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QUESTION 2 – IAS 24 Related Party Disclosures (ICAP C6 S08) 
 
Fazal Limited is engaged in the manufacturing of specialized spare parts for automobile 
assemblers. During the year 2007, the company has undertaken the following transactions with its 
related parties: 

 
(i) Sales of Rs. 500 million were made to its only subsidiary M/s Sami Motors Limited (SML). 

Being the subsidiary, a special discount of Rs. 25 million was allowed to SML. 
 

(ii) SML returned spare parts worth Rs. 5.5 million. 
 

(iii) Raw materials of Rs. 5 million were purchased from Jalal Enterprises, which is owned by 
the wife of the CFO of Fazal Limited. 
 

(iv) Equipment worth Rs. 3 million was purchased from Khan Limited (KL). The wife of the 
Production Director of the company is a director in KL. 
 

(v) The company awarded a contract for supply of two machines amounting to Rs. 7 million per 
machine to an associated company. 
 

(vi) In 2005, an advance of Rs. 2 million was given to the Chief Executive of the company. 
During the year 2007, he repaid Rs. 0.3 million. The balance outstanding as on 
December31, 2007 was Rs. 1,100,000. 

 
Required: 
In accordance with the requirement of IAS-24 “Related Party Disclosures”, prepare a note to the 
financial statements, for inclusion in the company’s financial statements.    (12)  
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ANSWER 2 – IAS 24 Related Party Disclosures (ICAP C6 S08) 
 
RELATED PARTY DISCLOSURE NOTE 
Subsidiaries [IAS 24.9(b)(i)] 
Nature of relationship: Sami Motors Limited is a subsidiary of the company. 
Transaction:   Sales of Rs. 500 million after allowing special discount of Rs. 25 million 
    Sales Return of Rs. 5.5 million. 
Outstanding balance: Rs. 494.5 million 
Provision:   Rs. NIL 
 
Associates [IAS 24.9(b)(ii)] 
Nature of relationship: XXX is an associate of the company. 
Commitment: A contract for the supply of two machines amounting to Rs. 7 million 

per machine was awarded.  
 
Member of Key Management Personnel[IAS 24.9(a)(iii)] 
Nature of relationship:  Mr. XXX is CEO of the company. 
Transaction:   Rs. 2 million advanced to CEO in year 2005 
Outstanding balance:  Rs. 1.1 million 
Repayment during the year Rs. 0.3 million 
Provision:   NIL 
 
Other [IAS 24.9(b)(vi)] 
Nature of relationship:  Jalal Enterprises is owned by the wife of CFO of the company. 
Transaction:   Purchase of Raw material of Rs. 5 million  
Outstanding balance:  Rs. 5 million 
Provision:   NIL 
 
Note: It is not clear whether transactions were carried out at commercial terms except for sales to 
subsidiary which is clearly not at commercial terms due to special discount. 
 
Khan Limited is not a related party. [IAS 24.11(a)] 
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Examiner Comments 
This was the easiest question of the paper. Students were required to re-arrange the available 
information in accordance with the requirements of IAS-24. Although it was an open book 
examination, a large number of candidates did not attempt this easy question. Common mistakes 
included the following: 
 Nature of related party relationship such as Subsidiary, Associate, Director Entity having 

significant influence, Key Management Personnel etc. was not mentioned (Disclosed). 
 Nature of transactions like sale, purchases, discount etc. was not disclosed. 
 Loan to Chief Executive was classified under the head “Key Management Personnel” 

instead of “Director”. 
 Very few students disclosed the correct movement in the advance given to the Chief 

Executive. The opening balance should have been computed by adding the closing balance 
of Rs. 1.1 million and the amount paid during the year i.e. Rs. 0.3 million thus arriving at Rs. 
1.4 million. Instead, most of the candidates deducted Rs. 0.3 million from the original 
amount of loan to arrive at Rs. 1.7 million as the opening balance. Surprisingly, few 
candidates disclosed the difference of Rs. 1.7 million and Rs. 1.4 million as bad debts.  

 All related party transactions were made on commercial terms and conditions except the 
special discount given to M/s Sami Motors Limited. Most of the candidates failed to disclose 
the above fact in their answers. 

 
 


