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Chapter 1: Basic Principles of Grour Accounte

28 =

A —

acquisition-date amounts of the identifiable assets acquired and liabjlisia
assumed. For example, if the consideration transferred to acquire a
owned subsidiary is RM150 million and the identifiable net assets (assm\,lny
liabilities) acquired is RM100 million, goodwill on combination is recogniced ..
RMS50 million. 08! “39(1“’ }_ t

If we are to prepare the group accounts of a parent immediately after it hae
acquired a subsidiary, the parent’s investment in the subsidiary (measured bae _,.
on the fair value of the purchase consideration) is eliminated with subsidiare’e
share capital and pre-acquisition reserves, and substituted by the underly; _
value of the net assets of the subsidiary so that the assets and liabilities of both§
companies are added across and presented in aggregates. This elimination oﬁ |
intragroup balances is necessary to avoid double-counting in the group accounts.

Note that the net asset values of the subsidiary at the date of acquisition shall be’
stated at their fair values to the parent. These values may not necessarily be the’
book values in the accounts of the subsidiary. Thus, consolidation adjustmenté?f
may be necessary to revise the book values to their fair values. In effect, the
revalued amounts of the assets and liabilities at the acquisition date representg
costs to the parent. :

- — et ——————

Example 1.1

On 1 January 20x0, P Bhd acquired a 100% equity interest in S Bhd paying

RM500,000 in cash and the balance by issuing 200,000 P Bhd's ordinary shares with
a market value of RM2.50 each. . '

The respective statements of financial position of the 2 companies immedia%\ l

———
e

Ll

%
P Bhd g\@ﬁ |

¥ ‘

before the acquisition on that date are as follows: |
. 4

No. of ordinary shares (“000)

RM

Share capital, issued at RM1 each
Retained profits

Long-term liabilities

Current liabilities

©2025 Tan Liong Tong

Chapter 1: Basic Principles of Group Accounts 29

In arriving at the purchase consideration, the buyer and seller took into account the
following items:

i) The fair value of S Bhd's properties was RM500,000; and
ii) S Bhd owned patents and licences worth RM200,000.

Required
Prepare the ¢ ated statement of financial position immediately after the
acquisition in'S Bhd. ’

Explaga

The sition method of accounting for business combination requires that the fair
v -% e purchase consideration be allocated to the fair value of identifiable net

tseith the goodwill arrived at as a balancing figure. This principle, which is
wn as the ase price allocation (PPA) in practice, is demonstrated in the

orking bel

O RM’000  RM’000

1) value of purchase consideration given: J

¢ Cash consideration
Shares issued at fair value 200,000 x RM2.50

Q) Allocated to fair value of identifiable net assets:
Properties
Plant and machinery
Patents and licences
Current assets
Less: Current liabilities
Long-term liabilities |
Fair value of net assets acquired _S00
iii) Goodwill on combination (as a balancing figure) » &
The following points in relation to the above principle should be remembered: | S|
1. The shares issued by P Bhd are recorded in its accounts at their fﬁ:\n)\amq. A
to record the purchase of S Bhd, P Bhd will have to record, in its own accounts, | :
the following journal entries. |

BEgzug

{

| 8

ea v ol L_E ST -

o
a - et ‘.
--,- nn‘ﬁdw\.‘ .
. i (‘21 '-\--‘\.-.!b
Pl . A

J B
: ’
SRS e AT, T b;mu!qu

DrInvestment in S Bhd, atcost ~ 1(
Cr Cash Accotint’ /8 SO NS E—
Cr Contributed Share Capital ‘

L}
- 4 -

N u' -
! ol &
c-@ '.-.'

Consoli

Nofe: Ina no-par ml““h““"xim 3 Sked are TRONNURd S5 CEER IS pre
2. The value of the properties s to be taken in ata fai value of RMS00.000.
value, in effect, represents cost to the group. The surplus of RM100,(

e S

- S g e S A S R R A G ) W Sy (30
reserves (ie reserves at the acquisition date).

