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This Financial Reporting Standard replaces parts of
SSAP-8:  Accounting for Business Combinations (1990). However, the
corresponding parts of SSAP-8 will continue to apply to general purpose financial
reports until an entity elects to comply with this Sandard as permitted by the
Financial Reporting Act 1993 section 27(7), or until this Standard takes effect,
whichever is sooner.

This Financial Reporting Standard should be read in the context of the
Explanatory Foreword to General Purpose Financial Reporting issued by the
Council of the Institute of Chartered Accountants of New Zealand.

The Accounting Standards Review Board has approved
FRS-37: Consolidating Investments in Subsidiaries, for the purposes of the
Financial Reporting Act 1993, to apply to the following entities (as respectively
defined in the Act): All reporting entities and groups, the Crown and all
departments, Offices of Parliament and Crown entities, and all local authorities.

1 INTRODUCTION

COMMENTARY

1.1 This Standard deals with the preparation andeptation of consolidated
financial statements. It also deals with certastidisures relating to investments
in subsidiaries in a parent’'s own financial statetae

1.2 The purpose of consolidated financial stateméntto report the financial
performance, financial position, and cash flows oftansolidated entity that
comprises a parent and those subsidiaries reqtoré& consolidated, essentially
as if all of the assets, liabilities, and actistief the parent and its consolidated
subsidiaries were held, incurred, and conducted $iggle entity with one or more
branches or divisions. Consolidated financialestants therefore neutralise any
differences in the structural form of a consolidatentity, with regard to its
controlled resources and activities, for the pugsasf financial reporting.
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1.3 It is widely recognised that consolidated ficiah statements are more
meaningful than the separate financial statemerftsthe parent and its
consolidated subsidiaries. They are usually necgsor a fair presentation if
one entity controls the resources and activitiestbér entities. Any omission of
relevant information about an entity’s assets, Wweetcontrolled directly or
indirectly, and its liabilities, revenues and expes impairs the relevance of its
financial statements.

1.4 The presentation of one set of consolidatednfifal statements enhances
the ability of users who have an interest in thestexice of the consolidated entity
to assess the financial performance, financial tippsiand cash flows of the

consolidated entity, rather than having to relyeBolon the separate financial
statements of the individual entities.

1.5 Financial reporting standards are paragraphslihtype-face in this Standard.
Where appropriate, interpretative commentary pamts in plain type-face follow
the financial reporting standards.

2 APPLICATION

STANDARD
2.1 This Standard applies to all entities having amor more subsidiaries.

COMMENTARY

2.2 This Standard establishes requirements thaagpéicable to the following

financial statements of a parent having one or reabssidiaries:

(&) the parent's consolidated financial statemenit) regard to measurement,
presentation and disclosure requirements; and

(b) the parent’'s own financial statements, with rdgé certain disclosure
requirements in respect of investments in subsatiar

All references to financial statements in this Staddare to financial statements

forming part of the relevant entity’'s general pwpdinancial report unless the

specific context of the reference indicates othezwis

2.3 Sometimes legislation or other requirementsseaan entity to prepare
financial statements for a group involving certaegments of its business that
do not comprise a consolidated entity as definethis Standard. For example,
section 9(2) of thd=inancial Reporting Act 1993 identifies a group entity on a
geographical segment basis rather than accorditigetdefinition of a consolidated
entity in this Standard. Reporting entities that mbt meet the definition of a
consolidated entity are not covered by this Stathtbecause some of the principles
of consolidation will not be applicable. However, Isueporting entities are

2-523



FRS-37

encouraged to follow, to the extent possible, thagples of aggregating assets
and liabilities in paragraph 5.12 and the elimioatof the effects of inter-segment
transactions in paragraph 5.22 of this Standard.

STANDARD

2.4 The financial reporting standards set out in tis Standard apply to
all financial reports where such application is ofmaterial consequence. A
statement, fact, or item is material if it is of seh a nature or amount that its
disclosure, or the method of treating it, given ful consideration of the
circumstances applying at the time the financial rports are completed, is
likely to influence the users of the financial repd in making decisions or
assessments.

2.5 This Standard applies to general purpose finamal reports covering
periods ending on or after 31 December 2002.

3 STATEMENT OF PURPOSE
COMMENTARY
3.1 The purpose of this Standard is to:

(a) identify the entities that are appropriate éodonsolidated into consolidated
financial statements for financial reporting puresis

(b) prescribe the circumstances in which consol@iéiteancial statements are to
be presented;

(c) establish procedures for preparing consoliddiadncial statements that
reflect the economic substance of the consolidaiitly;

(d) specify minimum disclosures to be made in cbdated financial statements.

(e) specify certain disclosures relating to invesite in subsidiaries in a parent’s
own financial statements.

4 DEFINITIONS
STANDARD
The following terms are used in this Standard witithese meanings:

4.1 “Acquisition” means obtaining an asset, a groupf assets, or net assets.

COMMENTARY

4.2 In the context of this Standard, an acquisititeans obtaining an ownership
interest in another entity. An acquisition of ann@nship interest is not limited to
an acquisition that gives rise to control over hpotentity. However, acquisitions
are covered by this Standard only where an invédstsrcontrol over an investee.
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STANDARD

4.3 *“Acquisition date” is the date on which a transéree becomes entitled to
the benefits associated with an asset, a group afsets, or net assets.

COMMENTARY

4.4 In the context of this Standard, acquisitioneds the date on which an
ownership interest in another entity is transfem@@n investor. This is the date
on which there has been a transfer in substancé @&dot necessarily the actual
date identified in any formal sale agreement oep#imilar documentation.

4.5 Although the acquisition date is the specifitedan which the transfer of
assets occurs, the parties may, for conveniensigrite a date close to that date
as the acquisition date; for example, the calemuamth-end that is nearest to the
specific transfer date. In such case, the cosicguisition is to be adjusted for
any imputed interest corresponding to the timeedéffice between the designated
acquisition date and the actual acquisition d&tewever, a designated acquisition
date may be treated as the actual acquisition alalte where the fair values of
the identifiable assets and liabilities at the geated acquisition date are not
materially different to their values at the actaafjuisition date.

4.6 The terms “pre-acquisition” and “post-acqusiti are to be understood in
relation to the definition of acquisition date.

STANDARD

4.7 “Associate” is an investee (not being a subsidiaof the investor or joint
venture entered into by the investor) over which tk investor has the capacity
to exercise significant influence.

COMMENTARY

4.7A Commentary providing guidance on the meawoingssociate is set out in
FRS-38: Accounting for Investments in Associates.

4.8 “Capacity” is an ability or power, whether dired or indirect, and

includes an ability or power that is presently exetisable in accordance with
a formal constitution, agreement, or practice, wheter or not such ability or

power is legally enforceable.

4.9 “Consolidated entity” is a reporting entity comgising a parent and each
of its subsidiaries that are required to be consdfiated in the consolidated
financial statements.

COMMENTARY
4.10 A consolidated entity might not include thesalidation of all entities which
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are a part of the group. Paragraph 5.5 of thisdata identifies certain subsidiaries
within a group that are to be excluded from the obdation.

STANDARD

4.11 “Consolidated financial statements” are the fiancial statements of the
group presented without regard to the legal boundaes of the separate entities
that are consolidated.

COMMENTARY

4.12 Consolidated financial statements includeabeets, liabilities, revenues and
expenses of the parent and its consolidated sl

STANDARD

4.13 “Control” by one entity over another entity exsts in circumstances
where the following parts (a) and (b) are both sasified:

(&) the first entity has the capacity to determinghe financing and operating
policies that guide the activities of the second é&ty, except in the
following circumstances where such capacity is neequired:

(i)  where such policies have been irreversibly preztermined by the
first entity or its agent; or

(i) where the determination of such policies is uable to materially
impact the level of potential ownership benefits tht arise from the
activities of the second entity.

(b) the first entity has an entittement to a signitant level of current or
future ownership benefits, including the reductionof ownership losses,
which arise from the activities of the second entjt

COMMENTARY

Control Requiring Two Elements

4.14 For control to exist for the purposes of tiandard, both parts (a) and (b) of
paragraph 4.13 must be satisfied. Part (a) willshésfied where either the
capacity to determine the financing and operatioicigs as stated in part (a)
exists, or one of the exceptions provided in itgihsand (ii) of part (a) exists.
Subject to those exceptions, the definition of oaintequires both a power element
(i.e. part (a)) and a benefit element (i.e. payL (it is implicit that both the power
element and the benefit element are linked becauwsership benefits are, by
nature, benefits that arise from the determinatibthe relevant entity’s financing
and operating policies.

Ownership Form of Control
Limitation to an Ownership Form of Control

4.15 The definition of control represents contrélam ownership form. An
ownership form of control has been adopted as titerion for the preparation of
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consolidated financial statements because ownethamgrimary users of financial
statements and owners primarily rely on financialeshents to meet their financial
information needs. Other forms of control that Xt which are outside this
definition, include:

. Control of a regulatory form that exists when thierea specific authority
under regulation to impose a specified form of cbhamge on the regulated
entity’s operation.

. Control of a purchase form that exists when thera igower, held as a
consequence of a relationship involving the puretafggoods or services, to
compel a provider entity into a certain courseatfca.

. Control of a lending form that exists when thereaigpower, held as a
consequence of a lending relationship, to compebraower into a certain
course of action.

In-substance vs Legal Ownership

4.16 Control of an ownership form represents in-gurtte ownership. It includes

in-substance ownership created under any schenzgament, or device and is
therefore not restricted to relationships thateattsrough the legal ownership of
equity instruments. It includes all control radatghips arising from any mechanism
that establishes an ownership relationship betweenetibies including such a

relationship established directly under legislation

Regulatory vs Ownership Form of Control

4.17 Both ownership and regulatory forms of cont@h arise under legislation.
As with ownership control, regulatory control arisimgder legislation establishes
entitlements to benefits. However, legislation Wéiad to an ownership form of
control only where it establishes, in favour of cemtity over another, both the
power to determine financing and operating polieied an entitlement to ownership
benefits. The critical distinction between own@rsénd regulatory forms of control
established under legislation is that, under the evghip form of control the

entitlement to benefit arises from the power to aeiee financing and operating
policies; whereas under the regulatory form of aanthe entitlement to benefit
instead arises directly from the legislation.

4.18 Regulatory forms of control are not limited to uggments currently in place.

They also include the ability to enact regulatiorinhpose future requirements. For
the purposes of this Standard, the Crown’s sovengiyver to enact legislation is to
be regarded as a regulatory form of control evaugh, through this power, the
Crown has the capacity to establish ownershipiogships as well as regulatory
relationships.

