ACCOUNTING FOR INVESTMENTS
IN ASSOCIATES

:on 1 (RT d. shares on April NB Pg. N
_gtion ' o of B L. S pril 01, 20X1, the pric ' g. No.
10:: OCq””sfltlJclance sheet of B Ltd. as of 1 April 20x: Price paid was 2 15,00,000. Following are
o cts -
oC :
gw e cquity Share Capital X10,00,000
1o i _ premiurm ¥1,00,000
iti€
s o & surplus $.2,00 00

erV its of ¥ 3 s afe g
s f reported net profits o /00,000 and paid dividends of ¥ 1,00,000 for the year ended

d. hd calculate the amount at which the i ment i
plt 0X2. Investment in B Ltd. i
ch 2 palance sheet of A Ltd. as on March 31, 20x2. should besstonmBae

olidated
so;utioﬂ

jation of Goodwill/Capital Reserve under Equity Method
colcy

,, Particulars _ " o
|nv:5tf"‘5”t R () 15,00,000
gquity Shares 10,00,000
ecurity Premivm 1,00,000

| feserves & Surplus

Net Assets
l 15% of Net Asset (B)

goodwill (A-B)

5,00,000

16,00,000

7,20,000

7,80,000

|

caleulation of Carrying Amount of Investment in the year ended on 31st March, 20X2

‘Qn :

AOL::;;:.VESted Rs.1,00,000 to acquire 10% stake (Investment ) in B Ltd. and late
L “:;eoddltlonol 20% (Investment I1). The net j
S RS.7,50,000 and Rs.12,50,000 respectively. Determin€ Wi

%0 calevlate goodwill arising on the acquisition of the associate.

Per o
N Wh?:m- s of_ AS 23 an associate is an enterprise In
Jo IS neither a subsidiary nor a joint venture ©

¥ share ownership, statute or agreement. A regards s

E : Particulars z
mvestment 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)
E'ﬂi"i’\_mount of Investment 15,90,000
?Westion 2 (RTP Jan'25) NB Pg. No.

rinvested Rs.3,00,000

asset value of the B Itd. at the respective investment
hether B Ltd. is an associate of A

which the investor has significant influence
§ the investor. Significant influence may be
hare ownership, if an investor holds,
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dir > ; R
3 eesctly or indirectly through subsidiary(ies), 20% or more of the voting power of the inves
Presumed that the investor has significant influence, unless it can be clearly demonstr,
is not the case, |n

Qa
. 4 X Qted th '.i
this case, A Ltd. has invested 30 % in B Ltd. so B Ltd. is to be cop t

Qassociate of A Ltd, Sideregq as
The goodwill arising on the acquisition of the associate will be computed as follows:
Rs.
Investment | (10 percent of Rs.7,50,000) 1,00,000
Share of net assets {75.000)
Goodwill (4) 25,000
Investment || 3,00,000
Share of net assets (20 percent ofRs.12,50,000) (2,50,000)
Goodwill (B) 50,000
Total goodwill (A + B) 75,000
? Question 3 NB p 4
g

Bright Ltd. acquired 30% of East India Ltd. shares for 2 2,00,000 on 01-06-20X1. By such an acquisit
Bright can exercise significant influence over East India Ltd. During the financial year ending ¢
03—.20)(1 East India earned profits 2 80,000 and declared a dividend of Z 50,000 on 12-08-20x1 ;;
India reported earnings of ¥ 3,00,000 for the financial year ending on 31-03-20x%?2 (assume proﬁ .
accrue evenly) and declared dividends of 2 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;
(i) Consolidated financial statements of Bright Ltd.; as on 31-03-20X2:

(i) 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 31.03.20)

4
Amount paid for investment in Associate (on 1.06.20X1) 2,00,00
Less: Pre-acquisition dividend (Z 50,000 x 30%) (15,00¢
Carrying amount as on 31.3.20X2 as per AS 13 1,85,00

(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 1,85.0
Add: Proportionate share of 10-month profit of investee as per equity method (30% L
of ¥ 3,00,000 x 10/12) |

Carrying amount as on 31.3.20X2 2,60,00
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' on 31.3.20X11s given below:

Carrying amount as on 31.3.20X2 2,60,000
Teet: pividend received (360,000 x 30%) (18,000)
carrying amount as on 30.6.20X2 2,42,000
| ,Question L NB Pg. No.

