Advanced Group Accounting
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Course Structure

Preparation: recap double-entry bookkeeping (online, self-study)

Key Concepts
Acquisition Method
Consolidation

Subsequent Consolidation
Goodwill Impairment

5 Joint Arrangement and Investments at Equity
Changes in Control

6 Analyzing Consolidated F/S
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Course Structure

Topic

5 Joint Arrangement and Investments at Equity
Changes in Control

5.1 Joint Arrangement and Investments at Equity

5.2 Changes in Control

¢+,
+ M\ : 1/+ = How do we account for investments that are not subsidiaries?

A
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Recap: Parent company theory versus entity theory

Parent company theory Entity theory

Partial consolidation Acquisition method

Equity method Proportional revaluation Revaluation Full goodwill
method method method

(not permitted under

IFRS)
Applies to Applies to
. Joint L |
~ Arrangements / | Subsidiaries |
' Associates | l
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Accounting for Joint Arrangements (IFRS 11) and
for Associates (IAS 28)

Associate: Joint Arrangement:

investor has significant two or more parties have joint control.

influence Parties sharing Parties sharing
control have rights to control have rights
the net assets of a to assets/liabilities
legally independent relating to the
company arrangements

Associate Joint venture Joint operation
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Joint Operations - Examples
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Together with Great Wall Motor Company Limited, BMW AG
has established Spotlight Automotive Ltd. in China as a joint
operation. The underlying agreement generally grants an
extraordinary right of termination to either joint operation
partner in the event that — either directly or indirectly - more
than 25% of the shares of the other party are acquired by a
third party or the other party is merged with another legal 2024 ANNUAL REPORT

entity. The termination of the agreement may result in the READY FOR MORE

sale of the shares to the other joint operation partner, or in

M @ RE T H A N the liquidation of the entity.
EVER

2.3 Joint operations
Joint operations are consolidated on a proportionate basis in accordance with IFRS 11.

Aerologic GmbH (Aerologic), Germany, a cargo airline based in Schkeuditz, is the only joint operation in this regard. Aerologic has
been assigned to the Express segment. It was jointly established by Lufthansa Cargo AG and Deutsche Post Beteiligungen Holding
GmbH, which each hold 50% of its capital and voting rights. Aerologic’s shareholders are simultaneously its customers, giving them
access to its freight aircraft capacity. Aerologic mainly serves the DHL Express network from Monday to Friday and flies for the
Lufthansa Cargo network on weekends. Individual aircraft are also used exclusively by the two respective shareholders. In contrast
to its capital and voting rights, the company’s assets and liabilities, as well as its income and expenses, are allocated based on this
user relationship.
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Joint Ventures and Associates: significant influence

= |AS 28.2: Significant influence is the power to participate in the financial and operating policy
decisions of the investee but is not control or joint control over those policies.

= |AS 28.6 ff.: If an investor holds, directly or indirectly (e.g. through subsidiaries), 20% or more of the
voting power of the investee, it is presumed that the investor has significant influence
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Joint Ventures and Associates: applying the equity method

= Basic idea:

Initial Measurement Subsequent Measurement

= Cost of the investment = Adjust for post-acquisition changes in
investor’s share in investee’s net assets

= Considering depreciation of hidden
reserves

- No consolidation: individual assets/liabilities of investee are not brought onto the consolidated balance
sheet!

- Economic activities are presented in only one line in balance sheet (“Investments accounted for under
the equity method”) and in the statement of profit/loss (“Income from investments accounted for under
the equity method”)

- Additional disclosures required in the notes
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Exercise: Joint Ventures and Associates: equity method

Fact Pattern:
M AG has purchased for 1,100 CU 40% of the shares of L GmbH as of 01.01.20X1.

