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QUESTION 68: ADVANCED CONSOLIDATION 
Decany owns 100% of the ordinary share capital of Ceed and Rant. All three entities are public 
limited companies. 
 
The group operates in the shipbuilding industry, which is currently a depressed market. Rant has 
made losses for the last three years and its liquidity is poor. The view of the directors is that Rant 
needs some cash investment. The directors have decided to put forward a restructuring plan as at 
30 November 2011. Under this plan: 
1. Ceed is to purchase the whole of Decany’s investment in Rant. The purchase consideration 

is to be $98 million payable in cash to Decany and this amount will then be loaned on a 
long-term unsecured basis to Rant; and 

2. Ceed will purchase land with a carrying amount of $10 million from Rant for a total 
purchase consideration of $15 million. The land has a mortgage outstanding on it of $4 
million. The total purchase consideration of $15 million comprises both five million $1 
nominal value non-voting shares issued by Ceed to Rant and the $4 million mortgage 
liability which Ceed will assume; and 

3. A dividend of $25 million will be paid from Ceed to Decany to reduce the accumulated 
reserves of Ceed. 

 
The Statements of Financial Position of Decany and its subsidiaries at 30 November 2011 are 
summarised below: 
 Decany Ceed Rant 
 $m $m $m 
Non-current assets    
Tangible non-current assets at depreciated cost/valuation  600 170 45 
Cost of investment in Ceed  130   
Cost of investment in Rant  95   
Current assets 155 130 20 

  980 300 65 

Equity and reserves    
Share capital  140 70 35 
Retained earnings  750 220 5 

 890 290 40 
Non-current liabilities    
Long-term loan  5  12 
Current liabilities    
Trade payables  85 10 13 

  980 300 65 

 
As a result of the restructuring, several of Ceed’s employees will be made redundant. According to 
the detailed plan, the costs of redundancy will be spread over two years with $4 million being 
payable in one year’s time and $6 million in two years’ time. The market yield of high quality 
corporate bonds is 3%. The directors feel that the overall restructure will cost $2 million. 
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Required: 
(i) Prepare the individual entity statements of financial position after the proposed 

restructuring plan;         (13 marks) 
(ii) Set out the requirements of IAS 27 and IFRS 10 as regards the reorganisation and 

payment of dividends between group companies, discussing any implications for the 
restructuring plan.          (5 marks) 

 
(a) Discuss the key implications of the proposed plans for the restructuring of the group.

            (5 marks) 
Professional marks will be awarded in part (b) for clarity and expression of your discussion. 
            (2 marks) 
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ANSWER TO QUESTION 68: ADVANCED CONSOLIDATION 
Part (a) (i) 
Cash Purchase of Rant by Ceed 
 Decany Ceed Rant 
 $m $m $m 
Non-current assets    
Tangible non-current assets at depreciated cost/valuation  600 185 35 
Cost of investment in Ceed  130  11 
Cost of investment in Rant   98  
Loan receivable  98   
Current assets  180 32 118 
 –––––– –––––– –––– 
 1,008 315 164 
 –––––– –––––– –––– 
    
Equity and reserves    
Share capital  140 75 35 
Share premium   6  
Retained earnings  776 185·5 10 
 –––––– –––––– –––– 
 916 266·5 45 
    
Non-current liabilities    
Long-term loan  5 4 106 
Provisions  2 9·5  
Current liabilities    
Dividend payable   25  
Trade payables  85 10 13 
 –––––– –––––– –––– 
 1,008 315 164 
 –––––– –––––– –––– 
 

JOURNAL ENTRIES FOR FINANCIAL IMPACT OF TRANSACTION 

INDIVIDUAL FINANCIAL STATEMENTS 
GROUP FS 

DECANY CEED RANT 

Dr. Cash 
Cr. RE 
Cr. Inv in R 

98 
03 
95 

Dr. Inv in R 
Cr. Cash 

98 
98 

  
NO EFFECT 

 

Dr. Loan to R 
Cr. Cash 

98 
98 

  Dr. Cash 
Cr. Loan D 

98 
98 

NO EFFECT 
 

  Dr. Land 
Cr. SC 
Cr. SP 
Cr. Liab. 

15 
05 
06 
04 

Dr. Liab. 
Dr. Invest 
Cr. RE 
Cr.Land 

04 
11 
05 
10 

NO EFFECT 

 

Dr. Cash 
Cr. RE 

25 
25 

Dr. RE 
Cr. Cash 

25 
25 

  
NO EFFECT 

 

Dr. RE 
Cr. Provision 

02 
02 

Dr. RE 
Cr. Provision 

9.5 
9.5 

  Dr. RE 
Cr. Provision 

11.5 
11.5 
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Redundancy costs and provision for restructuring 
The communication of the restructuring creates a valid and constructive expectation and should be 
provided for in the company incurring the cost. It should be provided for in Ceed’s financial 
statements as Ceed will incur these costs. 
 