Ownership vs Fiduciary Relationships

4.19 Fiduciary relationships, such as those inngurustees and beneficiaries of
trusts, might appear to be ownership relationshiyag satisfy the definition of
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control in this Standard. However, they can bemstished in two ways:

- The decision-making power of a trustee does not theepower element of
the definition of control. While a trustee may bathe ability to make
decisions concerning the financing and operatirtiyities of the trust, this
ability is governed by the trustee’s fiduciary respibility at law to act in
the best interests of the beneficiaries of thettrus

- A trustee’s entitlement to benefits does not meethiénefit element of the
definition of control. Any link between the decisioraking powers of a
trustee and the trustee’s entitlement to benditdifferent in nature to the
link between the power and ownership benefit eleméms exist in an
ownership relationship giving rise to control. Ifiduciary relationship, the
trust deed will specifically preclude a trustee fraging its decision-making
powers to direct the trust to engage in activitiesighed to increase its own
fees or other benefits. Furthermore, the fee dhimtistee receives will be in
the nature of recompense for the services it pesvias trustee, and is not a
benefit attributable to the holding of an ownershigrest.

Power Element
Capacity to Exercise Power through Governance

4.20 The power element refers to the capacity tergenhe the financing and
operating policies of another entity. In most saseith regard to entities in both
the private and public sectors, such capacity €xigsbugh an ability of one entity
to select and terminate those parties responsiblddtermining the financing and
operating policies of the other entity. In the ltsector, this ability is often
specified by legislative authority. In the privaector, this ability mostly arises
from holding a majority interest in the voting righof the investee. The critical
factor is capacity. As a consequence, where therwlaf a majority interest in
the voting rights of the investee determines thegroelement and there are
favourable unexercised instruments exclusively fsldhe investor that will give
the investor a majority interest when exercised,hsinterest may need to be
determined on the basis that the unexercised msinis have been exercised. In
the particular circumstances where such instrumexits and they are currently
exercisable, such interest will need to be detexthion the basis that the instruments
have been exercised.

Unilateral Power

4.21 The decision-making capacity that satisfies plower element of control
must be unilateral. The capacity cannot be sharatlvided such that it enables
power to be exercised jointly by two or more partr@rso-owners. The ability to
participate with others in making decisions thatdguthe activities of another
entity usually characterises joint venture relatlups, which are covered under a
separate financial reporting standard. Thus, ¥Em®itwill not have a unilateral
decision-making capacity with regard to Entity EEiftity A requires the ongoing
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consent of other parties to set or change theipslizr management that guide the
activities of Entity B. On the other hand, a urmtal decision-making capacity

may still exist despite there being a requiremertdnsult before a corresponding
power can be exercised.

Restrictions on Activities

4.22 While the power element of control cannot bereth, usually it is limited to
some degree by law, regulations, fiduciary respdlitss, and contractual rights
of other parties. For example, provisions under @ompanies Act 1993 restrict
the ability of an investor in a less than wholly ownsubsidiary to direct its
subsidiary to engage in certain specified transastior activities without the
consent of minority shareholders. Also, contracagiteements with lenders may
impose limits on an entity’s ability to pay dividésn However, these forms of
restrictions usually establish protective limits cather than participatory rights in,
the decision-making capacity of the parent. Sudltegtive limits do not usually
give a minority shareholder, regulatory agency @mtacting party the ability to
make or participate in a parent’'s decisions thadeythe subsidiary’'s activities. It
is only where participatory rights are affected duiéion to protective limits being
placed on the entity that the power element of obntray cease to be satisfied.
Rights are participatory if they enable investarajprity and minority owners) to
participate in decisions that involve setting anddifying the financing and
operating policies that guide the activities of &émeity.

Power of Veto

4.23 In some circumstances, the power element ofralomay appear to be
satisfied where there is an ability to restrict ethérom directing significant
policies. However, a power of veto will not of itseltisfy the power element of
control unless its effect is that significant pgliecisions are taken in accordance
with the wishes of the entity holding that power. GCartity will not have
decision-making capacity with regard to another wtikege is a third party that
has the ability to determine all significant finarxgand operating policies.

Delegated Power

4.24 The power element rests with the party haviegultimate decision-making
capacity, regardless of whether or not the partivelgt exercises that capacity.
The fact that decision-making ability may be detedaby one party to another
party such that the second party determines thealdgpy operations of the entity
does not undermine the ultimate decision-makingaciyp of the first party.
Delegation of decision-making ability while retaigithe ultimate decision-making
capacity may occur in several ways, including deiegeof such ability within the
governance structure of the entity and delegatibsuch ability to an external
party under a contractual arrangement.
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4.25 Delegation within the governance structure of #mtity includes the
appointment or retention by shareholders of dimscto exercise decision-making
ability on the shareholders’ behalf. In such cdke, ultimate decision-making
capacity of the shareholders continues to exisiriigss of whether that capacity
is exercised. For example, when a parent obtaingraloof a subsidiary it may
choose to retain the subsidiary’s existing policiésectors, officers and other
personnel without affecting its ability to changey axfi that subsidiary’s policies or
personnel responsible for carrying out those pedici In the public sector, the
Crown may exercise power over an entity through lata which establishes the
entity and requires the operation of that entith&ve regard to the Government’'s
policies, even though the Crown may not have dayatp-responsibility for the
activities of that entity.

4.26 Delegation under a contractual arrangemeiidas relationships established
under management agreements and franchise agreemednder a typical
management agreement, an external party is coattact manage an entity in
return for a management fee. This involves a fearsy the owner of the entity to
the external party of a decision-making abilityr@spect of the entity. However,
the ultimate decision-making capacity is retained tbe owner of the entity
through the ability to terminate the contract aedcquire the decision-making
ability previously transferred. In a franchise egmnent, the owner of a franchisee
might or might not have transferred to the franchigs decision-making ability
over the franchisee. This position depends on hdreby virtue of the terms of
the agreement, the franchisor is able to determalhesignificant financing and
operating decisions affecting the franchisee. Howeweall cases the ultimate
decision-making capacity is retained by the ownethef franchisee through its
ability to withdraw from the franchise agreement,copare any decision-making
ability previously held by the franchisor, and déooe operating in business.

Exceptions to Need for Power Element

4.27 Part (a) of paragraph 4.13 identifies two citstances where the existence
of a power element is not necessary to satisfy #fmitlon of control. The first
circumstance is where all significant policies canggg an entity have been
predetermined and are unable to be modified. Ihstases, even although a
power element does not exist, a power element is@ctssary because the party
that stands to gain the ownership benefits will hlagen irreversibly specified in
advance as part of the significant predeterminditips. Control will therefore
arise in favour of any party that has establishechsan entity in circumstances
where that party is entitled to a significant oragez level of the entity’s ownership
benefits. These arrangements are sometimes dedeib“autopilots”.

4.28 The second circumstance covered by part (ppcfgraph 4.13 is where the
determination of significant policies is unable rterially impact the level of
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potential benefits to be realised. In such caagmwer element is not necessary
because, although the policies may not be irrelvigrgiredetermined, the nature of
the activities of the entity is such that any eisrof decision-making power will
have no material influence on the level of ownerdiepefits to be realised from
those activities. For example, consider the cédise special purpose entity (SPE)
established to securitise a mortgage portfolioiiouenstances where the activities
of the SPE are effectively limited to collectingdrest income from mortgagors,
paying interest income to the SPE debt holders,paythg insurance premiums to
cover the risk of mortgagor default. Any party ingvdecision-making ability
concerning the SPE’s activities will be unable tatenially influence the net surplus
or deficit of the SPE. This will instead depentstantially on factors outside the
control of the manager, such as prevailing markegrést rates and the cost of
insurance cover. Control will therefore ariseandur of a party that is entitled to a
significant or greater level of the SPE’'s ownerdbgmefits, irrespective of whether
that party has the ultimate decision-making capasparding the SPE. Entities
having financial assets securitised through an S8cle in this manner will
commonly have control over the SPE in terms of $téndard.

Benefit Element
Entitlement to Sgnificant Ownership Benefits

4.29 The benefit element refers to an entitlemerd significant or greater level

of ownership benefits. Ownership benefits are benefjuivalent to returns to an
investor on or of an investment. Where a capdoitgetermine the financing and

operating policies of another entity exists andelgevant, ownership benefits will

be directly attributable to the exercise of decisi@oncerning the financing and
operating policies of that other entity. Typeso@fnership benefits are discussed
in paragraphs 4.32 to 4.35 below.

4.30 A key component of the benefit element is thate be an entitlement to
ownership benefits. To hold such an entitlemensdu require it to be probable
that ownership benefits will arise. The critical ttacis that, in the event such
benefits do arise, the entitled party has the tgbtio realise those benefits.
However, a substance approach needs to be takerdssagy this factor and such
an entitlement will exist only where the entitled tgahas a realistic ability to
obtain those benefits. Entitlements to ownershipelies that are established
nominally but that are never able to be obtaineahatoenable the benefit element
to be met.

4.31 Another key component of the benefit elementhét the entitlement to
ownership benefits must relate to at least a digit level of such benefits.
Whether a level of ownership benefits is significaften depends on the type of
ownership benefits and the ability of other part@participate in such benefits. It
is not necessarily a question of meeting a prenetexd percentage threshold. In
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cases where percentages are an important determthanspread of entitlement
percentages is relevant. For example, an entitienmea level of 20% may be
significant where no other parties are each entilechore than 5%; whereas an
entittement to a level of 40% may be necessaretsitnificant where one or more
other parties are each entitled to 20%.

Benefits from Distributions of Earnings or Net Assets

4.32 An entitlement to ownership benefits will usualyse through a residual
interest in an entity that establishes an abilityparticipate in current or future
distributions of earnings or net assets. In idgimi residual interests, access to
the whole of the benefit inflows arising from gr@ssets is not a key consideration.
A parent will not have access to benefit inflows ofaamount equal to those gross
assets, as the creditors have a prior claim. Hisrréason, it is necessary to focus
on the benefit flows associated with the net asdetsecentity. Often evidence as
to who is entitled to these benefits is given by wtamds to suffer or gain from the
financial performance of the entity.