- " p -‘ P ..."'n’ *" 1 v > . -'—‘._.T . - e ) -
. . ‘ E ‘1"‘7{”'.%“"(‘\:%"\""‘\‘\"'
ated Financilal Statements
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ible assets, consisting of patents and licences, are to be

tifiable Intangl
i mi,:i,inat their fair value. Since these intangible assets are not recorded in the
hooks of the subsidiary, a a consolidation adjustment 1s necessary to record them 2. Consolidation Worksheet
. the consolidated accounts. Again, the surplus of RM200,000 forms part of the
pre-aoqmqmon reserves. PBhd | S Bhd .
4. The whole retained profits of S Bhd at the date of acquisition are frozen Ad mn
: permanently and form part of the pre-acquisition reserves. -
: 1 | M'ooo M'ooo 000
Solution 1. o8 Contributed shage capital
Workings o7 Revaluation s
1. Journal entries to effect consolidation adjustments OB O ;,:-,‘: . ‘
RM’000 RM'000 bilities
a)  DrProperties 100 uity & Liabilities
Dr Patents and licences 200
Dr Goodwill on combination 100 hd
Cr Revaluation reserves 400 cémbination |
— to adjust assets of subsidiary to their fair values and recognise goodwill on .
combination. arid machinery
@ nts and licences
b)  DrShare capital of S 400 ent assets
Dr Revaluation reserves 400
Dr Retained profits of S 200 |
Cr Investment in S 1,000 ¢ ‘ | P Bhd and its Subsidiary
—toelimi ' ‘ ' sito Consolidated Statement of Financial Position DR oY O
r e;c;:z{:;mnatc cost of investment against share capital and pre-acquisition PRk K & iyl
The adj limin t of tment with the net asse RM'OOO"-~-~,.
adjustment to e ate cost of investment wi e ne ' . . | ;
through the credit side of the subsidiary’s statement of ﬁnan tlon ( Pr;rper ty, !)lant and equipment: ! 1 e ‘:&RL s'.a |
illustrates the equality of shareholders’ funds to net assets by e of th . operties | Weibe ,5(» o i'-'h ;.,*\,
accomhng equahcn of: < Plant and machinery . m v ‘ ‘ : . WU
$ % Goodwill on combination | 3} -"'5“."-'331! b cbatim ; 33'
Shareholders’ Funds Assets - Liabili Patents and licences A99] Thispm it
Share Capital + Reserves Net Assets Current assets ket B RO TR S
T t lA tS 3] ) u,'." 3 "
Since, on consolidation, the whole net assets (assets and liabiliti e to be F° - ce?; 3 AN ."- AT fﬁ)f, ?{‘{)
brought into the consolidated accounts, the investment in subsi Inan ) AR A g ‘ e
the purchase consideration) is cancelled against the share capital and pre- | No. of ordinary shares ( 000)
'. ‘; sisition reserves of the subsidiary leaving any balancing figure as the

. ,,\gﬂ oncombmahon )

Contributed §hqrqc@y ﬂ’
1Retalned prbﬁtg
(5 Lo ol fla ‘_
v} l,,u.u; .“

W 3

_ oy I}
N '- »U e — - ’ R «
Wi s TR T 4 ' adt i g A
‘Consolidated Financial Stateme

WQ?@”\I’DM Tong.
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500 Chapter 1: Basic Principles of Group Accounts 3
| Long-term habilities b -
Current liabilities — A |
jabilities e statements of financial position of the 2 companies at 31 December 20%0) are as
Total Equity and Liabilitics 250 ‘ follows: R
The key points to remember in this Example are as follows: i S Jic
(a) The share capital of the Group will be the same as the share capital of thg-,;,"‘ | No. of ordinary shares (‘000) 1,200 00

Parent. o

hod, the retained profits and other reserves (including | RM’000 RM’000
| h uisition methoq, the retaing 1S it u 3 :
Ip= tl;r;‘:v:ra;fma;in fair value adjustments of assets and liabilities) of the subsidiary | Cont‘ngare capital 1,500 400
‘ at the acquisition date are eliminated on consolidation. i rofits 900 400
o R o g%erm liabilities 700 150
(¢) The assets and liabilities of the subsidiary at the acquisition date are % ot liabilities 200 150
consolidated based on their respective fair values. 3300 S0
Rep
isiti | Bhd 1,000
Profits and Group Adjustments tin S
1.5.2 Post-acquisition p Ad) N
Under the acquisition method of accounting, the results of operations of a 1,000 500
<ubsidiary can only be included in the consolidated statement of profit or loss o Plant and machinery $00 250
with effect from the date of its acquisition. The increase in profits of the Current assets 900 350
subsidiary from the acquisition date, known as the post-acquisition profits, forms 3,300 1,100
part of the group b S arctiat i reﬂecl:ec:l .by the corresponding increase in ( The other information relating to the acquisition of S Bhd is as in E5 le 1.1
the net assets of the subsidiary from its acquisition date. . Example |
. ‘ Required ot L

