Consolidated and Separate Financial Statements

	
	
	

	
	Scope:

Preparation and presentation of consolidated financial statements for a group of entities under the control of a parent

Accounting for investment in subsidiaries, jointly controlled entities and associates when an entity is elects or required by local regulations to present separate financial statements.
	





Separate financial statement is separate from individual financial statement. If the company is preparing consolidated financial statements then financial statement prepared for separate entity would fall in the definition of separate financial statements.  Otherwise would fall in the definition of individual financial statements.

	
	Presentation of CFS

All parents shall present CFS in which it consolidates its investment in subsidiaries according to this standard.

Except in certain cases:

(1) Entity is wholly owned subsidiary, or a partially owned subsidiary and no owner object to non- preparation of CFS.
(2) No debt or equity instruments are traded in a public market.
(3) No filed or not in the process of filing its financial statement with a regulatory organization to issue any class of instruments.
(4) Ultimate or any intermediate parent of the parent produces consolidated FS that comply with IFRS and are made available for public use.

IMP: - If the subsidiary meets the criteria to be classified as held for sale in accordance with IFRS-5 on acquisition then IFRS-5 applies.













No exemption for subsidiaries 
· Held for sale
· With dissimilar activities ( it can be consolidated and IFRS-8 operating segments shall be applied)
· Even if investor is venture capital organization, mutual fund, unit trust or similar activity.




	





For claiming exemption, all the four conditions to be satisfied at a time.















According to IGAAP, the subsidiaries can be excluded in two cases:-

(1) When subsidiary is acquired and held exclusively with a view to its subsequent disposal in its near future.
(2) When it operates under severe long term restrictions, which significantly impair its ability to transfer funds to the parent.

Precluded subsidiaries to be accounted in accordance with AS-13 and the reasons for not consolidating to be disclosed.







As Venture capital organization, mutual fund or similar activity invests for the purpose of trading not for the purpose of investment- it’s a kind of temporary investment. Still not excluded but in case of IAS-28, 31 they are being excluded from being accounted as per the respective standards. 

	
	Control

Subsidiary is an entity, including an unincorporated entity such as a partnership that is controlled by another entity (known as a parent).  Control is the power to govern the financial and operating policies of an entity so as to obtain benefits from its activities

Rebuttable Presumption:- owns more than 50% of the voting power of an entity

Unless in exceptional circumstances it can be demonstrated that ownership does not constitute control. Control also exist if:-

(A) Power over more than half of the voting rights by virtue of agreement with other investor
(B) Power to govern financial and operating policies under a statute or agreement.
(C) Power to appoint/ remove majority of directors
(D) Power to cast majority of votes at director’s meeting or other governing body.

Power to control vs. de facto control






Potential Voting Rights-

Included while measuring control but not for the purpose of accounting.

Even if by assessing the intention of management and by judging financial ability to exercise or convert such rights, it can be concluded that the potential voting rights would not contribute to control




SIC-12 states that a SPE (Special purpose entity) should be consolidated when the substance of the relationship between an enterprise and the SPE indicates that the SPE is controlled by that enterprise.
 	
	

According to IGAAP, an subsidiary is an enterprise that is controlled by another enterprise. Control means 
(A) The ownership, directly or indirectly through subsidiaries of more than one-half of the voting power of an enterprise.
(B) The control of composition of board of directors in the case of a company or of the composition of the corresponding governing body in case of any other enterprise so as to obtain economic benefits from its activities.












In most of cases, promoters are holding majority of shares of the company but not more than 50% of the voting power of the entity. Even if they have control since other shareholders will not come together to oppose the particular resolutions.

Any entity own share warrants, call options or other similar instruments that have potential, if exercised or converted, to give the entity voting power or reduce another party’s voting power over the financial or operating policies of another entity.
	
As per ASI-18, potential voting rights are not considered for determining significant influence in the case of an associate.  It analogy which is drawn from it that it cannot be considered as well in case of subsidiary.

No specific guidance is available for consolidation of SPE or VIE.

	
	Consolidation Procedures

Line by line consolidation of each item of assets, liabilities, equity, income and expense at FAIR VALUE.

Following steps
Carrying amount of parent’s investment in each subsidiary is eliminated.
Non – controlling interest in the profit or loss are to be identified. 
Non – controlling interest in the net assets of the consolidated subsidiaries consists of NCI at the date of the original combination and change in equity since the date of the combination.

Intra group balances, transactions, income and expenses shall be eliminated in full.
IAS-12 Income Taxes applies to temporary differences that arise from the elimination of profits and losses resulting from intragroup transaction.









Reporting periods

· Should be the same
· If different reporting periods, prepare additional financial statements by doing adjustments.  Difference should not be greater than 3 months.

Uniform accounting policy

Use uniform accounting policy otherwise adjustments should be made in preparing the CFS.





Non controlling interests shall be presented in the CFS within equity, separately from the equity of the owners of the parent.

Change in parent’s ownership interest in a subsidiary that do not result in a loss of control are accounted for as an equity transactions.
	

According to AS-21, line by line consolidation should be based on carrying value. 












Example:-
A controls B.  A sells inventory to B and B still has the goods worth Rs. 80 at Rs. 100. Tax rate for A-50%  and B-40%

Deferred Tax to be recognized is Rs. 20 * 40%
As B will get the benefit of deduction of Rs. 100 additionally Rs. 20 which is not claimed by A. Therefore Rs. 8 to be recognized as deferred tax. 

As per AS-21, no deferred taxes need to recognize.




As per AS-21, difference should not be greater than 6 months.





CFS under IGAAP to be prepared using uniform accounting policies. If not practicable, that fact should be disclosed together with proportions of the items in the CFS to which different accounting policies have been applied.


While preparing FS, five statements have to prepare. It’s similar to extension  of reserves and surplus account.

	
	Loss of Control 

Reverse whole process what we did.
	

	
	
When separate financial statements are prepared, investments in subsidiaries, jointly controlled entities and associates that are not classified as held for sale (or included in a disposal group that is classified as held for sale) in accordance with IFRS 5 shall be accounted for either: 

(a) at cost, or 

(b) in accordance with IAS 39. 

	




