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Consolidation 
Notes 

Lecture 1 
Introduction to Groups 

 

GROUP AS A SINGLE ECONOMIC UNIT   

Many large companies actually consist of several companies controlled by one central or 
administrative company. Together these companies are called a group. The controlling company, 
called the parent (or holding) company, will own some or all of the shares in the other companies, 
called subsidiaries (part of group) and associated companies (not part of group). 
 
There are many reasons for businesses to operate as group; for the goodwill associated with the 
name of the subsidiaries, for tax or legal purposes and so forth. In many countries, company law 
requires that the results of a group should be presented as a whole. 
 
Consolidated financial statements ignore the legal boundaries of the separate legal entities. But 
why are they considered necessary? They are important because the users of parent’s financial 
statements need to know about the financial position, results of operations and changes in 
financial position of the group as a whole. 
 
The shareholders of parent company can make better economic decisions if the results of group 
operations are presented to them as a single economic unit. For example: 
 P Ltd has shareholding investment of 100% in S Ltd. 
 P Ltd prepares separate financial statements in which Investment in S Ltd is shown as non-

current asset. 
 P Ltd prepares consolidated financial statements in which P Ltd includes all the assets of S 

Ltd as its own because P Ltd controls S Ltd and, of course, eventually all net assets of S 
Ltd. 

 

IMPORTANT DEFINITIONS   

 

Control 

An investor controls an investee when the investor is exposed, or has 
rights, to variable returns from its involvement with the investee and has 
the ability to affect those returns through its power over the investee. 
 
Thus, an investor controls an investee if and only if the investor has all the 
following: 
(a) power over the investee; 
(b) exposure, or rights, to variable returns from its involvement with the 
 investee; and 
(c) the ability to use its power over the investee to affect the amount of 
 the investor’s returns  

Group A parent and its subsidiaries. 

Parent An entity that controls one or more entities. 

Subsidiary An entity that is controlled by another entity. 

Consolidated 
financial 
statements 

The financial statements of a group in which the assets, liabilities, equity, 
income, expenses and cash flows of the parent and its subsidiaries are 
presented as those of a single economic entity. 
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Separate financial 
statements 

are those presented by a parent (ie an investor with control of a subsidiary) 
or an investor with joint control of, or significant influence over, an 
investee, in which the investments are accounted for at cost or in 
accordance with IFRS 9 Financial Instruments. 

Non-controlling 
interest 

Equity in a subsidiary not attributable, directly or indirectly, to a parent. 

 

EXEMPTION FROM GROUP ACCOUNTING  

Each parent must present consolidated financial statements. However following may not need to 
present consolidated financial statements, if and only if: 
(a) the parent is itself a wholly-owned subsidiary, or is a partially-owned subsidiary of 

another entity and its other owners, including those not otherwise entitled to vote, have 
been informed about, and do not object to, the parent not presenting the consolidated 
financial statements; 

(b) the parent’s debt or equity instruments are not traded in a public market (a domestic or 
foreign stock exchange or an over-the-counter market, including local and regional 
markets); 

(c) the parent did not file, not is in the process of filing, its financial statements with a 
securities commission or other regulatory organization for the purpose of issuing any class 
of instruments in the public market; and 

(d) the ultimate or any intermediate parent of the parent produces consolidated financial 
statements available for public use that comply with IFRSs. 

 

WHY DIRECTORS MAY NOT WISH TO CONSOLIDATE?  

Sometimes directors do not wish to consolidate subsidiaries because of poor operational results of 
such subsidiaries. The exclusion of a subsidiary from consolidation is a common method used by 
entities to manipulate their results. If a subsidiary which carries a large amount of debt can be 
excluded, then the gearing of the group as a whole will be improved. In other words, this is a way 
of taking debt off the SFP. However non-consolidation is prohibited in these cases. 
 
In order to exclude an entity from consolidation, the control must actually be lost. 
 

REPORTING DATES  

The financial statements of the parent and its subsidiaries used in the preparation of the 
consolidated financial statements shall be prepared as of the same reporting date. 
 
When the reporting dates of the parent and a subsidiary are different: 
(a) the subsidiary shall prepare (for consolidation purposes) additional financial statements as 

of reporting date of parent’s financial statements unless impracticable. 
(b) if reporting date is different, adjustments shall be made for the effects of significant 

transactions for events that occur between two reporting dates. (In any case difference 
between two reporting dates should not exceed three months). 

 

UNIFORM ACCOUNTING POLICIES  

Consolidated financial statements shall be prepared using uniform accounting policies for like 
transactions and other events in similar circumstances. Adjustments must be made where 
members of a group use different accounting policies, so that their financial statements are 
suitable for consolidation. 
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START / END OF CONSOLIDATION   

An entity includes the income and expenses of a subsidiary in the consolidated financial 
statements from the date it gains control (acquisition date) until the date when the entity ceases to 
control (disposal date) the subsidiary. 
 

CONSOLIDATION PROCEDURE  

Generally, the financial statements of parent and subsidiary are to be combined on line-by-line 
basis. The consolidated financial statements are to be presented using the concept that the group 
is a single entity. In other words, inter-company transactions and their effect is to be eliminated. 
 
Subsidiary’s results, assets and liabilities are to be consolidated on whole basis, and the NCI 
should be calculated and presented separately.  
 

Only parent’s share capital and share premium are presented in consolidated financial 
statements. Subsidiary’s share capital and share premium is included in the calculation of net 
assets at acquisitions. 

 

Acquisition date is date when parent entity acquires control of subsidiary. In order to calculate 
goodwill, subsidiary’s reserves at the date of acquisition are important to be determined.  
 
These are called pre-acquisition reserves. Any change in reserves after this date is denoted as 
post-acquisition reserves. 

 

Remember: Net Assets  = Equity  = Equity Share Capital + Reserves 
& that’s why Net Assets at acquisition  = Equity Capital + Pre-acquisition Reserves 

 
 
 

 
Dated: 13 September 2016 


