A THE CASE STUDY

Based on the structure of a group, group accounting can become very challenging
and complex. This applies particularly to large groups. Therefore, a certain knowledge of
group accounting is required. While some accounting concepts as implemented in current
IFRS might not be easy to understand, examples are used to illustrate the rationale, the
accounting and their effects. Often, accounting standards interact with or complement
each other. To illustrate this behaviour, either other examples are provided or interactions
of examples are explained. While an example is better to understand if it is embedded in
an environment, all examples provided are based on one accounting environment. There-
fore, a case study accompanies this book. This case study cons’sis of a smaller group
with around 20 subsidiaries, associates and joint operations.L."The group has to prepare
consolidated financial statements as of 31.12.2013 based urorn-audited separate financial
statements of the companies of the group. The group’s-trausactions during the period
and their accounting practices are used to provide exsnivies of group accounting topics
discussed throughout all chapters of the book. The cxamples will highlight selected issues
discussed in each chapter. Each example covers anaccounting issue without any reference
to other chapters.

! The group used in this book is based on a real group in which financials are alienated and
enhanced by additional companies to present all concepts of group accounting.
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2 Principles of Group Accounting under IFRS

1. ABOUT THE GROUP

Flexing Cables is an international group which does business around the
globe. Its ultimate parent is a European company, publicly listed on a European
stock exchange. The core business of the group is the manufacturing of cables
and cabling systems for specific purposes and applications, often based on cus-
tomer specifications. This is a niche market and the group generates solid profits.
Nevertheless, the invention in the overall market of new cables has affected the
business of the group. Therefore, management has disposed of two manufactur-
ing sites that produced copper-based cables and cabling systems, products which
will not be demanded by clients in the near future. These products had faced a
steady decline over recent years due to shifts in the market. Management has
also acquired a new company specialized in individual cable solutions based on
customer specifications. To strengthen the sales activities and control sales chan-
nels, the parent was able to increase its stakes in some of the'investments in sales
companies by taking over shares held by the former owners.

All activities of the group are arranged in five business units of which one
business unit was jettisoned during the period. The &rcup’s management philos-
ophy is to grant business units maximum freedem: in making strategic decisions
about the product portfolio, product invention,ii.arket presence and position in
their special markets as long as the strategies .t into the group’s overall strategy.
Administrative functions (accounting, legal, HR and IT) are centralized at group
level. For group purposes, the accountinz function is implemented in a corporate
centre that includes compliance, consoiidation, financing and reporting tasks.

|| Flexing Cables SE

jl_

Copper Solutions
(Discontinued
Operation)

Fibre Cables Copper Cables Cabling Systems Consulting

(until 30.10.13)
Fig. A-1 Business unit structure Flexing Cables

Production facilities of the group are allocated directly to that business unit
for which they manufacture products. To minimize the legal structure of the
group, sales companies serve all business units. An allocation of revenues and
expenses to business units is ensured as the accounting departments in each sales
company record all business unit specific transactions.

The legal structure of the group has grown by a mixture of organic growth
and acquisitions. An optimization of the group due to legal and taxation did not
take place. The group’s legal structure during the 2013 period is presented below.
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4 Principles of Group Accounting under IFRS

Preparing consolidated financial statements requires detailed information
from all companies of the group. Information will be provided in the examples as
appropriate. In addition to detailed information from subsidiaries, some general
information about the group’s accounting policies is provided upfront:

» The presentation of the statement of income is based on the classification
of revenues and expenses by function. Internally, the company applies the
profit & loss statement by nature.”

* The group’s policy on inventories is to minimize and centralize inventory
whenever possible. Therefore, sales companies shall only maintain a mini-
mum storage of inventory for products with high customer demand and
spare parts to ensure deliverability. All other inventory is managed by the
production facilities.

* Production facilities deliver manufactured goods to sales companies only.
No external sale is performed by these companies.

* The group always use IFRS in its current version. If ‘A earlier application
of new IFRS is applicable, management follows-the IASB’s recommen-
dation of an early application.

