
PART II - ADVANCED SECTION 

CHAPTER VII. Control held by two members. 

Alteration in Holdings. 

Two or more members of a group may hold shares in the same 

subsidiary. The Revenue Account balances as at the dates on which 

the various blocks of shares were acquired, are used to determine 

the amounts to be treated as pre- acquisition in each case. The 

adjustment for these pre -acquisition revenue balances is made in 

the accounts of each member which holds the shares, so that in the 

aggregation of the adjusted Balance Sheets, all holdings are shown 

at 'Adjusted Cost "and all adjusted Revenue Account balances can then 

be regarded as revenue from the group's stand -point. 

A member may acquire an additional block of shares in a subsi- 

diary, and in subsequent Consolidated Statements, a portion of the 

balance at credit or debit of the Revenue Account of the subsidiary 

as at the date of the second acquisition, must be treated as pre - 

acquisition. 
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Ex. 23. Subsidiary controlled by two members: 

The summarised Balance Sheets of a group, as at 31st December 1946 are:- 

ASSETS H. S. T. 

Sundry Assets . . .. .. .. £ 98,500 £ 18,000 £ 19,500 

Investments at Cost: 

In S (15,000 shares) .. .. .. .. .. .. 18,000 - - 

T ( 8,000 shares) .. .. .. .. .. .. - 12,000 - 

T ( 3,000 shares) .. .. .. .. .. 4,500 - - 

£121,000 £ 30,000 L 19,500 

LIABILITIES 

Share Capital (in £1 Ord. Shares) .. .. .. .. £100,000 £ 20,000 £ 12,000 
Creditors .. .. .. .. .. .. .. .. .. 9,000 2,000 2,500 
Revenue Account .. .. .. .. .. .. .. .. 12,000 8,000 5,000 

£121,000 £ 30,000 £ 19,500 

H bought 4 of S on 21st April 1939 when it was estimated S had a credit balance on 
Revenue Account of £ 2,000 

2 
S bought of T on 27th May 1939 when it was estimated T had a credit balance on 

Revenue Account of £ 3,600 
H bought 4 of T on 3rd April 1941 when it was estimated T had a credit balance on 

Revenue Account of £ 3,000 

(a) 

SOLUTION 

The Adjustments required in each company's accounts are:- 

S(1) Revenue Account .. .. .. .. .. .. .. Dr. £2,400 
To Investment Account (in T) .. .. .. .. £ 2,400 

(Being ids of T's balance on Revenue Account on 27:5:39 (£3,600 cr.) - 
pre-acquisition when S bought 8,000 shares in T 2 /3rds.) 

H(1) Revenue Account .. .. .. .. 

To Investment Account (in S) .. 

.. Dr. £1,500 
. 

(Being 4 of S'Balance on Revenue Account on 21:4:39 £2,000 cr.) - 
pre-acquisition when H bought 15,000 shares in S (4) 

H(2) Revenue Account .. .. .. .. 

To Investment Account (in T) .. 

00 00 .. Dr. £ 750 
. 00 00 

(Being 4 of T's balance on Revenue Account on 3:4:41 (£3,000 cr.) - 
pre-acquisition when H bought 3,000 shares in T (4) 

(b) The Aggregation of the Adjusted Balance Sheets is:- 

£1,500 

£ 750 

ASSETS Total H. S. T. 

Sundry Assets. .. .. .. .. .. £136,000 £ 98,500 £ 18,000 £ 19,500 
Investments at Adjusted Cost: 

In S 15,000 shares.. 16,500 16,500 - 

T 8,000 shares.. .. .. .. 9,600 - 9,600 

T 3,000 shares.. .. .. .. 3,750 3,750 - - 

£165,850 £118,750 £ 27,600 £ 19,500 
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(b) Continued. 

Total H. 

VII (3) 

S. T. LIABILITIES 

Capital .. .. 00 .. £132,000 £100,000 £ 20,000 £ 12,000 
Creditors .. .. .. O0 00 .. 13,500 9,000 2,000 2,500 
Revenue Account.. .. 60 00 20,350 9,750 5,600 5,000 

£165,850 £118,750 £ 27,600 £ 19,500 

(c) The Consolidated Statement of Assets and Liabilities is:- 

ASSETS 

Sundry Assets .. .. .. .. .. .. .. .. .. .. £136,000 
Goodwill - Net Cost of Control to the Group: 

By S By H 

Adjusted Cost .. .. .. .. 

Par .. .. .. .. .. .. 

Less: Minority Interests S 4 .. 

.. .. 

.. .. 

.. .. 

2 
In T fàs In T 4 In S 

£ 9,600 £ 3,750 £ 16,500 

8,000 3,000 15,000 

£ 1,600 £ 750 £ 1,500 
400 - - 

£ 1,200 L 750 £ 1,500 3,450 

£139, 450 

LIABILITIES 

Share Capital H.. .. .. .. .. .. .. .. .. £100,000 
Creditors .. .. .. .. .. .. .. .. .. .. 13,500 
Revenue Account.. .. .. .. .. .. ..f, 20,350 
Less: Minority Interests: 

S 4 (5,600 + x 5,000) .. .. .. £ 2,233 

T 12 x 5,000 .. . . .. .. 417 2,650 17, 700 

Minority Interests: S I T12th 

Capital .. .. .. .. .. .. .. .. .. £ 5,000 £ 1,000 
Revenue Account .. .. .. .. .. .. .. 2,233 417 
Net Cost of Control. .. .. .. .. .. Dr. 400 - 

