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If Investor has Significant 
Influence over Investee, that 

is called an Associate
Investment
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Investor Investee

Significant Influence

Power to Participate in 
Decision Making 

Evidenced By
• Board Representation
• Participation in Policy Making Process
• Material Transactions
• Interchange of Managerial Personnel
• Provision of Essential Technical 

Information• Operating
• Finance

If Investment
>20% and <50%

If Investment
<20%

JMC Jayasekera Management Centre 4

Purpose of the 
Investment in 

Associate

• Investment Income
Capital Gains

•Strategic Intension; 
Acquire the Company

Question 23
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The following diagram shows the structure of a group. 
Based on this information, identify the Associates of K.
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Accounting for 
Associate 

Investments
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Accounting for Associate

In Investors Books In Consolidated Books

Cost

Fair Value
• Fair Value through 

OCI
• Fair Value through 

PnL

Equity Method

Exemptions from 
Applying Equity 

Method
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Exempted from Applying Equity Method

If Investor is 
an 

Investment 
Entity

(SLFRS 09)

If Associate 
Investment is 
Held for Sale

(SLFRS 05)

If ALL following Criteria Met
• Owners of Investor Agree for 

Not Applying
• Investor is Not Listed
• Not in the Process of Getting 

Listed
• Ultimate or Intermediate Parent 

Prepares and Publish 
Consolidated Financials

What if Associate Year 
End is Different to 

Investor’s Year End?
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Year End 
Difference

Less than 03 
Months 

Ignore and Apply 
Equity Method

Adjust Significant 
Transactions

More than 03 
Months

Associate Needs 
to Prepare

Separate Set of 
Financials

Equity Method
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Equity Method

Investment in 
Associate Valued @
Share of Net Assets

(% of NA)
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Initial 
Investment

Gain on 
Bargain 

Purchase 
if any

Share of 
Change in 
Net Assets

Other Adjustments

• Fair Value Adjustments
• Share of Depreciation 
• Share of Unrealized Profits
• Dividend Adjustments• + Share of Profits

• - Share of Losses
• + Share of Revaluation Gains
• - Share of Revaluation Losses

Question 24
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P invested Rs.100,000/- in 25% of equity shares of A
on 01 April 2018. As at the date of Investment A
had book value of net assets to the value of
Rs.320,000/-. There were no fair value adjustments.
1. Calculate the Goodwill on Investment in

Associate
2. Explain the Accounting Treatment

Question 25
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P invested Rs.60,000/- in 25% of equity shares of A 
on 01 April 2018. As at the date of Investment A 
had a book value of net assets to the value of 
Rs.320,000/-. There were no fair value adjustments.
1. Calculate the Gain on Bargain Purchase on 

Investment in Associate
2. Explain the Accounting Treatment

Question 26
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P invested Rs.100,000/- in 25% of equity shares of A on 01 
April 2018. As at the date of Investment A had a book value of 
net assets to the value of Rs.300,000/- and Fair value gain on 
Property plant and equipment is Rs.20,000/-

1. Calculate the Goodwill on Investment in Associate
2. Explain the Accounting Treatment for Fair Value Gain
3. The particular property plant and equipment item is 

subject to depreciation of 20% per annum. Calculate the 
Depreciation for the year ended 31/3/2019

4. Explain the Accounting Treatment for Depreciation
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