Questions:

a) Please apply the equity method to value the investment in M AG’s consolidated financial statements in
20X1 using the following information:
— L GmbH as of 31.12.20X0
Share capital and reserves: 2,000 CU
Hidden reserves (remaining useful life: 10 years): 500 CU

— L GmbH as of 31.12.20X1

Distribution of 20X0’s profit (100 CU)
New profit generated in 20X1: 200 CU

b) Please give the appropriate journal entries for 20X1.
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Exercise: Joint Ventures and Associates: equity method
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Exercise: Joint Ventures and Associates: equity method
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Exercise: Joint Ventures and Associates: equity method

a) Please apply the equity method...

Initial measurement and purchase price allocation:
Investment book value
thereof  Hidden reserves

Book value of equity 0.4*2,000 =

Goodwill 1,100 - 0.4*2,000 - 0.4*500 =

Subsequent valuation:

Investment book value as of 01.01.20X1
+ proportionate profit 20X1 (=0.4*200)

- proportionate distribution (=0.4*100)
- depreciation of hidden reserves (=200/10)

Investment book value as of 31.12.20X1
(Hidden reserves =

(Goodwill =
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0.4*500 =
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1,100 CU
200 CU
800 CU
100 CU

1,100 CU
+80 CU

-40 CU
-20 CU

1,120 CU
180 CU)
100 CU)
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Exercise: Joint Ventures and Associates: equity method

b) Please give the appropriate journal entries for 20X1.

Journal Entries

(1) Dr. Investment in L 60
Cr. Income frominv.inL 60

(2) Dr. Cash 40
Cr. Investment in L 40
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Real-world example: Volkswagen Group

€ million Note 2024 2023
Sales revenue i1 324,656 322,284
Cost of sales 2 -265,184 -261,299
Gross result 59,472 60,985
Distribution expenses 3 -22,320 -21,345
Administrative expenses 4 -12,754 -12,729
Other operating income 5 14,974 15,152
Other operating expenses 6 -20,312 -19,534
Operating result 19,060 22,528
Share of the result of equity-accounted investments 7 BI45) 2,291
Interest income 8 2,419 2,658
Interest expenses 8 -3,446 -3,640
Other financial result 9 -1,602 -739
Financial result -2,255 570
Earnings before tax 16,806 23,099
Income tax income/expense 10 -4411 -5,237

Current -5,858 -6,791

Deferred 1,447 1,554
Earnings after tax 12,394 17,861

Source: Volkswagen AG Annual Report (2024), p. 470.
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Real-world example: Volkswagen Group

€ million Note Dec. 31, 2024 Dec. 31, 2023"

Assets

Non-current assets

Intangible assets 12 93,333 89,109
Property, plant and equipment 13,33 71,452 66,880
Lease assets 14, 33 73198 64,094
Investment property 14 622 632
Equity-accounted investments 15 10,269 12,239
Other equity investments 15 5,731 4,431
Financial services receivables 16 101,087 94,474
Other financial assets 17 12,129 11,757
Other receivables 18 2,868 2,702
Tax receivables 19 409 437
Deferred tax assets 19 16,581 14,251
387,674 361,005
Current assets
Inventories 20 56,720 53,601
Trade receivables 21 21,130 21,849
Financial services receivables 16 68,855 66,381
Other financial assets i 74 18,649 16,953
Other receivables 18 10,217 8,799
Tax receivables 19 2,038 1,649
Marketable securities and time deposits 22 27,326 26,772
Cash and cash equivalents 23 40,296 43,449
Assets held for sale - 190
245,231 239,644
Total assets 632,905 600,649
. Source: Volkswagen AG Annual Report (2024), p. 473.

