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RTPs QUESTIONS

Q). (May 20) (Also newly added in 1CAI Module)

Gamma Limited, a parent company, is engaged in manufacturing and retail activities. The group holds

investments in different entities as follows:

e Gamma Limited holds 100% Investment in G Limited and D Limited,

e G Limited and D Limited hold 60% and 40% in GD Limited respectively;

e Delta Limited is a 100% subsidiary of GD Limited
Firstly, Gamwma Limited wants you to suggest whether GD Limited can avail the exemption from the
preparation and presentation of consolidated financial statements as per applicable Ind AS?
Secondly, if all other facts remain the same as above except that G Limited and D Limited are both owned by
an Individual (say, Mr. X) instead of Gamma Limited, then explain whether GD Limited can avail the

exemption from the preparation and presentation of consolidated financial statements.
SOLUTION
As per Ind AS 110, an entity that is a parent shall present consolidated financial statements. This Ind AS

applies to all entities, except as follows:

A parent need not present consolidated financial statements if it meets all the following conditions:

G) it is a wholly-owned subsidiary or is a partially-owned subsidiary of another entity and all its other
owners, including those not otherwise entitled to vote, have been informed about, and do not object to,
the parent not presenting consolidated financial statements;

Gi)  its debt or equity instruments are not traded in a public market (a domestic or foreign stock exchange
or an over-the-counter market, including local and regional markets);

Gii) it did not file, nor is it in the process of filing, its financial statements with a securities commission

or other regulatory organization for the purpose of issuing any class of instruments in a public market;
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and
Gv)  Its ultimate or any intermediate parent produces financial statements that are available for public use
and comply with Ind ASs, in which subsidiaries are consolidated or are measured at fair value through
profit or loss in accordance with this Ind AS.
In accordance with the above, a parent need not present consolidated financial statements if it is a:
— wholly-owned subsidiary; or
— is a partially-owned subsidiary of another entity and all its other owners, including those not
otherwise entitled to vote, have been informed about, and do not object to, the parent not presenting
consolidated financial statements.
Although GD Limited is a partly-owned subsidiary of G Limited, it is the wholly-owned subsidiary of Gamma
Limited (and therefore satisfies the condition 4(a)(i) of Ind AS 110 without regard to the relationship with its
immediate owners, i.e. G Limited and D Limited). Thus, GD Limited being the wholly owned subsidiary fulfills
the conditions as mentioned under paragraph 4(a)(i) and is not required to inform its other owner D Limited
of its intention not to prepare the consolidated financial statements.
Thus, in accordance with the above, GD Limited may take the exemption given under paragraph 4(a) of Ind

AS 110 from presentation of consolidated financial statements.

In Alternative Scenario, where both G Limited and D Limited are owned by an individual Mr. X, then 6D
Limited is ultimately wholly in control of Mr. X (ie., an individual) and hence it cannot be considered as a
wholly owned subsidiary of an entity.

This is because Ind AS 110 makes use of the term ‘entity’ and the word 'entity’ includes a company as well as
any other form of entity. Since, Mr. X is an ‘individual’ and not an ‘entity’, therefore, GD Limited cannot be
considered as a wholly owned subsidiary of an entity.

Therefore, in the given case, GD Limited is a partially-owned subsidiary of another entity. Accordingly, in order
to avail the exemption under paragraph 4(a), its other owner, D Limited should be informed and it should not
object to GD Limited not presenting consolidated financial statements. Further, for the purpose of
consolidation of G Limited and D Limited, GD Limited will be required to provide relevant financial information

as per Ind AS.

Q2. (Nov 21)
PP Ltd., a non-investment entity, is the parent of Praja Ltd. within the meaning of Ind AS 110 ‘Consolidated

Financial Statements’. The investment in Praja Ltd. was carried in the separate financial statements of PP
Ltd. at fair value with changes in fair value recognised in the other comprehensive income. On Ist April, 20X2,
PP Ltd. qualifies as one that is an investment entity. Carrying amount of the investment on Ist April, 20X2
was Rs. 8,00,000. The fair value of its investment in Praja Ltd was Rs. 10,00,000 on that date. PP Ltd had
recognised in OCl an amount of Rs. 1,00,000 as a previous fair value increase related to the investment in
Praja Ltd.

How would PP Ltd account for the investment in Praja Ltd on the date of change of its classification/status

as an investment entity, in its separate financial statements?
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SOLUTION

i) As per Ind AS 27, on the date of change, ie, Ist April, 20X2, PP Ltd (the parent) becoming an
investment entity, its investment in Praja Ltd (the subsidiary) shall be at fair value through profit and
loss in accordance with Ind AS 109. Accordingly, the new carrying amount will be Rs. 10,00,000.

i) The difference between the new carrying amount and the carrying amount of the investment on the date
of change will be recognised in the profit and loss. Hence, PP Ltd will recognise an amount of Rs.
2,00,000 (Rs. 10,00,000 — Rs. 8,00,000) in profit and loss as gain.

ili) Any fair value adjustments previously recognised in OCl in respect of subsidiary i.e. Praja Ltd. shall be
treated as if the investment entity had disposed off the subsidiary at the date of change in status Ind AS
27.

Further, as per Ind AS 109, amounts presented in other comprehensive income shall not be subsequently

transferred to profit or loss. However, the entity may transfer the cumulative gain or loss within equity.

Therefore, the company shall not reclassify the fair value gains or losses to profit or loss on change in

classification from FVTOC| to FVTPL. However, the company may transfer the fair value gains or losses from

one component to the other within equity.

