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Also, transactions between related parties may not be effected at the same terms 
and conditions as between unrelated parties. Sometimes, no price is charged in 
related party transactions, for example, free provision of management services and 
the extension of free credit on a debt.  

Also, sometimes the operating results and financial position of an enterprise may 
be affected by a related party relationship even if related party transactions do not 
occur. The mere existence of the relationship may be sufficient to affect the 
transactions of the reporting enterprise with other parties. For example, a 
subsidiary may terminate relations with a trading partner on acquisition by the 
holding company of a fellow subsidiary engaged in the same trade as the former 
partner. Alternatively, one party may refrain from acting because of the control or 
significant influence of another - for example, a subsidiary may be instructed by its 
holding company not to engage in research and development. 

Likewise, in certain cases transactions would not have taken place if the related party 
relationship had not existed. For example, a company that sold a large proportion 
of its production to its holding company at cost might not have found an alternative 
customer if the holding company had not purchased the goods. 

In view of the aforesaid, the resulting accounting measures may not represent what 
they usually would be expected to represent. Thus, a related party relationship 
could have an effect on the financial position and operating results of the reporting 
enterprise. 

4.3 RELATED PARTY RELATIONSHIPS, AS 
CONTEMPLATED UNDER AS-18 

Related Party - As per AS-18, parties are considered to be related if at any time 
during the reporting period one party has the ability to control the other party or 
exercise significant influence over the other party in making financial and/or 
operating decisions. 

It is worthwhile to note that AS-18 provides a definitive list of related party 
relationships to which AS-18 applies. Accordingly, AS 18 deals only with the 
following five types of related party relationships described in (a) to (e) below :  
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(a) Enterprises that directly, or indirectly through one or more intermediaries, 

control, or are controlled by, or are under common control with, the reporting 
enterprise (this includes holding companies, subsidiaries and fellow 
subsidiaries). 

Note: This is the case when there is a parent-subsidiary relationship 
(including relationship among fellow subsidiaries), as illustrated later in 
this chapter. For meaning of the term control, refer to subsequent 
discussion under this chapter. 

(b) Associates and joint ventures of the reporting enterprise and the investing 
party or venturer in respect of which the reporting enterprise is an associate 
or a joint venture. 

(c) Individuals owning, directly or indirectly, an interest in the voting power of 
the reporting enterprise that gives them control or significant influence over 
the enterprise, and relatives of any such individual. 

(d) Key management personnel and relatives of such personnel; and 

(e) Enterprises over which any person described in (c) or (d) is able to exercise 
significant influence. This includes enterprises owned by directors or major 
shareholders of the reporting enterprise and enterprises that have a member 
of key management in common with the reporting enterprise. 

4.4 WHO ARE NOT DEEMED TO BE RELATED 
PARTIES UNDER AS-18? 

In the context of AS 18, the following are deemed not to be related parties: 

(a) Two companies are not related parties simply because they have a director in 
common (unless the director is able to affect the policies of both companies 
in their mutual dealings). Accordingly, if the common director is able to 
influence the policies of both the companies in their mutual dealings – 
then related party relationship exists. 

(b) A single customer, supplier, franchiser, distributor, or general agent with 
whom an enterprise transacts a significant volume of business merely by 
virtue of the resulting economic dependence; and 
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(c) The parties listed below, in the course of their normal dealings with an 
enterprise by virtue only of those dealings (although they may circumscribe 
the freedom of action of the enterprise or participate in its decision-making 
process): 

(i) Providers of finance 

(ii) Trade unions 

(iii) Public utilities 

(iv) Government departments and government agencies including 
government sponsored bodies 

4.5 EXEMPTION FROM RELATED PARTY 
DISCLOSURE IN CERTAIN SITUATIONS 

1. Conflict with the reporting enterprise’s duties of confidentiality:  Related 
party disclosure requirements as laid down in AS 18 do not apply in 
circumstances where providing such disclosures would conflict with the 
reporting enterprise’s duties of confidentiality as specifically required in 
terms of a statute or by any regulator or similar competent authority. 