Prepare the consolidated statement of financial posibon of P Bhd and its st
as at 31 December 20x0. ' - T L Fa e s UEr el

Explanation »

Having made the pre-acquisition adjustments and the consolidated statemen ﬂ’: N
financial position at the acquisition date, the goodwill on combination shou
remain at RM100,000 (ignore, for the time being, accounting treatments for |
purchased goodwill). Implied in this is that the parent’s share of the fair value ofnet |
assets of the subsidiary at the acquisiﬁondateshpt%% W‘f@f‘ |
consolidations. i AYSYSRERS m‘.\. LTS, b
The net assets of S Bhd have increased, since the acquisition date, by F
indicated by the increase in the 1 d profits. On consolidati
assets of the subsidiary are again b

e e A.'?' - ...,.. B

the subsidiary is performed at the group level only so that the res

pective
and liabilities are given a fresh-start measurement at cost to the group.# |
shall be no adjustments to the carrying book values of the assets esin N

re
the individual accounts of the subsidiary, except for measureme ges to
align the accounting policies of the subsidiary to those of the gro . -

At the acquisition date, any fair value adjustment to the assets and liabilitia1 .

If the consolidation adjustment results in a higher carryi
property, plant and equipment (PPE) at the group Ygvel, an
depreciation expense shall be adjusted to reflect the depreciation ex
PPE at the group level. Similarly, if the consolidation adjus

it A

: . M
RSIREL T o <
> < -
l\ . -t

1t 1 ; 3 ' . s . _ o : e A X ,.:. -. : eSS W _,\1, —'.... .. -,... :
recognition of an intangible asset, the amortisation expense of the intangible subsidiary’s net assets is reflected in the group’s post-acquisition retained pre
asset shall be effected only at the group level. BRI T

\Ssume we are to produce the consolidated statement of financial position of P Bhd

A its subsidiary, S Bhd, one year after its acquisition. The properties revalued at
€ acquisition date have a remaining useful life of 50 years. The intangible asset has

o

ciation and amortisation expense are on the straight-

e = —
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Solution 1.2
Consolidation Worksheet

— P Bhd | SBhd Consolidation P Group
| Adjustments

' (Dr) Cr |
RM’000 | RM’000| RM’000 | RM'000| RM'000

| Contributed share capital
Revaluation surplus
Retained profits

| Long-term liabilities
| Current liabilities
Total Equity & Liabilities

Investmentin S Bhd
Goodwill on combination
Properties

Plant and machinery
Patents and licences
Current assets

Total Assets

For adjustments (a) and (b), refer to Example 1.1
Adjustment (c)

| Dr Retained profits
Cr Accumulated depreciation (100/50)
Cr Accumulated amortisation (200/5)

ote: The group’s retained profits are as follows:
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P Bhd and its Subsidiary
Consolidated Statement of Financial Position
As at 31 December 20x0) ‘
RM000  RM'000 I
Property, plant and equipment: |
Properties 1,598 |
Plant and machinery 650 2,248 |
i i 100 |
160 |
1.250 |
378 |

&

ity attributable to owners of the parent 2558
Long-term liabilities 850

o Current liabilities 350
Total Equity and Liabilities 3738

e key points to remember in this Example are as follows:

(a) The retained profits of the Group shall include the post-acquisition plﬁlsd the
subsidiary after the acquisition date.

(b) The post-acquisition profits of the subsidiary must adjust for dem
amortisation expenses from fair value adjustments of net MM

assets acquired.

