THE CONSOLIDATED BALANCE SHEET

PRINCIPLES OF CONSOLIDATION 
The basic principle of a consolidated balance sheet is that it shows all assets and liabilities of the parent and subsidiary.
Intra-group items are excluded e.g. debtors and creditors shown in the consolidated balance sheet only include amounts owed from/to third parties.

BASIC METHOD OF PREPARATION
The investment in the subsidiary (S) shown in the parent’s (P’s) balance sheet is replaced by the net assets of S.

The cost of the investment in S is effectively cancelled with the ordinary share capital and reserves of the subsidiary
This leaves a consolidated balance sheet showing;
· The net assets of the whole group (P + S)
· The share capital of the group always equals the share capital of P only
· The retained profits, comprising profits made by the group (i.e. all of P’s historical profits + profits made by S post acquisition)

CONSOLIDATED BALANCE SHEET: MID YEAR ACQUISITIONS
If control in a subsidiary is acquired mid-way through the accounting period, it is necessary to time apportion the profits of the subsidiary for that year in order to determine the balance on the profit and loss account reserve at the date of acquisition.  Profits made before the subsidiary was controlled by the parent, are not included in the consolidated balance sheet.
Pre-acquisition profits:
The consolidated retained profits is calculated as:
all of P’s historical profits + profits made by S post acquisition

GOODWILL ON CONSOLIDATION (FRS 102: Section 19)
The acquirer shall, at the acquisition date:

(a) recognise goodwill acquired in a business combination as an asset; and
(b) initially measure that goodwill at its cost, being the excess of the cost of the business combination over the acquirer’s interest in the net amount of the identifiable assets, liabilities and contingent liabilities 

After initial recognition, the acquirer shall measure goodwill acquired in a business combination at cost less accumulated amortisation and accumulated impairment losses.

Goodwill shall be considered to have a finite useful life, and shall be amortised on a systematic basis over its life. If, in exceptional cases, an entity is unable to make a reliable estimate of the useful life of goodwill, the life shall not exceed 10 years.

MINORITY INTERESTS
If control has been achieved by the parent, the minority shareholders will hold a non-controlling interest.

This is calculated as the minority’s share of the net assets of the subsidiary at the balance sheet date.

CANCELLATION OF INTRA – GROUP BALANCES
When group companies trade with each other, there are several ways in which balances with each other can arise:
· Loans and debentures
· Current accounts (intra group debtors and creditors)

The cancellation process is very easy in that the credit balance of one company is offset against the debit balance of the other company, thus eliminating both balances from the consolidated balance sheet.

EXAMPLE (CASH IN TRANSIT)
The following balances exist at 31 December 2014:

				Books of P Ltd	Books of S Ltd	
S Ltd current account		10,700 DR
P Ltd current account					10,000CR

On 31st December 2014, S ltd sent a cheque to P Ltd for £700 which the latter company did not record until 2 January 2015.

In the books of P Ltd:		DR	Cash at bank		£700
				CR	S Ltd current account		£700

And the current account balances of £10,000 can then be cancelled out.

DIVIDENDS IN THE COSOLIDATED BALANCE SHEET
If a subsidiary proposes a dividend, the effect will be:

(a) subsidiary company’s books
DR P&L account	X
CR Dividend Creditor		X
With the dividend payable

(b) Parent company’s books
	DR Dividend Debtor	X
	CR P&L account		X
	With the parent’s share of the dividend receivable from the subsidiary.

(c) Consolidation Adjustment
The dividend debtor in P’s books should be cancelled out against the dividend creditor in S’s books.
Any balance on the dividend creditor of the subsidiary company represents the dividend owed to the minority shareholder

UNREALISED PROFIT ON STOCK
Where, during the accounting period, goods are transferred amongst group companies at a price other than cost, the transferring company will make a profit.
In consolidated accounts we want to reflect only profits made by group companies by trading with third parties.
[bookmark: _GoBack]No adjustment is necessary if the goods have been sold on outside the group, within the period. However, where such goods are still held within the group at the end of the accounting period, the consolidated accounts would not show a true and fair view of the profits of the group as a whole if the profits (or losses) made on such transfer were not eliminated.

(1) Parent sells to subsidiary
P Ltd has an 80% subsidiary S Ltd. During the year, P Ltd sold goods to S Ltd for £12,000 which had originally cost £8,000. Half of these goods were included in the stocks of S Ltd at the year end

Unrealised profit = £2,000
DR	profit and loss account reserve (group)	2,000
CR	stock (b/s)							2,000

(2) Subsidiary sells to parent
P Ltd has a 75% subsidiary, S Ltd. During the year S Ltd sold goods to P Ltd for £18,000 which was a 20% mark up on the original cost. The goods were sold by P Ltd after the year end.

Unrealised profit = £18000 x 20/120 = £3000
DR	profit and loss account reserve (group)	2,250
DR	minority interest				750
CR	stock (b/s)							3,000


CONSOLIDATED PROFIT AND LOSS ACCOUNT
The objective of the group accounts is to show the earnings of the group as a single entity and then to show how much of that total is attributable to the members of the parent entity.
The consolidated profit and loss account is intended to show only the results of transactions with third parties and hence, as with the consolidated balance sheet, inter group items (in this case, income and expenses) need to be eliminated.

PREPARATION OF THE CONSOLIDATED PROFIT AND LOSS ACCOUNT
The general principle is to add together the parent and subsidiary’s balances for each line in the profit and loss account and then to eliminate any inter group income or expenses.
After the group profit after tax, the minority interest in the profit for the year is shown which is calculated as the minority’s share of the profit after tax of the subsidiary.
This then leaves us with the profit attributable to the group.