 Put differently, in cases where a statute or a regulator or a similar competent 
authority governing an enterprise prohibit the enterprise to disclose certain 
information which is required to be disclosed as per this Standard, disclosure 
of such information is not warranted. For example, banks are obliged by law 
to maintain confidentiality in respect of their customers’ transactions and this 
Standard would not override the obligation to preserve the confidentiality of 
customers’ dealings. 

2. Consolidated financial statements: No disclosure is required in 
consolidated financial statements in respect of intra-group transactions - 
since disclosure of transactions between members of a group is unnecessary 
in consolidated financial statements. This is mainly because consolidated 
financial statements present information about the holding and its 
subsidiaries as a single reporting enterprise. 

3. State-controlled enterprises: No disclosure is required in the financial 
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statements of state-controlled enterprises as regards related party 
relationships with other state-controlled enterprises and transactions with 
such enterprises. 

4.6 DEFINITIONS OF OTHER TERMS USED IN AS 18 
Related party transaction:AS-18 defines related party transaction as, “A transfer 
of resources or obligations between related parties, regardless of whether or not a 
price is charged”. 

Control: As per AS-18 Control means: 

(a) ownership, directly or indirectly, of more than one half of the voting power 
of an enterprise, or  

(b) control of the composition of the board of directors in the case of a company 
or of the composition of the corresponding governing body in case of any 
other enterprise, or  

(c) a substantial interest in voting power and the power to direct, by statute or 
agreement, the financial and/or operating policies of the enterprise. 

It is pertinent to note that the above definition of control under AS-18 is relatively wider than 
that under AS-21 Consolidated Financial Statements. This is so because - clause (c) in the 
definition of control under AS-18 is an addition, which is not found in AS-21 Consolidated 
Financial Statements. 

Also, AS-18 clarifies that for the purpose of AS 18, an enterprise is considered to 
control the composition of the board of directors of a company or governing 
body of an enterprise, if it has the power, without the consent or concurrence of 
any other person, to appoint or remove all or a majority of directors/members of 
the governing body of that company/enterprise. Put differently, control to the 
composition of the Board of directors is determined with reference to the authority 
of an enterprise to appoint or remove all or majority of directors of another 
enterprise without concurrence of any other person. 

Further, an enterprise is deemed to have the power to appoint a director/ 
member of the governing body, if any of the following conditions is satisfied: 

(a) A person cannot be appointed as director/member of the governing body 
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majority ownership by another investing party does not necessarily preclude an 
investing party from having significant influence. 
Key Management Personnel: As per  AS-18, Key Management Personnel are those 
persons who have the authority and responsibility for planning, directing and 
controlling the activities of the reporting enterprise. 

For example, in the case of a company, (1) the managing director(s), (2) whole time 
director(s), (3) manager and (4) any person in accordance with whose directions or 
instructions the board of directors of the company is accustomed to act, are usually 
considered key management personnel. 

AS-18 further provides an explanation that a non-executive director of a company 
-is not considered as a key management person under this Standard by virtue of 
merely his being a director unless he has the authority and responsibility for 
planning, directing and controlling the activities of the reporting enterprise. 

The requirements of AS 18 should not be applied in respect of a non-executive 
director even if he participates in the financial and/or operating policy decision of 
the enterprise, unless he falls in any of the categories of ‘related party relationships’ 
discussed above. 

Relative: As per AS-18, a Relative in relation to an individual, means the spouse, 
son, daughter, brother, sister, father and mother who may be expected to influence, 
or be influenced by, that individual in his/her dealings with the reporting enterprise. 

Joint Venture - AS-18 defines a Joint Venture as a contractual arrangement 
whereby two or more parties undertake an economic activity which is subject to 
joint control. 

Joint Control–AS-18 defines a Joint Control as the contractually agreed sharing of 
power to govern the financial and operating policies of an economic activity so as 
to obtain benefits from it. Accordingly, when two or more parties contractually 
agree to share power to govern the financial and operating policies of an economic 
activity, this contractual agreement is termed as joint control.  