1.5.3 Non-Controlling Interest st G ‘.',;;:::,::': . '1§ '
Where the parent owns less than 100% of the medm E
NCI exists. MFRS 10 defines NCI as “the equity inas bsic

directly or mchrectly, toaparent" Thus¢ NChsthQ N h\ ,“ sh >holders
proportionate share in the net asset)s of . a subsidiz *._._ “‘;- ’@““’“& enl f‘ | by

their capital contribution together with |

On consolidation, the assets anq hﬁbllj s (r _. as Ay
subsidiaries are aggregated a 10C v vh L3 peuiE
wholly-owned or partly-owx_\gg ’l'his < z ace

which requires that the group’ S net 1SS q‘;
the parent’s control. '

™ | ‘ “ < ,“N p
For partly.aneq}i .\ {\‘ {.‘,‘Q‘;‘;(’ \h k "\ ¢ ‘\\ ‘{ \ 1 ‘ 3\ \ ““ e Y |
by share cam and reserves be w‘ﬁm areholde

company. The tgﬂ!?\ _share of

{ptesenbecb separe “i from ﬁ;i

.-,QI
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aspect which defines the basis on

i roprietary Vo =
e ownership or Prop comprehensive income are divided

ichlight th ‘
mhh‘l:l:g assets, profits of losses zzlnlc\lI é);lsler
;:ehl:'een the controlling (parent) an ;

nt of NCl at Acquisition Date

, ‘eition date, “‘the acquirer shall measure an

MERS 3 requires mrzé a;ittll::ragill;f;? palue or at theqnon-cont.rolling interest’);
NCI in the j;?eu;f the acquiree’s identifiable net assets”. This choice can be made
pm;vrhmwtf; ’at;on.by-acquiSiﬁ on basis; it is not necessary for repo.rtmg entities to
on an acquL,:Siste“t measurement policy for NCI. However, in the MPERS
;3:512\:0;? used by private entities, NCI shall only be measured at the share of

acquiree’s identifiable net assets (the option of the fair value measurement for
;?CICE acquisition date 1S disallowed in MPERS).

1f the NCI is measured at 1ts acquisition-date fair value, the goodwill on

combination recognised would include a portion attributable to the NCIL.

-ever, if the NCI 1s measured at its proportipnate sharg of .the acguiree’s
ggggile net assets, the goodwill on combination recogmsed is attributable
only to the parent and it does not include any goodwill attributable to the NCI,

\which is a mandatory requirement in MPERS.

1.5.3.1 Measureme

1532 NClatend of Reporting Period

The choice to measure NCI at fair value applies only at the acquisition da.te (ie
the date when the acquirer obtains control of the acquiree). There is noe .
remeasurement of the NCI to fair value subsequent to the acquisition date, eve
if the share price or fair value of the acquiree has increase(.i.. The subseq
carrying amount of the NCI in the statement of financial position will be
on the initial measurement of NCI at the acquisition date plus or minu

share of post-acquisition results of the subsidiary. K

Since NCI is to reflect non-controlling shareholders’
goodwill, if applicable, of partly-owned subsidiaries, th
acquisition and post-acquisition reserves, as regards NCI, i

. should represent the NCI's share of the subsidiary’s share capital an
Thus, for each partly-owned subsidiary, the amount of the clos
e proved by reference to the closing net assets and goodwill.
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d share capital of Laju Bhd on that date consisted of
a contributed amount of RM90 million. The retained
s V00, T e fair value of the ordinary shares of Laju Bhd
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The following statements of financial position as at 31 December 2002 have been E
prepared: x

MajuBhd  LajuBhd
RM RM
Property, plant and equipment:
70,000 20,000
100,000 36 000
170,000 56,000
120,000 -
320000 168,000
610,000 224,000 |
250,000 |

90,000
270,000
610,000

4
Q‘Qhe acquisition date, the freehold land of Laju Bhd had a fair value of RM40.000.
a

djustment had been made for this fair value and there were no subsequent
movements in this asset account. Ignore tax effect of fair value adjustment to the
freehold land.

Required

Prepare the consolidated statement of financial position of Maju Bhd as at 31
December 20x2. |

Explanation . . c:s-.

