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START
About ExPress Notes

We are very pleased that you have downloaded a copy of our ExPress notes for ter.
We expect that you are keen to get on with the job in hand, so we will keep tffie ingroduction
brief.

2
First, we would like to draw your attention to the terms and conditi ge. It'sa
condition of printing these notes that you agree to the terms andeondii of usage.

get through their exams. If you are a student for the ACC nd you are using these

notes for yourself only, you will have no problems comp ith our fair Qlicy.
e if you @7 se these

_r e hin the syllabus!
They are designed to help you assinmy nderstand txsg important areas for the

These are available to view at www.theexpgroup.com. Esser@ ant to help people
W

You will however need to get our written permissiging
notes as part of a training programme that yo

WARNING! These notes are not des@ (o]

exam as quickly as possible. If you §ifdyfrom thes , you will not have covered
everything that is in the AC% lalgs and study guide this paper.

Components of an effective st ystem @

2
On EXxP classroom cgu e provide h the following learning materials:
e The ExP otes for that p
e The ommended rse notes / essential text or the ExPedite classroom
co otes where wemgaWg published our own course notes for that paper
. P recom % hm kit for that paper.
|

gcommend a study text / complete text from one of the ACCA

as we think that it can sometimes slow people down and reduce the time that they

o M{addition, we wil
\ icial publishers, but we do not necessarily give this as part of a classroom course,
0\6
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are able to spend practising past questions.

ExP classroom course students will also have access to various online support materials,
including:

e The unique ExP & Me e-portal, which amongst other things allows “view again” of
the classroom course that was actually attended.
e ExPand, our online learning tool and questions and answers database
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eEXP
Everybody in the World has free access to ACCA’s own database of past exam questions,
answers, syllabus, study guide and examiner's commentaries on past sittings. This can be

an invaluable resource. You can find links to the most useful pages of the ACCA database
that are relevant to your study on ExPand at www.theexpgroup.com.

Page | 4

How to get the most from these ExPress notes

For people on a classroom course, this is how we recommend that you use t
learning materials that we provide. This depends where you are in terms of r gkam

preparation for each paper.

h

ExPress Notes
ACCA P2 Corporate Reporting

Q

*

Your stage in | These ExPress ExP ExP ACCA online
study for notes recommended recomngage past exams
each paper course notes, or ex

ExPedite notes
Prior to Skim through Don’t use yet use yet e a quick
study, e.g. the ExPress notes look at the two

deciding which
optional papers
to take

to get a feel for
what'’s in the
syllabus, the
“size” of the paper
and how much it
appeals to you.

At the start of
the learning
phase

Work throyg
each chapte
the ExPress no

't try to feel

get an idea
what you are
about to study.

Don’t make any
annotations on
the ExPress notes
at this stage.

that you hav &
underst O
everythi

akelsu t you
e nd each

aregeasonably
well, but also make
sure that you can
recall key
definitions,
concepts,
approaches to exam
questions,
mnemonics, etc.

most recent real
ACCA exam
papers to get a
feel for
examiner’s style.

body passes an
exam by what they
have studied — we
pass exams by
being efficient in
being able to prove
what we know. In
other words, you
need to have
effectively input the
knowledge and be
effective in the
output of what you
know. Exam
practice is key to
this.

Try to do at least
one past exam
question on the
learning phase for
each major chapter.

Don’t use at
this stage.

© 2012 The ExP Group. Individuals may reproduce this material if it is for their own private study use only. Reproduction by any means for any
other purpose is prohibited. These course materials are for educational purposes only and so are necessarily simplified and summarised. Always
obtain expert advice on any specific issue. Refer to our full terms and conditions of use. No liability for damage arising from use of these notes

will be accepted by the ExP Group.

theexpgroup.com



€Xp

ExPress Notes
ACCA P2 Corporate Reporting

Your stage in
study for each
paper

These ExPress
notes

ExP
recommended
course notes, or
ExPedite notes

ExP
recommended
exam kit

ACCA online
past exams

Practice phase

Work through
the ExPress notes
again, this time
annotating to
explain bits that
you think are easy
and be brave
enough to cross
out the bits that
you are confident
you'll remember
without reviewing
them.