Receipt of Benefits by Parent Not Required

4.33 A parent’s entitlement to distributions ofréags or distributions of net assets
is not dependent on whether the parent is the laetcigient of a distribution that has

been made. The entitlement depends on a pardsility #o obtain the proceeds of

a distribution and apply those proceeds as it detes. Therefore an entitlement
to ownership benefits will continue to be held byaagnt where distributions are

made by a subsidiary to third parties in circumstsnwhere the parent has the
ability to claim those resources for its own pugms Usually such circumstances
will arise where the parent has expressly directedugh its capacity to determine

the financing and operating policies of the sulasigithat the transfer be made to
third parties.

Other Benefits from Control over Net Assets

4.34 Ownership benefits may also comprise benefis fnet assets other than
residual distributions. A parent’s entittement tbes ownership benefits depends
on whether the power element held by the parent éas éxercised to ensure that,
should such other ownership benefits emerge, thefiiemvill flow to the parent.
For example, a parent will be entitled to any syistigbenefits arising as a result
of the parent using its decision-making power to loio@ certain functions of the
parent and the subsidiary to create economiesaté.sc

Benefits from Complementary Activities

4.35 A parent's entittement to other ownership bésefnay also arise in
circumstances where there is a supply of goods vices to a third party by
the possible subsidiary, which meets an operatirjgctibe of the parent. For
example, it is common for special entities suchtrasts to be established to
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provide certain services to support the operatibgatives of another entity. In
such circumstances, a parent may benefit from cemghtary activities. Because
it can be difficult to identify clearly whether avgh circumstance establishes an
entittement to receive the benefits resulting froomplementary activities, this
Standard takes the position that such entitlemeisesa when all three of the
following conditions apply:
- the supply of goods or services by the possiblgididy is directly consistent
with, and is likely to enhance, the operating oliyest of the parent, and
- determination of the nature of the goods or sesvtoebe supplied is a direct
consequence of the exercise of the parent’s deecis@king ability over the
activities of the possible subsidiary, and
- the parent is relieved, as a result of the actioftyhe possible subsidiary, of
an actual or constructive obligation to providetssapply; or the parent has
a right to receive a future service delivery frohe tpossible subsidiary
which is not subject to additional funding to bevided by the parent.

Responsibility for loss with or without entitlement to benefit

4.36 The term “ownership benefits” requires thatamofirable result can be
obtained by a parent from its ability to exercissvpr over the activities of another
entity in order to satisfy the benefit element ohtrol. A favourable result will
include reduced deficits, in addition to increasedpluses. An entitlement to
ownership benefits may exist where there is bothlility to share in any surplus
and a requirement to bear any loss, but such emetht will not exist where there
is only a requirement to bear any loss. A requirgnte bear any loss does not in
itself diminish its entittement to benefits fromathother entity at some future
point. It will only be where the requirement to beawy loss exists on its own,
without a corresponding entitlement to share in ga, that the benefit element
of control will not be satisfied. The effect of ileiment to ownership benefits and
a requirement to bear any loss on the benefit eleofecontrol can be summarised
as follows:

(i) entitlement to significant benefits with no

exposure to loss benefit element

satisfied
(i) entitlement to significant benefits with
exposure to loss = benefit element
satisfied

(iii) exposure to loss but no entitlement to
significant benefits = benefit element
not satisfied

4.37 The guarantee of liabilities or other obligas of an entity without any other
interest or involvement in the entity is an exangfl@ requirement to bear any loss
without any entitlement to share in any surplus. ilgVlcontrol, and therefore
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consolidation, will not be applicable in such cagks,obligation to meet any such
loss will need to be recognised as a provision wless the possibility of such loss
is remote, disclosed as a contingent liabilityadgcordance with FRS-132rovisions,
Contingent Liabilities and Contingent Assets.

STANDARD
4.38 “Cost of acquisition” is the aggregate of theollowing amounts:

(@) the value of consideration attributable to theacquisition plus any directly
attributable costs; and

(b) the fair value of the asset, group of assetsr oet assets obtained as a
result of the acquisition to the extent that they hve been acquired through
a donation or subsidy.

COMMENTARY

4.39 Commentary providing guidance on the meanfrngpst of acquisition is set
out in FRS-36: Accounting for Acquisitions Resulting in Combinations of Entities
or Operations.

STANDARD

4.40 “Discount on acquisition” is the excess of thavestor's share of the fair
value of the recognised identifiable assets and hdities over the cost of
acquisition.

COMMENTARY
4.41 Discount on acquisition is sometimes refercedst negative goodwill.

STANDARD

4.42 “Entity” includes any legal, administrative, @ fiduciary arrangement,
organisational structure, or other party.

4.43 “Equity” is the residual interest in the asset of an entity after deduction
of its liabilities.

COMMENTARY

4.44 Equity is the residual interest in the netets®f an entity attributable to
owners of the entity. An entitlement to this residngerest may be held through
equity instruments, such as shares, where thesebs@reissued, or through other
mechanisms such as statute.

STANDARD

4.45 “Equity method” is the method of accounting wereby an investment
in an investee is initially recognised at cost ands adjusted thereafter for
post-acquisition changes in the investor's share ofhe net assets of the
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investee, with:

(@) the investor's share of the net surplus or defit of the investee recognised
in the investor’s statement of financial performane; and

(b) the investor’s share of the total recognised renues and expenses of the
investee recognised in the investor’'s statement ofovements in equity.

4.46 “Fair value” is the amount for which an assetould be exchanged, or a
liability settled, between knowledgeable, willing prties in an arm’s length
transaction.

COMMENTARY

4.47 Commentary providing guidance on the meanihdaio value in relation
to acquisitions is set out in FRS-36Accounting for Acquisitions Resulting in
Combinations of Entities or Operations.

STANDARD
4.48 “Goodwill” is the excess of the cost of acqui®n over the investor's
share of the fair value of the recognised identifiale assets and liabilities.

4.49 “Group” is an entity that comprises an investoand all of its subsidiaries.

4.50 “ldentifiable assets and liabilities” consisbf:

(@) the individual assets and liabilities that corespond to the acquisition,
that are capable of being disposed of, or settlethdividually; and

(b) planned amounts for terminating or reducing acivities required to be
recognised as a provision under paragraph 5.11 of5-36: Accounting
for Acquisitions Resulting in Combinations of Entities or Operations.

COMMENTARY

4,51 Commentary providing guidance on the meaninglentifiable assets and
liabilities is set out in FRS-36Accounting for Acquisitions Resulting in Combinations
of Entities or Operations.

STANDARD
4.52 “Investee” is an entity in which an investor Bs an ownership interest.

STANDARD

4.53 “Investor” is an entity that has an ownershipinterest in the equity of
another entity or that has acquired an operation.

COMMENTARY

4.54 In the context of this Standard, an investdimiited to an entity that has an
ownership interest in the equity of another entity.
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STANDARD

4.55 “Minority interest” is the equity of a subsidiary other than that
corresponding to the ownership interest of the inv&or.

COMMENTARY

4.56 Minority interest, in aggregate, is the equifythe group other than that
which can be attributed to the ownership interesthef investor. It comprises
residual interests in the total recognised reverames expenses and net assets of
one or more subsidiaries to the extent that thielwekinterests are attributable to
entities other than the investor or the investottger subsidiaries.

STANDARD

4.57 “Ownership interest” is the percentage of theequity of an investee
attributable to an investor, whether the equity is #&ributable to the investor
directly, or indirectly through its subsidiaries.

COMMENTARY

4.58 Ownership interest excludes interests, whiclsulystance, carry no right to
participate beyond a specified amount in any digtion by the entity of either
income or capital. In certain situations it maydifficult to identify the ownership
interest. This is particularly the case for orgatibns such as trusts that do not
have a well-defined ownership instrument. Instrumehat give rise to interests
in net assets but limit any right to participateatgpecified amount will normally
form part of ownership interest when the holders hameentittement to other
benefits of an ownership form. In assessing whethegntitlement exists to other
ownership benefits, consideration should be givethéoguidance on assessment
of control set out in paragraphs 4.13 to 4.37,%8do 5.11 of this Standard.

4.59 Ownership interest in a subsidiary:
(i) may be significant in assessing whether corgxidts; and
(ii) is significant in determining the level of threspective parent and minority
interests in the equity of the consolidated entity.
While ownership interest will always be relevant irtedmining the level of the
respective parent and minority interests in theitgqof the consolidated entity,
other factors, in addition to ownership interest] witen be relevant in assessing
whether control exists. In assessing the existehtiee power element of control,
for instance, the possible parent’s level of votpmver in a possible subsidiary
needs to be assessed. While voting power is usteddlied to ownership interest,
it will often signify a different level of influencer control that the investor can
exercise over the investee. In all circumstaneaesassessment of the existence
of control should be undertaken in accordance with guidance set out in
paragraphs 4.13 to 4.37, and 5.9 to 5.11 of tleadird.
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4.60 When there are unexercised instruments tleacamently exercisable and
that entitle a holder to obtain a further intergsta subsidiary, the ownership
interest for the purposes of this Standard is theeoship interest currently held by
the investor except in circumstances where thewviatig conditions are all met:

the options are favourable;
the instruments are exclusively held by the investnd

prior to the instruments being exercised, the itoraisas the ability to obtain
exclusively the benefits otherwise attributableh® minority interest.

STANDARD
4.61 “Parent” is an entity that controls one or moe other entities.

4.62 “Significant influence” is the capacity of oneentity to affect substantially,
but not unilaterally determine, either or both the financial and operating
policies of another entity.

COMMENTARY

4.63 Commentary providing guidance on the meaningignificant influence is
set out in FRS-38Accounting for Investments in Associates.

STANDARD
4.64 “Subsidiary” is an entity that is controlled by another entity.

COMMENTARY
4.65 A subsidiary may be an entity of any form ikatontrolled by a parent. For

example, a subsidiary includes any interest heldabyinvestor in a partnership
where the investor controls that partnership.

5 FINANCIAL REPORTING

Requirement to Present Consolidated Financial Statenns

STANDARD

5.1 Subject to paragraphs 5.3 and 5.5, a parent thahas one or more
subsidiaries at its reporting date must present caolidated financial statements
in accordance with this Standard. All subsidiariesnust be consolidated in such
consolidated financial statements unless otherwisetérmined by this Standard.

COMMENTARY

5.2 The requirement to present consolidated firsrstatements applies only to
a parent that has one or more subsidiaries ag giatent’s reporting date. Where
a parent has had one or more subsidiaries duriegulrent reporting period but
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does not have any subsidiaries at the reporting, dednsolidated financial
statements will not be prepared but additional imf&tion will need to be included
in the notes to the parent’s own financial statesiast set out under section 6 of
this Standard.