L 6,833 L 1,417 8,250 

£139,450 
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Ex. 24. Holdine Company and Subsidiary both holding shares in another Subsidiary. 
i eren 

balance. 
ance a s. ompu 

Su'6. with Preference Capital. 
ee e a ion o pre- acquisi ion revenue 

The summarised Balance Sheets of a group are : - 

ASSETS H S 

as at As á,t 
31:12:46 3.577:76 

Sundry Assets .. .. .. 00 00 £150,500 £ 54,600 
Goodwill at cost. .. .. .. 10,000 4,000 
Investments in Subsidiaries 00 SO 28,000 5,400 

£188,500 £ 64,000 

LIABILITIES 

Share Capital (in £1 shares) 

Ordinary Shares .. .. .. £100,000 £ 30,000 
5 % F.O.T. Preference Shares .. 00 - 

Creditors. .. .. .. 00 72,000 15,000 
General Reserve .. .. 00 1,000 
Profit and Loss Account.. 16,500 18,000 

£188,500 £ 64,000 

Notes: 

1. The abstract of "Investments in Subsidiaries" is :- 

H. 20,000 Ord. Shares (2) 

12,000 Ord. Shares (.) 

Less :Dividend received 

3 
S. 3,000 Ord.Shs. (20) of 

Less :Dividend received 

T 

as at 
31:12:46 

£ 49,500 

£ 49,500 

£ 20,000 
10,000 

£ 30,000 
12,000 
4,000 
3,500 

£ 49,500 

of S acquired 1st April 1934 at cost .. £ 10,000 

of T acquired 1st April 1936, 
at cost.. .. 

for year to 31 :12 :35 credited.. 
£ 24,000 

6,000 18,000 

As per H's Balance Sheet .. £ 28,000 

T acquired 1st July 1939,at cost £ 4,500 
for year to 31:12 :38, credited. 1,200 £ 3,300 

2,000 Pref. Shs.(7-) of T acquired 1st Jan.1940, at cost £ 2,200 
Less: Dividend at 5% F.O.T . received for year to 31 :12 :39 

credited 100 2,100 

As per Sts Balance Sheet .. £ 5,400 

2. The Accounts of the Subsidiaries disclose the following information : - 

Total 
P. & L General 
Account Reserve 

S as at 30 :9 :33 had a credit balance of .. £ 1,000 £ 6,000 £ 7,000 
The Net Loss for year to 30 :9 :34 was £15,000 

T as at 31 :12 :35 had credit balances of (before 
accruing the Preference Dividend).. .. .. 15,125 2,000 17,125 

The Net Profit for the year 31 :12:36 was £18,000 
T as at 31 :12 :38 had credit balances of (before 

accruing the Preference Dividend) .. .. .. 9,250 2,500 11,750 
The 'Net Profit for the year to 31 :12 :39 was 
£12, 000 

Alteration in Tts and S's General Reserve are due to transfers to or from 
Profit and Loss Account. 

3. T's Preference Dividend £500 is paid on 1st February each year. The 1946 
dividend is not accrued in the Balance Sheets of T or. S. The Preference 
Shares have a preference for capital and no interest in Surplus Assets. 

4.` 
J 
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4. As at 31 :12 :46 under Sundry Assets of ?I, S was due £5,000 and T due 
£4,000. Under'Sundry Creditors of T as at 31:22 :46 £4,000 is due to H. 

Under Sundry Creditors of S as at 30 :9 :46 £5,500 is due to H. 

SOLUTION. 

(a) The adjustments required in each company's accounts are: - 

H (1) Investment Account (in S).. .. .. .. .. Dr. £ 333 
To Revenue Account.. .. .. .. .. .. £ 333 

(Being ..rds of S's estimated Debit balance on Revenue Account on 1 :4 :34 

2 
£500, when H acquired 20,000 shares Vds in S made up thus : - 

Credit balance on S Revenue Accounts at 30 :9 :33 .. .. .. 

Less: Proportion to 1 :4 :34 of the loss for year to 30 :9 :34, half 
of £15,000 (loss).. 

£ 7,000 

7,500 

S's estimated Dr. Balance at 1 :4 :34. £ 

H (2) Revenue Account.. . .. .. 

To Investment Account (in T).. 

(Being portion of 35ths of T's estimated credit 
on 1 :4 :36 £21,000 when H. bought 12,000 Ord. 
up thus:- 

. . Dr. £6,600 

500 

£ 6,600 

balance on Revenue Account 
Shares in T ( ..ths), made 

Credit Balance on T's Revenue Account at 31 :12 :35 .. .. .. 

Add: Proportion to 1 :4 :36 of profit for year to 31:12 :36, 4 of 
£18,000.. 

Less: T's 1935 Preference Dividend paid 1:2 :36 .. 

T's 1936 do. accrued to 1 :4 :36 

(3 months) .. 

.. £ 500 

125 

£ 17,125 

4, 500 

£ 21,625 

625 

T's estimated Cr. Balance at 1 :4:36. .. £ 21,000 

3ths thereof to H .. 
5 

£ 12,600 

Less: Dividend credited by H to Investment Account.. .. .. 6,000 

Balance to be Capitalised .. £ 6,600 

S (1) Revenue Account.. .. .. .. 00 .. .. Dr. £ 1,350 
To Investment Account (in T. Ord).. .. .. £1,350 

(Being portion of 
S 

the of T's estimated credit balance on Revenue Account 
on 1 :7 :39 - £17,080 when S bought 3,000 Ord. Shares 20ths in T made up 
thus : - 

S (2)/ 

Credit balance on T's Revenue Accounts at 31:12 :38 .. .. 