It is pertinent to note that joint venture does not depend upon voting power of the 
parties involved. Rather, it is linked to the ability to exercise joint control over an 
economic activity. 
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Holding Company–AS-18 defines Holding Company as a company having one or 
more subsidiaries 

Subsidiary AS 18 defines a Subsidiary – as a company: 

(a)  in which another company (the holding company) holds, either by itself 
and/or through one or more subsidiaries, more than one-half, in nominal 
value of its equity share capital; or  

(b)  of which another company (the holding company) controls, either by itself 
and/or through one or more subsidiaries, the composition of its board of 
directors. 

Fellow Subsidiary–AS-18 clarifies that a company is considered to be a fellow 
subsidiary of another company if both are subsidiaries of the same holding 
company. 

Illustration 1 

Identify the related parties in the following case as per AS 18: 

A Ltd. holds 51% of B Ltd. 

B Ltd holds 51% of O Ltd. 

Z Ltd holds 49% of O Ltd. 

Solution 

In relation to Reporting enterprise - A Ltd. 

 B Ltd. (subsidiary) is a related party 

 O Ltd.(subsidiary) is a related party 

In relation to Reporting enterprise - B Ltd. 

 A Ltd. (holding company) is a related party 

 O Ltd. (subsidiary) is a related party 

In relation to Reporting enterprise - O Ltd. 

 A Ltd. (ultimate holding company) is a related party 

 B Ltd. (holding company) is a related party 

  
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 Z Ltd. (investor/ investing party) is a related party (O Ltd being Associate of 

Z Ltd) 

Reporting enterprise - Z Ltd. 

 O Ltd. (Associate) is a related party 

Illustration 2 

Consider a scenario wherein: 

 A Ltd. has 60% voting right in B Ltd. 

 A Ltd. also has 22% voting right in C Ltd.; and 

 B Ltd. has 30% voting right in C Ltd. 

Whether C Ltd. is to be treated under AS-18 as a party related to A Ltd.? 

Solution 

Yes – in relation to A Ltd. (the reporting enterprise), C Ltd. is a related party under 
AS-18. This is because A Ltd. indirectly controls C Ltd.  

In this case, A Ltd. (together with its subsidiary B Ltd.) controls more than one half 
of the voting rights of C Ltd.    

Illustration 3 

Consider a scenario wherein: 

 X Ltd. holds 28% voting right in Y Ltd. (and hence Y Ltd. is an associate of X 
Ltd.) 

 Y Ltd. holds 32% voting right in Z Ltd. (and hence Z Ltd. is an associate of Y 
Ltd.) 

 

X Ltd. 

Y Ltd. 

Z Ltd. 

28 % Voting rights 

32 % Voting rights 
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In the above case, since Y Ltd. is an associate of X Ltd. – Y Ltd. is a related party to X 
Ltd. 

Likewise, since Z Ltd. is an associate of Y Ltd. -  Z Ltd. is a related party to Y Ltd. 

The question is:  Whether Z Ltd. is to be treated under AS-18 as a party related to X 
Ltd.? 

Solution 

No – in relation to X Ltd. (the reporting enterprise), Z Ltd. is a not a related party.  

This is because as per the requirements of AS-18, ‘associate of an associate’  is not 
a related party. 

Illustration 4 

Consider the following organization structure related to P Ltd.  

 

 

 

 

 

 

 

 

 

 

 

Given the above structure:  Identify related party relationships, if R Ltd. is the 
reporting enterprise 

Solution 

The following table identifies the related party relationships for R Ltd. (being the 
reporting enterprise): 

Q Ltd. 

R Ltd. S Ltd. 

X Ltd. Y Ltd. 

P Ltd. 

80% Shares 

60% Shares 

 

80% Shares 

65% Shares 70% Shares 
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Party Name Relationship under AS-18 

P Ltd. 
 P Ltd. has indirect control on R Ltd. (through Q Ltd.) 
 Hence R Ltd. is related to P Ltd. 

Q Ltd. 
 Q Ltd. has direct control of R Ltd.  
 Hence R Ltd. is related to Q Ltd. 

S Ltd. 
 R Ltd. and S Ltd. are under common control of Q Ltd. 
 Hence R Ltd. is related to S Ltd. 

