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When a parent company holds a significant majority of a subsidiary’s outstanding common
stock—specifically, 90%—it enters a strategic position that impacts corporate governance,
financial reporting, taxation, and legal considerations. Such ownership levels often lead to
consolidation of financial statements, influence over subsidiary operations, and specific
compliance requirements. Understanding the implications of owning 90% of a subsidiary’s
stock is crucial for corporate executives, investors, auditors, and legal professionals to
make informed decisions and ensure adherence to relevant laws and standards.

This article explores the various actions and considerations a parent company should
undertake when it owns 90% of the subsidiary's outstanding common stock. From legal and
accounting perspectives to operational strategies, we will provide comprehensive guidance
to optimize corporate structure, ensure compliance, and maximize value creation.

Understanding the Significance of 90% Ownership
in a Subsidiary

The Legal and Financial Implications of 90% Ownership

Owning 90% of a subsidiary’s stock grants the parent company substantial control,
including the power to influence or direct the subsidiary’s policies and decisions. This level
of ownership typically results in:

- Control over voting rights: The parent can influence or determine the outcome of
shareholder votes.

- Consolidation of financial statements: The parent is required to include the subsidiary’s
assets, liabilities, income, and cash flows in its consolidated financial reports.

- Legal considerations: The parent may be deemed to have “control” under securities laws
and regulations, impacting disclosures and compliance.

Impacts on Corporate Governance and Decision-Making

With 90% ownership, the parent company effectively controls the subsidiary's board and



operational decisions. This level of control allows for:
- Streamlining strategic initiatives

- Implementing policies aligned with the parent company’s goals
- Minimizing dissent in decision-making processes

Key Actions the Parent Company Should Take
When Owning 90% of a Subsidiary

1. Ensure Proper Consolidation Accounting

Since ownership exceeds the 50% threshold, accounting standards such as IFRS
(International Financial Reporting Standards) and US GAAP (Generally Accepted Accounting
Principles) mandate the parent to consolidate the subsidiary’s financials.

Steps to follow:

- Prepare consolidated financial statements, combining parent and subsidiary data.

- Eliminate inter-company transactions and balances.

- Recognize non-controlling interest (NCI) for the 10% ownership held by minority
shareholders.

Best practices:

- Regularly review consolidation procedures.

- Use reliable accounting software that supports consolidation processes.
- Consult with auditors to ensure compliance.

2. Evaluate and Address Minority Shareholder Interests

Although the parent holds 90%, there remains a 10% minority interest. It's essential to:

- Accurately account for minority interests in financial statements.
- Communicate transparently with minority shareholders regarding major decisions.
- Consider whether the minority shareholders’ rights require specific legal protections.

3. Review Legal and Regulatory Compliance

Ownership of such magnitude necessitates:



- Compliance with securities laws and regulations, including disclosures to regulators.
- Ensuring adherence to corporate governance standards.

- Filing necessary reports with authorities like the SEC (Securities and Exchange
Commission), if applicable.

4. Make Strategic Decisions Regarding Control and
Operations

The parent should consider:
- Whether to integrate the subsidiary fully into the parent’s operations.

- Deciding if the subsidiary will remain autonomous or be merged into the parent.
- Evaluating the need for restructuring to optimize tax and operational efficiencies.

5. Optimize Tax Planning and Structuring

High ownership levels influence tax strategies, including:
- Transfer pricing arrangements between parent and subsidiary.

- Utilization of tax credits and incentives.
- Planning for potential tax liabilities upon consolidation or sale.

6. Manage Risk and Liability

Holding 90% increases exposure to the subsidiary’s risks, such as:
- Operational liabilities
- Legal disputes

- Regulatory penalties

Implement risk management strategies, including insurance and legal safeguards.

7. Consider Exit Strategies and Future Transactions

The parent may plan for:

- Partial or complete divestment
- Mergers or acquisitions involving the subsidiary
- Restructuring ownership stakes for strategic reasons



Additional Considerations for Parent Companies
with 90% Ownership

Corporate Governance and Board Control

Owning 90% typically grants the parent company control over the subsidiary’s board of
directors. It's essential to:

- Appoint qualified directors aligned with corporate goals.

- Establish clear governance policies.
- Maintain transparency and accountability.

Impact on Shareholder Rights

Minority shareholders (the remaining 10%) have limited influence but retain legal rights.
The parent should:

- Respect minority shareholder rights to avoid legal disputes.
- Ensure fair treatment in major transactions or decisions.

Valuation and Investment Analysis

High ownership levels affect valuation methods:
- Use consolidated financials for investor assessments.

- Consider the impact of non-controlling interests.
- Evaluate the subsidiary’s performance as part of the overall corporate value.