1. At the acquisition date, the fair value of the net assets of Laju Bhd is determined =

as follows:

Share capital |
Pre-acquisition reserves:

Retained profits

---------

-

L b £0 8 ,'g-‘ "'.;3 “RUe ' ".i
. e LY . " ’ "L:S.
I NClis measured at fair value:

l‘ -
A . ‘ V‘
- i 'Ne
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: Total Parsny NCI Chapter 1: Basic Principles of Group Accounts 39
ota
(80%) (20%)
RM RM RM Thus, NCIs share of net assets = 20% x 160,000 = RM32,000. However, if NCi s '
measured at acquisition-date fair value, the NCI in the closing financial t
Aggregate of position would be = 32,000 + 4,000 = RM36,000.
(a) (i) Fairvalue of consideration 120,000 120,000 - |
transferred The above figures could be sorted out much faster by making use of a proof
(i) NCI at fair value 30,000 3 30,000 I technique. In this technique, the items that make up the shareholders” funds (net
150,000 assets) of the subsidiary, after adjusting for fair values at acquisition date, are
000 | allocated between the controlling parent and the NCI based on their respective
(b) ggtﬁtszgcélo%lfgo 000) 130,000 1 26,000 shareholdin following demonstrates how this technique may be apphed: :
| Goodwill on combin ation 20,000 lﬂﬁ 000 4 om Interest in |
| s |
Total Parent (80%) NC1
If NCI is measured at share of net assets: 20°%)
2. Pre-acqn  Post-acgn
Total Parent NCI RM RM RM RM
(80%) (20%) 90,000 > 000 >
RM RM RM 20,000 16,000 I £000
Aggregate of: profits:
(a) (l) Fair value of consideration 120,000 1201(m ~ ,re-acqu;s;hon 20,000 16,000 - 4.000
transferred Post-acquisition (bal.) 30,000 - 24,000 6,000
(i1) 11\13(3 0.?)0 s?are of net assets (20% X 26,000 - 26,000 160,000 3 2
’ 146,000 Goodwill on combination 20,000 16,000 - 4,000
(b) Net assets acquired 130,000 104000 26,000 e L ULLUTE 3"“’ . 36000
. Goodwill on combination 16,000 16,000 - St (120,000) |
,' Elimination *
2. The net assets of La]u Bhd, since the acquisition date, have mcreased Add: Retained profits of Maju Bhd 90,000
RM30,000 as reflected in the increase in retained profits. Thus, the Consolidated retained profits | ;‘é&’
retained profits would consist of: Q T ol - . ‘
Solution 1.3

Maju Bhd Q 90 000
| Share of post-acquisition retained profits in Laju 80% X 24

3. At31L scember 20x2, the net assets of Laju Bhd are:

:aup.ﬁ-

1006 409 vq o) bnq
» i Property, plant and eclulptggl&h
pluson frechold land 2, | Frecholdland, at cost (0000 + 000

Oﬂ\erpwp?"y
e 0.9

il - -—‘-: - —

Raths

;V'l “"‘?{ 1] 734\3 d‘i :.! 4 36 000
> e & .

v e .\ AL TN
°‘-$$&“ ﬂ:twA,a l&‘\» ‘! ‘



Chapter 1: Basic Principles of Group Accounts

NCI NCI
at fair at net
value assets

RM RM

20,000 16,000

Goodwill on combination (W 1) PRy R

¢t assets (320,000 + 168,000) i Foee M

Curren 754,000 750,000

A o 250,000 250,000

C(mtribut(‘d share capiia

le to owners of the paren ’ ’

sz \a“"b“mb s 36,000 32,000

,’;il“ h 400,000 396,000

| S 354000 354,000
+ 84 O(XD 7 x,

Liabilities (270,099 754000 750,000

Total Equity and Liabilities

The key points to remember in this Example are as follows:

rtlv-owned subsidiary, share capital and other equity components
5 mug;le to other shareholders are classified as NCI; and

n date, NCI shall be measured at its the fair value or its share of

i
(b) S\teﬂ:f etacgslﬁ:s (:,f the acquiree. If NCI is measured at its fair value at the

acquisition date, a portion of the goodwnll recognised is attributable to the NCIL.

e

,i

1.5.4 Post-Acquisition Other Comprehensive Income ° J

Under the acquisition method, the principle of recognising post-acqu

isi
profits also applies to post-acquisition changes in the subsidiary’s net asse&
have not been included in profit or loss. Examples of such changes in
arising from the revaluation of property, plant and equipme the
acquisition date, from foreign exchange translation dnfferences m fair
ugh OC
mprehens

value changes of equity or debt investments measured at fair val

These post-acquisition gains or losses are recognised in
_income in the consolidated statement of profit or loss and r compr
incom e and remain as components of equity (the respective re

