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QUESTION 63: ADVANCED CONSOLIDATION 
 
Grange, a public limited company, operates in the manufacturing sector. The draft statements of 
financial position of the group companies are as follows at 30 November 2009: 
 

 Grange  Park  Fence 
 $m  $m  $m 
Assets:      
Non-current assets      
Property, plant and equipment 257  311  238 
Investments in subsidiaries      
Park  340     
Fence  134     
Investment in Sitin  16     

 747  311  238 

Current assets  475  304  141 

Total assets  1,222  615  379 

Equity and liabilities:      
Share capital  430  230  150 
Retained earnings  410  170  65 
Other components of equity  22  14  17 

Total equity 862  414  232 

Non-current liabilities  172  124  38 

Current liabilities      
Trade and other payables 178  71  105 
Provisions for liabilities 10  6  4 

Total current liabilities 188  77  109 

Total liabilities  360  201  147 

Total equity and liabilities 1,222  615  379 

 
The following information is relevant to the preparation of the group financial statements: 
(i) On 1 June 2008, Grange acquired 60% of the equity interests of Park, a public limited 

company. The purchase consideration comprised cash of $250 million. Excluding the 
franchise referred to below, the fair value of the identifiable net assets was $360 million. 
The excess of the fair value of the net assets is due to an increase in the value of non-
depreciable land. 

 
Park held a franchise right, which at 1 June 2008 had a fair value of $10 million. This had 
not been recognized in the financial statements of Park. The franchise agreement had a 
remaining term of five years to run at that date and is not renewable. Park still holds this 
franchise at the year-end. 

 
Grange wishes to use the ‘full goodwill’ method for all acquisitions. The fair value of the 
non-controlling interest in Park was $150 million on 1 June 2008. The retained earnings of 
Park were $115 million and other components of equity were $10 million at the date of 
acquisition. 

 
Grange acquired a further 20% interest from the non-controlling interests in Park on 30 
November 2009 for a cash consideration of $90 million. 
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(ii) On 31 July 2008, Grange acquired a 100% of the equity interests of Fence for a cash 
consideration of $214 million. The identifiable net assets of Fence had a provisional fair 
value of $202 million, including any contingent liabilities. At the time of the business 
combination, Fence had a contingent liability with a fair value of $30 million. At 30 
November 2009, the contingent liability met the recognition criteria of IAS 37 ‘Provisions, 
Contingent Liabilities and Contingent Assets’ and the revised estimate of this liability was 
$25 million. The accountant of Fence is yet to account for this revised liability. 

 
However, Grange had not completed the valuation of an element of property, plant and 
equipment of Fence at 31 July 2008 and the valuation was not completed by 30 November 
2008. The valuation was received on 30 June 2009 and the excess of the fair value over 
book value at the date of acquisition was estimated at $4 million. The asset had a useful 
economic life of 10 years at 31 July 2008. 

 
The retained earnings of Fence were $73 million and other components of equity were $9 
million at 31 July 2008 before any adjustment for the contingent liability. 

 
On 30 November 2009, Grange disposed of 25% of its equity interest in Fence to the non-
controlling interest for a consideration of $80 million. The disposal proceeds had been 
credited to the cost of the investment in the statement of financial position. 
 

(iii) On 30 June 2008, Grange had acquired a 100% interest in Sitin, a public limited company, 
for a cash consideration of $39 million. Sitin’s identifiable net assets were fair valued at $32 
million. 

 
On 30 November 2009, Grange disposed of 60% of the equity of Sitin when its identifiable 
net assets were $35 million. The sale proceeds were $23 million and the remaining equity 
interest was fair valued at $13 million. Grange could still exert significant influence after the 
disposal of the interest. The only accounting entry made in Grange’s financial statements 
was to increase cash and reduce the cost of the investment in Sitin. 

 
(iv) Grange acquired a plot of land on 1 December 2008 in an area where the land is expected 

to rise significantly in value if plans for regeneration go ahead in the area. The land is 
currently held at cost of $6 million in property, plant and equipment until Grange decides 
what should be done with the land. The market value of the land at 30 November 2009 was 
$8 million but as at 15 December 2009, this had reduced to $7 million as there was some 
uncertainty surrounding the viability of the regeneration plan. 

 
(v) Grange anticipates that it will be fined $1 million by the local regulator for environmental 

pollution. It also anticipates that it will have to pay compensation to local residents of $6 
million although this is only the best estimate of that liability. In addition, the regulator has 
requested that certain changes be made to the manufacturing process in order to make the 
process more environmentally friendly. This is anticipated to cost the company $4 million. 