Moreover, Ind AS 107, requires disclosure of any transfers of the cumulative gain or loss within equity during

the period and the reason for such transfers. Accordingly, PP Ltd. shall provide the disclosures if it transfers

the cumulative gain or loss from one component to the other within equity.

Particulars Rs.

Carrying amount of investment in Praja Ltd [as per (i) above] 10,00,000

Amounts recognised in profit and loss relating to investment in
Praja Ltd [as per (ii) above] 2,00,000

Q3. (Nov 21)

Solar Limited has an 80% interest in its subsidiary, Mars Limited. Solar Limited holds a direct interest of

25% in Venus Limited. Mars Limited also holds a 30% interest in Venus Limited. The decisions concerning
relevant activities of Venus Limited require a simple majority of votes. How should Solar Limited account for

its investment in Venus Limited in its consolidated financial statements?

SOLUTION

In the present case, Solar Limited controls Mars Limited (since it holds 80% of its voting rights).
Consequently, it also controls the voting rights associated with 30% equity interest held by Mars Limited in
Venus Limited. Solar Limited also has 25% direct equity interest and related voting power in Venus Limited.
Thus, Solar Limited controls SS% (30% + 25%) of the voting power of Venus Limited. As the decisions
concerning relevant activities of Venus Limited require a simple majority of votes. Solar Limited controls Venus
Limited and should therefore consolidate it in accordance with Ind AS 110.

Although Solar Limited controls Venus Limited, its entitlement to the subsidiary’s economic benefits is
determined on the basis of its actual ownership interest. For the purposes of the consolidated financial
statements, Solar Limited's share in Venus Limited is determined as 49% [25% + (80% x 30%)]. As a
result, $1% of profit or loss, other comprehensive income and net assets of Venus Limited shall be attributed

to the non-controlling interests in the consolidated financial statements (this comprises 6% attributable to
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holders of non-controlling interests in Mars Limited [reflecting 20% interest of non-controlling shareholders of
Mars Limited in 30% of Venus Limited] and G5% to holders of non-controlling interests in Venus Limited).

(In simple words - to establish CONTROL, we have $5% holding. This is because having a majority share in
Mars, allows Solar to control the whole of 30% that it holds in Venus. However, this is not the actual % of
ownership. In terms of ACTUAL holding, Solar only has 49% = [25+(30% x 80)] and hence, benefits related
to ownership will be restricted to 49% only and balance S1% will be for NCI.)
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MTPs QUESTIONS

Q4. (Oct. 19 — S Marks)

Tee Limited is carrying on the business of developing lightweight and medium weight quns for the Indian

defense industry. Tee Limited acquired 48% of shares in Kay Limited, a company engaged in advanced

research in weapons. Tee Limited acquired shares in Kay Limited to substantiate their position in the industry.

The remaining $2% of shares are held by the key management personnel of the Company Kay Limited. The

Kay management consists of eleven people who are experts in the fields of advanced weapons and the core of

the Company.

Tee Limited has the option to purchase the remaining S2% at any time by paying 6 times the market price

of the share. But on purchase of the shares it is highly possible that the key management personnel will leave

the company.

l. State whether Tee Limited has control over Kay Limited.

2. What would be your answer if Tee Limited had S51% of shares in Kay Limited and Kay Limited could start
the research, development and production of weapons only with the stringent approval process of the

defense ministry of the Central Government.

SOLUTION

As per Ind AS 110, an investor controls an investee if and only if the investor has all the following:

l.  Power over the investee:

Further, as per the standard, an investor has power over an investee when the investor has existing rights that
give it the current ability to direct the relevant activities, ie. the activities that significantly affect the

. )
Investee’'s returns.

2. Exposure, or rights, to variable returns from its involvement with the investee
As per the standard, an investor is exposed, or has rights, to variable returns from its involvement with the
investee when the investor’s returns from its involvement have the potential to vary as a result of the

investee’s performance.

3. The ability to use its power over the investee to affect the amount of the investor’s returns
An investor is exposed, or has rights, to variable returns from its involvement with the investee when the
investor’s returns from its involvement have the potential to vary as a result of the investee’s performance.

The investor’s returns can be only positive, only negative or both positive and negative. - same as point 2?

Based on the above guidance, following can be concluded:

(a) Tee limited has acquired 43% in Kay Limited. The purpose of acquiring the shares by Tee limited in it is
to substantiate their position in the industry. Kay Limited is a specialist entity that is engaged in advanced
research in weapons. Acquiring Kay Limited will help Tee limited to gain access to their research which would
complement Tee Limited’s operations and business of developing light weight and medium weight guns.

The key management personnel who hold S2% shares of Kay Limited are key for running Kay Limited’s
business of advanced research and will help Tee limited to acquire the wmarket through groundbreaking

advanced researches of Kay Limited. In case of acquisition of $2% stake of Kay Limited, the key management
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personnel may leave the organization and in such a situation Tee limited will not enjoy any economic benefit
or infact will lose the benefit of unigue technical knowledge of those |l experts.

Hence, Tee limited would not be able to use its power over Kay Limited to affect the amount of its returns
which is one of the essential criteria to assess the control, so there is no control of Tee limited on Kay
Limited.

(b) Even though Tee limited has acquired SI% stake in Kay Limited yet it does not have power over Kay
Limited as it would not be able to exercise its existing rights that give it the current ability to direct the
relevant activities, ie. the activities that significantly affect the investee’s returns. In other words, the
relevant activity of Kay Limited is advanced research in weapons which will help Tee limited to substantiate
their position. However, the research, development and production will start only after a stringent approval
process of the defence ministry of the Central Government. Thus, regulations prevent Tee limited to direct the

relevant activity of Kay Limited which ultimately lead to prevent Tee Limited from having control.
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