, if a subsidiary revalues any of its property, plant and @\ent in
i

cq -« : penod, any increase in the carrying amount is ited to

income and retained in a revaluation reserve account. In
;ncmase in the post-acquisition revaluation reserve of the
ted between the NCI and the parent accordingly, with the

atter’s _”_= "’l' 1 in th > group’s revaluahon reserves. Similar, the
llocation ~' ;; .. to ».,. post-acqmsmon foreign
( mcgom, such as fau' value
x ﬁt’?l’y (fair value r&serve

| How ne ’ :

R e
) ".o" l(ll

. VP' e o
(t Cll ( -

28 edge,reserve)
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Example 1.4

Bujang Bhd acquired 6 million (a 60% interest) of the issued 10 million shares of
La uk Bhd onq3l December 20x2. The contributed share capital of Lapuk Bhd on
tlus date was RM12 million. The purchase consideration was RMI0 million, of
which RM2 million was paid in cash and the balance, by an issue of 4 million
Bujang ordinary shares valued at RM2 each. At the acquisition date, the balance of
the retained profits of Lapuk Bhd was RM2 million. On the acquisition date, the
total fair valug e ordinary shares of Lapuk Bhd was RM 16,666,667

Apart fron

The ddaft Statements of fmanc:al position of the 2 companies as at 31 December 20x5
a OwWs:

Bujang Bhd Lapuk Bhd
RM’000 RM’000

Pro lant and equipment:
Id land, at cost 8,000 4,000
@er fixed assets, at NBV 30,000 16,000
. 38,000 20,000
Investment in Lapuk: (cash paid) 2,000 -
Current assets 16,000 15,000
56,000 35,000
Share capital, issued at RM1 each 24,000 12,000
Revaluation reserves 5,000 -
Retained profits 10,000 8,000
39,000 20,000
Long-term loans 7,000 5,000
Current liabilities 10,000 10,000
%00 35000

At the acquisition date, the freehold land of Lapuk Bhd had a fair value of RM6&
million. No adjustment has been made for this value. On 31 December 20x5, Llpnk
Bhd, on the advxce of a professional valuer, placed a valuation of RM10
the freehold land. This new valuation has not been incorporated in the dn&

statement of financial position. The directors wish to i te valu
in the final accounts. mcorpora “m~

The retained profits for the current year ended 31C

Retained profit for the year
Retained profits brought forward
Retained proﬁts carried forwaxd

4

-
-----

1
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Bujang Bhd's accounting policy is to measure NCI at its acquisition-date fair value, 2

Chapter 1: Basic Principles of Group Accounts ﬁ

RM000  RM000

Required

a) Show the journal entries required: Dr Share capital of Lapuk

7,200
i) in Bujang’s accounts, to correct the investment in Lapuk Bhd, Dr Revaluation reserve (pre-acqn) 1,600
i) in the group accounts, to adjust for the fair value of the freehold land at the ' Dr Retained profits (pre-acqn) 1200

acquisition date and to eliminate cost of investment against share of net Cr Investment in Lapuk

10,000
assets: and o Journal entries to allocate net assets and goodwill at acquisition date to NCI-
iii) in the group accounts, to incorporate the post-acquisition revaluation of the
b) Prepare the consolidated statement of financial position of Bujang Bhd as at 31 re capital of Lapuk £.800
December 20x5. Also, show the movements in group revaluation reserves and r Revaluation reserve (pre-acqn) 1,067
retained profits for the 20x5 financial year. Dr Retained profits (pre-acqn) 800 |
Calculation of goodwill on combination O%r Cl at acquisition date 6.667
I entries t te post-acquisition revaluati freehold land:
Total Patert NCI O entries to incorporate post-acquisition uation of the '
(60%) (40%) el
RM’000  RM’000 RM'000 o  DrFreehold land 4,000
Aggregate of: | Q Cr NCI 1,600
(a) (i) Consideration transferred 10,000 10,000 = O Cr Revaluation reserve (post-acqn) 2,400
(i) NCI at fair value 6,667 = 6,667 (b)
16,667 '
(b) Net assets acquired at fair value: ’\ STk Bujang ffhd
9 6 nsolidated Statement of Financial Position
(12,000+2,000+2,000) 16,000 2:000 As at 31 December 20x5
Goodwill on combination 667 _400
. @ Property, plant and equipment:
Solution 1.4 ‘ | s\ Freehold land (8,000 + 10,000)
(a) i) Journal entries to correct the investment in Lapuk Bhd: O ' Other property, plant and equipment
& | % Goodwill on combination
. Current assets
Dr Investment in Lapuk Total Assets . 95,667
Cr Contributed share capital of Bujang § 000 Contributed share capital (24,000 + 80000 P 5% AR o
o 1 1 S 5, + 4@ (W2) LTS Rl o Ao :"*f”
(i) Journal entries to adjust for the fair value of the freehold land andto recognise ' ﬁ:;a;;hg:fzegv?)( 05 2400 (W2) SO RIS N 13.600
\‘-_c."{i‘ S wira : , Coli antial 1 - AL ,A
Ao ' . 1 h@ == Equity attributable to owners of the p: L - Py D4
~ RM’000 RM’000 NCI (W3) Sateoid wm <hks %
Ly z’m Total Bquity LR ‘-"J‘, (.;. '0_ e
:* R .‘“ & 667 Long term lOanS 1y L