Add: Proportion to 1 :7 :39 of profit for year to 31 :12 :39 - 
of £12,000.. . . 

£ 11,750 

6, 000 

£ 17,750 
Less: T's 1938 Preference Dividend paid 1 :2 :39 .. .. £ 500 

1939 Preference Dividend accrued to 1:7 :39 
(6 months). 250 750 

T's estimated credit balance at 1 :7 :39.£ 17,000 

3 the thereof to S .. .. .. .. .. £ 2,550 
Less: 

Dividend credited by S to Investment Account.. .. .. 1,200 

Balance to be capitalised .. £ 1,350 



( 
) Continued. 

S (2) Outstanding Dividends Receivable Account .. Dr. £ 75 

To Revenue Account .. .. .. .. .. 

(Being 55 Preference Dividend on 2,000 Preference Shares 
held in T for year 1946, accrued for 9 months to 30 :9 :46 
(date of S's Balance Sheet) 

vzz (6) 

£ 75 

T (1) Revenue Account .. .. .. Dr. £ 500 
To Outstanding Preference Dividend Account L 500 

(Being accrual of 1946 Preference Dividend 55 on £10,000) 

(b) The Aggregation of the adjusted Balance Sheets is:_ 

H. S. T. ASSETS Total 

Goodwill per Balance Sheets .. L 14,000 £ 10,000 £ 4,000 £ - 

Sundry Assets.. .. .. 245,600 141,500 54,600 49,500 
Due by S. .. .. .. .. .. .. - 5,000 - 

Due by T. .. .. .. .. .. .. - 4,000 - 

Dividends Receivable Account.. .. .. - - 75 - 

Investments at Adjusted Cost: 

In S *girds (20,000 Ord. Shares) .. 10,333 10,333 

In T rths (12,000 Ord. Shares) .. 11,400 11,400 

3 
In T Z-Oths( 3,000 Ord. Shares) .. 1,950 1,950 

In Th ( 2,000 Pref. Shares) .. 2,100 2,100 

£285,383 £182,233 £ 62,725 £ 49,500 

LIABILITIES. 

Capital Ordinary .. .. .. .. .. .. £150,000 £100,000 £ 30,000 £ 20,000 
Pref.. .. .. .. .. .. 10,000 - - 10,000 

Creditors .. .. .. .. .. .. .. 89,500 72,000 9,500 8,000 
Due to H. .. .. .. .. .. .. ..x 500 - 5,500 4,000 
Preference Dividend Outstanding .. .. ..x 425 - 500 
Revenue Account .. .. .. .. 

x Adjustment Account. 
.. .. 34,958 10,233 17,725 7,000 

(c) The Consolidated Statement is :- 

£285,383 £182,233 £ 62,725 £ 49,500 

ASSETS 

Sundry Assets.. .. .. .. .. *0 *0 00 00 £245,600 
Goodwill per Balance Sheets .. .. .. .. .. 14,000 
Net Cost of Control to the group: 

By S By H 

In T Ord In T Prof In T In S 
320. 1/5. VS- . MT 

Adjusted Cost.. .. .. £ 1,950 £ 2,100 £ 11,400 £ 10,333 
Par.. .. .. 3,000 2,000 12,000 20,000 

Cr. £ 1,050 £ 600 £ 9,667 
Dr. £ 100 \ 

600 

£ 950 
Less: Minority Interests S11. 317 633 

LIA BILIT IES/ 

Capital Reserve£ 10,900 

£259, 600 



(c) Continued. 

LIABILITIES 
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Share Capital H .. .. .. .. .. .. .. .. .. . £100,000 

Creditors . .. 00 00 40 00 00 Oa . . 89,500 

Adjustment Account. Transactions with Subsidiary between date of 
its Balance Sheetand 31:12 :46 .. .. .. .. .. .. .. 525 

Capital Reserve - Net Cost of Control to group .. .. .. .. 10,900 

Revenue Account .. .. .. .. 

Less: Minority Interests: 

T 4 of 7,000 .. .. .. .. 

,725 
S T 

(198 
X 7, 000 ) 

T 

ìiinority Interests: 

.. .. £ 34,958 

£ 1,750 

6,258 8,008 

Srd T Ord 4 T Pref 
5 

Capital.. .. .. .. .. .. .. £ 10,000 £ 5,000 £ 8,000 
Pref. Dividend .. .. .. .. .. - 400 

Revenue Account .. .. .. .. .. 6,258 1,750 - 

Net Cost of Control of T .. .. .. Cr. 317 - - 

26,950 

£ 16,575 £ 6,750 £ 8,400 31,725 

£259, 600 

1. Adjustment Account £525: This item is the result of S's Balance Sheet date being 

30th September. Debtors and Creditors in the Consolidation and/ &elusive of 

inter -company indebtedness which does not exactly cancel out. The difference 

£500 is shown as "Adjustment Account". The balance on Adjustment Account £25 
represents the difference on T's accrued Pref. Dividend £500, of which the 
Minority Interests take 4/ 5ths and S 1/ 5th or £100. But S has accrued this 
dividend to 30th September 1946 only - the date of S's Balance Sheet and this 

accrual is £75. (£100 - £75 = £25). 

2. Revenue Account: The Controllers may allocate this between General Reserve and 
Profit and Loss Account according to their wishes. 

The Mathematical calculation of the General Reserve is:- 

Gen. Res. = H+ 3 x T (post -acqn) + 2 
(S(post -acgn. 3 

5 :3 ,. 20 
T post-acqn.) 