Avoid reading
through your
notes again. Try
to focus on doing
past exam
questions first and
then go back to
your course notes/
ExPress notes if
there’s something
in an answer that
you don't
understand.

This is your most
important tool
at this stage. You
should aim to
have worked
through and
understood at

least two or
guestions,on h
major ﬁ

u pass
y

. Don’t be
Bted to fall

i ‘passives
revision at %
stag@ye.g.

0

redji tes or
lisggn CDs).
as vision
0 be a
aste of time.

Download glie

two mgs en
real

0 ESHiC d
aNgwer.

Regd through the
echnical
rticles written
y the examiner.

Read through the
two most recent

through

me other older
ones. Try to see if
there are any
recurring
criticisms he or
she makes. You
must avoid these!

The night
before the real
exam

u
the Ex esi&:l’

Read thrc&s the@
)

specifi

omust
% at your
cotMse notes. Give

understand. It's

i up on any areas
likely tq for0 that you still don't

too late now.

Don't touch it!

Do a final review
of the two most
recent
examiner’s
reports for the
paper you will be
taking tomorrow.

oor of
¢ ejExam room
ore you go
n.

Read quickly
through the full
set of ExPress
notes, focusing on
areas you've
highlighted, key
workings,
approaches to
exam questions,
etc.

Avoid looking at
them in detail,
especially if the
notes are very big.
It will scare you.

Leave at home.

Leave at home.
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Our ExPress notes fit into our portfolio of materials as follows:

exXpress ‘ expedite expe

Notes Notes Note
Provide a base Provide a Provi e
understanding of comprehensive coverage
the most important coverage of the o> ticm&ar technical
areas of the syllabus and @ nd are used
syllabus only. accompany our a@=Bur Professional
face to face eWelopment and
professional exam Executive
courses Programmes
To maximise your chances of success in the exam juig end you
S itional rces to help

www.theexpgroup.com where you will be able td @
you in your studies. +

START

About The@oup
Born with a desire to |éading supph@usmess training services, the ExP Group
delivers courses t efher one p ent centres or onsite at a variety of
locations aroun world. Our clie age from multinational household corporate

names, thro al‘companie individuals furthering themselves through studying for
us professio s or professional development courses.

&\

&s¥;ell as courses for d other professional qualifications, our portfolio of
e covers all areas of financial training ranging from introductory financial awareness
s for non financial staff to high level corporate finance and banking courses for senior

Our expert team has worked with many different audiences around the world ranging from
graduate recruits through to senior board level positions.

Full details about us can be found at www.theexpgroup.com and for any specific enquiries
please contact us at info@theexpgroup.com.
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Chapter 1

Group Accounting

rests

onsideratio

Non- Contronlngadjustments

non-controllin 71 1Gro paid 2 equiyy O

pare nt molkllablht?es el;(gm Cparentuu hase =
w -_'E ._Ju w Hgflllil"rd ate .a S S ) ‘?'g%rent's

groups e ;: 5% Ctarget ._,.‘ S5

cquisition

company's
tran sact on

:CO I’l rol z:
— =
VNS fa
nev shawn ZU o care I r
’_ C||ﬂdl IL|L=1

prernlum
D_

o5 Subsidiar

g I_ESS 6" ownership questmn

disposalm
e} ‘Js':éms U

|OSS recogni

structure 1

nterest i“u””'-“”'%g

revious subsidiariessee

con trnlled

ISld'l( ments

power

accaun[s

GoodW|II S

3
izszrg Q’ s\\‘}\

Group accounting will fo t ckbone o uIsory question 1 in the exam, and will
be worth approximate |rd of th m e exam.

Most people do
important, b

0 :

better in the art of the exam. Without doubt, groups are
areful not to er-estimate the importance of groups in your preparation.

Paper P2 tly not abou accountlngI
h quéstion 1 willOga ps question at its core, there will be lots of other
nts in the individua®accounts that require correction before the consolidation.