STANDARD

5.3 A parent is not required to present consolidatefinancial statements for
the consolidated entity in which it is the parent vaen a provision exists under
statute that expressly exempts the parent from theequirement to present
consolidated financial statements.

COMMENTARY

5.4 An example of an exemption from preparing cddstdd financial

statements can be found in section 13(2) of tharféial Reporting Act 1993.
Parent companies whose only shareholders at batfateecomprise (a) an entity
incorporated in New Zealand or a nominee of thattygntr (b) an entity

incorporated in New Zealand and its subsidiary (a@irtmominees), are not
required to prepare consolidated financial statesaen

STANDARD
5.5 A parent must exclude from consolidation:

(@) any subsidiary for which, at the date control $ obtained, the parent is
obligated to relinquish control within one year; or

(b) any subsidiary for which the parent has, by theearlier of three months
after the date control is obtained or the date wherthe annual financial
statements are approved, entered into a binding aangement to relinquish
control of the subsidiary within one year from the dite control is obtained;
or

(c) any entity that meets any definition of a subsdiary or is otherwise
described as a subsidiary, under any statute or o#r authority or in any
context, where such entity is not subject to the odrol, as defined in this
Standard, of the parent.

COMMENTARY

5.6 In certain circumstances it is possible foeatity to meet the definition of a
subsidiary for financial reporting purposes undegidlation but not meet the
definition of subsidiary under this Standard. Erample, when a company that is
a subsidiary of another company under section &{ihe Companies Act 1993 is
placed in liquidation, the company ordinarily rengia subsidiary of its holding
company under section 5(1), but section 248(1)ajsvthe custody and control of
the company’s assets in the liquidator. Withouttoa over the assets, the holding
company does not control, as defined in this Stahdhe company in liquidation.
Under this Standard, the company in liquidationdth¢therefore not be consolidated.
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5.7 Paragraph 5.5(c) of this Standard prohibita@mt from consolidating any
entity that is not a subsidiary in terms of theimiébn in this Standard, even
though such entity might be classified as a suasidelsewhere. Paragraph 5.6
gives an example of such an entity. The abilityextlude such an entity from
consolidation is provided under section 14(6) @& Rmancial Reporting Act 1993.
This section requires group financial statementsinworporate the financial
statements of every subsidiary, ‘except where ottserweéquired by an applicable
financial reporting standard’.

STANDARD

5.8 An investment in a subsidiary that is not consmlated in accordance
with paragraphs 5.5 (a) and (b) of this Standard musbe disclosed as a current
asset in the statement of financial position of thparent.

Assessing the Existence of Control

COMMENTARY

Application of Judgement

5.9 The existence of control as defined in thin&ad is a question of fact. The
determination of the fact that control exists willpwever, often require the
application of judgement. This is because corgf@n entity can be attained in a
variety of ways, and the underlying circumstanced wary between differing
situations. Paragraph 5.10 sets out a numberbaotteble presumptions, which, in
the absence of any evidence to the contrary, wdiicete the existence of control.
Where a given situation does not apparently mateh ar more of the rebuttable
presumptions, the lists of indicators of both owhgr powers and ownership
benefits in paragraph 5.11 may still be suffickengéstablish the existence of control.

Rebuttable Presumptions
5.10 The definition of control under this Standegduires, subject to two limited
exceptions, that there be both a power element ahenrefit element. The
circumstances listed in this paragraph establistelauttable presumption that
control exists. A rebuttable presumption is onlputted when there is clear
evidence of control not being held by the entitgirestion. This evidence is likely
to arise through the existence of other rebuttpbdsumptions, or indicators listed
in paragraph 5.11, being applicable to anothetyen#ll the circumstances listed
in this paragraph should be assessed with regardcto situation.

(1) A beneficial ownership of a majority voting ingst in an entity.

(2) A unilateral power to obtain a majority votingerest through ownership of
securities or other rights that are currently cotible into a majority voting
interest at the option of the holder where coneerss favourable to the
holder.

(3) A unilateral power to appoint or remove a majoaf the members of the
governing body of an entity.
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(4) A unilateral power, through any form of mechanigm set or modify the
financing and operating policies that guide théviis of an entity.

(5) A unilateral power to extract distributions ofoeaomic benefits from an
entity.

(6) Aright that is directly attributable to the owsleip interest in another entity,
to a majority of the economic benefits arising frrat entity, irrespective of
the timing or the mode of distribution of the betsef

(7) A unilateral power to dissolve an entity and abta significant level of the
residual economic benefits.

The use of the word “unilateral” in describing trey@r elements in presumptions
(2), (3), (4), (5) and (7), is to be read as a migon to exercise the particular
power in the ordinary operating circumstances of ¢héty. As explained in

paragraph 4.21, a unilateral power arises from asie@cmaking capacity that
cannot be shared or divided. Essentially it retera power of a participatory
nature rather than a power of a protective natuthdrcontext of the discussion on
“restrictions on activities” in paragraph 4.22.

Indicators

5.11 Where a rebuttable presumption is not appatfeatollowing indicators may
still be sufficient to establish the existence ofirol. In some circumstances any
one or more of these may confirm the existence ¢ of the rebuttable
presumptions listed in paragraph 5.10, and contiibithen be presumed to exist.
When this is not the case, an identification oftoanwill require the existence of
both a power element indicator from the first grddy) and a benefit element
indicator from the second group (B). Ordinarilyr fmntrol to be evidenced in
such manner, such indicators will be linked. Ineotivords, the benefit element
indicator will ordinarily either be established bpawer mechanism or result from
the exercise of a decision-making power attributatdethe substance of a
particular power element indicator. In circumstaneénen both power element
and benefit element indicators exist in favour arenthan one entity, judgement
will be needed, based on all the relevant indicasmie other circumstances, as to
which entity is the most likely parent or whetherttohdoes not exist.

(A) Indicators of Power Element

(1) Ownership of a large minority voting interest and other entity or
organised group of entities has a significant eger

(2) Retention of a significant minority voting imést after previously holding a
majority voting interest.

(3) The holding of direct or indirect title to imgtnents entitling appointment of
a majority of the members of the governing bodgmfentity.

(4) An ability demonstrated by a recent electiondmminate the process of
nominating candidates for the governing body ofeatity and to cast a
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majority of the votes cast in an election of memsh#rthat governing body.
An ability to cast a majority of the votes udgyatast in an election of
members of the governing body of an entity.

An ability to use the resources of an entitydimminate the process of
nominating members of the governing body of thetgrdand to solicit
proxies from other holders of voting power.

A right to appoint members of the governing baafyan entity to fill
vacancies until the next election.

A continuing ability to appoint a significant mber of the members of the
governing body of an entity for which majority appionent or election
powers were previously held.

An ability to determine the casting of a majprif the votes cast at a
meeting of the governing body.

A direct or indirect ability to determine thevenue-raising, expenditure and
resource-allocation policies of another entity Juing an ability to modify
or approve the entity’s budget or an ability to rifpdr approve rate or fee
changes affecting revenues of the entity.

A direct or indirect ability to veto, overruler modify decisions of the
governing body other than for the purpose of ptiigcexisting legal or
contractual rights or restrictions.

A direct or indirect ability to appoint, hiregassign or dismiss key
management personnel of the entity.

A unilateral ability to dissolve an entity aratlirect the use of its individual
assets, subject to claims against those assetsyuwvitssuming economic
costs in excess of the expected benefits fromeetiin of the assets.

Indicators of Benefit Element

The holding of direct or indirect title to thnet assets of an entity with an
ongoing right to access those assets.

Ability under existing regulation or other instnent to access resources of
an entity for purposes determined by the entitylimgj such ability.

A right to a significant level of the net assetsan entity in liquidation or in
a distribution other than liquidation.

A right to a significant level of the distribateor undistributed surpluses
attributable to holders of an ownership interest.

A right to a significant level of the distribateor undistributed surpluses
attributable to holders of an ownership interest thauld arise through the
exercise of securities or other rights held thay fv& converted at the option
of the holder without assuming risks or obligatiam&xcess of the expected
benefits from the conversion.

A right to a significant level of the changethre value of net assets or the
rights thereto, excluding contributions and withdresnaf members of that
entity, either periodically or cumulatively, and wiher received in the form
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of management fees or distributions.
(7) Aright to derive net cash inflows or other ecomo benefits from an entity
under an arrangement which limits that entity tavétets consistent with the
activities of the entity able to derive the econolrenefits.
(8) An ability to derive significant cash inflows, other economic benefits,
through an ability to use the assets of anothetyent
(9) An ability to reduce the risk of incurring losser to limit other risks
associated with ownership.
(10) An ability to access cash flow synergies aridiogn a restructuring of the
operations of either entity which occurs as a direstlt of the acquisition of
an ownership interest in one entity by another gntit
(11) The undertaking, by an entity, of an activityolving the supply of goods
or services that is directly consistent with, andlikely to enhance, the
investor’s operating objectives in circumstancesrehe
- determination of the nature of the goods or sesvicebe supplied is a
direct consequence of the exercise by the investardecision-making
ability over the activities of the entity; and

- the investor is relieved, as a result of the aigtiaf the entity, of an
actual or constructive obligation to provide suapmy; or the investor
has a right to receive a future service delivegnirthe entity which is
not subject to additional funding to be providedivy investor.

Preparation of Consolidated Financial Statements
STANDARD

5.12 Subject to such adjustments as prescribed undethis Standard,
consolidated financial statements must present, asne set of combined
financial statements, separate line-by-line aggregans of like items of assets,
liabilities, equity, revenues, expenses and caslofis that are recognised in the
financial statements of all entities in the consalated entity.

COMMENTARY

5.13 In consolidating the financial statements ofparent and those of its
subsidiaries, various adjustments may be neceskaryeflect the financial

performance, financial position, and financing andesting of the consolidated
entity as a single entity reporting. Adjustments| viié necessary to restate
carrying values of identifiable assets and lialetif to offset the parent’s cost of
acquisition against the relevant portion of sulasigiequity, to account for any
goodwill or discount on acquisition, and to recogniany minority interest.

Additional adjustments will be necessary whenevettieatiwithin a consolidated
entity have had transactions with each other, wheooumting policies of the

subsidiary differ from those of the parent, or whéhnere is a change in the
composition of the consolidated entity.
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STANDARD

5.14 For each subsidiary required to be consolidatiein accordance with this
Standard, a parent must consolidate financial stateents of that subsidiary as
from the date on which the parent obtains control wer that subsidiary, and
until the date on which the parent ceases to conttthat subsidiary.

