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.
No adjustment is necessary if the goods have bene 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 £12000 which had originally cost £8000. Half of these goods were included in the stocks of S Ltd at the year end

Unrealised profit 	=	£2000

DR	profit and loss account reserve (group)	2000
CR	stock (b/s)							2000
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(2) Subsidiary sells to parent
P Ltd has a 75% subsidiary, S Ltd. During the year S Ltd sold goods to P Ltd for £18000 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)	2250
	minority interest					750
CR	stock (b/s)							3000