Redundancy costs should be recognised at the present value of the future cash flows: 

 $m 
4m x 1/1·03  3·9 
6m x 1/1·032  5·6 

 9·5 

 
The provision for restructuring of $9·5m will be shown in Ceed’s and overall restructuring provision 
in Decany’s records ($2 million). 
 
Purchase of Rant 
The cost of the investment in Ceed’s financial statements will be $98 million and current assets will 
be reduced by the same amount. Decany will record a loan receivable of $98 million and a profit of 
$3 million. The loan to Rant will be recorded in long-term loans and in current assets. 
 
Transfer of land 
Nominal value of shares allotted   5 
Fair value of consideration received   
Value of land  $15m  
Less mortgage  ($4m) 11 

Premium on shares allotted   6 

 
The value of the shares issued to Decany would be the land less the mortgage, which is $11 
million. 
 
Part (a)(ii) 
 IAS 27 has been amended to effectively allow the cost of an investment in a subsidiary, in limited 
reorganisations, to be based on the previous carrying amount of the subsidiary rather than its fair 
value. This relief is limited to reorganisations where a new parent is inserted above an existing 
parent of a group (or entity), and: 
(i)  The new parent obtains control of the original parent (or entity) by issuing equity 

instruments in exchange for existing equity instruments of the original parent (or entity); 
(ii)  The assets and liabilities of the new group and the original group are the same immediately 

before and after the reorganisation; and 
(iii)  The owners of the original parent (or entity) before the reorganisation have the same 

absolute and relative interests after the reorganisation. 
 
It appears that the reorganisation meets these criteria as the shares issued for the purchase of the 
land are non-voting shares and all other conditions appear to be met. Any group reorganisation 
establishing new parent entities should be carefully assessed to establish whether it meets the 
conditions imposed to be effectively accounted for on a ‘carry-over basis’ rather than at fair value. 
 
IAS 27 has also been amended, deleting the ‘cost method’ and therefore resolving some of the 
difficulties arising from the capital maintenance concept. IAS 27 will require all dividends from a 
subsidiary, jointly controlled entity or associate to be recognised in profit or loss in its separate 
financial statement. The distinction between pre- and post-acquisition profits is no longer required. 
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However, the payment of such dividends requires the entity to consider whether there is an 
indicator of impairment. An indicator of impairment exists if: 
(i)  The dividend exceeds the total comprehensive income of the subsidiary, jointly controlled 

entity or associate in the period the dividend is declared; or 
(ii)  The carrying amount of the investment exceeds the amount of net assets (including 

associated goodwill) recognized in the consolidated financial statements. 
 
None of the above criteria affect the payment of the dividend by Ceed. 
 
Recognising dividends received from subsidiaries as income will give rise to greater income being 
recognised. Care will need to be taken as to what constitutes a dividend (defined as a distribution 
of profits). Management will also need to carefully consider the timing of the dividends, particularly 
as a detailed impairment test will be needed when dividends are declared. 
 
Part (b)  
The plan has no impact on the group financial statements as all of the internal transactions will be 
eliminated on consolidation but does affect the individual accounts of the companies. The 
reconstruction only masks the problem facing Rant. It does not solve or alter the business risk 
currently being faced by the group. The proposed provision for restructuring has to meet the 
requirements of IAS 37 Provisions, Contingent Liabilities and Contingent Assets before it can be 
included in the financial statements. There must be a detailed formal plan produced and a valid 
expectation in those affected that the plan will be carried out. The provision appears to be large 
considering that the reconstruction does not involve major relocation of assets and there is a 
separate provision for redundancy. The transactions outlined in the plans are essentially under 
common control and must be viewed in this light. This plan overcomes the short-term cash flow 
problem of Rant and results in an increase in the accumulated reserves. The plan does show the 
financial statements of the individual entities in a better light except for the significant increase in 
long-term loans in Rant’s statement of financial position. The profit on the sale of the land from 
Rant to Ceed will be eliminated on consolidation. 
 
In the financial statements of Rant, the investment in Ceed should be accounted for under IFRS 9. 
There is now cash available for Rant and this may make the plan attractive. However, the dividend 
from Ceed to Decany will reduce the accumulated reserves of Ceed but if paid in cash will reduce 
the current assets of Ceed to a critical level. 
 
The purchase consideration relating to Rant may be a transaction at an overvalue in order to 
secure the financial stability of the former entity. A range of values are possible which are current 
value, carrying amount or possibly at zero value depending on the purpose of the reorganisation. 
Another question which arises is whether the sale of Rant gives rise to a realised profit. Further, 
there may be a question as to whether Ceed has effectively made a distribution. This may arise 
where the purchase consideration was well in excess of the fair value of Rant. An alternative to a 
cash purchase would be a share exchange. In this case, local legislation would need to be 
reviewed in order to determine the requirements for the setting up of any share premium account. 
 
 