_ 0 + 5 (4,000 - 2,000) + T(((1,000 - 6,000 + 2 (4, 000 - 2,500) 

= 0 + 1,200 + 3 (say nil + 225) 

1,550 

On this basis Revenue Account is sub -divided thus: - 

General Reserve .. .. 

Profit and Loss Account 
.. £ 1,350 
.. 25,600 

£ 26,950 

3. The Capital Reserve - Net Cost of Control - £10,900 arises mainly through the 
cheap purchase by H of Sts Ordinary shares. As there is áo information as to 
whether H regarded S's Assets (including Goodwill) overvalued, or whether H 
anticipated post- acquisition losses by S, on the purchase date, the Capital 
Profit should be shown as a separate heading in the final Consolidation while 
"Goodwill per Balance Sheets" should be shown as an Asset. 
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Disposal of shares in a subsidiary to outside parties. 

It must be already apparent that a subsidiary is related to 

a holding company in a special way. When an acquisition of shares 

is made, the proportion of the pre -acquisition profits of the sub- 

sidiary is regarded as included in the purchase price and any divi- 

dends subsequently received by the holding company, in so far as they 

are paid out of these profits, cannot be looked upon as revenue to 

the holding company, but must be credited to Investment Account in 

the financial books. Conversely when such an Investment is realis- 

ed, or partly realised, the holding company is entitled to regard 

the proportion of undistributed profits of the subsidiary as at the 

date of sale, as being included in the realisation price, and so 

part of that price may be a correct credit to the holding company's 

Profit and Loss Account in its books. It comes to this, that the 

general accounting principles used in the treatment of profits in 

Branch Accounts, apply also to subsidiaries and the relative propor- 

tion of the subsidiary's total net profit earned between the acquisi- 

tion and the realisation dates of the shares in question, is a legi- 

timate credit to the holding company's Profit and Loss Accounts. 

Dividends paid from the profits and received by the holding company 

from time to time will be credited to the holding company's Profit 

and Loss Account in the normal way, and only when the shares are 

realised, will the balance of the profits, if any, require to be 

specially dealt with. In the case of the share of profit exceeding 

the dividends paid and credited by the holding company to the Profit 

and Loss Accounts, the amount of the excess may be credited to the 

holding company's Profit and Loss Account when the shares are realised 

This credit to revenue is made out of the realised price and at the 

discretion of the directors of the holding company. They may prefer 

to be conservative and ignore this additional credit to revenue. In 

the / 



VII (9) 

the case of an excess of dividends paid (and credited on receipt 

by the holding company to Profit and Loss Account) , over the share 

of profits earned between acquisition and realisation dates, the 

holding company's Profit and Loss Account must be debited with the 

excess and Investment Account credited. It is a true revenue loss 

which has emerged on the realisation of the shares and which must 

therefore be charged to revenue. 

To arrive at the excess either way, it is quite unnecessary 

to investigate in detail the accounts of the subsidiary for all the 

years that the shares have been held, since the difference between 

the subsidiary's Revenue Account balance (credit or debit) on acqui- 

sition date and that balance on realisation date (credit or debit) 

discloses at once whether there has been an excess of profit earned 

over dividends paid by the subsidiary, or vice versa. By taking 

the necessary proportion of this, as represented by the shares sold, 

and making an adjustment for dividends received by the holding com- 

pany and not credited to its Profit and Loss Account - Investment 

Account in the holding company's books will show the amount of such 

dividends (if any) credited to capital and this is the adjustment 

figure required - one can arrive at the excess of profits earned 

over dividends paid by the subsidiary and credited to the holding 

company's Profit and Loss Account, or the deficiency, as the cese r;_ay be. 

When the facts disclose that the subsidiary has made a net 

loss between acquisition and realisation dates, it is considered 

that the proportion of this loss as represented by the shares realis- 

ed, must be debited to the holding company's Profit and Loss Account 

to the extent that the loss has not been provided for by the holding 

company making appropriations from its own profits in the past years 

and writing down the value of the shares held. The corresponding 

credit would be to Investment Account. 

If the revenue adjustment either way is put through the finan- 

cial books on the realisation of the shares, the balance on Invest- 

ment / 
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Investment Account will disclose the true capital profit or loss 

on the transaction; a profit is a Capital Reserve, while a loss 

should be written off against the holding company's profits as 

soon as possible. No adjustment requires to be made during the 

process of preparing subsequent Consolidated Statements if the 

transaction is so closed in the holding company's books. But 

where only a few shares are realised, the entire proceeds being 

credited to Investment Account pending further realisations, the 

transaction can be regarded as left open in the financial books, 

and the Accounts should be adjusted during the process of con- 

solidation in accordance with the above principles. 

Ex. 25 / 
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3x. 25. Disposal of Shares without losing control: 

The summarised Balance Sheets of a group as at 31st December 1946 are : - 

ASSETS H 

.. £111,000 

19,000 

£ 14,000 
2,700 

S 

£ 19,700 

11,300 
Oa 

T 

£ 15,000 Sundry Assets .. .. .. .. .. ... 

Investments: 

In S 15,000 shares at cost .. .. 

T 12,000 shares at cost (23/4d each) 
less: Realised 2,400 shares .. 

£130,000 £ 31,000 £ 15,000 

LIABILITIES 

Share Capital (in £1 Ord. Shares) .. £100,000 £ 20,000 £ 12,000 
Creditors .. .. .. .. .. .. 20,000 6,000 2,000 
Revenue Account .. .. .. .. .. 10,000 5,000 1,000 

£130,000 £ 31,000 £ 15,000 

H bought 4 S in 1940 when the Revenue Account balance of S was 
S bought all T in 1942 when the Revenue Account balance of T was 
31st December 1946 S sold 2,400 shares in T for £2,700 (22/6d per 
Investment Account with the proceeds. 

