
December 2021 Q 3 Answers 

 

(a) The sale of 50% of the shareholding of HTL (80% * 62.5%) results in reducing EOSL’s holding in HTL 

to 30%. With this 30%, EOSL can appoint one director to the board of HTL. This gives EOSL the power 

to participate in the financial and operating policy decisions of HTL but EOSL cannot control or jointly 

control these policies. Accordingly, EOSL can now exercise significant influence over HTL. Therefore, the 

remaining investment should be accounted for using the equity method. 

As EOSL loses control of HTL, EOSL should: 

- Derecognise the assets and liabilities of HTL from the consolidated statement of financial position 

- Derecognise NCI 

- Recognise the 30% investment retained at its fair value when the control is lost 

(i.e. on 31 March 2021) and subsequently using LKAS 28 

- Recognise the gain or loss associated with the loss of control 

EOSL has not accounted for the impairment of goodwill in the consolidated financial statements. Therefore, 

before derecognising goodwill, it is required to account for the impairment in the profit or loss. The carrying 

value of goodwill after impairment is therefore Rs. 18.939 million (75%). 

Since NCI is measured based on the proportionate share of net assets, goodwill recognised in the financial 

statements represents only the parent’s goodwill. Therefore, the impairment of goodwill does not have any 

impact on NCI. 

Assets should be derecognised at their carrying values. It is not required to recognise this fair value increase 

of land and building as at 31 March 2021 as EOSL’s policy is to perform a revaluation every 3 – 5 years 

since there have been no significant value change since the last revaluation. 

(Alternatively, a candidate could have decided to incorporate the revaluation increase. Marks were awarded 

if the answer was justified) 

EOSL may transfer the revaluation surplus of Rs. 1 million directly to retained earnings when it loses 

control over HTL. It does not form part of the computation shown below. 

 

 

 

 

  



 

The gain resulting from the disposal should be recognised in profit or loss. 

From 31 March 2021 onwards, EOSL should discontinue consolidation of HTL and only the 30% retained 

interest should be accounted for using the equity method as explained above. 

EOSL should make disclosures required by SLFRS 5 regarding discontinued operations. 

The accountant’s view on the calculation and recognition of the disposal gain and other adjustments is not 

correct based on the above explanation and calculation. 

 

 

 

 

  



(b) Given below is the draft statement of financial position as at 31 March 2021 (subsequent to the partial 

disposal of HTL). 

  

 



 

 

(c) 

Step 1: Identify the contract with a customer 

A contract with a customer is within the scope of SLFRS 15 only when: 

• The parties have approved the contract and are committed to carrying it out 

• Each party’s rights regarding the goods and services to be transferred can be identified 

• The payment terms for the goods and services can be identified 

• The contract has commercial substance 

• It is probable that the entity will collect the consideration to which it will be entitled 

EOSL has a contract with the customer which sets out the rights and obligations of each party. EOSL 

received the consideration on the day of entering into the contract. 

Step 2: Identify the separate performance obligations 

When determining whether promises in the contract with the customer are separate performance 

obligations, a key point is whether the promises are distinct. 

A good or service is distinct if: 

• It could benefit the customer either on its own or together with other resources that are readily 

available to the customer; and 

• The promise to transfer the good or service to the customer is separately identifiable from other 

promises in the contract. 



In this case there are three performance obligations: 

(1) The obligation to deliver the machine 

(2) The obligation to provide the installation service 

(3) The obligation to provide maintenance services for one year 

These are distinct because the customer could benefit from each on its own (if the customer obtained the 

other from an alternative supplier) and each is sold separately by EOSL. 

Step 3: Determine the transaction price 

The transaction price is the amount of consideration to which an entity expects to be entitled to in exchange 

for transferring the promised goods or services to a customer, excluding amounts collected on behalf of 

third parties. 

The transaction price in this case is Rs. 5.15 million. 

 

Step 4: Allocate the transaction price to the separate performance obligations in the contract 

The transaction price is allocated to each separate performance obligation in proportion to the relative 

standalone selling price at contract inception of each performance obligation. 

 

 

Step 5: Recognise revenue when (or as) EOSL satisfies a performance obligation 

On 1 June 2021, the machine was delivered to the customer and the installation was completed. Revenue 

from selling the machine and providing the installation service should be recognised on 1 June 20201 

(control is transferred on this date i.e. at that point in time). 

When EOSL provides maintenance services (i.e. over time as a service is provided), it recognises revenue 

of Rs. 150,000 over the one-year period. Revenue for the year ended 31 March 2022 is Rs. 125,000 

(150,000/12 * 10). 

 

 

 

 

 