2. ALLOCATION OF EXAMPLES

~

To allocate the examples in this book to the companies of the group the fol-
lowing list provides a mapping as a ceurtesy. The sorting order follows the life-
cycle of a company in a group.

2 The consolidation of a statement of income classified by nature is more challenging than a state-
ment of income classified by function.



Chapter A | The Case Study

(panuijuod)

L1 BIUS[OS saLnud [euInol uoneprjosuo)) :uonismboe vjus[0S sS4 12
ST1 ©IUI[OS 1 1ed ‘sdiysuonear Sunsixs-a1d :uonismboe Ljudjog 7Ts-4 0z
711 BIUS[OS [oA9] dnois 1e Sununoooe 10§ uoneredard :uonismboe vjus[og 1'es-4 61
801 so[qe)) Surxa[ [9A9] Juared je vJUL[OS JO uonIsIbor oy} 10§ JUNUNODY I's-4 81
01 BIUIOS [[MPOOT JO UOTEUILINA(] ¢e-d L1
L6 BIUIOS PIBMIOJ PALLIBD SISSO[ XB) JO FUIIUNOIIE PUL JUSWAINSBIA Seve-d 9]
96 BIUS[OS SSICBI] PAJUNOJOB-UOU JO SUNIUNOIOE PUL JUSWIAINSEIW ‘UOIBOYIIUIP] yeye-d SI
sjasse a[qIuriur
16 BIUS[OS D2,17M020B-UOU JO SUNUNOIOE PUL JUIWAINSEIW ‘UOT)BOYIIUP] reye-da ¥l
98 BIUS[OS SAIII[IA 31 PUE $)3SSB PAINSBAWNAI JO JUSWINSLaW juanbasqng Tre-d €1
S8 BIUS[OS POWInS ¢ SONIIRI] PUB PAIINDOR $19SSE JO JUSWAINSBOWY Tre-d 1
08 7S S9[qe)) SuIxa[] BIUS[OS JO uonisibaz sy jo doud aseyoind oY) JO UONRUILIA(] e a 11
9L BIUS[OS 9)ep uonIsIboe oY) JO UONBUIWLINA( Te-qa 01
vL BIUS[OS 1ormboe oY) jo uoredynULpY Ie-4q 6
0L BIUS[OS “HS S9[qe)) SuIxarg BIUS[OS JO uor;israboe o) uo juared o) Aq MITA 1'c-4 9
9 IUI[OS 199ys doue[eq Suruado Y] Uk Jo ucnriedald :UOISIOAUOD S AT 71-4 L
€9 AS so[qe)) Surxa[g dnoi? ou; ur S[Ad] uoneNn[eA I'l-4 9
6F S s9[qe)) SuIxd[ s)jIun ssauIsng pue syuawdag :dnois a1 jo uoneziue3iQ ¢-a S
G¢ QINJOBJNUBIA AIAIND) [OIIUOD JO SSO[ 10Ja1dY) pue AreIpisqns jo [esodsi(q IS3e) ¥
€€ 3uny, oex [onuos jurol jo uoneurLI [ale) ¢
juared oY) Jo [01)U0D
LT BLIISNY SO[qR)) SUIX9[{ JjuowageurW 0) NP AIRIPISQNS 0} 9JBIOOSSE WOIJ SNJR)S Ul d3uey)) -0 C
Sl guny oex SPIEPUL)S MIU 0} SAINJUIA JUIOf UT FUNUNOIIL Y] JO UOHISUBI], cI-4g I
adeq pasjoaur Auedwo)) Ise) wydey)  -ou spdwexy