Tax and Regulatory Due Diligence

Ensure compliance with:

- Transfer pricing regulations
- Anti-avoidance rules
- Cross-border tax treaties if applicable



Summary: What a Parent Company Should Do
When Owning 90% of a Subsidiary

To summarize, a parent company owning 90% of its subsidiary should:

- Consolidate financial statements in compliance with applicable standards.
- Account for minority interests accurately.

- Ensure legal compliance with securities and corporate laws.

- Implement effective governance and control mechanisms.

- Plan tax strategies to optimize fiscal benefits.

- Manage risks proactively.

- Maintain transparent communication with minority shareholders.

- Evaluate strategic options for restructuring or divestment.

Conclusion

Owning 90% of a subsidiary’s outstanding common stock positions a parent company to
exert significant control while also imposing specific legal, financial, and operational
responsibilities. Proper management of these responsibilities ensures regulatory
compliance, financial transparency, and strategic growth. By following the outlined actions,
the parent company can maximize its investment, minimize risks, and create sustainable
value for shareholders and stakeholders alike.

Understanding the nuances of high ownership stakes is essential for corporate success in
an increasingly complex regulatory environment. Whether it’'s through diligent
consolidation, effective governance, or strategic planning, owning 90% of a subsidiary
presents opportunities for growth and challenges that require careful navigation.

Frequently Asked Questions

If the parent company owns 90% of the subsidiary's
common stock, should the parent consolidate the
subsidiary's financial statements?

Yes, generally the parent company should consolidate the subsidiary's financial statements
since it has a controlling interest, typically defined as owning more than 50% of the voting
stock.

Does owning 90% of the subsidiary's stock mean the



parent company can exert full control over the
subsidiary?

Owning 90% of the stock usually provides significant control over the subsidiary's
operations and decisions, warranting consolidation and control considerations.

What accounting standards apply when the parent
owns 90% of a subsidiary?

Under GAAP or IFRS, a parent owning 90% of a subsidiary is required to consolidate the
subsidiary's financials into its own, reflecting control and providing a comprehensive view of
the group's financial position.

Should the parent company eliminate intra-group
transactions when consolidating if it owns 90% of the
subsidiary?

Yes, intra-group transactions and balances should be eliminated during consolidation to
avoid double counting and present an accurate financial picture.

Are there any circumstances where a parent owning
90% might not consolidate a subsidiary?

Such circumstances are rare; exceptions may occur if control is not deemed to exist due to
specific legal or contractual arrangements, but generally, a 90% ownership indicates
control necessitating consolidation.

What implications does owning 90% of the subsidiary’'s
stock have for minority shareholders?

With 90% ownership, the parent company can effectively control the subsidiary, and
minority shareholders hold a small stake with limited influence over corporate decisions.

Additional Resources

If The Parent Company Owns 90% Of The Subsidiary Company's Outstanding
Common Stock, The Company Should

When a parent company acquires a significant majority stake—such as 90%—in a
subsidiary, it sets the stage for a complex web of strategic, financial, and operational
considerations. This level of ownership confers substantial control over the subsidiary’s
decisions, financial reporting, and overall corporate structure. In such scenarios, the parent
company must carefully evaluate its next steps to optimize value, ensure compliance, and
align its broader corporate objectives. This article provides an in-depth analysis of what the
parent company should do when it holds a 90% ownership in a subsidiary, exploring legal,
financial, operational, and strategic implications.



Understanding the Implications of 90%
Ownership

Legal and Control Significance

Ownership of 90% of a subsidiary's outstanding common stock grants the parent company
a dominant position, effectively enabling it to:

- Control voting decisions: With 90%, the parent can influence or outright determine major
corporate decisions during shareholder meetings.

- Appoint the board of directors: The parent can typically nominate and elect directors,
guiding the subsidiary’s strategic direction.

- Implement majority voting: Critical resolutions—such as mergers, amendments to the
articles of incorporation, or sale of assets—can be approved with ease.

This level of control often qualifies the subsidiary as a controlled entity, affecting financial
reporting, legal obligations, and strategic autonomy.

Financial Reporting Considerations

From an accounting perspective, a 90% ownership stake generally necessitates
consolidated financial statements. Consolidation means:

- Combining the subsidiary’s financials with the parent’s for a comprehensive view.

- Eliminating intra-group transactions to avoid double-counting.

- Reflecting the subsidiary's assets, liabilities, income, and expenses as if they are part of
the parent.

The process ensures transparency and provides stakeholders with a clear picture of the
overall corporate group’s financial health.

Key Actions the Parent Company Should Take

The substantial ownership stake calls for a series of strategic, operational, and compliance
actions. These are outlined in the following sections.



1. Confirm and Formalize Control and Ownership
Structure

Why It Matters:

Ensuring the legal documentation accurately reflects ownership percentages and control
rights is fundamental. This reinforces the parent’s authority and clarifies governance
mechanisms.

Actions to Take:

- Review and update shareholder agreements, articles of incorporation, and bylaws to
reflect the 90% ownership.