Db Ucnlizn buim v p o
s Sl . g =

A . ‘. » - ': & bl ‘\ ! ‘ L‘ ‘. ' " "". ;
» > N w' Wié

. - - - — - -- . > ~ ‘." al®

T N e S R Sl

- .
Ty - e e
© 2025 Tan Liong Tong
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Total Equity and Liabilities

o

l Current liabilities
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| Mooements in Group Reserves
l
Company Subsidiary Group
RM’000 RM’000 RM'000
Repaluation Reseroes:
Balance brought forward 5,000 - 5,000
Share of surplus on
rev ;Tuahonrgf frechold land s 5 2,400 2 400
Balance carried forward 5,000 2,400 7 400
Retained Profits:
‘ Balance brought forward 7,000 2,400 9,400
Retained profit for the year 3,000 1,200 4200
| Balance carried forward 10,000 3,600 13.600
. Workings
1. Group retained profits consist of:

Bujang Bhd 10,000

Share of post-acquisition retained profits in Lapuk 60% x (8,000

— zlm) 31600
13,600

2. Group revaluation reserves consist of:

Bujang Bhd
Share of post-acquisition revaluation reserves in Lapuk 60% X

. 3% Q\

Net assets of Lapuk per the accounts
paeYalu: ion surplus in Lapuk f

<

/' > : * onoombmahon 667

d‘

i e

et ',, s after incorporation of surplus 26,667
NL IS ﬁxw ,.,‘T._‘..-‘ - .. lglé-‘z

‘?ll Inld e J
9 M@np)‘ﬁﬁﬂ" ,

g =Ly {8
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The proof technique would derive the above figures as follows:

“ - A — “—

Interest in Lapuk Bhd
Total Parent (60%) NCT
(4075
Pre-acqn  Post-acgn
RM’000 RM’000 RM000  RMO00
Share capita 12,000 7,200 - 4.300
Revaluati us:

P on 2,000 1,200 - 00
cquisition (balance) 4,000 - 2400 1600
profits:

acquisips 2,000 1,200 - 500 |
Post-acquisitiort (balance) 6,000 - 3,600 2400 |
26,000 9,600 6000 10400 |
GO@ combination 667 400 o, e 267
26,667 10,000 6,000 10,667

of investment (10,000)
ination =

The key point to remember in this Example is that the post-acquisition results of the
Group include the parent’s share of other comprehensive income in the subsidiary.

1.5.5 Potential Voting Rights

An entity may hold share warrants, share options or convertible securities that
are exercisable, or convertible, into ordinary shares, or other similar instruments
that have the potential, if exercised or converted, to theenﬁtyvo&gm
or reduce another party’s voting power over the ﬁnancial and
of another entity (potential voting rights). MFRS 10 requires that th
and effect of potential voting rights that are substantive, inclu

voting rights held by another entity, are considered when asse e , '

-',A ?O 00

entity has the power to direct the relevant actwmesoi |

In assessing whether potential voting nghts ontribu
examines all facts and cxrcumstances cluc i: u
potential voting rights and an nt
considered mdlwdugll‘ly or in, Ct)9 3’ xg 'Lﬁ"
except the intention and the financia 2 ili
consideration is that thgm w he rights mus
when they are not so dee 'o it-of- :“""‘*,"?. ney (ie
substantially highenzthm airvalue).