der IFRS

ing un

les of Group Account

rincip

P

¥91 BII)SNY S9[qe)) SUIXO[, “BJUS[OS 9N UMO I0J UOTJEPI[OSU0)) 1S A I
€91 $3[qeD 'IUNIOY) ‘DJIN d[es 19)e] 10J UOTIBPIOSUOT) ree-4d (U2
o1 wnig[ag sa[qe) SurXe[] ‘DN 9[es SJBIPaUII I0f UOTIBPI[OSUOT) 1'ce-4d 6¢
wni3[ag so[qe)) Jurxo[
8S1 “IUIILIYH “HS SA[qRD) SUIXIL] $1qop Aurdwosrdiur jo JunjoN €r-d 8¢
GS1 BII)ISNY S9[qe)) SUIX9[, ‘BJUS[OS SOOUQISJJIP J9SJJO [BAIUN ‘UOTIBPI[OSUO0D 1qa(] €y g L€
€51 so[qeD BIuNnIoyD) ‘DN sdnoid YA :SeNIANOR IOU)O ‘UOTIBPI[OSUO0d 1q(] Ty d 9¢
€51 AS se[qe) Surxay g SoFIRYD JUOWASRURA UOTIEIOQR[[0 “UOTBPI[OSTOD }qo(T Tr- A S¢
S DJIN ‘S S9[qe) Surxd[g sueo] Auedwoord)u] :JuduRUY ‘UOIIRPI[OSUOD 3G A €
ST So[qe)) BIUNIOY)) TYOIIYY SOALAIQIIP J9SIJO YIM SUIPLI) “UOT)RPI[OSUOD 1G] - A €¢
IS1 wnig[ag sa[qe) Surxdd ‘DN Surper) ‘uoneprosuod 1qaQg Tr-d 43
ovl BIUS[OS uoneprjosuoo Aymby ce-d Ie
1 BIUS[OS UOTIBPI[OSUO0D JUAiDAsaANs 10J Areipisqns jo uoneredalq -4 0¢
€1 BIUS[OS oaxmbot £3.p[ey se[qe)) SUTXS[] UI SOILYS 99-9 62
€1 BIUS[OS ¢ 11ed ‘sdigsuonear Sureiva-a14 :uonismboe vlus[Og G9-4 8T
STl BIUS[OS 7 11ed ‘sdiysuonejar Sunsixs-a7g ‘uonismboe vjuojog S9-d LT
7 11ed ‘SI0UMO JOULIOJ AU} JO QUO OS[E SI Ot IC|DIIP SUISeURW
STl BIUS[OS U0 Joe1uo0d juswkojdurg :uonsmboe LIUS[OTWY) 0) 10))9[OPIS I't'9-d 97
1 11ed ‘SIOUMO JOULIOJ 3Y) JO QUO OS[B ST OYM JOJIIIP FuISeuew

¥l BIUS[OS uo joenuod juswiojdurg :uonismboe LIUS[OS Y} 0} 10))9[OPIS y9-9 4
K4 Toyorgyg ¢ 1red ‘uorysmboe doyg 79-d T
121 JoyoIIY g 7 1ed ‘uonisinboe daig 79-4 €T
0TI ToyorIyy [ ed ‘uonismboe doig 79-4d (44
aded pasjoaur Auedwo)) ase) wydey)  -oudpdwexy




Chapter A | The Case Study

(ponurjuoo)

