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CA - Corporate Level
CONSOLIDATION

Sandeepa Jayasekera
B.Sc. (Acct.) Hons. Gold medal winner, ACA, SAT, ACMA (SL), CIMA Passed Finalist, CA Prize winner for AFR subject and
CAB Il First in Order of Merit, CIMA Strategic Level Aggregate Prize winner, Reading for MBA (PIM - USJP).
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What is
Consolidation?
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Invested and Formed

|| Company

Mr' X IIBII
Controlled by Board Appointed by
: Ord. Shareholders
of Directors
@ AGM
Board of B
(Controlled
by Mr.X)
| Offerto Acquire 80% :/
of Company B
Compan Pany Mr. X
”AF?’ ! Equity
Owner of B
~ Agreed for Accepted
— Consideration )
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_ Consideration

-

1/28/2022

« Acquirer or
‘ Company “A” Parent
80% of Equity J
Ownership of B
Mr. X 80%
20% [ Acquiree or
> Company "B Subsidiary
) Y,

(20%) Controlled by Board ||| Appointed by

Non- of Directors | Ord. Shareholders @ EGM
(Controlled by A)
Wants to know Overall
‘ Owners (Mr.C) | Financial Performance and
Financial Position
Company “A” Prepare
Parent Individual Financials
A Group
(A and B together) Control | Through
Consolidated Board
Financials
Company “B” .| Prepare
Subsidiary Individual Financials
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Why Companies
Acquire Another
Company?
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‘ Synergies

( Integrate

¢ Horizontally
e \ertically

Reduce Risk

e Conglomerate

e

Economies of Scale

-

-

To Use Strategic Resources such as Intellectual Properties

-

To Turnaround Opportunities

S

When Target is Undervalued
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Real Life
Examples
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adidas

Reebok
p

2005

S3.8Bn

Dominate USA
Female Sports
Wear

P/E=13.4
Times

Failure
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MARSK

Increase
2005 Euro 2.3Bn Market Share
to 18%
Market Share

162 Vessels Grew to 14%
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p——
KRAFT, =~ @%‘W/

2010 $19.6Bn Hostile Takeover
Kraft Dominate
2nd Largest Food Confectionary
Manufacturer Market
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WhatsApp

WhatsApp
Turnover $450Mn
2014 >198n 55 Employees
350Mn Customers
Emphasis
Combined Future What=giR Oy
1.6Bn Customers
Cash Flows
13
The World Of

Hayleys ~— > SINGER

Since 1878

2017

Rs.12.5Bn
71%

P/E 16 Years

Mega Mall Concept

Dominate FMCG
Market

Overvalued
Consideration
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HEAAMAS

2018

Rs.5.7Bn 1300
75%

Employees

Conglomerate
Risk Mitigation

Distribution
Synergies
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Syllabus
Overview
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Syllabus Overview

[Prepare Consolidated }
e Statement of Financial Position 1 or 2 Subsidiaries and
e Profit or Loss an Associate or Joint Venture
{Emphasis on ]

 Concepts (Goodwill/Non-Controlling Interest/Intercompany/Unrealized
Profits/Dividends/Fair Value)

e Standards (LKAS 27/LKAS 28/SLFRS 03/SLFRS 10/SLFRS 11/SLFRS 12)
e Disclosures
* Applying professional judgement in Certain Accounting treatments

17
Holistic View [ Equity Investments
e . e . s SAIF s
Control + Business Joint Control + Significant .
>50% Business Influence + Business Investment <20% )
[ | [ Joint Joint f ‘
Subsidiary ont on Associate Financial Asset
) | Operation J| Venture | )
( ‘ ( Par‘tlal ‘ ‘ Fair Val Fair Val
. . air Value air Value
Consolidate )| consolidate J ( Equity Method ] {Through PnLJ (Through ocl |
- | —— | | |
SLFRS 03 ( SLFRS 11 J ( LKAS 28 J SLFRS 09
Business C?mbination ) Joint Arrangements Associates Financial Ir?struments )
SLFRS 10 SLFRS 07
Consolidat?d Fin. State ) Fin. Instrumer‘ns Disclosures )
[ KAs27 [ LKAS 32
Separate‘ Fin. Stat Fin. Instruments
P tati
SLFRS 12 Disclosure of Interest in Other Entities s -
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Consolidation
Theory
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Definitions
[Business Combination (Para 03 of SLRFS 03) }
e Transaction
e Where a Parent
¢ Obtain Control of
e A Business
P
/Provide
Activities Conducted « Dividends
» Cost Savings — Owners
e Other Economic
Benefits // )
20
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Definitions

(Parent

e Entity Which
e Controls Subsidiary

LSubsidiary

e Entity Which is
e Under the Control of Parent

[Non—ControIling Interest

e Equity
* Not Attributable to Parent

LAcquisition Date

¢ Date on Which

e Control was Obtained
= Consideration Transfer Day or
= Agreement Day

21

Definitions

' Control

 Parent Controls Subsidiary

*When Parent is exposed to, or has rights over

variable returns

* From its involvement with the subsidiary and
*Has the ability to affect those returns through its

power over the investee

22
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Control

Parent
80%
( " Profits ry
Subsidiary - J

-
Effective Board
! Decisions

~ -
Operational Decisions Board | In-Effective
Financial Decisions oar | Board Decisions

