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QUESTION 3 – IAS 24 Related Party Disclosures (ICAP C6 A08) 
 
During the year ended June 30, 2008, Baber Limited (BL) has carried out several transactions with 
the following individuals/entities: 
 
(i) AK Associates provides information technology services to BL. One of the directors of BL is 

also the partner in AK Associates. 
 
(ii) SS Bank Limited is the main lender. By virtue of an agreement it has appointed a nominee 

director on the Board of BL. 
 
(iii) Mr. Zee who supplies raw materials to BL, is the brother of the Chief Executive Officer of 

the company. 
 
(iv) JB Limited is the distributor of BL’s products and have exclusive distribution rights for the 

province of Punjab. 
 
(v) Mr. Tee is the General Manager-Marketing of BL and is responsible for all major decisions 

made in respect of sales prices and discounts. 
 
(vi) BL’s gratuity fund is administered by the Trustees appointed by the company. 
 
(vii) MM Limited is the leading supplier of BL and supplies 60% of BL’s raw materials. 
 
(viii) Ms. Vee who conducted various training programmes for the employees of the company, is 

the wife of BL’s Chief Executive Officer. 
 
Required: 
Comment as to whether the above individuals/entities are ‘related parties’ of the company or not. 
Support your arguments with references from International Accounting Standards.  (15) 
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ANSWER 3 – IAS 24 Related Party Disclosures (ICAP C6 A08) 
 

(i) AK Associates is a related party due to association of (Partner) of one of its key 
management personnel (director). [IAS 24.9(b)(vi)] 
 

(ii) SS Bank Limited is not a related party just being a lender (provider of finance) as generally 
nominee directors of lenders cannot exert significant influence. [IAS 24.11(c)] 
 

(iii) Mr. Zee can only be treated as related party if he is in a position to influence his brother i.e. 
CEO of BL. (Although the definition of close family member does not specifically cover 
brother, but in substance, transactions are being carried out with the brother of CEO.) [IAS 
24.9(a)(iii)] 
 

(iv) JB Limited is not a related party as distributor cannot be treated as related party only by 
virtue of resulting economic dependence. [IAS 24.11(a)] 
 

(v) Mr. Tee is a related party being a member of key management personnel (is responsible for 
all major decisions of sales and discounts). [IAS 24.9(a)(iii)] 
 

(vi) Gratuity fund is a relate party being post-employment benefit plan for employees of BL. [IAS 
24.9(b)(v)] 
 

(vii) MM Limited is not a related party as suppliers cannot be treated as related party only by 
virtue of resulting economic dependence. [IAS 24.11(a)] 
 

(viii) Ms. Vee is a related party being close family member (wife) of member of key management 
personnel (CEO). [IAS 24.9(a)(iii)] 

 

Examiner Comments 
In this question eight different situations were given and in respect of each situation, the 
candidates were required to identify whether a related party relationship existed, along with 
appropriate arguments to support their point of view. An average performance was witnessed and 
the common mistakes were as follows: 
 A large number of answers were limited to identification of related party relationship without 

providing adequate supporting arguments, which was an important requirement of the 
question. 

 Most of the students were influenced by the definition of Associated Undertaking as given in 
the Companies Ordinance, 1984 and included all such relationships as related party 
relationships. They failed to realize that the scope of related party relationship as given in 
IAS-24 is quite different. 

 Many students incorrectly classified the major supplier and distributor as related party 
whereas according to IAS-24, a supplier or distributor cannot be treated as related party 
only by virtue of resulting economic dependence. 

 In item (v), few students did not treat Mr. Tee as a related party although being a Key 
Management Personnel and having responsible for all major decisions made in respect of 
sales prices and discounts, he was very much a related party. 

 Many candidates identified Mr. Zee, the brother of the company’s CEO as a related party. 
They failed to give due emphasis to the fact that Mr. Zee can only be treated as a related 
party if he is in a position to influence his brother i.e. the CEO of the company. 

 