S OLUT I Oíd 

(a) The adjustments required in egch company's accounts are : - 

H (1) Revenue Account.. .. .. 

To Investment Account (in S).. 
.. Dr. £ 2,250 

credit £3,000 
credit £2,800. On 
share) & credited 

£ 2,250 

(Being 4 the Revenue Account balance in S in 1940 (credit £3,000) when H 
bought 15,000 shares in S (4) ) 

S (1) Capital Reserve Account .. .. 

To Investment Account (in T).. 
.. Dr. £ 100 

£ 100 

(Being loss on sale of 2,400 shares in T included in Investment Account, 
transferred, thus leaving in Investment /A the cost price of shares now 
held) 

Cost of shares in T in 1942 .. .. .. 

Sold (15th) 2,400 shares on 31 :12 :46 for 

Total 4/5th 1/5th 

£ 14,000 L 11,200 £ 2,800 
- - 2,700 

Loss: Book Value .. £ 100 

S (2) Revenue Account .. .. .. .. Dr. £ 2,240 
To Investment Account in T .. .. .. £ 2,240 

(Being 5 hs the Revenue Account balance of T in 1942 (credit £2,800) when S 
bought 12,000 shares in T but has since disposed of 2,400 leaving 9,600 
(4 /5ths) still held). 

S (3) Revenue Account .. .. .. 

To Capital Reserve .. .. 

.. Dr. £ 360 
£ 360 

(Being adjustment of Revenue position on purchase and on sale of 2,400 shares 
bought by S in T in 1942 and sold on 31st December 1946, thus:- 

1 
Revenue included in purchase in 1942 (r of 2,800) and which should have 

capitalised £ 560 
Less: set 1 
off Revenue do sale in 1946 (5 of 1,000) .. .. .. .. 200 

5th excess of Dividendspaid over profits earned 1942 -1946 by T . £ 360 

or/ 
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or 1/5th Net loss of T for period 1942 -1946 (£1,800) 
(see note (2) ex. 17) 

Note: 

S's books show T's shares at cost. The above adjustment takes out the 
proportion of Revenue in the purchase and sale prices of 2,400 shares. 

(b) The aggregation of the adjusted Balance Sheets is:- 

ASSETS Total H 

£111,000 

16,750 
- 

S 

£ 19,700 

8,960 

£ 15,000 

Ole 

IMO 

Sundry Assets .. .. .. .. .. .. 

Investments at Adjusted Cost: 
£145,700 

16,750 
8,960 

In S 15,000 shares .. .. .. .. .. 

T 9,600 shares .. .. .. .. .. 

£171,410 £127,750 £ 28,660 £ 15,000 

LIABILITIES 

Share Capital .. .. .. .. .. £132,000 £100,000 £ 20,000 £ 12,000 
Creditors .. .. .. .. .. .. .. 28,000 20,000 6,000 2,000 
Revenue Account .. .. .. .. .. .. 11,150 7,750 2,400 1,000 
Capital Reserve .. .. .. .. .. .. 260 - 260 - 

(c) The Consolidated Statement is :- 

£171,410 £127,750 £ 28,660 £ 15,000 

ASSETS 

Sundry Assets .. .. .. .. .. .. .. .. .. .. £145,700 
Goodwill - Net Cost of Control to the group: 

By S By H 

4 
In T or In S 4 

Adjusted Cost .. .. .. .. L 8,960 £ 16,750 
Par .. .. 9,600 15,000 

Cr.£ 640 Dr. 1,750 
Less: Minority Interests S 4 .. .. .. .. 160 

Cr. £ 480 Dr. 1,750 

4 £ 1,270Dr. 
Less: Capital Reserve S (cr). .. .. 195 1,075 

£146, 775 

LIABILITIES 

Share Capital H .. .. .. .. .. .. .. .. .. .. .. £100,000 
Creditors .. .. .. .. .. .. .. .. .. .. .. .. 28,000 
Revenue Account .. .. .. .. .. .. .. .. .. L 11,150 
Less: ILLinority Interests: 

T o8f 1,00 

.. 
.. .. .. .. .. .. .. £ 200 

T 1')/ 
S 4 2,400 + 800 ) . . .. . .. .. 800 1,000 10,150 

Forward £138,150, 
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Forward £138,150 

Minority Interests: 

1 
S 
i 

T or 4 

Capital .. .. .. .. .. .. .. .. £ 5,000 £ 2,400 

Revenue Account .. .. .. .. .. .. ;800 200 

Net Cost of Control of T. .. .. .. .. Cr. 160 - 

Capital Reserve .. .. .. .. .. .. Cr. 65 - 

£ 6,025 £ 2,600 8,625 

Capital Reserve: 

.. .. .. .. .. .. £ 260 

Less: Minority Interests S -4. .. .. .. 65 

To H (Contra Goodwill). .. .. £ 195 

£146,775 

Notes: 

(1) This example is the same as No.17 except that in the above S disposed of 

2,400 shares in T on 31st December 1946. A comparison should be made of 
the adjustments and of the results. The Revenue Account balance £10,150 

is the same in both examples; both groups have enjoyed the revenue of the 

members for the same time. 

(2) The Minority Interests S and T can be reconciled from the actual Balance 

Sheets as at 31st December 1946. 