¢ %e notes focus on the areas of groups that are new to paper P2 from paper F7, though

Page | 7

W start with some core definitions and workings that should be familiar from paper F7.

Consolidation is the process of replacing the single figure for “investment in subsidiary” in
the individual financial statements of the parent with more useful information about what
assets, liabilities, income and expenditure the parent company controls via its investment,
ie:
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Net assets in the subsidiary’s financial
statements (ie equity or capital plus
reserves) at the acquisition date.

Consideration transferred to buy
subsidiary (as shown in the
parent company'’s individual
accounts)

Non-controlling interests’ share

net assets of the subsidiary. :
Goodwill arising on acq@
(premium paid to uire’ e

subsidiary).
Consolidation is basically a double entry to derecognise the ¢ ue of the investment
(Cr Investment in subsidiary) and recognise the |nd|V|duaI r PP&E, etc), the
liabilities (Cr Payables, etc), the non-controlling interes CI) and reco@gise goodW|II as

a balancing, residual, item (normally DR Goodwiill).

Key deflnltlons

What group a gist %

Subsidiary A that is con by another entity, normally by having

mor n 50% of th tihg power, though there is no minimum
haseholding.
Parent An entity &nrols one or more entities.
Associate A co y in Which the parent has significant influence, but not
r Jomt control (as with a joint venture).
ol stor controls an investee when it is exposed, or has rights,

90& ariable returns from its involvement with the investee and has

the ability to affect those returns through its power over the

V'S 6 investee.

Page | 8

Significant influence The power to control the financial and operating policies of
another entity, so as to obtain benefit from its activities.

Equity Equity is defined in the Framework document as assets less
liabilities. By definition, this is the same as capital and reserves of
any company at any date in time. In group accounting, we very
frequently use the capital + reserves = net assets. For example,
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this is used to work out the net assets on the date of acquiring
control of a company (as part of the goodwill working) and to
work out post-acquisition growth in a subsidiary’s assets (ie post-
acquisition profit).

Group reserves The cumulative gains made under the control of the parent
parent company'’s reserves, plus the post-acquisition retgj
gains of all subsidiaries, joint ventures and associates.

Non-controlling Formerly called minority interest. The share of the get g@ssets and

interest gains of a subsidiary that is not owned by the rent’.

Goodwill The premium paid by the parent to acquir§@t restin a
subsidiary or associate.

Key workings K \
Hopefully familiar fro 7, t%@se thoroughly

Group retained earnings @ \\
od marks @

This working is a core means of ear m. Produce one column for
each company under the parefficompany’s influence. n work down the rows
methodically, perhaps usin& emonic TO PET to make sure you haven't
forgotten anything. If thg ques®n has diff s of reserves (eg revaluation reserve
as well as retained eaf@igds) %u will ne a separate working like the one below for
each reserve to b ih the gr Q

K Parent Sub 1 Sub 2 Assoc
O $°000 $000 $000  $000

10,000 4,000 3,000 4,500

I"& &
%N s/ errors to correct in the individual 400 200 (50)

* al statements of each company

\ ovision (eg for unrealised profit) (20) (50) -
Time passage effects (eg write-off of fair value (40) 20
adjustments)
Impairments of goodwill (cumulative) (30)
Sub-total 10,350 4,110 2,970 4,500
Pre-acquisition reserves (2,000) (1,800) (4,200)
Post-acquisition 10,350 2,110 1,170 300
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x Effective ownership x 100% X 60 % x 40% x 40%
**
10,350 1,266 468 120
TOTAL 12,204

50% still gives the parent control. See multiple groups below.

el This is not a typo! A subsidiary may still be a subsidiary if an effective ownersf'f than

Non-controlling interests ¢

These show the net assets controlled by the parent and so partQ , but not
actually owned by the parent. There is no need to con5|der ( d post acqmsmon profits
when calculating non-controlling interests in the SOFP.