 
(vi) Grange has a property located in a foreign country, which was acquired at a cost of 8 

million dinars on 30 November 2008 when the exchange rate was $1 = 2 dinars. At 30 
November 2009, the property was revalued to 12 million dinars. The exchange rate at 30 
November 2009 was $1 = 1·5 dinars. The property was being carried at its value as at 30 
November 2008. The company policy is to revalue property, plant and equipment whenever 
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material differences exist between book and fair value. Depreciation on the property can be 
assumed to be immaterial. 

 
(vii) Grange has prepared a plan for reorganising the parent company’s own operations. The 

board of directors has discussed the plan but further work has to be carried out before they 
can approve it. However, Grange has made a public announcement as regards the 
reorganisation and wishes to make a reorganisation provision at 30 November 2009 of $30 
million. The plan will generate cost savings. The directors have calculated the value in use 
of the net assets (total equity) of the parent company as being $870 million if the 
reorganisation takes place and $830 million if the reorganisation does not take place. 
Grange is concerned that the parent company’s property, plant and equipment have lost 
value during the period because of a decline in property prices in the region and feel that 
any impairment charge would relate to these assets. There is no reserve within other equity 
relating to prior revaluation of these non-current assets. 

 
(viii) Grange uses accounting policies, which maximise its return on capital, employed. The 

directors of Grange feel that they are acting ethically in using this approach as they feel that 
as long as they follow ‘professional rules’, then there is no problem. They have adopted a 
similar philosophy in the way they conduct their business affairs. The finance director had 
recently received information that one of their key customers, Brook, a public limited 
company, was having serious liquidity problems. This information was received from a 
close friend who was employed by Brook. 

 
However, he also learned that Brook had approached a rival company Field, a public limited 
company, for credit and knew that if Field granted Brook credit then there was a high 
probability that the outstanding balance owed by Brook to Grange would be paid. Field had 
approached the director for an informal credit reference for Brook who until recently had 
always paid promptly. The director was intending to give Brook a good reference because 
of its recent prompt payment history as the director felt that there was no obligation or rule 
which required him to mention the company’s liquidity problems. (There is no change 
required to the financial statements as a result of the above information.) 

 
Required: 
(a) Calculate the gain or loss arising on the disposal of the equity interest in Sitin. 

           (6 marks) 
(b) Prepare a consolidated statement of financial position of the Grange Group at 30 

November 2009 in accordance with International Financial Reporting Standards. 
           (35 marks) 

 

 

ACCA P2 – December 2009 – Q1a  
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ANSWER TO QUESTION 63: ADVANCED CONSOLIDATION 
Part (a) 
Loss arising on disposal of the equity interest in Sitin J12             $6m  
 
Part (b) 

Grange plc 
Consolidated Statement of Financial Position at 30 Nov 2009 

Assets  $m 
Non-current assets   
Goodwill W3  38 
Goodwill (Sitin) $7 J10 – 7 J12  - 
PPE $257 + 311 + 238 + 5 J1 + 4 J6 – 0.53 J7 – 6 J13 + 4 J16 – 28 J17   784.47 
Investment property $6 J13 + 2 J14  8 
Net assets (of Sitin) $32 J10 + 4 J11 – 36 J12  - 
Intangible assets $10 J1 – 3 J2   7 
Investment (in Sitin) in associate $16 + 23 J9 – 39 J10 + 13 J12   13 

  850.47 
   
Current assets $475 + 304 + 141 – 23 J9 + 23 J12  920 
   

Total assets  1,770.47 

   
Equity   
Share capital  430 
Retained earnings W6  423.25 
Other components of equity W6  36.4 

  889.65 
Non-controlling interest W5  140.82 

  1030.47 

   
Non-current liabilities $172+124+38  334 
   
Current liabilities    
Trade and other payables $178+71+105  354 
Provisions $10 + 6 + 4 + 30 J4 – 5 J5 + 7 J15  52 
   

Total equity and liabilities  1,770.47 

 
W1 GROUP STRUCTURE  
Park Subsidiary Acquisition: 1 Jun 2008 Group 60% NCI 40% 
Fence Subsidiary Acquisition: 31 Jul 2008 Group  100% Nil 
Sitin Subsidiary Acquisition: 30 Jun 2008 Group 100% Nil 
    $m 
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W2 NET ASSETS AT ACQUISITION Park  Fence 
Equity share capital 230  150 
Retained earnings 115  73 
Other reserves 10  9 
J1 15   
J4   (30) 
J6   4 

 370  206 

 
W3 GOODWILL Park  Fence 

Investment [340 – 90 J3] ; [134 + 80 J8] 250  214 
Less: [370 W2 x 60%] ; [206 W2 x 100%]  (222)  (206) 

 28  8 

FV of NCI 150  - 
Less: [370 W2 x 40%] ; [206 W2 x 0%] (148)  - 

 2  - 

 30  8 

 
W4 POST ACQUISITION RESERVES  OR  RE 
 Park  Fence  Park  Fence 
Balance 4  8  55  (8) 
J2     (3)   
J5       5 
J7       (0.53) 