T 2,400 shares at 2],Ì8d (Balance Sheet price).. .. .. £ 2,600(as above; 

S Sundry Assets.. .. .. .. .. .. £ 19,700 
Add: 9,600 shares in T at 2]Ì8d (T's Balance 

Sheet price).. .. .. .. .. .. 10,400 

Less: Creditors 
£ 30,100 

00 . . 00 00 00 6,000 

Value of S (20,000 shares) .. £ 24,100 

thereof (5,000 shares).. .. .. .. £ 6,025(as above 

(3) As regards S's financial Accounts, no provision has been made for the loss 
on the sale of 2,400 share in T. The realised price, being credited to 
Investment Account, gives a book value of £11,300 for the remaining 9,600 
shares (£1.3.6Qó per share) still held by S. 

It is doubtful from a legal point of view if S is able to leave this 
matter unadjusted. A revenue loss of £1,800 has been made by T since 
acquisition and as S has sold 2,400 shares (]/Sth), S should debit to 
P. & L. Account Vbth of the loss. In any event apart from legal 
considerations the prudent course for S to take would be to debit its 
P. & L. Account with £360 (],/5th of 1,800). 

On the other hand the matter is properly adjusted in the Consolidated 
Statement since it is prepared on the basis of treating all revenue losses 
of T since acquisition as a charge to Revenue Account. 
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Inter -member transfer of shares. 

A transfer of shares between members of the same group may 

take place for the purpose of simplifying or improving administra- 

tion, or by reason of the fact that the group is about to sell or 

lose control of a subsidiary and desired to retain control of 

another member whose shares are held by that subsidiary. 

When shares held in a subsidiary or sub -subsidiary are trans- 

ferred from one member of a group to another, the group's effective 

financial interest in the subsidiary or sub -subsidiary, as the case 

may be, will usually alter. It will increase if the transfer of 

shares is from any partly -owned member to the holding company, or 

from a partly -owned member, say 4ths owned, to another partly -owned 

member in which the holding company has a greater interest, e.g. 

where it is, say, 10ths owned. It will decrease in the converse 

circumstances, where the transfer of shares is from the holding 

company to any partly -owned member, or from a partly -owned member, 

say 10ths owned, to another partly -owned member in which the hold- 

ing company has a lesser interest, e.g. where it is, say, 4ths 

owned. The transfer price of the shares will include the relative 

proportion (represented by the holding transferred), of the balance 

on Revenue Account of the subsidiary. In the subsequent Consolidated 

Statement this relative proportion has to be dealt with from two 

points of view, the transferee (buying) members, and the transferor 

(selling) member's. The following method is simple and has universal 

application. 

Adjustment of the Accounts of the transferee (buying) member. 

The pre- acquisition revenue balance included in the amount paid 

for the shares should be treated in exactly the same way as if the 

shares had been bought from complete outsiders. The accounts of the 

buying member should be adjusted by a debit to Revenue Account and a 

credit / 
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credit to Investment Account (pre -acquisition profits) or vice 

versa for a pre- acquisition loss. 

Adjustment of the Accounts of the transferor (selling) member. 

The accounts of the transferor member should be dealt with in 

the same way as those of a member which has disposed of its holding 

in a subsidiary to outside parties. These principles ha -ebeen 

discussed in the previous section. Shortly stated, the following 

are the entries to be made in thefinsnal books of the member which 

has realised the holding or, alternatively, the adjustments to be 

made during the process of consolidation in the accounts of that 

member, when the transaction can be considered as left open in the 

financial books, i.e. when the proceeds have been creditedt,,o Invest - 

ment Account and no further action has been taken. 
P. & L. A/c or) 

(a) Debit Rev. A/a ) and credit Investment Account with - 

(i) The excess of dividends received on the shares transferred 

(which have already been credited the Profit 

and Loss Account of the transferor member), over the 

relative proportion of profits earned by the subsidiary 

between acquisition and realisation dates, or - 

(2) The relative proportion of a net loss of the subsidiary 

between acquisition and realisation dates in so far as 

not already provided for in the books of the transferor 

member. 
P. & L. A/c ) 

(b) Debit Investment Account and credit or Rev. A /c) with the 

excess of the relative proportion of profits earned by the 

subsidiary between acquisition & realisation dates, over 

dividends received on the shares transferred and which 

have already been credited to the Profit and Loss Account 

of the transferor member (the reverse of (a)? . 

It is stressed that unless the necessary adjustment is made to 

the Revenue Account of the transferor member, the Revenue Account 

balance / 
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balance as brought out in the subsequent Consolidated Statement 

will not be correct. The relative proportion, as represented by 

the holding now transferred, of the balance on Revenue Account of 

the subsidiary, will be treated as pre- acquisition and capitalised 

by the transferee member by a debit to Revenue Account (pre- acquisi- 

tion profit). To rectify the matter from the group's view -point, 

the same figure must be credited to Revenue in the adjustment of 

the Accounts of the transferor member. 

Ex. 26 / 
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26. Inter- member transfer of Shares: 

In example 23 let it be assumed that S transfers to H on 1st January 1947 

the 8,000 shares held in T for £14,000 cash. The trading transactions for 

1st January,,are ignored. The Balance Sheets are:- 

ASSETS 

£ 84,500 

.. 18,000 

S 

£ 32,000 £ 19,500 Sundry Assets .. .. .. .. .. .. 