00

Capital and share premium at SOFP date + 2 ‘)O 400
Reserves, as consolidated (see eg above \ 2,970
Fair value adjustments at acquisitior@ &0 250 (80)

>-.. o>

Less: Any items in the indiv c any’s (50) -
SOFP not recognised in the OFP (see

below)

Net assets (ie equity) saldated in @ 5,110 3,290
group SOFP

X NCI % 40% 60%

Non-contrglliNg IMmerest K 2,044 1,974
Total n lling int€r O 4,018
¢ x K

[

o N ill on a business combination

air value of consideration transferred 2,240
Less: Fair value of identifiable net assets acquired, calculated as:

Capital and share premium of target 800
Reserves of target at acquisition date 2,000
Net assets (equity) of target at target’s book value 2,800
Fair value adjustments to target’'s net assets 250
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Net assets (equity) of target at fair value 3,050

X % acquired (60%0) 1,830

Goodwill arising in books of parent for consolidation 410

Goodwill: gross (“total”) or net (“partial”)? O

The standard double entry working above produces a goodwill figures as it refates¢o the
parent’s share. Imagine that the fair value paid for the subsidiary was the fair
60% stake. Then we deduct 60% of the net assets. This logically givgs

thereabouts of the total implied goodwill (eg reputation, client Iis'@

subsidiary.

IFRS 3 allows groups a choice with each acquisition whet @/e goodwill net as above,
or gross it up to show the implied total value of goodwj

rder to do t%s up, itis
necessary to be given the fair value of the non-contro @ erests’ sta@ usiness at

the acquisition date. This would be given in the@
EXAMPLE @ @

Non-controlling inter t%value at Q date 1,350

Fair value of consi jon transferr @/o stake 2,240

Implied total v company & 3,590
e

Less: Fair va identifiable net (3.050)

Implied thiNYodwill K 540
Partial dwill autolgt ecognised (see above) 410
0\&&-up required for tO%l goodwill recognition 130

0\6’%5 gross up, if chosen as the accounting policy, would be recognised as:

Page | 11

Dr Goodwill 130
Cr Non-controlling interests 130

Fair values

When buying a company, its previous owner will only accept the fair value of the company
as consideration, or they will not sell!
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In order to give a true and fair picture of the actual goodwill purchased, it is therefore
necessary to record all the assets and liabilities acquired in the subsidiary at their fair value.

Fair value is defined in IFRS 13 as the price that would be received to sell an asset or pai
to transfer liability in an orderly transaction between market participants at measurem
date; i.e. it is an exit price or estimated using a valuation technique.A few notable faifal
adjustments are:

Consideration paid includes the market value of any shares paid. Any contin@
n

consideration is valued assuming that it will be paid, even if this is not certain.
2

Acquisition costs are written off immediately.
Contingent liabilities of the subsidiary will be shown in the indjy Q)unts at zero value

(see notes on IAS 37), but their existence would reduce th 5 the acquirer is willing to

pay. They are therefore revalued as if they were pI’OVISf in The fair val%ermse

Changes in group structure Q
Disposals @
The gain or loss on disposal of anyt@ e incre se in net assets recognised

as a result of the transaction

Proceeds (what is coming | Q:P in the ction) X

Less: Carrying value eQogrised (what I he SOFP) X)
X

Profit or loss $ the mcrea& crease in net assets)

The carfugd value of a ‘ln a group SOFP comprises:

¢ Mdividual assets ancNiabilities of the subsidiary at the SOFP date

. 6\ Goodwill remaining from the purchase by the parent
A Therefore, the gain or loss on derecognition of a subsidiary is:

Page | 12

Non-controlling interests at the SOFP date

Proceeds (what is coming into the SOFP in the transaction) X
Less:
Individual assets and liabilities of the subsidiary at the SOFP date (X)
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Goodwill remaining from the purchase by the parent (X)
Non-controlling interests at the SOFP date Xx)
Group gain or loss on disposal XX

The same working can be used to calculate gain or loss on partial disposal, where
controlling interest increases (eg where ownership goes from 80% to 60%). 6

Where a holding goes from 80% to 40%, the calculation is amended slightly, @s inaddition
to sales proceeds for the partial stake, there will also be a new associat co%nlsed.

