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IASB Update on Consolidation

The International Accounting Standard Board met with the US Financial Accounting Standards Board (FASB) in London on
18 - 20 Jannary 2010, where amongst others they discussed consolidation

Consolidation

The IASB and the FASB discussed the following issues relating to the control model being developed for the
purposes of determining when one entity should consolidate another:

e Control through voting rights (including control with less than half of the voting rights in an entity)
e Options and convertible instruments
e Agency relationships (including kick-out rights)

Control through voting rights

The boards tentatively decided that, when assessing control of entities controlled through voting rights:

e areporting entity that holds more than half of the voting rights in an entity meets the power element of
the control definition, in the absence of other arrangements.

e areporting entity (with less than half of the voting rights in an entity) that has the legal or contractual
ability to direct those activities of the entity that significantly affect the returns meets the power
clement of the control definition.

The IASB tentatively decided that a reporting entity with less than half of the voting rights meets the power
element of the control definition in situations in which the reporting entity holds significantly more voting
rights than any other party or organised group of shareholders, and in which the other shareholdings are widely
dispersed. The FASB tentatively decided that such a reporting entity must have demonstrated that it has
directed the activities of the entity that significantly affect the returns in order to meet the power element of the

control definition.
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Options and convertible instruments

The boards tentatively decided that a reporting entity should consider options and convertible instruments
when assessing whether it has the power through voting rights to direct the activities of an entity that
significantly affect the returns. The consideration of whether a reporting entity has the power to direct the
activities of the other entity would include not only a reporting entity's voting rights in another entity, but also
an assessment of all the facts and circumstances associated with the options or convertible instruments.

Agency relationships

The IASB and the FASB discussed what factors should be considered when determining whether a party that
has been delegated decision-making authority should be considered to be an agent. The boards also discussed
whether kick-out rights that are exercisable on agreement by more than one unrelated party could be
substantive and should be considered when assessing agency relationships. The boards did not reach any
decisions on agency relationships. This topic will be discussed further by the IASB and FASB at their February
2010 joint Board meeting.
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Disclaimer:

These materials and the information (‘this information’) contained herein are provided by KINAV and are intended to
provide general information on a particular subject or subjects and are not an exhaustive treatment of such subject(s).

This information is not intended to constitute accounting, tax, legal, investment, consulting, or other professional advice or
services and should not be relied upon as the sole basis for any decision which may affect you or your business. . No
reader should act on the basis of any information contained in this publication without considering and, if necessary, taking
appropriate advice upon their own particular circumstances. None of KNAV, its member firms, or its and their respective
affiliates shall be responsible for any loss and any special, indirect, incidental, consequential, or punitive damages or any
other damages whatsoever whether in an action of contract, statute, tort (including, without limitation, negligence), or
otherwise, sustained by any person who relies on this information. If any of the foregoing is not fully enforceable for any
reason, the remainder shall nonetheless continue to apply.

About KNAV

KNAYV is India's first multi-national firm of accountants and business advisors with operations in India, US and
UK. We are currently expanding our operations to Canada, France & Netherlands. Our partners and
professionals are qualified in various countries including India, US, Canada, UK and Ireland allowing us to
provide you with seamless service across Asia, North America and Europe.
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