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INDIAN ACCOUNTING STANDARD (Ind AS)

Ind AS 110; Consolidated Financial Statements

1. Objective:

The objective of this Indian Accounting Standard (Ind AS110) is fo establish principles for the
presentation and preparation of consolidated financial statements when an entity conftrols
one or more other entities. For this purpose this Ind AS: (a) requires an enftity (the parent) that
controls one or more other entities (subsidiaries) to present consolidated financial statements;
(o) defines the principle of control, and establishes control as the basis for consolidation; (c)
sets out how to apply the principle of conftrol to identify whether an investor controls an
investee and therefore must consolidate the investee; (d) sets out the accounting
requirements for the preparation of consolidated financial statements; and (e) defines an
investment entity and sets out an exception to consolidating particular subsidiaries of an
investment entity.

2. Scope:
An entity that is a parent shall present consolidated financial statements, with certain
exceptions as specified in the standard.

3. Principle of Control:
An investor shall determine whether it is a parent by assessing whether it controls the
investee. 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

4. Accounting Requirements:

A) A parent shall prepare consolidated financial statements using uniform accounting
policies for like tfransactions and other events in similar circumstances. Consolidation of
an investee shall begin from the date the investor obtains control of the investee and
cease when the investor loses control of the investee.

B) A parent shall present non-controlling interests in the consolidated balance sheet within
equity, separately from the equity of the owners of the parent. Changes in a parent’s
ownership interest in a subsidiary that do not result in the parent losing control of the
subsidiary are equity transactions (i.e. transactions with owners in their capacity as
owners).

C) Consolidation procedures:
(I) Consolidated financial statements:
(a) combine like items of assets, liabilities, equity, income, expenses and cash flows of
the parent with those of its subsidiaries.
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b) offset (eliminate) the carrying amount of the parent’s investment in each
subsidiary and the parent’s portion of equity of each subsidiary (Note that Ind AS
103 explains how to account for any related goodwill).

(c) eliminate in full intfragroup assets and liabilities, equity, income, expenses and
cash flows relating to fransactions between entities of the group (profits or losses
resulfing from intragroup fransactions that are recognised in assefs, such as
inventory and fixed assets, are eliminated in full). Intfragroup losses may indicate
an impairment that requires recognition in the consolidated financial statements.

() An enftity shall attribute the profit or loss and each component of other
comprehensive income to the owners of the parent and to the non-controlling
interests. The entity shall also attribute total comprehensive income to the owners of
the parent and to the non-controlling interests even if this results in the non-conftrolling
interests having a deficit balance.

Note: Thus, measurement for Goodwill/ Bargain Purchase is done as per Ind AS 103 at
the time of acquirement of control. However, the measurement of Non-Controlling
Interest is done on the date of consolidation.

5. Investment Entity:

(1)

A parent shall determine whether it is an investment entity. An investment entity is an

entity that:

(a) obtains funds from one or more investors for the purpose of providing those investor(s)
with investment management services;

(b) commits to its investor(s) that its business purpose is to invest funds solely for returns
from capital appreciation, investment income, or both; and

(c) measures and evaluates the performance of substantially all of its investments on a
fair value basis.

(I An investment entity shall not consolidate its subsidiaries or apply Ind AS 103 when it

(1)

obtains control of another entity. Instead, an investment entity shall measure an
investment in a subsidiary at fair value through profit or loss in accordance with Ind AS
109.

However, if an investment entity has a subsidiary that provides services that relate to the
investment entity’s investment activities it shall consolidate that subsidiary in accordance
with paragraphs of this Ind AS and apply the requirements of Ind AS 103 to the
acquisition of any such subsidiary.

A parent of an investment entity shall consolidate all entities that it controls, including
those conftrolled through an investment entity subsidiary, unless the parent itself is an
investment entity.
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6. lllustrations to examine whether the entity has power over the investee:

lllustration 1.

An investor acquires 48 per cent of the voting rights of an investee. The remaining voting
rights are held by thousands of shareholders, none individually holding more than 1 per cent
of the voting rights. None of the shareholders has any arrangements to consult any of the
others or make collective decisions. When assessing the proportion of voting rights to
acquire, on the basis of the relative size of the other shareholdings, the investor determined
that a 48 per cent interest would be sufficient to give it control. In this case, on the basis of
the absolute size of its holding and the relative size of the other shareholdings, the investor
concludes that it has a sufficiently dominant voting interest to meet the power criterion
without the need to consider any other evidence of power.

lllustration 2.

Investor A holds 40 per cent of the voting rights of an investee and twelve other investors
each hold 5 per cent of the voting rights of the investee. A shareholder agreement grants
investor A the right to appoint, remove and set the remuneration of management
responsible for directing the relevant activities. To change the agreement, a two-thirds
majority vote of the shareholders is required. In this case, investor A concludes that the
absolute size of the investor's holding and the relative size of the other shareholdings alone
are not conclusive in determining whether the investor has rights sufficient to give it power.
However, investor A determines that its contractual right to appoint, remove and set the
remuneration of management is sufficient to conclude that it has power over the investee.

lllustration 3.

Investor A holds 45 per cent of the voting rights of an investee. Two other investors each hold
26 per cent of the voting rights of the investee. The remaining voting rights are held by three
other shareholders, each holding 1 per cent. There are no other arrangements that affect
decision-making. In this case, the size of investor A's voting interest and its size relative to the
other shareholdings are sufficient to conclude that investor A does not have power. Only
two other investors would need to co-operate to be able to prevent investor A from
directing the relevant activities of the investee.
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