Proceeds (what is coming into the SOFP in the transaction) 0

Value of new associate recognised O
P

Less:
Individual assets and liabilities of the subsidiary at eate \
Goodwill remaining from the purchase by the Q %
Non-controlling interests at the SOFP da@ \ x)
Group gain or loss on disposal @ 0 XX
Step acquisitions &

en& ages (as it o@oes in reality), the treatment is to treat

e @n the date ontrol happens. Also derecognise any
t have @eal a Ilable-for-sale financial asset or an

X

Where an acquisition ha
the acquisition as a p
previous holding, vy
associate.

This results i

quisition of &)sidiary and a gain or loss on disposal as part of the
same tr.

ﬁ@ step acquisitions Wge much the same logic as disposals, but in reverse.
A’\
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Multiple group structures

You should expect the structure of the group in question 1 in the exam to be a multiple
group structure, such as:

Parent

60% 00

Subsidiary 1 2
60% 0

Subsidiary 2

The main additional maters to consider her

e What is the nature of the relatlo etween par ubsidiary 2? Even if the
effective ownership is Iess t as it is dfte still be a subsidiary, as
there is effectively a and by w arent can control subsidiary 2.

Parent has control 1, which has con I of subsidiary 2.

e In this example pgrent has an wnership of 36%, but has control.
Subsidiary 24 ore conK art of the Parent group, with non-

Parent S|d|ary 1 on 1.1.x1 and Subsidiary 1 acquired
ary 2 on n there would be two transactions under Parent’s control,
ing resources cont®lled by Parent. This would require two goodwill calculations.

contro@ s of 64%
@ acqwsmon ermine whether there is one goodwill calculation, or
Substdi

*

Subsidiary 1 on 1.1.x2, there would only be one transaction under Parent’s control,

. 6\ However, if Subsidiary 1 had acquired Subsidiary 2 on 1.1.x1 and Parent acquired

Page | 14

using Parent’s resources. This would give one goodwill calculation

e In the group SOFP, any historical costs of investments in subsidiaries are not
included in the group SOFP, as the subsidiary’s individual assets and liabilities are
consolidated instead. This means that any cost of investment in Subsidiary 2 in the
SOFP in Subsidiary 1 are excluded from the group SOFP and therefore NCI
calculation.
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N urrency k- [
. é currency e /
\ Translation Presentation
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Chapter 2

IAS 21

consolidationloss
statements ratesub5|d|ary s

U
. >
fresentagon S Sets LCarnsing e
.

rrencies m

“differe
Li.“.‘[.“fCe C e
al“'- M p htation

Operating Functional finance ®

Y 2, eqUItY.LE o
CUrrency

s s ¥Dec
(&)

translate

N

The Big Picture

An entity cannot mix curren &producm cial statements!

Qs

O individual 2

=
) Q)

Eg USD + EUR = Notiiag\isetl. @
There are two s sto know% ing upon where in the flow of transactions
something is g.

Presentation
currency

Functional

rules rules

Functional currency

e Generally, the currency that the entity’s trial balance is produced in.
e The currency of the primary economic environment in which the company operates.
e Effectively the currency that the company “thinks in”.
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e May not be the currency of the country in which the company operates, especially if
the company is more like a branch of a foreign parent and depends upon the foreign
parent for day-to-day support.

e All other currencies other than the functional currency are a foreign currency.

Translation rules

Key workings/ methods C)O

*

.l Record all transactions in the functional currency.
etc at the spot rate ruling on the date of the trarf§

At the period end: K \
Translate monetary assets and liabilitj osing rate@

Don't retranslate non-monetary it

N

3 Exchange difference arising | cgnge difference arising in the
A the year on retranslation of B etranslation of foreign
c y trade payables and

foreign currency loans |
reported in profit in E:E e ables is reported in profit in

income/ finance other operating income/ other

\ @ operating expenses.
o k¥
Ke ings/

ntation { e
I S ﬁexamin 'Qontext of group accounting, but it could be examined as a
si\ pany only.

\ ntity may choose any currency it likes for the presentation of its financial statements.

a company with a dual listing in the USA and in the European Union is likely to choose
the US dollar as its presentation currency and also the euro as its presentation currency.