Thé&)dSt&RCQOf J Mint) \0,"9‘&“({ ,,.1 ,ﬂ
an inVQStee ) %}(w-nu o '\

‘l —‘—h‘-
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locs and other comprehensive income allocated to the

Cls is determined solely on the basis of existing Owr}ershig interests
r’ehe.ét the possible exercise or conversion of potential voting rights
o absence of other arrangements [see MFRS 10.B89].

T —

proportion of profit or

parent and N

and does not . |
and other derivatives, in th

Jp—

Example 1.5
Alpha Bhd holds
<ition date of 1 Janu
was RM50 million. Cama
Bota Bhd. At the acquisition date,

was RM2.50 per share.
Bhd also holds 90 million share warrants of Beta Bhd that are currently

2 40% interest in the ordinary shares of Beta Bhd. At the
arv 20x6, the balance of the retained profits of Beta Bhd
Bhd also holds a 40% interest in the ordinary shares of

the market price of the ordinary shares of Beta

Alpha : 1 inarv s at an exercise price of RM4 per share.
e&m:xtr:hﬁd?iho?g: Bm:;) hﬁ‘; l;E(‘)q million share wgrrants of Betapghd with
 the same terms.
" The draft statements of financial position of Alpha Bhd and Beta Bhd as at 31
December 20x8 are as follows:
| Alpha Bhd Beta Bhd
| RM’000 RM’000
| Property, plant and equipment 600,000 500,000
| Investment in Beta Bhd:
' —Ordinary shares of Beta 300,000
— Share warrants of Beta 90,000
Current assets 210,000
1,200,000
Ordinary shares, issued at RM1 each 400,000
Share warrant reserves =
Retained profits 300,000
Non-current liabilities 250, &
Current liabilities 250,@
1,200,000

| I,mrvalueofﬂ\e share warrants at the issue date was RM1 per w
other warrant holders have no intention to exercise their rights at this

moment. Also, Alpha Bhd has no financial ability to exercise the warrants currently

4 - 5
2 e AR

R TR '“'depmaable property was cailrriedinitsbooks'
muition whilst the fair value was RM200 million. No adjustment has been
OIS 3O I¥: lect the fair value. On that date, the property had a

waatl adesvin

T
IR
b -.:--".'

C

|
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Required ,

(a) Explain how the share warrants should be considered in assessing whether
Alpha Bhd has control over the financial and operating policies of Beta Bhd. 3

(b) Prepare the consolidated statement of financial position of Alpha Bhd as at 31
December 20x8. |

Solution 1.5

(a) Alpha
sha

rrently holds 120 million (or 40%) of the total 300 million
ta Bhd. If all the 100 share warrants were exercised by the holders,
d’sS equity stake in Beta Bhd would be (120m + 90m)/(300m + 100m) or
2%. This would enable it to hold more than 50% of the voting rights of Beta

. Therefore, in this case, Alpha Bhd would most likely have control over the
nancial and operating policies of Beta Bhd. Note that in whether the |

share §anw contribute to control, Alpha Bhd’s intention and ability to

exerci arrants are ignored. |

tential voting rights exists, MFRS 10 requires that the proportions of

or loss and changes in equity allocated to the parent and NCIs are

d ined on the basis of present ownership interests and do not reflect the

ible exercise or conversion of potential voting rights. In this case,

+Bhd should consolidate and allocate the results and net assets of Beta Bhd based
on the present ownerships of 40% to parent and 60% to NCls. Nonetheless,
Alpha Bhd’s investment in the share warrants shall be eliminated with its
proportionate share of the share warrant reserve. The balance of the share
warrant reserve attributable to share warrants held by other shareholders is

classified as a component of NCls.

(b)

Alpha Bhd
Consolidated Statement of Financial Posttion
As at 31 December 20x8

Proper;y, plant and equipment (600,000 + 500,000 + 100,000
- 6,000 ey

Goodwill on combination (W1)

Current assets (210,000 + 200,000)

Total Assets

Ordinary shares, issued at RM1 each
Retained profits [300,000 + 57,600 (W2)]
Equity attributable to owners of the Parent

i ‘:]'

Total Equity | ,;_“"_&: , .\, F-'—’..\‘,:. !
Non-current liabilities (250,000 +60,000)