6vC eqfry 9JBID0SSE UOTBPI[OSUOD [eNIU] creo 8¢
YT eqry] d1e100ssE uonedo[e 2011d aseyoIng I'T-D LS
g so[qe) Surxolq ‘Suipjoy
S9[qe)) 3uIxa[ ‘SUIpjOH SWd}
1€2 -s£g 9[qrD “YSN SWRISAS 9[qeD UOIepI[OSu0d snosuejnus ‘sdnoig [oas[-nny 76 d 9¢
dS se[qeD SuIxol ‘SuIp[oH
Sa[qe)) SuIxd[ ‘SUIpjoH Swd}
€T -sAQ 9[qeD VS SWAISAS 9[qe) UONEPIOSU0d Ureyd ‘sdnoid [Ad[-NNIA 7€6-d S
91T BIUS[OS “IOYDI[IYF $19sS® PAXY JO so[es Auedwooaiu] 76- 4 $S
clc wnigjog sa[qe) Surxef suonnqLisip yyoid AreurpiQ [ | 134
0I¢ BIUS[OF SUOTIBOYISSB[OTY ¥'8-d 43
60T KeMION $9[qe)) SUIXa[q SOX®) PALIdJOp JO SunjoN €84 IS
161 BJUI[OS 1817474l FUI[OIIUOI-UOU JO UONBIO[[R JYOIJ LA 0S
681 $3qED vIunIoy) ‘DN uoneuru[d ygoid pezijearun €9-d 6V
981 S s9[qe)) SuIrxd[g dnosi7. jo wsAs Surond 1ojsurly, 79- 4 %
AS S[qe)
L1 SUIXad[ ‘AeMION S9[qe)) SUIXI[] So18I 93URYOXD UTIAIOJ 0} NP 532UIIOYPIP UOTIBPI[OSUO)) €Ts- 4 Ly
BLIISNY SO[QBD)
0OL1 SUIxa[g ‘S So[qe)) Surxa[g uondwnsuod umMo 47 U0 epIosuo)) TS 4 ot
691 BLIISIY SO[qe)) SUIxo[, ‘eIus[os asn UMO 10} UOIJBPI[OSUO)) TS A SP
891 $3[qeD 'IUNIOY) ‘DJIN 9[es Io1e] 10§ UONEPIOSUOT) ces- 4 4%
L91 wnig[ag sa|qe) Ul ‘DN S[BSs SJEIPSUWT 0] UOTIEPI[OSUOT) cTs-d 194
LIS SO[qRD)
S91 SuIxa[q ‘gS so[qe) SuIrxd[g uondwnsuod umo I0J UONBPI[OSU0)) 1'7s-Ad 4
adeq pasjoaur Auedwo)) Ise) wydey)  -ou spdwexy




der IFRS

ing un

les of Group Account

rincip

P

sojdwrexa jJo 1sI7  L-y ‘qeL

9L€ BIUL[0S 11 SeOUAISYIP SISBQq PISUI 10J SUNUNOIDY 7T 9/
9L€ BIUS[0S ] SOOUAIRYIP SISBQ JPISUI 10 SUNUNOIY 12 SL
L9€ epeue)) so[qe)) SuIxa[j 9)e1 93UBYOXD A} JO UOHIBUIULIAND y1-3 yL
€9¢ BpRUR)) SA[qR)) SUIXI[] Koua1md uoneyudsard ojur uonesuLr) AOUALIND UIIAIO0] INED | €L
LES 2INjoRJNUBIAl IAIND) UOIBPI[OSUOIIP A} JO SALIIUD [euInof [y 9Te I L
pee 2INJORJNUBIA] IAIND) UonEepIosSu0ddJ STE I 1L
%S 2INjoBJNUBIAl QIAIND) QWOOUT JAISUAYAIdWO9 19YJ0 JO SUIoLOaYy e o 0L
433 QINJORJNUBTA IAIND) JUSWOS RUBW [[IMPOOD) A 69
1€€ QINjorJNUBIA SIAIND) ampaoold uoreuruyg TTe o 89
6C€ 2INJoBRJNUBIAl IAIND) saIeys Jo d[es o3 ZuneA9] dnois je ureS jo uonemnore) 1ee-r L9
LT€ 2INjoRJNUBIA SIAIND) £Ie1pIsqns ur saIeys [[e Jo sd[eg I'¢-r 99
61¢ UOIUIWI[IAN o3uryD SnjeIs OU PUB SATLLS [BUONIPPR JO UonIsmboy I'vs-1 59
AIRIpISQNS 0} 9JBIDOSSE
96¢ So[qED) 'IUNIOYD) woJj 93uBYD SNIBIS PUL SAIBYS [¢USINPPER Jo uonismboy S¢ 1 $9
9/C Suny, oex [onuca4u.of jo uonuygeq I-H €9
85T eqlry] WeaNsuMop ‘sjjoid pazifearuri 1% uoneurwg ¥'TT-D 79
€5T eqfry poyew £mbo jo uoneorddy TTTOD 19
€ST eqlry] sjuousn[pe 91BI00SSE UONEPIosuod juanbasqng 1'22-5 09
depdn

1S¢ eqlry] uonjeoso[re 9o11d aseyoind ‘Dreroosse uoneprjosuod juenbasqng 1'7-D 6S
adeq pasjoaur Auedwo)) se) wydey)  -ou spdwexy