COMMENTARY

5.15 Where a parent acquires a subsidiary, or enpaelinquishes control over a
subsidiary during the reporting period, the comikd statement of financial
performance should consolidate the results of thssidiary for that part of the
reporting period during which the parent had contfothe subsidiary. If, during
the reporting period, an investee was an associaietp control being obtained,
or became an associate after control was relingdjsthe reporting entity should
apply the method prescribed for accounting for asoeiate to account for the
results of the investee for that part of the rapgrperiod during which the entity
was an associate.

Elimination of the Cost of Acquisition

STANDARD

5.16 In preparing consolidated financial statementsany investment in the
subsidiary held by the parent must be eliminated infull together with the
parent's corresponding entittement to the subsidiay’s equity as at the
acquisition date.

COMMENTARY

5.17 When combining the individual financial statens to prepare the

consolidated financial statements, after restafingecessary) the carrying values
of identifiable assets and liabilities to refletieir fair values, a consolidation
adjustment will need to be made to offset the inmest asset against the
corresponding portion of the subsidiary’s equityadghe acquisition date. Any
resulting difference is accounted for as goodwilldiscount on acquisition in

accordance with FRS-36Accounting for Acquisitions Resulting in Combinations

of Entities or Operations.

STANDARD

5.18 Where the identifiable assets and liabilitiesof the subsidiary are
revalued in the financial statements of the subsidry to their fair values as at
the date on which the parent acquired its interestthe resulting revaluation
increments or decrements must, in the consolidatefinancial statements, be
attributed to the minority interest to the extent they are so attributable.
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Minority Interest
STANDARD

5.19 Minority interest must be determined as the agregate of the minority

interests applicable to each consolidated subsidigrafter making adjustments

for unrealised gains and losses of subsidiaries arlich other adjustments as
may be necessary to comply with the requirements setit in this Standard.

COMMENTARY

5.20 Minority interest is a component of equity tife consolidated entity
attributable to equity holders other than the parefhe minority interest in the
identifiable assets and liabilities of subsidiar@msists of the minority interest
at the acquisition date determined in accordande WRS-36 Accounting for
Acquisitions Resulting in Combinations of Entities or Operations, and the minority's
share of movements in equity since the acquisitiate after making adjustments
required by this Standard.

5.21 Where the minority interest is a negative amdiie. a debit balance) it

should be recognised separately as a negative cempof equity, except to the
extent that the parent is required or agrees ta bea responsibility for any

outgoings resulting from the equity deficit, in whicase the negative amount
would be allocated to the equity holders of the piare

Elimination of Effects of Inter-entity Transactions
STANDARD

5.22 In preparing the consolidated financial statemnts, the effects of all
transactions between the entities which have beenomsolidated must be
eliminated.

COMMENTARY

5.23 When preparing the consolidated financiakstents, the financial effects of

transactions between entities within the consaidi@ntity need to be eliminated on
consolidation. This is to enable the consolidaatity to be reflected as a single
entity, since, for financial reporting purposes, eatity cannot transact with itself.

This will be the case irrespective of whether theepiaholds an ownership interest.
The entity concept of consolidation, whereby thasotidated entity comprises the
parent and subsidiaries which are required to besalmated, is adopted in this

Standard. Consistent with this concept, the firsrafects of transactions between
entities within the consolidated entity, irrespeetof a minority interest, need to be
eliminated in full since they are wholly within tieensolidated entity. In combining

the financial statements of the parent and subi@diavhich are required to be

consolidated to prepare the consolidated finarat@lements, the effects of these
transactions would be eliminated by reversing, @ssaclidation adjustments, the
original accounting entries made to recognisertngstctions.
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5.24 Examples of transactions to be eliminateclihe]

(@) revenues/expenses from transactions betwedregntithin the consolidated
entity;

(b) balances outstanding between entities within dbesolidated entity, e.g.
loans; and

(c) unrealised gains and losses from transactiotisrwthe consolidated entity.

5.25 The elimination of any unrealised gains oséssshould be set against the
interests attributable to the parent and the mipariproportion to their ownership
interests in the entity which recorded the elimidajains or losses.

Reporting Dates

STANDARD

5.26 Consolidated financial statements must be prested for the same reporting
period for which the parent’'s own financial statemens are presented.

5.27 Wherever practicable, the financial information used for the purposes of
inclusion of consolidated subsidiaries in the conidated financial statements
must cover the same reporting period as the parerd’own financial statements
included in the consolidated financial statements.

5.28 Where the financial information used for the prposes of inclusion of

consolidated subsidiaries in the consolidated finamal statements does not

cover the same reporting period as that of the par#’s own financial

statements included in the consolidated financialtatements, the following

requirements must be met:

(&) the subsidiary financial information used mustcover a reporting period
closest to that of the parent’s own financial stat@ents;

(b) the difference between reporting dates must b@o more than three
months, except in rare circumstances where:

(i) statute fixes an annual balance date of a sulsbary greater than
three months from the reporting date of the parents own financial
statements included in the consolidated financiatatements; and

(i) no reliable interim financial information for the subsidiary covering
a reporting period not more than three months diffeent to that of
the parent is able to be obtained; and

(c) adjustments must be made for the effects of sigicant transactions or
other events that occur during the portion of thosereporting periods
that does not overlap where such transactions or emts would otherwise
have been incorporated in the consolidated financiastatements had
the consolidated financial statements been compilefrom financial
information covering the same reporting periods.
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COMMENTARY

5.29 When the interim or annual balance date ofitsidiary differs from the

reporting date of the parent, financial informaticovering the same reporting
period as that of the parent should normally beiolked for use in the preparation
of the consolidated financial statements. If itnist practicable to obtain such
financial information, the most recent subsidianafcial information able to be
obtained should be used in the consolidation.

5.30 In terms of paragraph 5.29, the most recdmidiary financial information
able to be obtained for consolidation purposesofiéin be the information contained
in the most recent interim or annual subsidiargficial statements.

5.31 In general, the most recent subsidiary firelnciformation may be that

corresponding to a reporting date subsequent tpdhent’'s reporting date provided
the inclusion, in the consolidated financial statats, of information contained in

the financial statements of the subsidiary is ndireach of any express or implied
legal, contractual or fiduciary obligations.

5.32 In some cases, statute, either in New Zealaral/enseas, may dictate the
annual balance date of either the parent or theidialy such that a difference in
annual balance dates of over three months ocdarsuch cases it is only where no
reliable interim financial information for the sudhsry covering a reporting period
not more than three months different to that ofggheent is able to be obtained that
financial statements prepared for a reporting pegoeater than three months
different to that of the parent may be used forsotidation purposes. In these rare
circumstances, the most recent reliable finanof@rimation is to be used.

5.33 When financial statements incorporated in ttensolidated financial
statements cover different reporting periods, itymat be possible to eliminate
all inter-entity balances, and appropriate adjusthenay be required to be made
in the consolidated financial statements to accdontany changes that have
taken place in the intervening period. If suchuatihents are material to the
consolidated entity, it would be appropriate to jevseparate note disclosure of
the aggregate of the amount representing transactiat have taken place in the
intervening period.

Accounting Policies

STANDARD

5.34 Unless another financial reporting standard rquires a specific accounting
policy to be applied by an entity in the group or ly part of the group, and
such policy differs from the corresponding accountig policies adopted by
other entities within the group or by other parts d the group, the accounting
policies employed in the preparation and presentatn of consolidated
financial statements must be consistent. Where th&ccounting policies differ

2 -546



FRS-37

for reason other than a specific requirement of aifancial reporting standard,
adjustments to achieve consistency must be madepreparing the consolidated
financial statements.

COMMENTARY

5.35 Since the consolidated financial statementwige financial information

about a consolidated entity as a single entitysisbent accounting policies need
to be adopted in the preparation of those finansi@tements. Where the
accounting policies adopted by entities within thensolidated entity are
dissimilar, adjustments need to be made in pregatie consolidated financial
statements to achieve consistency, unless themdiasipolicies are required by
financial reporting standards.

5.36 An example of a dissimilar policy required bfireancial reporting standard
in the context of paragraph 5.34 is the requirenueiier FRS-34:Life Insurance
Business for a life insurer to measure all assets at neketavalue. Where the life
insurer is a subsidiary of a non-life insurer paremich does not measure all
assets at net market value, adjustments are noé nma@dchieve consistency in
preparing the consolidated financial statements.

Cross-holdings

STANDARD

5.37 In preparing the consolidated financial statements, wére two entities
within the consolidated entity each hold a share of the othegntity’s equity,
the amounts of the inter-entity investments must beliminated.

COMMENTARY

5.38 Adjustments for cross-holdings should be masieguthe treasury stock
method. The treasury stock method is based oridve that entities involved in
cross-holdings acquire the equivalent of a diratgrest in their own net assets.
Application of the treasury stock method ensure$ thaltiple counting of net
surplus and net assets does not arise. Guidanteedneasury stock method can
be found in R-116:Accounting for Companies Involved in Cross Holdings.

STANDARD

5.39 In the circumstances set out in paragraph 5.37, imllocating the equity
of the consolidated entity between the interest othe equityholders of the
parent and the minority interest, the respective shres of equity must be
determined after eliminating the effect of any cros-holdings between the
entities within the consolidated entity.
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Acquisition of an Additional Ownership Interest in a Subsidiary
STANDARD

5.40 Where a parent increases its ownership interesn an entity that is
already its subsidiary, the identifiable assets andlabilities of that subsidiary
must be revalued to fair value, and goodwill arisig on the increase in interest
must be calculated by reference to those fair valse

COMMENTARY

5.41 Where a parent increases its ownership inté@restsubsidiary through the
acquisition of additional equity of the subsidiatlye acquisition is accounted for
as a step-acquisition of ownership interest coasisiith the principles covering
step-acquisitions contained in FRS-38ccounting for Acquisitions Resulting in
Combinations of Entities or Operations. This requires a step-by-step comparison
to be made of the cost of the individual acquisitwith the investor's ownership
interest in the fair values of the identifiable etssand liabilities at each step.
Appendix 3 illustrates a possible approach to actiegrin accordance with this
requirement.