X Ltd. 
 X Ltd. is controlled by R Ltd.  
 Hence R Ltd. is related to X Ltd.  

Y Ltd. 

 Y Ltd. is the sub-subsidiary of Q Ltd.  
 Both R Ltd. and Y Ltd. are under common control of Q 

Ltd. 
 Hence R Ltd. is related to Y Ltd. 

Illustration 5 

Consider the following organization structure related to UH Ltd. (the ultimate parent 
company of a Group), wherein UH Ltd. has made the following investments:  

 Investment in two of the wholly owned subsidiaries, viz. Sub 1 and Sub 2 

 Investment in JC 1, in which UH Ltd. has a joint control  

 20% investment in Ass 1 (and hence, Ass 1 is an associate of UH Ltd.) 

 

 

 

 

 

 

Given the above structure:  Identify related party relationships for each of the above 
entities under AS-18. 

 

UH Ltd 

Sub 1 Sub 2 JC 1 Ass 1 

100% 100% Joint Control Associate 
28% 
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Solution 

The following table identifies the related party relationships for each of the entities 
in the Group: 

Reporting 
enterprise 

Related Party as per AS-18 

UH Ltd. All the four entities (viz.  Sub 1, Sub 2, JC 1 and Ass 1) 

Sub 1 Only two of the entities in the Group (viz.  UH Ltd.  and Sub 2) 

Sub 2 Only two of the entities in the Group (viz.  UH Ltd.  and Sub 1) 

JC 1 Only UH Ltd.  

Ass 1 Only UH Ltd. 

Illustration 6 

Consider a scenario wherein: 

 Mr. Robert holds 70% shares and voting rights in P Ltd 

 

 

 

 

 

 

 

 

 

Determine:  Whether Andy (spouse of Mr. Robert) is a related party to P Ltd. under 
AS-18? 

  

P Ltd. 
Mr. Robert 

 

70% Shares 

and, has control 

Mrs. Andy   
(Spouse of Mr. Robert) 

 

Are they related? 
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Solution 

Yes – Andy is a related party to P Ltd., in view of the requirements of  AS-18.  

It may be recalled that under AS-18 ‘relatives of individuals owning an interest in 
the voting power of the reporting enterprise that gives them control or significant 
influence over the enterprise’ are considered as related parties. 

Illustration 7 

Consider a scenario wherein: 

 Mr. Robert is a Managing Director of P Ltd. 

 Andy (spouse of Robert) received a remuneration of Rs 5 lacs from P Ltd. – for 
the services she rendered to P Ltd. for the period 1st April 20X1 through 30th 
June 20X1 

 Andy left the services of P Ltd. on 1st July 20X1 

 Consider 31st March 20X2 as the year-end date for P Ltd. 

 

 

 

 

 

 

 

 

 

 

 

 

 

MD 

30th June 20X1 

Year - end  
31st March 20X2 

 

P Ltd. Mr. Robert

 
Received remuneration  

of ` 5 lacs 

Mrs. Andy     
(Spouse of Mr. Robert)  

1st April 20X1 

Mrs. Andy left on 1st July 20X1 
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Whether Andy is to be identified as related party at the year-end date (31st March 
20X2) for the purposes of AS-18? 

Solution 

Yes – This is because as per AS-18, parties are considered to be related if at any 
time during the reporting period one party has the ability to control the other party 
or exercise significant influence over the other party in making financial and/or 
operating decisions. 

Hence Andy (being the spouse and relative of the KMP of P Ltd.) needs to be 
reported as related party at the year-end date (i.e. 31st March 20X2). This is because 
the remuneration Andy received from P Ltd. (for the period April 20X1 to 30 June 
20X1) falls within the reporting year April 20X1 to March 20X2. 

Illustration 8 

Consider a scenario wherein: 

 UK Bank holds 23% equity shares with voting rights in P Ltd.  

 The bank has provided a loan of Rs. 20 million to P Ltd. at market interest rate 

 As per the terms and conditions of the loan agreement, the bank has appointed 
one person as its nominee to the board of directors of P Ltd. and any major 
transaction to be entered into by P Ltd. will require the consent of the Bank 

 

 

 

 

 

 

 

 

  

P 
Ltd. 