€
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Real-world example: Volkswagen Group

Operating result! &

Deliveries to customers Vehicle sales Sales revenue Operating return on sales?!
in thousand units in thousand units in € billion in € billion
o e - 7.0% ______ 5.9%
R Ry RGOl RET
9,240 9,027 9,362 0,087 322.3 324.7 22.5
191
ek 2,742

Jan.-Dec.  Jan.-Dec. Jan.-Dec.  Jan.-Dec. Jan.-Dec.  Jan.-Dec. Jan.-Dec.  Jan.-Dec.
2023 2024 2023 2024 2023 2024 2023 2024

1 Prior-year figures adjusted (see disclosures on IAS 8).

AUTOMOTIVE DIVISION

Investment ratio Net cash flow Net liquidity INTERESTS IN JOINT VENTU RES
—D —(a2

: o . From a Group perspective, the joint ventures FAW-Volkswagen Automotive Company Ltd., Changchun/China,

3o 361 SAIC-Volkswagen Automotive Company Ltd., Shanghai/China, and SAIC-Volkswagen Sales Company Ltd.,
lI I Shanghai/China, were material at the reporting date.

Jan.-Dec. Jan.-Dec. Jan.-Dec.  Jan.-Dec. Dec. 31, Dec. 31,
2023 2024 2023 2024 2023 2024

Volume data also includes the unconsolidated Chinese joint ventures (Chin. JVs); prior-year deliveries have
been updated to reflect subsequent statistical trends. The allocation of consolidation adjustments between
the Automotive and Financial Services divisions is included in the Automotive Division.

Source: Volkswagen AG Annual Report (2024), p. Key figures, 494.
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Real-world example: Volkswagen Group

FAW-Volkswagen

SAIC-Volkswagen

Automotive Automotive SAIC-Volkswagen
€ million Company Company* Sales Company
2024
Equity interestin % 40 50 30
Non-current assets 9,124 6,390 809
Current assets 13,162 7,568 3,161

of which cash and cash equivalents 8,773 2,167 262
Non-current liabilities 726 1,859 102

of which financial liabilities? 9 2 3
Current liabilities 15,189 9,740 3,775

of which financial liabilities? 61 1,346 -
Net assets 6,372 2,359 93
Sales revenue 39,166 17,293 19,012
Depreciation and amortization 1,900 1,205 1.
Interest income 170 28 4
Interest expenses 1 29 1.
Earnings before tax from continuing operations 3,301 686 100
Income tax expense 658 95 22
Earnings after tax from continuing operations 2,643 591 78
Earnings after tax from discontinued operations - - -
Other comprehensive income -108 4 =
Total comprehensive income 2,535 596 78
Dividends received? 1,787 190 96

2
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Source: Volkswagen AG Annual Report (2024), p. 495.
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Course Structure

Topic

5 Joint Arrangement and Investments at Equity
Changes in Control

5.1 Joint Arrangement and Investments at Equity

5.2 Changes in Control

¢+,
+ M\ : 1/ + = How do we capture changes in a parent company’s equity

m share after initial consolidation?
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Step Acquisitions — Accounting Implications

Percentage of
share

Subsidiary (control)

- Full consolidation
- IFRS 3/IFRS 10

50% —
Associate
(significantly influenced)

- Equity method
- IFRS 11/IAS 28
20%—
Investment/
financial asset
(passive)

- At cost
- |IAS 39/IFRS9
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Transactions

Consolidation

Change of consolidation
method

Determine the date of
the initial consolidation

No change of
consolidation method

Adjustments of non-
controlling interest

19



Step Acquisitions - Overview

= Step acquisition
— Acquisition in which the change of control occurs in several steps.
— First time consolidation at the time of the change in control.
— IFRS 3.41:

An acquirer sometimes obtains control of an acquiree in which it held an equity interest
immediately before the acquisition date. For example, on 31 December 20X1, Entity A holds a 35
per cent non-controlling equity interest in Entity B. On that date, Entity A purchases an additional 40
per cent interest in Entity B, which gives it control of Entity B. This IFRS refers to such a transaction
as a business combination achieved in stages, sometimes also referred to as a step acquisition.

=  Problem

— Difference between the value of shares consolidated at cost or at equity to the fair value at the time
of the change of control.