5.42 The requirement for a step-by-step comparegmplies only with regard to
material acquisitions. When there are a humbemofiaterial acquisitions, it is
appropriate to group a series of such acquisitiats a single step, to treat the
series in the same way as a single material acipmisit

STANDARD

5.43 Any revaluation to fair values of identifiableassets and liabilities that is
recognised as a result of a parent's acquisition o&dditional equity of the
subsidiary is exempt from the requirement for the agoing revaluation of
property, plant and equipment under FRS-3: Accounting for Property, Plant
and Equipment.

COMMENTARY

5.44 A subsidiary that has been subject to an sitigmi of additional equity by
its parent may, in its own financial statementsjahge its property, plant and
equipment to align the carrying values of suchtasaéh the cost of acquisition.
Alternatively, the property, plant and equipmensoéh subsidiary may be revalued
only in the consolidated financial statements. thNiof these circumstances require
the subsidiary or the group entity to continue &vatue in accordance with
paragraph 7.1(b) of FRS-3ccounting for Property, Plant and Equipment.

Decreases in Ownership Interest in a Consolidated Sslaiary without Loss of
Control

STANDARD
5.45 Where a parent’s ownership interest in a sulifiary decreases but the
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parent retains control of that subsidiary, the equiy of the consolidated entity
must be adjusted by the net aggregate of any salegeeeds from the decrease
in ownership interest less the portion of recognisk goodwill attributable to
the decrease in ownership interest. An expense cgwrenue must be recognised
in the statement of financial performance of the coesolidated entity to reflect
any loss or gain arising from the reduction of theparent’s ownership interest
in the subsidiary.

COMMENTARY

5.46 Where a parent’s ownership interest in a sidryidiecreases but the parent
retains control, the subsidiary would continue topbe of the consolidated entity
and the financial statements of the subsidiary waolitinue to be consolidated in
the consolidated financial statements. In disolg$he equity amounts attributable
to the parent and to the minority interest, thesodidated financial statements
reflect the proportionate decrease in the equitthefsubsidiary held by the parent
and the corresponding increase in the amount atéibto the minority interest.
This is illustrated in Scenario 1 of Appendix 4 loistStandard.

Loss of Control

STANDARD

5.47 Where a parent ceases to control a subsidiargdjustments must be

made on consolidation so that:

(@) the components of group equity appropriately rédect the post-acquisition
equity of the subsidiary to the date of loss of cdrol; and

(b) an expense or revenue is recognised in the satent of financial
performance of the current period to reflect any resulting loss or gain to
the consolidated entity arising from the loss of atrol.

COMMENTARY

5.48 A parent may cease to control a subsidiary ees@alt of a reduction in its
ownership interest through disposal of its interdstay also lose control through
the issue of further subsidiary equity to the mityanterest, or as a result of other
circumstances such as the removal of control fieenparent under regulation. As
from the date control ceases, the consolidationthef former subsidiary is
discontinued. In the period that control ceaskes,results of the subsidiary are
consolidated for only the part of the period theestor had control. In presenting
the consolidated financial statements for thatqekrthe opening equity will need
to be consistent with the closing equity for thevjas reporting period. In
addition, an expense or revenue is recognisedflecteany gain or loss to the
consolidated entity as a result of any decreasbdrparent’s ownership interest in
the subsidiary.

5.49 In presenting the consolidated financial statets, where an investment in a
previously consolidated subsidiary is retained diwihg loss of control of the
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subsidiary, the carrying amount of the investmémusd be adjusted to equal the
carrying amount that would have been measured hadetfuity method been

applied from acquisition date based on the ownershgest that continues to be
held. If the subsidiary becomes an associateVitig loss of control, the equity

accounting method is applied from this point basedthe ownership interest
retained. If the subsidiary does not become aocés® following loss of control,

the equity method is not applied after loss of omantand dividends from the

investee are recognised as revenue to the extexttttiey are not already
recognised in the carrying amount of the investment

5.50 Where the loss of control is due to a decraasthe reporting entity’s
ownership interest, a gain or loss to the consdilantity might occur. Where
there has been a disposal of ownership interestgaie or loss is equal to the
difference between the proceeds of the sale andahsolidated subsidiary’s net
asset value (including any related goodwill) atttithle to the percentage of
ownership interest relinquished. Where the lossaottrol is due to other than a
decrease in the reporting entity’'s ownership intertere will be no gain or loss
to the consolidated entity other than a possiblpainment expense. This is
because the carrying amount of the deconsolidatedstment will include the
post-acquisition increase in net assets of thesteeeattributable to the unchanged
ownership interest. This is illustrated in Scema@oand 3 of Appendix 4 of this
Standard.

6 DISCLOSURES
STANDARD

6.1 The disclosure requirements in this section dhe Standard apply to the
consolidated financial statements, unless a requingent specifically refers to
the parent’s own financial statements.

6.2 The disclosure requirements prescribed under gerally accepted
accounting practice apply to the financial statemets of any consolidated
entity in the same manner as they apply to the finzcial statements of any
entity reporting.

COMMENTARY

6.3 Financial reporting standards such as FRSFZesentation of Financial
Reports, FRS-9: Information to be Disclosed in Financial Statements, and FRS-10:
Statement of Cash Flows should be applied in the presentation of a pasent’
consolidated financial statements, where applicabRequirements relevant to
specialised forms of reporting are set out in FRS{2terim Financial Statements
and FRS-29:Prospective Financial Information.

2 - 550



FRS-37

STANDARD

6.4 The following information in respect of each ginificant subsidiary must

be disclosed:

(@) the subsidiary’s legal name, country of incorpration if other than
New Zealand and principal activities;

(b) the reporting date if different from that of the parent;

(c) the parent’'s ownership interest as at the subdiary’s reporting date and
at the parent’s reporting date (if different);

(d) the proportion of voting power held in the subdiiary if different from
the ownership interest held;

(e) the amount of any interest in the net assets diie parent held by the
subsidiary; and

() the fact that the subsidiary’s financial statenents reporting date
changed from that used for consolidation purposesni previous years,
and the effect of the change on the consolidatechéincial statements, if
appropriate.

COMMENTARY

6.5 For the purposes of the application of pardy&g, a significant subsidiary
is a subsidiary that is a material component ofethiity reporting in terms of either
size or nature.

6.6 In assessing significance based on size, caragidn should be given to the
proportion of the recognised and unrecognised iizdrelements of the subsidiary
to the corresponding financial elements of the obidated entity. This assessment
should include consideration of the impact on thesolidated financial statements
of any potential transaction or event that mayeanisthe course of a subsidiary’s
activities. The impact on the consolidated entfyany potential subsidiary
transaction or event is likely to be significantany circumstances where guarantee
arrangements exist which give creditors of the gliasi access to the resources of
other entities within the group that are materiahia context of the group.

6.7 In assessing significance based on naturejdmmation should be given to
how much the activities undertaken by the subsidi#ifer from those undertaken
by other entities in the group. The greater tlitedince, the more likely it is that
a subsidiary will be significant based on naturen niany cases, details of a
subsidiary that undertakes different activitiesnirother group entities will be of
high information value when the subsidiary is najnfficant based on size,
because relevant information may then be excludsd the consolidated entity’s
segment disclosures.
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STANDARD
6.8 The following information must be separately diclosed:

@)
(b)
(©

(d)

the legal name of any subsidiary that became paof the group during
the reporting period and the corresponding date;

the legal name of any subsidiary that ceased tbe part of the group

during the reporting period and the corresponding dte;

the legal name of any subsidiary in which, atie parent’s reporting date,

the ownership interest attributable to the parent s 50 per cent or less,
together with an explanation of how control existsand

the legal name of any entity in which, at the @rent’s reporting date, the

ownership interest attributable to the parent is meoe than 50 per cent
but which is not a subsidiary of that parent, togetler with an explanation

of why control does not exist.

6.9 The following information must be disclosed oman aggregate basis
with regard to any change in the structure or owneship interest of the
consolidated entity during the period:

@)

(b)
(©

(d)

the increase in the individual assets and lialiies of the consolidated
entity arising from the acquisition of any subsidigies (other than
temporarily controlled subsidiaries);

the decrease in the individual assets and lidliies of the consolidated
entity arising from the deconsolidation of any subsliaries;

the impact on the net surplus or deficit aftertax of the consolidated
entity as a result of the deconsolidation of subsiaries or as a result of
the acquisition of consolidated subsidiaries; and

the gain or loss, if any, made by the parent ahthe consolidated entity
on any disposal of an ownership interest in a conbdated subsidiary.

6.10 Where a parent has had one or more subsidiageduring the current

reporting period but is not required to produce corsolidated financial

statements at the reporting date because it no lorg has any subsidiaries at
that date, disclosure must be made on an aggregabesis in the parent's own
financial statements of the gain or loss, if any, ade by the parent on loss of
control of a subsidiary, showing the following compnents separately:

(@)
(b)
(©

the portion of post-acquisition equity of the sbsidiary attributable to
prior periods;

the portion of post-acquisition equity of the absidiary attributable to
the current period to the point of loss of control;and

the gain or loss, if any, made by the group ithe current period at the
point of loss of control.
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COMMENTARY

6.11 In providing separate disclosure of the conepts of any gain or loss made
by the parent in accordance with the requiremepiirmgraph 6.10, it will usually
be appropriate to include such information in thetes to the parent’'s own
financial statements along with an explanation tath components represent
information that would have been included in cortikd financial statements for
the period if the parent had continued to be reglito produce consolidated
financial statements. Parts (A) and (B) of Appendliklustrate the relationship
between the amount of any loss or gain in the paremtn financial statements
and the amount of any loss or gain in the pareat'solidated financial statements.

6.12 While paragraphs 6.9 and 6.10 require thecpbesl information to be shown
only in aggregate, disaggregation of this informatnay be necessary to meet the
objectives of general purpose financial reporting.

STANDARD

6.13 With respect to each significant temporarily antrolled subsidiary that

was acquired during the period and held as at theddance date of the parent,

the following information must be disclosed:

(@) the legal name and description of the subsidigr

(b) the reason for holding a controlling interestn the subsidiary;

(c) the carrying value of the investment in the sutidiary; and

(d) the amount attributable to the subsidiary repoted within the surplus or
deficiency of the group for the period.

7 TRANSITIONAL PROVISIONS

STANDARD

7.1 Comparative figures are not required to be pressged in the first period
of application of this Standard with regard to items required under this
Standard that have not been disclosed in the entitygeneral purpose financial
statements of the prior period.