“aLtd. acquired 25% of shares in B Ltd. as on 31.3.20X1 for 2 3 lakhs. The Balance Sheet of B Ltd. as

E4

Share Capital -
Reserves and Surplus e

10,00,000
Fixed Assets e
Investments e
Il Current Assets

10,00,000

puring the year ended 31.3.20X2 the following are the additional information available:
() ALtd. received dividend from B Ltd., for the year ended 31.3.20X1 at 40% from the Reserves.

(i) BLtd., 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:

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

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

(i) Calculation of Goodwill

\ (T in lakhs)

Amount paid towards acquisition of stake in B Ltd. 3.00
Less: Pre-acquisition dividend

(.5,00,000 x 40% x 25%) 0.50
| Cost of Investment in B Ltd. 2.50
Less: Share in the value of Equity of B Ltd. as at the date of investment

[25% of 2 10 lakhs (2 5 lakhs + 2 5 lakhs - €2 lakhs)] (2.00)
|Goodwill 0.50
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- \
Share of its i 1
profits in B e TS 3
TR Ltd. (7x25%) 050
Quisition Dividend received fromBLtd.  _ _———— (e =000 |
Transfer to investment A/c e *-—&
(iii) A Ltd.
Consolidated Balance Sheet as on 31.3.20X2 (An extract)
Tin lukhs
Non-current investments
Invest i i i i i
ment in B Ltd. (including goodwill) 175
Share of profit for year 20X1 - 20X2 -2

Working Notes:

1. Pre-acquisition dividend received from B Ltd. amounting to X 0.50 lakhs will be reduced from

investment value in the books of A Ltd.

2. B Ltd. made a profit of Z 7 lakhs for the year ended 31st Marc
of 2 7 lakhs is Z 1.75 lakhs. Investment in B Ltd. will be increase
profit and loss account of A Ltd. will be credited with 2
statement of A Ltd.

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

statement of A Ltd.

? Question 5

h, 20X2. A Ltd.'s share in the profits
d by % 1.75 lakhs and consolidated
1.75 lakhs in the consolidated financiq]

e consolidated financiqg| |

NB Pg. No.

A Ltd. acquired 40% share in B Ltd. on April 01, 20X1 for 2 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 Z 10,00,000; during 20X2-20X3 loss of % 12,50,000 and during 20X3-

20X4 again a loss of 2 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

Particulars z
Equity Shares 10,00,000 |
Reserves & Surplus 2.00,000 ]
Net Assets 12,00,000
40% share of Net Assets 4,80,000
Less: Cost of Investment (10,00,000) i
Goodwill 5,20,000
Consolidated Balance Sheet (Extract) as on April 01, 20X1: ASSETS
Investment in Associate as per AS 23 - 2
Share of Net Assets on April 14,80,000
Add: Goodwill 5,20,000 10,00,
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cion of carrying Amount of Investment as at 31 March 20X2:
a

vl ; -
cole Investment in Associate as per AS 23 4
| Net Assets on 1 April, 20X1 480,000
haré .
de: goodwill 5,20,00
t Of lnvestment 10,00,000
€28 Loss for the year (10,00,000 x 40%) (4,00,000)
LesS:
estment
carrying amount of Inv 6,00,000
ol dated Balance Sheet (Extract) as on March 31, 20X2: ASSETS
con
mﬂ Associate as per AS 23 2 =
mAssets on 1 April, 20X1 4,80,000
Less: Share of Loss as above (4,00,000)
80,000
Add: Goodwill 5,20,000 6,00,000
--""""-—f
calculation of Carrying Amount of Investment as at 31 March 20X3:
G Investment in Associate as per AS 23 i3
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 - S & g
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 20Xa4:
Investment in Associate as per AS 23 - X
Carrying Amount of Investment 1,00,000
less:  Lossforthe 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
lnvestment in Associate as per AS 23 S

