B and determines
the fair value of the contingent liability to be X 2 million.

Company A would recognize X 2 million in its financial statements as part of acquisition
accounting, even if it is not probable that payment will be required to settle the obligation.
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Tllustration 2099

ABC Ltd. acquires PQR Ltd. for a consideration of X 1 crore. Four years ago, ABC Ltd. had granted
a ften- year license allowing PQR Ltd. to operate in Europe. The cost of the license was X 2,50,000.
The contract allows either party to terminate the franchise at a cost of the unexpired initial fee
plus 20%. At the date of acquisition, the settlement amount is X 1,80,000 [(X 2,50,000 x 6/10) +
20%].

ABC Ltd. has acquired PQR Ltd., because it sees high potential in the European market and wishes
to exploit it. ABC Ltd. calculates that under current economic conditions and at current prices it
could grant a six-year franchise for a price of X 4,50,000.

How is the license accounted for as part of the business combination?
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