COMMENTARY

7.2 The disclosure of comparative figures thatrererequired as a consequence
of paragraph 7.1 is encouraged.

STANDARD

7.3 Where a subsidiary of the investor at the begimng of the period in
which this Standard is first applied was consolidagd at the end of the
previous period and such subsidiary is required undr this Standard to be
consolidated, the carrying amounts of the relevanidentifiable assets and
liabilities and of any goodwill included in the conselidated financial statements
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at the end of the period immediately prior to thatin which this Standard is
first applied are deemed to have been determined iaccordance with this
Standard.

7.4 Where a subsidiary of the investor at the begimng of the period in

which this Standard is first applied was not consadated at the end of the
previous period and such subsidiary is required undr this Standard to be
consolidated, the carrying amounts of assets andabilities of the consolidated
financial statements must be adjusted, as at the pmning of the period in

which this Standard is first applied, to those amonts that would have been
the carrying amounts had the requirements of FRS-36:Accounting for

Acquisitions Resulting in Combinations of Entities or Operations been applicable
when the subsidiary became a subsidiary. Any net asant of this adjustment
must be recognised in the statement of movements équity as an adjustment
against equity at the beginning of the period in with this Standard is first

applied and relevant portions of this amount must b included in any
components of equity that are separately disclosed.

COMMENTARY

7.5 To meet the requirements in paragraph 7.4pwarapproaches might be
used to determine the carrying amounts, at theoétite period prior to the period
in which this Standard is first applied, of a praxsty unconsolidated subsidiary’'s
net assets. For example, where a subsidiary hayslveen wholly owned, these
carrying amounts might be estimated directly byngsihe carrying amounts in
the financial statements of the subsidiary at timaé. Alternatively, where these
carrying amounts are to be determined by tracinguants back to the time(s) of
the earlier acquisition(s) of ownership interesthie subsidiary, the carrying values
at the date(s) of acquisition may be used as et fair values at the date(s) of
acquisition in meeting the requirements of FRS-3Blowever, the approach
adopted should result in a similarly reliable detisation of carrying amounts as
those that would have existed had FRS-36 been thlicaple standard when the
subsidiary became a subsidiary.

7.6 The adjustment required by paragraph 7.4 mghtnecessarily result in a
net adjustment to opening equity. For example, etesubsidiary covered by
paragraph 7.4 has been previously accounted foeruttte equity method of
accounting up to this time, the carrying amounttioé investment and any
attributable goodwill will be equal to the net totdlthe carrying amounts of the
assets and liabilities and attributable goodwilluieed by paragraph 7.4 to be
recognised.

STANDARD

7.7 Where an entity that was not a subsidiary of th investor at the
beginning of the period in which this Standard is ifst applied had been
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consolidated at the end of the previous period, thearrying amounts of assets
and liabilities applicable to that entity and any related goodwill included in

the consolidated financial statements at the end dhe period immediately

prior to that to which this Standard is first applied, must be reclassified as
part of the carrying amount of investments.

COMMENTARY

7.8 The reclassification to an investment as reguiby paragraph 7.7 is

made using existing balances of assets and liakiliand applicable goodwill.

Accordingly, there will be no resulting net revenueeapense. In many cases,
the resulting carrying amount of the investment| wile the equivalent

equity-accounted amount. This amount is treatedhasdeemed cost of the
investment and it is then subsequently, as ap@ieprequity accounted or accounted
for as a financial instrument.

STANDARD

7.9 Where the application of this Standard as at # beginning of the
period in which this Standard is first applied caugs the composition of the
consolidated entity previously reflected in the cosolidated financial
statements to change so as to include or exclude antity or entities:

(@) the legal name of that entity or those entitiemust be disclosed;

(b) the aggregate net increases or decreases inetss liabilities and equity of
the consolidated entity caused by the inclusion dhat entity or those
entities must be separately disclosed as at the lieging of that period;
and

(c) the aggregate net increases or decreases inassliabilities and equity of
the consolidated entity caused by the exclusion @fhat entity or those
entities must be separately disclosed as at the liging of that period.

7.10 The Crown is not required to comply with the rguirements of this
Standard for reporting periods beginning on or afte a date within two years
following the date of first application of this Standard.
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APPENDIX 1

Comparison of FRS-37 with International and Australian Accounting
Standards

This comparison appendix was prepared as at 20 A@§@dt and deals only with
significant differences between the standards. ddmaparison is produced for
information purposes only and does not form pathefstandards in FRS-37.

Accounting standards are promulgated internationbjlyboth the International
Accounting Standards Board (IASB) and the Public @&e@ommittee of the
International Federation of Accountants (IFAC PSC).

The International and Australian accounting stanslammimparable with FRS-37
are:

IASB
IAS 22 (revised 1998)Business Combinations

IAS 27 (1988): Consolidated Financial Statements and Accounting for
Investmentsin Qubsidiaries.

IFAC PSC
IPSAS-6 (2000):Consolidated Financial Satements and Accounting for
Investments in Subsidiaries.

AUSTRALIA
AASB 1015 (1999):Acquisition of Assets
AASB 1024 (1992):Consolidated Accounts
AAS 21 (1985): Accounting for the Acquisition of Assets (including
Business Entities)
AAS 24 (1992): Consolidated Financial Reports
AAS 27 (1996): Financial Reporting by Local Governments
AAS 29 (1996): Financial Reporting by Government Departments
AAS 31 (1996): Financial Reporting by Governments.

The following summarises the significant differencestween the above
pronouncements and FRS-37. However, please noteafipendix compares
requirements in the jurisdictions rather than tleguirements in particular
standards.
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Definition of Control

FRS-37 expressly adopts a definition of control tisaconsistent with effective
ownership and excludes control influences that afiseugh regulation-making
power, through a purchase relationship, and thrdagbing. The definition of
control in FRS-37 also includes situations wherere¢hmay not be a current
capacity to exercise a decision-making power but altlee decision-making has
been predetermined with no party having any ongdexgjsion-making power and
benefits to be provided have been irreversibly igecin favour of the parent.
This definition is narrower regarding forms of irdhce, but broader regarding
current capacity to influence, than the equivaldgefinitons and commentary
provided under AASB 1024, AAS-24, AAS-27, AAS-29, AAS-31, IR3 and
IPSAS-6.

Exceptions to Consolidation

IAS 27 and IPSAS-6 prohibit a parent from consolitgta subsidiary when the
subsidiary has been acquired and continues to ldeelxelusively with a view to

disposal in the near future. FRS-37 prohibits eepiafrom consolidating any
subsidiary for which, at the date control is obtdinthe parent is obligated to
relinquish control within one year, or the parentthini three months after
obtaining control, has entered into a binding agesment to relinquish control
within one year. AASB 1024 provides no exclusion temporarily controlled

subsidiaries.

IAS 27 and IPSAS-6 also prohibit a parent from cadstihg a subsidiary when
the subsidiary is subject to severe long-term ia&tns that impair control.
Severe long-term restrictions which impair contrigoaresult in exclusion from
consolidation under AASB 1024 and FRS-37, howeversuoh circumstances,
control and therefore subsidiary status is deen@damarise under AASB 1024
and FRS-37.

Different Balance Dates

When the reporting date of a subsidiary differarfrthat of the parent, FRS-37,
IAS 27 and IPSAS-6 all impose a maximum differencevben reporting dates of
three months. FRS-37 does, however, provide faxaeption to the three-month
difference rule in cases where statute, either in Mealand or overseas, fixes a
balance date of a subsidiary greater than threghmdrom that of the parent; and
no more recent reliable financial information ideato be obtained. AASB 1024
requires the most recent financial statements @fstibsidiary to be used, without
prescribing a maximum difference.

Where differences in reporting dates exist, FRS806 permits the most recent
subsidiary financial information to be that corresging to a reporting date
subsequent to the parent’s reporting date provisiech information is not in
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breach of any express or implied legal, contractoialfiduciary obligations.
IAS 27, IPSAS-6 and AASB 1024 are silent with regarduse of subsidiary
financial statements subsequent to those of thenpar

Treatment of Minority Interests

FRS-37 does not specify requirements for disclosfimainority interest. Instead,
FRS-37 requires minority interest to be disclosedaccordance with other
financial reporting standards FRS-2: Presentation of Financial Reports and
FRS-9: Information to be Disclosed in Financial Statements together require
separate disclosure of the amounts attributabtb@anvestor and to the minority
interest in total equity, in certain componentsgobup equity, and in certain
movements in components of group equity. The requénts of FRS-2 and FRS-9
are consistent with the requirements in AASB 1024 hows separately the
minority interest in group capital, group retainpdofits (losses), and group
reserves and in group operating profit (loss) aralg extraordinary items after
tax. IAS 27 and IPSAS-6 require minority interegisbe presented separately
from both liabilities and the parent shareholdenstity, and separate presentation
of minority interests in group income.

Increases or Decreases in Ownership Interest Withoutoss of Control

When a further interest is acquired after contra$ been obtained, FRS-37 and
AASB 1024 both require the adoption of a step-by-steproach which involves
determination of goodwill based on the incrementariest separately and the
recognition of subsidiary assets at fair valuesthatt point. The FRS-37/
AASB 1024 approach is the same as required by FR&E8GAS 22 (alternative
treatment) for step-acquisitions up to the poinntod is achieved. When an
ownership interest is disposed of, or is otherwiserafsed, without loss of
control, FRS-37 and AASB 1024 both require recognitis revenues or expenses
of any gains or losses arising.

IAS 27 and IPSAS-6 are silent regarding both accagnfor step-acquisitions
after control has been achieved and accountingifmosals of ownership interest
in circumstances where control is retained.

Loss of Control of Subsidiaries

AASB 1024 and FRS-37 both provide extensive guidanith regard to the treatment
of loss of control of subsidiaries. Both AASB 10&24d FRS-37 require recognition
of any gain or loss arising on a loss of controhasvenue or expense. Where there
isonly a part-disposal leading to a loss of cdntbwth standards require the
continuing interest to be recognised at the egamtaéquity-accounted value. 1AS 27
and IPSAS-6 are silent regarding the treatmerass of control of subsidiaries.
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Appendix Guidance

AASB 1024 and FRS-37 both provide detailed appenlistiations of treatments
regarding changes in ownership interest. 1AS 27 IR8AS-6 contain no such
guidance. The guidance provided in AASB 1024 is isbexst with that in FRS-37.

