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Consolidation Introduction
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Hayleys to acquire Singer Sri Lanka for
Rs.12.5bn

Diversified conglomerate Hayleys PLC, continuing with its buying spree, yesterday struck a
mega deal to acquire a 71 percent stake in leading consumer durables retailer Singer (Sri
Lanka) PLC (SSL) in @ whopping Rs.12.5 billion deal.

The Hayleys group, controlled by business magnate Dhammika Perera, last month acquired
Sri Lanka Shipping Company Limited, in its quest to become Sri Lanka’s largest shipping and maritime company,
for Rs.4.9 billion.

Hayleys yesterday said it entered into an agreement with Retail Holdings (Sri Lanka) B.V. (RHSL) to purchase its
231.8 million shares constituting 61.73 percent in SSL by itself and its nominee at a price of Rs.47 per share.
Hayleys has also entered into a further agreement to purchase, either by itself or through its nominee, the balance
shareholding of 35.5 million shares constituting of 9.47 percent held by RHSL in 551, within a period of 12 to 15
months from the date of the initial transaction, at the option of RHSL at a price of R5.47 a share.
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LOLC Group acquires Serendib Hotels from Hemas for
Rs.792mn

16 December 2020 09:32 am  [J=0 il - 832

e LOLC says acquisition is aimed at capturing post-COVID growth in tourism business
¢ Hemas says divestment is part of group's portfolio direction and focuses on uplifting return on equity from core segments

LOLC Holdings PLC's strategic investment arm, Browns Investments PLC (Bl), yesterday acquired the controlling stake of 55.65 percent of
Serendib Hotel PLC, a subsidiary of Hemas Group, for a consideration of Rs.792 million.
With this acquisition, Bl will hold 56.67 percent of voting shares and 53.48 percent of non-voting shares of Serendib.

BI's subsidiary leisure company, Eden Hotel Lanka PLC, made the investment.

The voting shares, which amounted to 42.8 million, were bought at Rs.14.20 per share, for a
consideration of Rs.608 million, while the non=voting shares, amounting to 19.2 million, were
bought at Rs.9.60 a share.




CA - Corporate Level
CONSOLIDATION



What is Consolidation?
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Why Companies Acquire Another Company?

Integrate - ,‘.‘“9

e Horizontally
e Vertically

e Conglomerate

JMC Jayasekera Management Centre 29



Real Life Examples
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Syllabus Overview

Prepare Consolidated

N o |

e Statement of Financial Position 1 or 2 Subsidiaries and
e Profit or Loss an Associate or Joint Venture

e 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
e Applying professional judgement in Certain Accounting treatments
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Theory



Definitions

eTransaction
e\Where a Parent
eObtain Control of

e A Business

Business <

e o]
]

/Provide
* Dividends
* Cost Savings

Benefits

e Other Economic

/

Owner




Definitions

e Entity Which
e Controls Subsidiary

e Entity Which is

e Under the Control of Parent

e Equity
e Not Attributable to Parent

e Date on Which

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



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



Control
Parent
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T

Effective Board
Decisions

Board Appointed
by Parent

Operational Decisions Board In-Effective
Financial Decisions oar Board Decisions
J




03 Elements in Control

e Existing Right e Profits e Effective

e Gives Current e Losses Decisions Lead
Ability to Profits

e To Direct ¢ |neffective
Relevant Decisions Lead
Activities to Losses

e Operations
e Finance



Protective Rights Does Not Give Power

Protective Right 9
rotective Rights b ﬂ\“ “

* Rights Designed

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

* To Direct Relevant Activities

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



Methods of Acquiring Control




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



Size of Voting Rights Compared to Size and

De-Facto Control

Dispersion of Other Vote Holders

Widely
Dispersed
Investors,

52%

Investor
A, 48%

Investor D,
3%

Investor
C, 26%

Investor B,
26%

Investor A,
45%




De-Facto Control

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

Investor A
(Contract
to Appoint
Mgt), 40%

12
Investors
5% Each,

60%

Investor A,
45%

11
Investors
having 5%,
55%




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



Exemptions for Preparing Consolidated
Financials

All of following criteria needs to be fulfilled
eOwners agree for not preparing Consolidated
Financials
e Absence of Quoted Debt or Equity Instruments
eNot in the Process of getting Listed

eUltimate or Intermediate Parent prepares and
publish Consolidated FS



Investment Entities are exempted from
consolidation

®
What is an Investment Entity? “9
i AAﬂ‘ 1

e 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.

* Investment Funds

e Mutual Funds

e Asset Management Companies
e VVenture Capital Companies



Investors

Investment Entity

/

Equity

~

Investment Fund

e Shares
 Debentures

e Government Bills
 Government Bonds

* Fixed Deposits /
v

/Returns

* Dividends

e (Capital Gains
* Interest
Shared among Investors .




Accounting Treatment for Investment
Entities

eEarn an Investment Income
e Not to Control
e Performance Depend on Fair Value of Investment Portfolio




Do We Need to Consolidate
All Subsidiaries in a Group?









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






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



*Hayley’s group apply cost method for buildings.

eSubsidiaries with Revaluation model have to
reverse the revaluation effect