UK Bank 

BANK 

 

Holds 23% Shares with voting rights 

Provided loan of ` 20 Million @ market rates   

Hence has power to nominate 1 member to 
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Determine:  Whether under AS-18 - UK Bank is a related party to P Ltd. (the reporting 
enterprise)? 

Solution 

In the instant case, the UK Bank holds 23% shares with voting rights in P Ltd. and 
hence is deemed to exercise significant influence over P Ltd. 

The bank is also a provider of finance to P Ltd. (the reporting enterprise) and as per 
AS-18, parties like providers of finance are deemed not to be considered as a 
related party in the course of normal dealings with an enterprise by virtue only of 
those dealings. However, this exemption will not be available to UK Bank in this 
case – since it exercises significant influence over P Ltd. (by virtue of holding 23% 
shares with voting rights in P Ltd.) 

Accordingly, for P Ltd. (the reporting enterprise), the UK Bank is a related party and 
it will be required to disclose the transactions with UK Bank in its financial 
statements. 

4.7 DISCLOSURE REQUIREMENTS UNDER AS-18 
At the outset, it is to be noted that AS-18 prescribe related party disclosure 
requirements. 

(a) name of the related party and (b) nature of the related party relationship where 
control exists should be disclosed - irrespective of whether or not there have been 
transactions between the related parties. 

This is to enable users of financial statements to form a view about the effects of 
related party relationships on the enterprise. 

If there have been transactions between related parties, during the existence of a 
related party relationship, the reporting enterprise should disclose the following:  

(i) The name of the transacting related party; 

(ii) A description of the relationship between the parties; 

(iii) A description of the nature of transactions; 

(iv) Volume of the transactions either as an amount or as an appropriate 
proportion; 
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Illustration 9 
Consider a scenario wherein: 

 P Ltd. hold 22% shares and voting rights in Q Ltd. (and hence Q Ltd. is an 
associate of P Ltd.) 

 On 1st April 20X1, P Ltd. sold certain goods to Q Ltd. amounting to Rs. 5 lacs 

 On 30th June 20X1, P Ltd. sold its entire 22% stake in Q Ltd. (and hence the 
related party relationship ceased to exist after 30th June 20X1) 

 However, P Ltd. continued supply goods to Q Ltd. subsequent to 30th June 20X1 
(just like any other customer) and sold goods worth Rs. 15 lacs during 9-month 
period ended 31st March 20X2 

 Consider 31st March 20X2 as the year-end date for P Ltd. 
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Determine whether the transaction for the entire year (ending on 31st March 20X2) is 
required to be disclosed under AS-18 as related party transaction. 

Solution 

No – This is because as per AS-18, the disclosure requirements under the Standard 
relate only to the period during related party relationship existed.  

Accordingly, only transactions between P Ltd and Q Ltd till 30th June 20X1 (being 
sale of goods worth Rs. 5 lacs) are required to be reported / disclosed under AS-
18.  

Transactions entered into after 30th June 20X1 are NOT required to be disclosed 
under AS-18. 

Illustration 10 

Narmada Ltd. sold goods for `  90 lakhs to Ganga Ltd. during financial year ended 
31-3-20X1.  The Managing Director of Narmada Ltd. owns 100% shares of Ganga 
Ltd.  The sales were made to Ganga Ltd. at normal selling prices by Narmada Ltd.  
The Chief accountant of Narmada Ltd contends that these sales need not require a 
different treatment from the other sales made by the company and hence no 
disclosure is necessary as per the accounting standard.  Is the Chief Accountant 
correct?  

Solution  

As per AS 18 ‘Related Party Disclosures’, Enterprises over which a key management 
personnel is able to exercise significant influence are related parties.  This includes 
enterprises owned by directors or major shareholders of the reporting enterprise 
and enterprise that have a member of key management in common with the 
reporting enterprise. 