Investments at Cost: 

In S (15,000 shares) .. .. .. .. .. 
T ( 3,000 shares) .. .. .. .. .. .. 4,500 - - 
T ( 8,000 shares ex= S). .. .. .. .. 14,000 - 

£121,000 £ 32,000 £ 19,500 

LIABILITIES 

Share Capital .. .. .. .. .. .. £100,000 £ 20,000 £ 12,000 
Creditors.. .. .. .. .. .. .. 9,000 2,000 2,500 
Revenue Account. .. .. .. .. .. 12,000 8,000 5,000 
Reserve 
Profit on Sale of Investments.. .. .. .. .. 2,000 

£121,000 £ 32,000 £ 19,500 

S OLUT ION 

(a) The Adjustments required in each company's accounts are: - 

H(1)and H(2) As in previous example. "Ex 23" 

H(3) Revenue Account .. .. .. .. .. Dr.£ 3,333 
To Investment Account (in T) .. .. £ 3,333 

(Being 2 /3rds T's credit balance on Revenue Account £5,000 on 1st January 
1947 when H acquired 8,000 shares in T 2/3rds. 

S (1) Profit on Sale of Investment Account .. .. Dr. £ 933 

To Revenue Account.. .. .. .. .. .. £ 933 

(Being revenue included in sale price of 8,000 shares in T sold to H on 1st 
January 1947, made up thus: - 

g2 
T's Revenue Balance at 31 :12 :46 (Cr. £5,000).. .. .. 2.. £ 3,333 

Less: do. 27 :5 :39 (Cr. £3,600 when S bought TT - 
the investment remaining in S's books at cost .. .. .. 2,400 

£ 933 

(b) The Aggregation of the adjusted Balance Sheets is :_ 

ASSETS Total H S T 

Sundry Assets .. .. .. .. .. 

Investments at Adjusted Cost: 
.. £136,000 £ 

.. 16,500 

84,500 L 32,000 £ 19,500 

16,500 - - In S 15,000 shares. .. .. .. 

T 3,000 shares. .. .. .. .. 3,750 3,750 - - 

T 8,000 shares. .. .. .. .. 10,667 10,667 - - 

£ 166,917 E115,417 £ 32,000 L 19,600 

LIA BILITIE S/ 



(b) Continued. 

Total 
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H S T LIABILITIES 

Capital .. .. .. .. £132,000 £100,000 £ 20,000 £ 12,000 
Creditors. .. 13,500 9,000 2,000 2,500 
Revenue Account .. .. .. .. 20,350 6,417 8,933 5,000 
Capital Reserve (profit on sale of 

Investments) .. .. 1,067 1,067 

£166,917 £115,417 L 32000 £ 19,500 

(c) The Consolidated Statement is :- 

ASSETS 

Sundry Assets.. .. .. .. .. .. .. £136,000 
Goodwill - Net Cost of Control to the group: 

By H 

In 2/3 In 4 InS 4 

Adjusted Cost.. .. 

Par.. .. .. 
.. £ 10,667 

6,000 
£ 3,750 

3,000 
£ 16,500 

15,000 

£ 2,667 £ 750 £ 1,500 

V 
L 4,917 

Less: Share of Capital Reserve S.. .. 800 4,117 

£140,117 

LIABILITIES 

Share Capital H £100,000 
Creditors. .. 13,500 
Revenue Account .. £ 20,350 
Less: Minority Interests: 

S of £8,933 .. .. .. £ 2,233 

1 
T -12 of £5,000.. 417 2,650 17,700 

Minority Interests: 1 

S 4 S 12 

Capital.. .. £ 5,000 £ 1,000 
Revenue Account .. 2,233 417 
Capital Reserve .. 267 

£ 7,500 £ 1,417 8,917 

Capital Reserve: 

S.. .. .. .. 40 . . £ 1,067 
To Minority Interests Si .. .. £ 267 

H 3 ... 4 00 800 1,067 

£140,117 

Notes: 

(1) The Revenue Account £17,700 remains the same in the two examples. H has 
capitalised £3,333 being 2 /3rds of Tts Revenue Balance (cr.£5,000) at 31st 
December 1946, but S has credited to its Revenue Account the same figure, 
being Revenue included in the profit on the sale of its Investments 
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(2) In comparison of the two examples the figures which have altered are 

Minority Interests (increased by £667) and Net Cost of Control (increased by 

£667) This is explained thus:- 
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Net Cost of Sts 

Control Minority 

(a) H's interest in T has increased for it now holds Interests 

directly 2 /3rds of T instead of indirectly through 

S (partly- owned). 

The 4 share in the Net Cost of Control of T is 

therefore no longer borne by S's Minority Interests £ 400 Dr £ 400 Cr 

(b) H paid £14,000 for shares bought in 1939 for £12,000 
The additional price £2,000 was to the extent of 

£933 (2 /3rds of (£5,000 - £3,600)) in respect of the 

increase of T's Revenue Account balance between 1939 
and 1946. This leaves £1,067 paid by H for 
additional Goodwill .. .. .. .. .. .. 1,067 Dr 

£ 1,467 

(c) S's Capital Reserve £1,067 being the capital profit 
to S on the transfer is shared H 4 Minority Interests 
S 4. .. .. .. . .. . 800 Cr 267 

£ 667 Dr £ 667 Cr" 

(3) The Profit on sale of Investment £2,000 "shown temporarily is S's Balance Sheet 
may be treated in S's financial books thus: - 

Transfer to Profit and Loss Account (Revenue Profit) .. 

Thus: T's Cr. balance on Revenue Account at 1947 sale 
£ 933 

date ..£ 5,000 
++ " 1939 purchase 

date iBANIMse .. 3,600 

Increase ..£ 1,400 

To S 2 /3rds thereof.. .L 933 

Capital Reserve (balance).. .. .. .. .. .. .. .. 1,067 

£ 2,000 

It is considered that S can take, as a maximum, £933 to the credit of 
the Profit and Loss Account. in its financial Accounts but the directors of S 

must decide whether this sum; a lesser sum, or nil is to be treated as a 
Revenue Profit. They may be conservative and decide to leave the whole £2,000' 
at credit of a Reserve Account in which case £933 can be regarded as a General 
Reserve and £1,067 as a Capital Reserve. 