NCI
20%

s r 3

v

Board Appointed
by Parent

23
03 Elements in Control
Power Exposure to Link between
Variable Returns Power and Return
e Existing Right e Profits e Effective
e Gives Current e 0sses Decisions Lead
Ability to Profits
*To Direct e |neffective
Relevant Decisions Lead
Activities to Losses
e Operations
efFinance
24
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Examples of Relevant Activities and Decisions

Operational Activities

Operational Decisions

e Buying and Selling

e Manufacturing

e Human Resource Handling
e Administration

e Marketing

e Research and Development

e What is the Buying Quantity?
e What is our Pricing Decision?
e How to Allocate Overhead?

e Whom to be Recruited?

e Whom to be Given Salary
Increments?

e What is our Marketing Strategy?
e Whether to Enter New Market?

e Whether to Close Down a
Segment?

25

Examples of Relevant Activities and Decisions

Finance Activities

* [nvestments
eShort Term
e|ong Term

e Funding Structure
e Debt Finance

e Sources
e Rates
e Duration
e Equity Finance

Finance Decisions

*\Where to Invest?

e How much to Invest?

e [nvestment Proportions?
*\Where to Obtain Loans?

e At What rates to Obtain
Loans?

e Duration of Loan Periods?
e \Whether to issue Rights?

26
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Protective Rights Does Not Give Power

Protective Rights }

(.

* Rights Designed

* To Protect Interest of Party Holding the Right
* Does Not provide Power

* To Direct Relevant Activities

[Example ]

* Franchiser can Take Actions to Protect Brand
* Can’t Direct Franchisee’s Operations and Finance

27

Methods of Acquiring Control

EI\/Iore than 50% Voting Ordinary Shares }

EDe-Facto Control }

28
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De-Facto Control

Less than 50% Voting Ordinary Shares but Control is
Obtained

e Agreement or Parliament Act

*Size of Voting Rights Compared to Size and
Dispersion of Other Vote Holders

e\/oting Patterns
ePotential Voting Rights

29

De-Facto Control
{Size of Voting Rights Compared to Size and Dispersion}

of Other Vote Holders

Scenario 01 Investor D,|  Scenario 02
3%

Investor A,
45%

Investor C,
26% |4

Investor
A, 48%

Widely
Dispersed
Investors,

52%

Investor B,
26%

30
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De-Facto Control

Size of Voting Rights Compared to Size and Dispersion
of Other Vote Holders

31

If Parent Controls a
Subsidiary, Preparation of
Consolidated Financials for
Parent’s Group is a Must!

eeeeeeeeeeeeeeeeeeeeeeeeeeeee
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Exemptions for Preparing Consolidated
Financials

EAII of following criteria needs to be fulfilled

eOwners agree for not preparing Consolidated
Financials

e Absence of Quoted Debt or Equity Instruments
*Not in the Process of getting Listed

eUltimate or Intermediate Parent prepares and
publish Consolidated FS
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Investment Entities are exempted from
consolidation

LWhat is an Investment Entity?

¢ Obtains funds from investors and manage

e Business purpose is to earn returns from capital appreciation, investment income,
or both, and

e Measures and evaluates the performance of all of its investments on a fair value
basis.

{Examples

* Investment Funds

e Mutual Funds

e Asset Management Companies
¢ Venture Capital Companies

34
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] ] /
Investment Fund
* Shares
. * Debentures
Investors Equity * Government Bills
* Government Bonds
* Fixed Deposits
L L J

Investment Entity

i
/Returns
e Dividends

Capital Gains
* |Interest

Shared among Investors Y

35

Entities

Accounting Treatment for Investment

EObjective of

Investments by Investment Entity

efEarn an Investment Income
e Not to Control

e Performance Depend on Fair Value of Investment Portfolio

LSLFRS 09 — Fair Value through Profit or Loss Applied }

36

1/28/2022

18



Do We Need to Consolidate
All Subsidiaries in a Group?

JJJJJJJJJ kera Management Centre
37
Plantation
Tea
Brokering
Leisure T
i JKH Office
Cinnamon Automation
Retail
Keels
Consumer Propert
Foods ) v
Cinnamon
Elephant )
Life
House
38
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Console All
Subsidiaries

Including

. Subsidiaries
Subsidiaries held S
Dissimilar in
for Sale
Nature

39

What if Subsidiary Year End is
Different to Parent’s Year End?

eeeeeeeeeeeeeeeeeeeeeeeeeeeee

40
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lgnore and

Consolidate
—1 Less than 03 Months
Adjust Significant

Transactions

Year End Difference —

Subsidiary Needs to

Prepare
— More than 03 Months
Separate Financials for

Consolidation Purpose

41

What if Subsidiary’s Accounting
Policies are Different with
Parent’s Accounting Policies?

eeeeeeeeeeeeeeeeeeeeeeeeeeeee
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s N
Uniform Accounting Policies shall be
Applied

\_ y,

s ™
If there’s a Difference, Adjustments
Made

N J

*Hayley’s group apply cost method for buildings.

eSubsidiaries with Revaluation model have to
reverse the revaluation effect

43
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