Transitional Provisions

AASB 1024 contains several transitional provisiongnpiing or requiring
retrospective adjustment for treatment changedtiegtdrom the initial application
of the standard. FRS-37 contains transitional irequents to achieve a correct
identification of the consolidated entity at tharsbf the period the standard is first
applied but FRS-37 does not permit or require sgtective adjustment for asset
and liability and goodwill/discount values attribbla to subsidiaries arising
previously. FRS-37 also includes a transitionabvigion permitting up to a
two-year delay in application of the Standard to @ewn. IAS 27 does not
provide any transitional provisions. IPSAS-6 indada transitional provision
that permits entities to not eliminate all balanaad transactions between entities
within the economic entity for reporting periods edgng on a date within
three years following the date of first adoption.
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APPENDIX 2

Step-acquisitions Leading to an Additional Ownershignterest in a
Subsidiary

The content of this appendix is included for illustrative purposes only and does not
form part of the Financial Reporting Standard.

The following example illustrates the applicatiorpafagraph 5.40.

Acquisition of additional ownership interest in a sisidiary

Holding acquired a 90% ownership interest in Invefte&350 when the investee
had net assets with a carrying value of $200, reptes by share capital $60 and
retained earnings $140. At date of acquisition $tee’s land was worth $100
more than its carrying value of $70. As from daft@cquisition Holding controlled
Investee.

Some years later Holding acquired the remaining 1®@&hership interest in
Investee at a cost of $220, when the subsidiarytsssets had a carrying value of
$1,000 (share capital $60, retained earnings $946).land was worth $1,000
more than its carrying value of $70.

Amortisation of goodwill is ignored for the purposg#ghis example.
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Consolidated Statement of Financial Position at datef Second Acquisition

Holdings Investee Consolidation Consolidated
Adjustments
Equity.
Contributed capital 1,000 60 60 DR 1,000
Retained earnings 940 220R 720
Revaluation reserve: land F1CR 810
1,000 1,000 2,530
Assets
Investment in Investee 570 570 CR -
Goodwill 100° DR 100
Land 70 1,000 DR 1,070
Other assets 430 930 1,360
1,000 1,000 2,530

1 140 + (940 - 140) x 10%

2 (1000 - 100) x 90%

3 350 - (60 + 140 + 100) x 90% =
220 - (60 + 940 + 1000) x 10% =

80 (at first acguis)
20 (at secondusitqon)
100
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APPENDIX 3
Disposal of Ownership Interest and/or Loss of Control

The content of this appendix is included for illustrative purposes only and does not
form part of the Financial Reporting Standard.

The accounting adjustments to be made in conselidfihancial statements upon
the decrease in ownership interest in a subsidiadytlae effects of loss of control
of a subsidiary are described in paragraphs 5.550.

(A) Chart to Determine Measurement of Gain/(Loss) uporbDecrease in
Ownership Interest and/or Loss of Control
Start
Decrease in ownership Loss of control:
interest no loss of ownership
interest
Disposal of No disposal of
ownership ownership interest
interes
1 1 3
2

Components of measurement of gain/(loss) upondbssentrol:

1. The post-acquisition movement in the net asset the subsidiary
corresponding to the reduction in ownership interest

2. The difference between (1) any proceeds of aatk (2) the initial cost of
that portion of the ownership interest disposed of.

3. Possible impairment afivestment asset.
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(B) Example lllustrating Application of Paragraphs 5.45 to 5.50

The following example illustrates the impact on thensolidated financial
statements of a disposal of ownership interesipss bf control without a disposal
of ownership interest.

Details of Example

Holding purchased a 100% interest in Investee f@0$¥hen the fair value of
Investee’s net assets was $80, represented by shaital $60 and retained
earnings $20. Investee's net assets increased 3y $ince acquisition; $50 in the
year of loss of control and $100 in prior years.

The three alternative scenarios are:
1.  Sale of 20% ownership interest for $60 withasslof control.

2. Sale of 60% ownership interest for $300. Ieedecomes an associate on
loss of control.

3. There is no disposal of ownership interestdaurttrol is lost due to Investee
being placed into liquidation. (To avoid any neéedconsider the issue of
impairment, it is assumed in this scenario thatpteeeeds to be realised by
Holding when the liquidation of Investee is complet#l be equal to or
greater than the value of the recognised net agkétgestee. )

Explanation of Results

Four worksheets are presented following this disomssiThe first worksheet sets
out the position immediately before loss of conwoturs and is common to all
three scenarios. Note that amortisation of goodvath the acquisition date to the
date of loss of control has been ignored.

The remaining worksheets set out the resulting grpopitions for each of
scenarios 1 — 3 separately. Notes to the worksipeetdde explanatory comment
in support. For the purposes of presentation@sdéhvorksheets, it is assumed that
Holding has other subsidiaries and that Holding'aficial statements introduced
in the consolidation worksheet represent the firdrstatements of the rest of the

group.
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Consolidation worksheet immediately prior to sale ofhares

Financial Position

Equity

Contributed capital
Retained earnings
Minority interest

Assets

Investment in Investee Ltd
Other assets

Goodwill

Financial Performance
Net surplus for the perit

Movements in Equity
Equity at start of the period
Net surplus for the period
Equity at end of the perit

2 -564

Holdings Investee  Consolidation Consolidated
Adjustments
1,000 60 60 DR 1,000
170 20 DR 150
1,000 23C 1,15C
100 100 CR
900 230 1,130
20 DR 20
1,00C 23C 1,15C
5C 50
1,000 180 80 DR 1,100
50 50
1,00( 23C 1,15(C



Scenario 1. Sale of portion of ownership withoutdss of control:
ownership interest for $60

Financial Position

Equity

Contributed capital
Retained earnings
Minority interest

Assets

Investment in Investee Ltd
Other assets

Goodwill

Financial Performance

Net surplus for the period before:

Profit on sale of shares

Movements in Equity

Equity at start of period

Net surplus for the period
Movement in minority interest
Equity at end of period

Holdings

1,000

1,000

100
900

1,000

1,000

1,000

FRS-37

sold 20%

Consolidation Adjustments

Column 1: Consolidation adjustments befor sale
2: On sale of 20% of ownership interest

Proceeds

Cost of shares sold (20% of 100)

Profit to Holdings Ltd

Already recognised by consolidated entity
Retained earnings (20% of 150)

Profit to consolidated entity
(100 + 50) x 20%
(80 + 100+ 50) x 20%

100 x 20%
20 x20%

N o 0 A w N

20 (investment x 20%) — 4 (goodwill x 20%) + 30t@med earnings x 20%)

Recording Holdings Investee Consolidation Consolidated
Sale of After Sale Adjustments
Shares of Shares 1 2
1,000 60 60DR 1,000
40 CR 40 170 20DR 3C*DR 16C
46°CR 46
1,040 230 1,206
20 CR 80 100 CR 2¢* DR -
60 DR 960 230 1,190
20 DR #CR 16
1, 040 230 1,206
50 50
40 CR 40" 3¢’ DR ¢t
60
1,000 180 80DR 1,100
40 CR 40 50 3¢° DR 60
46’ CR 46
1,040 230 1,206
60
20
40
30
10

Profit on sale of shares already recognised by otidated entity (see footnote 1)
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Scenario 2: Sale of ownership interest resultingiloss of control: Investee

becomes an associate: sold 60% of ownership intstdor $300

Holdings Recording Holdings Investee Consolidation Consolidated
Sale of  After Sale Adjustments
Shares of Shares 1 2
Financial Position
Equity
Contributed capital 1,000 1,000 60 60 DR 1,000
Retained earnings 240 CR 240 170 20 DR 2B®& 300
Minority interest 138 CR 138 DR -
1,000 1,240 230 1,300
Assets
Investment in Investee Ltd 100 60 CR 40 100 CRO' DR 100 DR 100
Other assets 900 300 DR 1,200 230 1,200
Goodwill 20DR 20°CR -
1,000 1, 240 230 1,300
Financial Performance
Net surplus for the period before: 50 50
Gain on sale of shares 240CR 240 90' DR 150
200
Movements in Equity
Equity at start of period 1,000 1,000 180 1,100
Net surplus for the period 240 CR 240 50 90° DR 200
Equity at end of period 1,000 1, 240 230 1,300

Consolidation Adjustments

Column 1: Consolidation adjustments
Column 2:  On sale of 60% of ownership
Column 3:  From consolidation to equity accounting

! Proceed 30C

Cost of shares sold (60% of 100) 60

Profit to Holding Ltd 240

Already recognised by consolidated entity

retained earnings (60% of 150) 90

Profit to consolidated enti 15C

(100 + 50) x 60%

(80 + 100+ 50) x 60¢

100 x 60%

In accordance with FRS-38, para 5.9, the goodwil (20 x 40%
attributable to the continuing associate is noasaely recognised.
Instead, it is included in the carrying amounthe investment.

6 (100 + 50) X 60%

40 (investment, at cost x 40%) + 60 (post-acquaisigarnings x 40%).
This amount includes goodwill of 8 (20 x 40%).

60 + 20 (at acquisition)

o oa woN
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Scenario 3: No change in ownership but loss of caont because Investee is in

liquidation
Before Investee placed in After Investee placed in
liquidation liquidation
Holdings Investee Consolidation Consolidated Deconsoldion Consolidated
Adjustments Adjustments

Financial Position
Equity
Contributed capital 1,000 60 60 DR 1,000 1,000
Retained earnings 170 20 DR 150 150
Minority interest

1,000 230 1,150 1,150
Assets
Investment in Investee Ltd 100 100 DR 250 DR 250
Other assets 900 230 1,130 230 CR 900
Goodwill 20 DR 20 20 CR

1,000 230 1,150 1,150
Financial Performance
Net surplus for the period 50 50 50"
Movements in Equity
Equity at start of the period 1,000 180 SgR 1,100 1,100
Net surplus for the period 50 50 50
Equity at end of the period 1,000 230 1,150 1,150

! Earned by Investee during consolidation period.

2 Subject to impairment test re likely distribution liquidation.
% 60 + 20 (at acquisitior

History
FRS-37:

FRS-37:
SGAP-8:

SSAP-8:

Consolidating Investments in Subsidiaries (revised October 2002 and
effective for periods ending on or after 31 Decemp@02) amended as
follows: deletion of Appendix 2, changes to paspyr 4.37 and
consequential changes to paragraph 5.9.

Consolidating Investments in Subsidiaries (issued October 2001 and
effective for periods ending on or after 31 Deceniiif?2).

Accounting for Business Combinations (revised October 1990 and effective
for periods commencing on or after 1 January 1991).

Accounting for Business Combinations (issued October 1987 and effective
for periods commencing on or after 1 January 1988).
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