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General Comments 
 
This paper was the first to test some of the new areas introduced into the study guide from the December 2011 
sitting onwards. These main new syllabus areas include; 

• Duties and responsibilities of those charged with governance, 
• Disclosure notes, 
• Preparing simple consolidated financial statements, and 
• Interpretation of financial statements 

 
All of these new syllabus areas, with the exception of interpretation of financial statements, featured in the 
questions with the lowest pass rates on the paper. 
However, it was pleasing to see that the interpretation of financial statements questions, despite being a new 
addition to this paper, were answered very well. In fact, some of the questions with the highest pass rates on this 
paper were on this topic. 
 
The following three questions have been taken from the International paper and were three of the questions with 
the lowest pass rates on the paper. The aim of reviewing these questions is to give future candidates an 
indication of the types of questions asked and guidance on dealing with exam questions, as well as a technical 
debrief on the topics covered by the specific questions selected. 
 
Sample Questions for Discussion 
 
Example 1  
Venus Co acquired 75% of Mercury Co’s 100,000 $1 ordinary share capital on 1 November 2011. The 
consideration consisted of $2 cash per share and 1 share in Venus Co for every 1 share acquired in Mercury Co. 
Venus Co shares have a nominal value of $1 and a fair value of $1.75. The fair value of the non-controlling 
interest was $82,000 and the fair value of net assets acquired was $215,500. 
 
What should be recorded as goodwill on acquisition of Venus Co in the consolidated financial statements? 
A $16,500 
B $147,750 
C $91,500 
D $63,375 
 
The correct answer is B. Only 20% of candidates answered this question correctly with the most popular 
incorrect answer being C. 
 
This is a typical consolidation question which can be expected at this level. It is testing a candidate’s ability to 
calculate goodwill, using the full goodwill method only. 
A well prepared candidate should learn and understand the goodwill calculation, which is a key consolidation 
adjustment, and be able to think through each of the different components of the question, slotting in the 
relevant information to be able to answer the requirement. 
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The correct answer B is calculated as follows: 
        $  $ 
Fair value of consideration transferred: 
 Cash paid  
  75% x100,000 =75,000 acquired x $2    150,000 
 Shares issued in Venus 
  75% x 100,000 =75,000 x1/1 x $1.75    131,250 
           

281,250 
 

PLUS: Fair value of the non-controlling interest at acquisition     82,000 
 (given in question) 
          363,250 
LESS: Fair value of net assets at acquisition 
 (given in question)                  (215,500) 
 
Goodwill         147,750 
 
If we consider each component in turn, the first thing to identify is how much the parent company has paid to 
acquire control over the subsidiary. In this question Venus Co acquires control by two forms of consideration: by 
paying cash and by issuing shares. 
We must remember that the calculation of goodwill must be based on fair values of the consideration transferred. 
For the cash element this is straightforward as the fair value of cash paid of $2 per share is given. As long as a 
candidate remembers that only 75% of the shares are acquired, a total of cash paid of $150,000 is easily 
calculated (as shown in correct calculation above). 
The most challenging part of the question is valuing the shares issued as consideration. A common mistake, 
made by the majority who had incorrectly chosen C as their answer, was to incorrectly value the share 
consideration at the nominal value of $1. The fair value of shares is their market price on the date of 
acquisition, and therefore would be calculated using $1.75 (as shown in correct calculation above). 
 
Secondly, the fair value of the non-controlling interest needs to be identified. In this question the fair value of the 
non-controlling interest is given, so in our calculation we just need to add it to the consideration transferred. 
This is because even though we only own 75% of the share capital, the consolidated accounts must show 100% 
of the goodwill, which is consistent with the treatment of other assets and the concept of control.  
 
In the final part of the calculation, it is also necessary to look at all (100%) of the fair value of net assets at 
acquisition. Again this figure is given in this question and just needs to be slotted into the goodwill working. 
Goodwill is finally found by comparing the consideration transferred, plus the non-controlling interest to the net 
assets acquired. The $147,750 represents the excess that Venus Co has paid over and above the fair value of 
the assets acquired. 
 
 
Example 2 
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Which of the following investments of Coffee Co should be equity accounted in the consolidated financial 
statements? 