= Solution
— IFRS: Recognition as profit or loss

GOETHE @;
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Step Acquisition - Example
= Scenario:
Parent (Entity A ):

t, 1. tranche: 35% Costs: 500
t, 2. tranche: 40% Costs: 1000

GOETHE @;
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Subsidiary ( Entity B):

t, Equity (Fair Value) 1,500
t, Equity (Fair Value) 2,000

21



Step Acquisition - Example
In t, change of control = revaluation of equity:

Fair Value of Equity in t, 2,000

35% (1.tranche) 40% (2. tranche)
35% of 2,000 = 700 40% of 2,000 = 800

Costs = 500 Cost = 1,000
Increase in value = 200 Difference= 200

IFRS 3: profit 200 Goodwill: 200

© Prof. Dr. Katharina Hombach 2025. Do not copy or distribute.
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25% Non-controlling interest

25% of 2,000 = 500
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Step Acquisition — Journal Entries

Journal entries t,
(1) Dr. AfS financial assets 500 Cr. Cash 500

Journal entries t,

(2) Dr. AfS financial assets 200 Cr. OCI (AfS revaluation) 200
(3) Dr. Net assets of Entity B 2,000 Cr. Cash 1,000
Goodwill 200 AfS financial assets 700
NCI 500
(4) Dr. OCI (AfS revaluation) 200 Cr. Gain (P&L) 200
Notes:

(1) Purchase of 1st stake in Entity B for 500

(2) Revalue 1st stake to FV under IAS 39

(3) Purchase of 2nd stake in Entity B for 1,000; consolidation
(4) “Recycling”

GOETHE @;
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Disposal of Subsidiaries — Loss of Control

IFRS 3.B98: If a parent loses control of a subsidiary, it shall:

a) derecognise:

(i) the assets (including any goodwill) and liabilities of the subsidiary at their carrying amounts at the
date when control is lost; and

(i) the carrying amount of any non-controlling interest in the former subsidiary at the date when control
Is lost (including any components of other comprehensive income attributable to them).

b) recognise:

(i) the fair value of the consideration received, if any, from the transaction, event or circumstances that
resulted in the loss of control,

(if) if the transaction, event or circumstances that resulted in the loss of control involves a distribution of
shares of the subsidiary to owners in their capacity as owners, that distribution; and

(i) any investment retained in the former subsidiary at its fair value at the date when control is lost.

c) reclassify to profit or loss, or transfer directly to retained earnings if required by other IFRSs, the amounts
recognised in other comprehensive income in relation to the subsidiary on the basis described in
paragraph B99.

d) recognise any resulting difference as a gain or loss in profit or loss attributable to the parent.

GOETHE @;
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Disposal of Subsidiaries — Discontinued Operations

» |FRS 5.32: A discontinued operation is a component of an entity that either has been disposed of, or is
classified as held for sale, and

— represents a separate major line of business or geographical area of operations,

— is part of a single co-ordinated plan to dispose of a separate major line of business or geographical
area of operations or

— Is a subsidiary acquired exclusively with a view to resale.

= |FRS 5 prescribes that a business held for sale is ...
— carried at the lower of its carrying amount and fair value less costs to sell, and
— presented separately on the balance sheet.

GOETHE @;
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Loss of Control — Exercise

Fact Pattern:

» XAG purchases 75% of Y GmbH's shares at a price of 900 at Dec 31, 20X1.
» Therefore, Y GmbH's fair value (100%) is assumed to equal 1,200.

= Book value of equity equals 500 with hidden reserves of 300.

» Hidden reserves (300) of Y GmbH are depreciated over three years.

=  Goodwill (non-controlling interest at revalued equity: 300) and full goodwill (full goodwill method: 400) are
not impaired.

= Y GmbH made a profit of 50 in 20X2.

After performing the subsequent consolidation at Dec 31, 20X2 and measuring the non-controlling interest at
their proportionate share of revalued equity, X AG sells its shares in Y GmbH's capital at 1,200.