The basic rules are simple: translate the financial statements using these rules:

o All items in the SOFP: translate at the closing rate.
o Allitems in the SOCI: translate at the average rate for the period, or spot rate for
any large one-off items.
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Exchange differences will arise, eg imagine the position of Lear Co for the year ended 31
Dec 20x1:

Date Euro

Net assets (equity) at 1 Jan 20x1 10,000

Profit for the year to 31 Dec 20x1 2,000 O
Other comprehensive income for the year 1,000 0

to 31 Dec 20x1

Dividend declared for the year (1.500) *

Net assets (equity) at 31 Dec 20x1 11,500

Assume these exchange rates USD/ EUR O
1 Jan 20x1 1.2 K
Average for 20x1 1.25 Q
31 Dec 20x1 115 \Q

Date @ change uUsbD
rate

Net assets (equity) at 1 Ja 000 1.2 12,000
Profit for the year to 31 Dec 900 1.25 2,500
Other comprehensive in eio the year 00 1.25 1,250
to 31 Dec 20x1 @

Dividend declared ar K (1,500) 1.15 (1,725)
Net assets (equi 31 Dec 20x1 11,500 1.15 13,225

o)

0\\
The error is an exchange difference arising in the year.

This is not considered to be a realised gain or loss, so is reported directly in equity in the
statement of changes in equity. It is not reported as part of other comprehensive income.
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So Lear Co’s statement of changes in equity for the year ended 31 Dec 20x1 will show:

Date usbD

This exchange gain or loss
Net assets (equity) at 1 Jan 20x1 12,000 arising on translation i
Profit for the year to 31 Dec 20x1 2,500 the year is a gain i
Other comprehensive income for the year 1,250 reserves of the subs
to 31 Dec 20x1 for consolidatigh.
Dividend declared for the year (1,725) therefore split 9§
Exchange gain on translation arising in the 800 parent an

year (balancing item)

Net assets (equity) at 31 Dec 20x1 13,225 0
Groups and foreign currency @

It is common to have to translate the financial st subsidia@ the reporting

currency of the parent prior to consolidation. 6
This is simply an additional stage to com pllor to the s of consolidation.

§\

Approach to questions witlgfoINJIT subsidiaries:
.l Correct the § dm accounts @ompany for errors/ omissions in the
individ$rﬁs.
Trags|ge subsidiaryd&findgcial statements into the presentation currency of

t using thegoreseMgation rules.

2
g O
XN
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Further aspects of foreign currency groups

Goodwill

Goodwill on consolidation always arises in the books of the acquirer (ie parent) since it
property of the parent company. The cost of buying the subsidiary from its previous
can be broken down into:

Net assets in the subsidfary’ ancial

statements (ie equity or gtal plus

reserves) at the iSitign date.
Consideration transferred to buy
subsidiary (as shown in the Non-contrgl if®erests’ share of the
parent company’s individual net ass subsidiary.
accounts)

|l arising o gion
igm paid to e the
‘ Jiary). 6
The goodwill’s value will vary with the e%e rate as th f the subsidiary’s future
earnings in the parent’s currency wi the g . This means that goodwill
must be revalued each year it uent revalyagio n or loss.
This means that each year, Jl| must be ¢ ed similarly to how the exchange gain
or loss is calculated for t trz? tion of th ts of the subsidiary:
Date Euro Exchange UsD
rate

Goodwill at 1 1,000 1.2 1,200
Impairment [Qss ™#the year to ec (200) 1.25 (250)
20x1
Exgchange“tigerence in - balance 50
€0 ill at 31 Dec 20x1

N
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Key workings/ methods
Translation of subsidiary’s financial statements for consolidation

Statement of financial position of Foreign Exchange Prese
subsidiary at the year-end currency rate currel
© O
Assets (top half of SOFP) £X Year en N X
rate
Capital of subsidiary €X RAg a $X
' n
Reserves of subsidiary @ acquisition €X at $X
acquisition
Post acquisition gains (balancing item) balance $X

Liabilities Year-en $X

r
Total equity and liabilities + \a% $X
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