Investment in B Ltd.
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? Question ¢

. 9 Ng
- Sun Ltd. acquired 159 :
Hill Ltd. has o share capital of 50,000 shares @ 2 100 per share s
Ltd. on 1.4.20

hql’eS :
. n
24. It also acquired all the 5,000, 12%_C°nvert'bli aﬁlb&r;w;?;?;j(;z?ségfc}l of Hij| Ltq.
These debentures will be converted at par into equity Shc:“r:sreocsons? = Whether'
gS per AS 23, Hill Ltd. is an Associate of Sun Ltd. or not wit

NBp‘

Solution:

As perpara 3 ofAas 23

. : : idated Fing
‘Accounting for Investments in Associates in Consolida n
an associate js an e

cial Stotemen .
Nterprise in which the investor has significant influence and

. = ts
which Is neitherc;
subsidiary nor a joint venture of the investor. A : o
Standard further explains in para 4 that as regards share ownership, if an investor old
indirectly through

; as; direcﬂy o
subsidiary (ies), 20% or more of the voting |:>0W:;-'r of tnh;r';‘;e;tti%t‘iﬁ Presumegy

that the investor has significant influence, unless it can be clearly eT)O'dicr s is is not th

case. Conversely, if the investor holds, directly or indirectly through subsi y o less

the voting power

. ogs thqn 20% of
of the investee it is presumed that the investor does not have significant |nf|uane’
unless such influence can be clearly demonstrated.

an explanation to para 4 of the standard, for the purpose of classification of associqte,
equity shares of the investee held by the investor will not be taken into account for

he voting power of the investor. In other words, the \I:oting power should be
on the basis of the current outstanding securities with voting rights.
As per the information

Further as per
the potential
determining t

determined

Working Note:

Calculation of Percentage of holding of shares after conversion

g
Current holding is 15% i.e. 7,500 shares of 2 100 each 7,50,000
i 5,00,000
ial vity shares i.e. 5,000 shares of 2 100 each ,00,
Potential eq \"Z e
Total share capital of Hill Ltd. after conversion of debentures into equity shares will be = 2 50,00,000
+ X 5,00,000=%2 55,00,000

Percentage of holding = 2 (12,50,000/55,00,000) x 100 = 22.7% approx.

NB Pg. No.
@ Question 7

Describe the cﬁses when AS 23 does not allow the use of equity method of accounting?

Solution:

Equity method of accounting is to be follow

- . Ly . n
ed by all the enterprises having significant influence o
their associates except in the following cases:

a. Control is intended to be temporar

1 1 'V6|y
y because the investment is acquired and held exclusi
with a view to its subsequent dispo

sal in the near future.
Or;
: : e - S ili transfer
b. It operates under severe long-term restrictions, which significantly impair its ability to
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T unds to the investor.
bove cases, investment of iny '
poththed estorin the shq . _ _
g‘ccording to AS 13. re ofthe investee is treated as investment

?ﬁu‘““’" 8 ired ‘ i NB Pg. No.
\when is an investor required to discontinue the use of the equity method of accounting?
golution:

An investor should discontinue the use of the equity method from the date that:
to have significant infly i .
q. Itceases ence in an associate but retaqi i i : :
investment, tains, either in whole or in part, its

f the equity method i ;
p. The use O me S no longer appropriate becaus i
BN 0k restiictions th o p e the associate operates under

L icantly impair its ability to transfer funds to the investor.
From the date of discontinuing the yse of

the equity method, investments i i
should be accounted for in accordance with As 1? y ' ts in such associates
Accounting for Investments. For this pur

pose, the carrying amount of the investment at that dat
should be regarded as cost thereafter. ' rying ate
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