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Consolidation 
Notes 

Lecture 9 
Disposal of Shares in a Subsidiary 

 

INTRODUCTION  

When a parent entity disposes of all or part of its interest in a subsidiary, this is reflected both in 
parent’s separate financial statements and in the group accounts. 
 

SEPARATE FINANCIAL STATEMENTS  
 

The following journal entry is passed: 
 

(-) # 

Cash / Consideration received XX  

 Other income in PL (gain or loss) β XX XX 

 Investment [carrying amount of shares sold]  XX 

Disposal of investment in Subsidiary (in separate FS) 
This entry if already passed needs to be reversed before passing entry for disposal in 
consolidation. 

 

CONSOLIDATION: CONTROL LOST  

Where control is lost (i.e. the subsidiary is wholly disposed of, becomes an associate or becomes 
an investment under IFRS 9), the following adjustment is needed in consolidated accounts: 
 

(-) # 

Cash / Consideration  XX  

Investment (retained, if any) [at fair value] XX  

NCI [balance at disposal date] XX  

 Net assets of Subsidiary [balance at disposal date]  XX 

 Goodwill [at disposal date]  XX 

 RE / Other income (parent) β XX XX 

Disposal of subsidiary: Control lost 
This entry is passed at disposal date. 

 

After the disposal, the income, expenses, assets and liabilities of the ex-subsidiary can no longer 
be consolidated on line by line basis.; instead they must be accounted for under equity method (if 
it becomes an associate) or under IFRS 9 (if it becomes trade investment etc) or not be accounted 
for at all (if whole interest has been disposed of). 

 

In the statement of profit or loss and other comprehensive income, results are consolidated 
up to the date of disposal and afterwards the relevant standard (IAS 28 or IFRS 9) is applied. Also 
the gain on disposal (as calculated above) is included. In case subsidiary was under the scope of 
IFRS 5, its operations are presented in a separate single line item as discontinued operations. 
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EXAMPLE 9A 

T Limited disposed of a 25% holding in P Limited on 30 June 2006 for $125,000. A 70% holding in 
P Limited has been acquired five years prior to this. Goodwill on the acquisition has been fully 
impaired.  
 
Details of P Limited are as follows: $ 
   Net assets at 31 Dec 2005  290,000 
   Profit for the year ended 31 Dec 2006 (assumed to accrue evenly)  100,000 
   Fair value of a 45% holding at 30 June 2006 245,000 

    
Ignoring tax and assuming that the proportion of net assets method is used to value the NCI, what 
gain on disposal is reported in T Group accounts in the year ended 31 Dec 2006? 

 

CONSOLIDATION: CONTROL NOT LOST  

This is the case where a parent entity disposes some shares in a subsidiary but still retains the 
control. In this case: 
(a) goodwill is not re-measured 
(b) no gain or loss is recognized 
(c) all calculations are based on group and NCI share as at when control was first acquired 
(d) any difference between change in NCI and FV of consideration received is recognized 

directly in equity. 
 
The journal entry is: 

(-) # 

Cash / Consideration XX  

 RE [directly in equity] β XX XX 

 NCI [increase in NCI]  XX 

Disposal of investment in subsidiary: Control not lost 
This entry automatically includes effect of post disposal changes, therefore, this entry is passed at 
year end and not at the date of disposal. 

 

In the statement of profit or loss and other comprehensive income, subsidiary results are 
consolidated for the whole year. However, NCI relating to the periods before and after the disposal 
are calculated separately and then added together. 

 

EXAMPLE 9B 

Until 30 Sep 2007, Juno held 90% of Hera. On that date it sold 15% for $100,000. Prior to the 
disposal, the non-controlling interest was valued (using the full goodwill method) at $65,000. After 
the disposal, the non-controlling interest is valued at $180,000.  
 
How should the disposal transaction be accounted for in the Juno Group accounts? 
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ANSWER 9A 

 
 DR $ CR $ 
Cash/Bank 125,000  
Investment in Associate 245,000  
NCI (30% x ($290,000 + (100,000 x 6/12)) 102,000  
 Net Assets ($290,000 + (100,000 x 6/12)  340,000 
 RE (Gain on disposal)  132,000 
 

 

ANSWER 9B 

 
 DR $ CR $ 
Cash/Bank 100,000  
RE (balancing figure) 15,000  
 NCI ($180,000 - $65,000)   115,000 
 

 
 

 
Dated: 21 September 2016 