Question:
Please account for the loss of control!
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Subsequent Consolidation (Recap)

31.12.20X2

LTA

Inv. in' Y
Goodwill

STA

Equity

Profit

non-
controlling
interest

Debt
Sum

GOETHE @4
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X Reval. Sum Consolidation Consolidated
Dr. Cr. Dr. Cr. Dr. Cr. Dr. Cr. Dr. Cr. Dr. Cr.
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Subsequent Consolidation (Recap)

31.12.20X2 X Y Reval. Sum Consolidation Consolidated
Dr. Cr. Dr. Cr. Dr. Cr. Dr. Cr. Dr. Cr. Dr. Cr.
LTA 1,800 550 309 2,650 100@ | 2,550
Inv. in'Y 900 900 9002
Goodwill 300 300
STA 1,000 350 1,350 1,350
(2)
Equity 2,100 500 309 2,900 | 20 2,100
: 75
Profit 150 50 200 12 5(5) 112.5
non-
(3a)
controlling 25@ 21205(:) 187.5
interest '
Debt 1,450 350 1,800 1,800
3,700 3,700| 900 900 4900 4,900 4,200 4,200

UNIVERSITAT
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Subsequent Consolidation (Recap)

Journal entries
(1) to (3) redo initial consolidation
(4) to (5) subsequent consolidation

(1) Revaluation

(2) Consolidation of X's share of Y GmbH's revalued equity and the resulting goodwill.
(3a) non-controlling interest’ share of Y GmbH's revalued equity

(3b) Minority goodwill

(4) Depreciation of hidden reserves

(5) non-controlling interest’ share of Y GmbH's profit

© Prof. Dr. Katharina Hombach 2025. Do not copy or distribute.
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Loss of Control

31.12.20X2 Consolidated Loss of Control Consolidated after sale
Dr. Cr. Dr. Cr. Dr. Cr.
LTA 2,550
Inv. inY
Goodwill 300
STA 1,350
Equity 2,100
Profit 112.5
non-controlling
EER 187.5
Debt 1,800
4,200 4 200

© Prof. Dr. Katharina Hombach 2025. Do not copy or distribute. 30
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Loss of Control

31.12.20X2 Consolidated Loss of Control Consolidated after sale
Dr. Cr. Dr. Cr. Dr. Cr.

LTA 2,550 750 1,800

Inv. in'Y

Goodwill 300 300

STA 1,350 1,200 350 2,200

Equity 2,100 2,100

Profit 112.5 337.5 (residual) 450

non-controlling

interest 187.5 187.5

Debt 1,800 350 1,450
4,200 4 200 4,000 4 000

UNIVERSITAT
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Disposal of Subsidiaries

IFRS 10.25: If a parent loses control of a subsidiary, the parent:

a) derecognises the assets and liabilities of the former subsidiary from the consolidated statement of
financial positions

b) recognises any investment retained in the former subsidiary at its fair value when control is lost and
subsequently accounts for it and for any amounts owed by or to the former subsidiary in accordance with
relevant IFRSs. That fair value shall be regarded as the fair value on initial recognition of a financial
asset in accordance with IFRS 9 or, when appropriate, the cost on initial recognition of an investment in
an associate or joint venture.

C) recognises the gain or loss associated with the loss of control attributable to the former controlling
interest.
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UNIVERSITAT
FRANKTFURT AM MAIN



Block 5: Key take-aways

= The intensity of the relation between a parent company and different other entities in the
corporate group varies. These differences are captured in the accounting treatment.

— Subsidiary: full consolidation
— Joint arrangement, joint ventures, associates: equity method

* {1 ; ! ‘
= The equity method is a “one-line consolidation” approach. It does not allow users to see

through to the underlying fundamentals of the investee.

= Changes in control can arise because of changes in the parent company’s ownership
shares. Necessary one-time adjustments are accounted for in profit/loss.
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