 4  8  52  (3.53) 

 
W5 NON CONTROLLING INTEREST  Park  Fence 
 [370 W2 x 40%] ; [206 W2 x 0%] 148  - 
NCI goodwill W3 2  0 
[4 & 52 W4 x 40%] ; [8 & (3.53) W4 x 0%]  22.4  - 

 172.4  0 
J3 (86.20)   
J8   54.62 

 86.20  54.62 

 
W6 GROUP RESERVES   OR RE 
Parent reserves  22 410 
J3   (3.8) 
J8   25.38 
J11   3 
J12   (6) 
J14   2 
J15   (7) 
J16  4  
J17   (28) 

  26 395.58 
Park [4 W4 x 60%] ; [52 W4 x 60%]  2.42 31.2 
Fence [8 W4 x 100%] ; [(3.53) W4 x 100%]    8 (3.53) 

  36.4 423.25 
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JOURNAL ENTRIES WITH WORKINGS 
$ m 

Dr. Cr. 

 

(i) 1 

PPE (non-depreciable land) 5  

Intangible assets (Franchise right) 10  

 Reserves Pre (Park)   15 
 

Fair value adjustment  $m 
Share capital  230 
Other reserves  10 
Retained earnings  115 
Fair value adjustment – Franchise right  10 
Fair value adjustment (β) – non-depreciable land  5 

Total fair value of net assets $360+10  370 

. 

 

(i) 2 
RE (Park) 3  

 Intangible asset  3 

Extra amortization due to fair value adjustment 
$10m x 1.5/5 years = $3m 

 

(i) 3 

NCI (Park) 86.2  

RE (Grange) ß 3.8  

 Investment (in Park)  90 

Step acquisition of further 20% in existing subsidiary 
$172.4m W5 x 20% / 40% = $86.2m 

 

(ii) 4 
Reserves Pre (Fence) 30  

 Provisions   30 

Contingent liability meeting the criteria under IAS 37 for recognition of provisions.  

 

(ii) 5 
Provisions 5  

 RE (Fence)  5 

Post acquisition change in estimate of provision $30m - $25m = $5m 

 

(ii) 6 
PPE 4  

 Reserves Pre (Fence)  4 

Fair value adjustment 

 

(ii) 7 
RE (Fence) 0.53  

 PPE  0.53 

Extra depreciation due to fair value adjustment 
$4m/10 years x 16/12 months = $0.53m 
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(ii) 8 

Investment (in Fence) 80  

 RE (Grange) ß  25.38 

 NCI (Fence)  54.62 

Disposal not resulting in loss of control 
$232m equity – 30 J4 + 5 J5 + 4 J6 – 0.53 J7  =$210.47m + $8m W3 = $218.47m x 25% = 
$54.62m 
Alternatively, 
[$206 W2 + $8 W3 + $8 – 3.53 W4 ] x 25% = $54.62m  

 

(iii) 9 
Investment (in Sitin) 23  

 Current assets (Cash)  23 

Reversal of entry already passed in individual accounts 

 

(iii) 10 

Net assets (Sitin) 32  

Goodwill (Sitin) 7  

 Investment in Sitin  39 

The subsidiary Sitin has been consolidated at the date of acquisition. 

 

(iii) 11 
Net assets (Sitin) 3  

 RE (Grange)  3 

The profits of subsidiary during control period recognised. $35 – 32 = $3  

 

(iii) 12 

Current assets (Cash) 23  

Investment  in Sitin (residual interest at fair value) 13  

RE (Grange) Loss on disposal ß 6  

 Net assets (Sitin)  35 

 Goodwill (Sitin)  7 

Disposal of investment in subsidiary resulting in loss of control and becoming an associate. 

 

(iv) 13 
Investment property 6  

 PPE  6 

Journal entry for correct classification as per nature of property. 

 

(iv) 14 
Investment property 2  

 RE (Grange)  2 

Increase in fair value of investment property. 

 

(v) 15 
RE (Grange) 7  

 Provisions  7 

$1m + $6m = $7m 
Request for changes in manufacturing process is not present obligation. 

 

(vi) 16 
PPE 4  

 OR (Grange)  4 

Cost D8m/2 = $4m 
Value D12m /1.5 = $8 
Increase in PPE valuation $8 - $4 = $4m 
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(vii) 17 
RE (Grange) 28  

 PPE  28 

Impairment 
$862m equity + 3 J11 + 1 J11 – 7 J12 + 2 J14 – 7 J15 + 4 J16 =$858m – $830m = $28m 
There is no present obligation for restructuring, so its impacts have been ignored. 
 
The impact of adjustment J3 and J8 has been ignored as it belongs only when consolidated 
financial statements are prepared and not to Grange as a cash generating unit. 

 
 
 
 
 