(1) 40% of the non-voting preference share capital in Tea Co 
(2) 18% of the ordinary share capital in Café Co with two of the five directors of Coffee Co on the board of 

Café Co 
(3) 50% of the ordinary share capital of Choc Co, with five of the seven directors of Coffee Co on the board 

of Choc Co 
 
A 1 and 2  
B 2 only 
C 1 and 3 only 
D 2 and 3 only 
 
The correct answer is B. Only 18% of candidates answered this correctly, whilst 45% of candidates chose the 
most popular incorrect option D. The key to answering this type of question is to first read the requirement to see 
what type of relationship we are trying to identify. In this question it is identifying whether an associate exists, as 
this type of relationship would lead to equity accounting being used within the consolidated financial statements. 
(In other questions- it may be identifying the existence of subsidiaries, which would lead to the preparation of 
consolidated or group accounts) 
An associate is often identified where between 20%-50% of the equity shares are held in another company, as 
this is presumed to give significant influence over that entity. However, for an associate to exist, it is not a case 
of just a matter of the percentage of equity shares held, it also depends on whether the investing company can 
exercise significant influence, which can be evidenced through the number of directors who can be appointed on 
the board and participation in decision making. 
Once we know we are looking for significant influence to be present in the relationship, each statement is 
considered in turn to determine if equity accounted would be required. 
 
Statement (1) – Although a 40% holding is within the 20-50% range, it is a 40% holding in non-voting 
preference share capital. These do NOT give Coffee Co significant influence over Tea Co. A candidate must 
remember that only EQUITY shares (shares with voting rights) give influence, and therefore Tea Co is NOT an 
associate and would not be equity accounted for. 
 
Statement (2) – Candidates may have dismissed this option as soon as they saw that only 18% of the ordinary 
share capital was held by Coffee Co, as this falls outside the presumed influence range of 20-50%. However, as 
discussed, we do not just consider the percentage of equity shares held, but also look at whether significant 
influence can be exercised. Having two out of the five directors effectively gives Coffee Co 40% influence over 
decision making in the company, so Café Co is an associate and would be equity accounted for.    
 
Statement (3) – Candidates may have again spotted the 50% and presumed influence, as it is within the 20-
50% range and incorrectly concluded that it is an associate. However, looking at the ability to appoint directors 
shows that Coffee Co has five of the seven directors, effectively giving them control over the decision making in 
the company. Having control should make candidates spot that actually Choc Co is a subsidiary and therefore 
would be fully consolidated line by line in the group accounts and would not be equity accounted for. 
 
Example 3 
 
Which of the following items should be disclosed in the notes to the financial statements? 
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(1) Reconciliation of carrying amounts of non-current assets at the beginning and end of period 
(2) Useful lives of assets or depreciation rates used 
(3) Increases in asset values as a result of revaluations in the period 
(4) Depreciation expense for the period 

 
A 1 and 2 only 
B 1 and 3 only 
C 2, 3 and 4 only 
D 1, 2, 3 and 4 
 
The correct answer is D. Only 33% of candidates answered this question correctly with the most popular 
incorrect answer being C. 
 
The syllabus change now means that candidates need to be able to explain the purpose of disclosure notes and 
should also be able to identify which items would be included in a draft disclosure note for non-current assets 
(as this question tests), provisions, events after the reporting date and inventory. 
 
It was surprising that the majority of incorrect answers chose C, as item 1 is the basis of how a non-current asset 
disclosure note would look. 
Here is an example of a non-current asset disclosure note, which should demonstrate why items (1),(3) and (4) 
are all correct in this question as they would be disclosed within this note: 
 Land and Buildings 

$ 
Plant & equipment 

$ 
Cost:   
Balance b/fwd X X 
Revaluation X X 
Additions X X 
Disposals (X) (X) 
Balance c/fwd X X 
Depreciation:   
Balance b/fwd X X 
Charge for year X X 
Disposals (X) (X) 
Balance c/fwd X X 
CV at year end (c/fwd) X X 
CV at start of year (b/fwd) X X 
 
So to answer these questions on disclosure notes accurately, a well prepared candidate needs to have a picture 
of how the disclosure note would look and understand/learn what disclosures are included. Don’t forget that 
disclosures can be numerical and narrative. 
Hence Item (2) which is an example of a narrative note that would also be included, describing, in my example 
note, what the useful life or depreciation rates for land and buildings and plant and equipment would be. 
 
Conclusion 
 
In this exam, the worst answered questions mainly dealt with the new syllabus areas of consolidation and 
disclosure notes. 
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These will be tested regularly in future exams and require candidates to have a good understanding of identifying 
subsidiary relationships and being able to describe and apply the process of consolidation in the preparation of 
extracts from the consolidated income statement and consolidated statement of financial position. In respect of 
associates, the study guide is limited to testing the definition of an associate and an understanding of equity 
accounting. The style of question that has been set, and that is likely to continue to be set, shows that careful 
consideration is required of whether significant influence is exercised.. 
 
More work is needed on some of the longer-established topics too, as questions involving statements of cash 
flows, suspense accounts and provisions and contingencies continued to feature in this exam and achieved low  
pass rates.  
 
 
 
 
 
 
 