- Establish clear voting rights and decision-making processes.

- Document any agreements related to minority shareholders to prevent disputes.

Implications:
Legal clarity simplifies governance and minimizes potential conflicts, making strategic
initiatives smoother.

2. Initiate or Continue Consolidation of Financial
Statements

Why It Matters:
Regulatory standards (such as IFRS and US GAAP) require consolidated reporting for
entities where control exists.

Actions to Take:

- Prepare consolidated financial statements, combining the subsidiary’s financial data.
- Ensure compliance with relevant accounting standards.

- Conduct internal audits to verify accuracy and completeness.

Implications:
Consolidation provides a holistic view of the corporate group, which is essential for investor
relations, creditworthiness assessments, and internal management.

3. Conduct a Strategic Review of the Subsidiary

Why It Matters:
A high ownership stake offers an opportunity to optimize the subsidiary's performance and
align it with the parent’s strategic objectives.

Actions to Take:
- Evaluate the subsidiary’s core competencies, market position, and growth potential.



- ldentify areas for operational improvements or restructuring.
- Decide whether to expand, divest, or restructure the subsidiary’s operations.

Implications:
Strategic alignment maximizes value creation and ensures resources are allocated
efficiently.

4. Address Minority Shareholders and Governance

Why It Matters:
Although the parent owns 90%, minority shareholders (holding 10%) still have rights that
must be respected to avoid legal disputes and ensure good governance.

Actions to Take:

- Review minority shareholder rights and protections under local laws.

- Communicate transparently about corporate decisions affecting the subsidiary.
- Develop policies to manage minority rights, such as voting rights and dividend
distributions.

Implications:
Maintaining good relations with minority shareholders minimizes legal risks and supports
corporate reputation.

5. Ensure Legal and Regulatory Compliance

Why It Matters:
Different jurisdictions have specific laws governing ownership thresholds, disclosure
requirements, and corporate governance.

Actions to Take:

- Confirm compliance with local corporate laws regarding significant ownership and control.
- File necessary disclosures with securities regulators if applicable.

- Review contractual obligations related to the subsidiary’s operations.

Implications:
Proactive compliance mitigates legal risks and enhances stakeholder confidence.

6. Optimize Tax Strategies and Planning



Why It Matters:
Ownership structures influence taxation, including issues related to transfer pricing,
dividends, and intra-group transactions.

Actions to Take:

- Review the tax implications of consolidation and ownership structure.

- Develop tax-efficient strategies for dividend repatriation, intercompany loans, and transfer
pricing.

- Consult with tax professionals to ensure compliance and optimize liabilities.

Implications:
Effective tax planning can lead to significant cost savings and prevent penalties.

7. Evaluate and Manage Risks

Why It Matters:
Control over a subsidiary exposes the parent to specific risks—financial, operational, legal,
or reputational.

Actions to Take:

- Perform risk assessments focusing on the subsidiary’s industry, market, and operational
environment.

- Develop risk mitigation strategies, including insurance, legal safeguards, and internal
controls.

- Monitor ongoing compliance and performance metrics.

Implications:
Proactive risk management preserves value and ensures stability.

Additional Considerations for the Parent
Company

A. Potential for Going Beyond Control: Acquisition and
Investment Strategies

Ownership of 90% opens doors for strategic moves such as:

- Merging with other entities: To create larger, more competitive groups.
- Divesting minority stakes: To streamline focus or raise capital.
- Leveraging the subsidiary for new markets or products: Using existing infrastructure.



B. Ethical and Corporate Social Responsibility (CSR)
Aspects

Maintaining transparent and responsible governance, especially with minority shareholders,
is vital. Good CSR practices can bolster reputation and stakeholder trust.

C. Preparing for Future Ownership Changes

The parent should consider succession planning, potential dilution, or increased ownership
goals, aligning with long-term strategic plans.

Conclusion: Strategic, Financial, and Operational
Imperatives

Ownership of 90% of a subsidiary’s outstanding common stock fundamentally empowers
the parent company with control but also imposes a suite of responsibilities. It should:

- Confirm and reinforce control structures and legal documentation.
- Engage in thorough financial consolidation and reporting.

- Conduct strategic reviews to optimize operations and growth.

- Respect and manage minority shareholder rights.

- Ensure full legal and regulatory compliance.

- Implement robust tax planning strategies.

- Proactively manage risks.

By taking these steps, the parent company can maximize the value of its investment,
ensure compliance, and achieve strategic objectives. Such comprehensive management
not only safeguards the parent’s interests but also paves the way for sustainable growth
and corporate stability in an increasingly complex business environment.

In summary, owning 90% of a subsidiary is a powerful position that demands deliberate,
informed action. From legal formalities to strategic planning, the parent company should
adopt a holistic approach to leverage its controlling stake effectively while managing
associated risks and responsibilities.
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