In the given case, Narmada Ltd. and Ganga Ltd are related parties and hence 
disclosure of transaction between them is required irrespective of whether the 
transaction was done at normal selling price. 

Hence the contention of Chief Accountant of Narmada Ltd is wrong. 
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TEST YOUR KNOWLEDGE 

Multiple Choice Questions 
1. According to AS-18 Related Party Disclosures, which ONE of the following is 

not a related party of Skyline Limited?  

(a) A shareholder of Skyline Limited owning 30% of the ordinary share 
capital 

(b) An entity providing banking facilities to Skyline Limited in the normal 
course of business 

(c) An associate of Skyline Limited 

(d) Key management personnel of Skyline Limited 

2. Are the following statements in relation to related parties true or false, 
according to AS-18 Related Party Disclosures?  

(A) A party is related to another entity that it is jointly controlled by. 

(B) A party is related to another entity that it controls. 

         Statement (A)      Statement (B) 

(a)  False    False 

(b)  False    True 

(c)  True    False 

(d)  True    True 

3. Which of the following is not a related party as envisaged by AS-18 Related 
Party Disclosures?  

(a) A director of the entity 

(b) The parent company of the entity 

(c) A shareholder of the entity that holds 1% stake in the entity 

(d) The spouse of the managing director of the entity 
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4. According to AS-18 Related Party Disclosures, related party transaction is a 
transfer of resources or obligations between related parties – provided a price 
is charged for such transfer.  

(a) True    

(b) False  

5. According to AS-18 Related Party Disclosures, parties are considered to be 
related, if and only if at the end of the reporting period - one party has the 
ability to control the other party or exercise significant influence over the other 
party in making financial and/or operating decisions.  

(a) True  

(b) False  

Theoretical Questions 
6 Who are related parties under AS 18? What are the related party disclosure 

requirements? 

7 ABC Limited is in the business of manufacturing textiles. It has certain 
commercial contracts with its customers and those customer contracts carry 
various clauses, imposing restriction on ABC Limited for disclosure of certain 
information. Accordingly, the company doesn’t intend to provide related party 
disclosure under AS-18 in its ensuing financial statements. Is this correct? 

8 Should the related parties be identified as at the reporting date (i.e. balance 
sheet date) for the purposes of AS-18? In disclosing transactions with related 
parties, are the transactions of the entire reporting period to be disclosed or 
only those for the period during which related party relationship exists? 

Scenario based Question 
9. Mr. Raj, a relative of key management personnel, received remuneration of  

` 2,50,000 for his services in the company for the period from 1.4.20X1 to 
30.6.20X1.  On 1.7.20X1, he left the service of the company. 

 Should the relative be identified as at the closing date i.e. on 31.3.20X2 for the 
purposes of AS 18? 
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10. X Ltd. sold goods to its associate company during the 1st quarter ended 

30.6.20X1.  After that, the related party relationship ceased to exist.  However, 
goods were supplied as were supplied to any other ordinary customer.  Decide 
whether transactions of the entire year have to be disclosed as related party 
transaction. 

11. You are required to identify the related parties in the following cases as per AS 
18:  

M Ltd. holds 61 % shares of S Ltd. 

S Ltd. holds 51 % shares of F Ltd.  

C Ltd. holds 49% shares of F Ltd. 

 (Give your answer - Reporting Entity wise for M Ltd., S Ltd., C Ltd. and F Ltd.) 

ANSWERS/HINTS 

Answers to the Multiple Choice Questions 

1. (b) 2. (d) 3. (c) 4. (b) 5. (b) 

Answers to the Theoretical Questions 
6. Parties are considered to be related if at any time during the reporting period 

one party has the ability to control the other party or exercise significant 
influence over the other party in making financial and/or operating decisions.  

If there have been transactions between related parties, during the existence 
of a related party relationship, the reporting enterprise should disclose the 
following:  

(i) The name of the transacting related party; 

(ii) A description of the relationship between the parties; 

(iii) A description of the nature of transactions; 

(iv) Volume of the transactions either as an amount or as an appropriate 
proportion; 

(v) Any other elements of the related party transactions necessary for an 
understanding of the financial statements; 
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