(4) H has capitalised 2 /3rds of T's Revenue balance on 31 :12:46 £5,000 (see H 
3) although prior there -to,H had an interest in T through S (2 /3rds of 4 = 2). 
H, however, receives a share of the revenue earned by T up to 31 :12 :46 
(2 of(£5,000 - £3,600)= £700) as S's revenue is adjusted for it (see S) and H 
receives 4 of S's revenue (4 of (933 (see S 1)) £700). 



CHAPTER VIII. The Larger Group. 

In a large group, most of the adjustments required in the pre- 

paration of the Consolidated Statement have been covered in the 

preceding pages dealing with groups of two or three members. Par- 

ticular care must be taken to see that correctly adjusted pre- acqui- 

sition revenue balances are used when these are capitalised, and 

that an accurate allocation of the Net Cost of Control of each 

member is made when the shares are not held by the holding company 

itself. These are practical points and they will be demonstrated 
A . 

in the examples which follow. / There are -í only two matters 

which require further theoretical study - the question of assets 

revaluation and of unrealised profit on stock. 

Fixed Assets re- valuation. 

A theoretical difficulty arises when two members hold shares 

in the same subsidiary and on the respective acquisition dates 

different views were tienheldbythe purchasers as to over or under- 

valuation of the fixed assets of the subsidiary. 

In the Consolidated Statement it will be appreciated that a 

re- valuation of fixed assets adjustment has the effect of increasing 

or decreasing the value of the asset concerned, with a proportional 

alteration in the Net Cost of Control figure, according to the 

number of shares held. 

For consolidation purposes, two different adjusted Balance' 

Sheets of the same subsidiary is untenable and the only feasible 

solution seems to be either to take the re- valuation figures at 

the later purchase date, so that aggregation figures for Property, 

Plant, etc. , appear as the total of the most recent figures avail- 

able, or, alternatively, where the second acquisition of shares is 

trifling, to take the re- valuation figures at the date when the 

larger purchase of shares was made. 

Another case of an assets re- valuation is where a holding 

company / 
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company acquires control of another holding company and the former 

company re- values the fixed assets of the old subsidiaries. 

(Sub- subsidiaries of the new group) on a different basis from the 

valuation made when the latter company acquired control at the 

earlier date. What really happens here is that the new holding 

company re- values the "Investments in subsidiaries" as shown in 

the Balance Sheet of the old holding company and fixes its offer 

for the shares in the old holding company accordingly. In such a 

case there is no question of a choice of treatment. In the pre- 

paration of the Consolidated Statement of the new group, the later 

re- valuation figures only should be used, for so far as the new 

group is concerned, the earlier valuation of the assets of the 

sub -subsidiary is simply history and not relevant to the question 

at issue. 

An example of this type of re- valuation is given in the last 

illustration in this chapter (see example 29 (a) - Consolidated 

Statement of Alpha Ltd. and its subsidiaries at 1/1/46). 

Unrealised Profit on Stock. 

The reserve which is required in the case of a transfer of 

stock to or by the holding company has been discussed (see Chapter 

V p. L;: ) but where stock is held by a partly -owned member, and 

that stock has been bought from another partly -owned member, the 

latter having earned a profit on the transaction, the position from 

the group's point of view is more complicated. The reserve re- 

quired for consolidation purposes still depends on the same three 

factors, namely: 

(a) The amount of profit falling to group revenue as a result 

of the transaction. 

(b) The group's effective financial interest in the stock on 

hand. 

d (c) Which member will sell the goods eventually to the public. 

Of the total profit included in the valuation of any parcel of 

stock / 
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stock on hand, the amount of the profit which eventually finds its 

way to the Group Profit and Loss Account in the Consolidated 

Statement must be ascertained. This will depend on the group's 

effective financial interest in the selling member, i.e. the pro- 

portion of the Ordinary Share Capital of the selling member held 

by the holding company either directly and /or indirectly through 

another subsidiary or other subsidiaries. If H. owned 4ths S. 

and 8th T. and S. owns 3rds T., the group's effective financial 
2 

interest in T. is 8th directly plus 4ths of 3rds or through S. 

(indirectly) together ¡the. The group's effective financial 

interest in T. is therefore ¡ths. Of the total profit on stock, 

the Minority Interests of the selling member and of any partly 

owned subsidiary which holds shares in the selling member, have 

earned their profit, and in normal circumstances must be left un- 

disturbed 7ith it. The group's share, however, is unrealised 

profit to the group for which an adequate reserve must be created 

in the holding company's accounts as representing the group (debit 

Revenue Account and credit Stock Reserve when the accounts of the 

holding company are being adjusted). 

In , the normal reserve as computed above, 

may be perhaps somewhat restricted. The determining factor is the 

group's real interest in the stock on hand, and this depends upon 

the effective financial interest of the group in the buying member 

which now holds the stock. 

Case 1. Grou 's effective financial interest in the buying 
member less than that in the selling member. 

In the case where it is quite definite that the buying member 

will dispose of the goods to the public,it is open to discussion 

whether the normal reserve can be reduced, owing to the 

fact that one can regard the group as having partly "sold" the 

stock to outsiders - the "outsiders" in this case being the Minority 

Interests of the buying member (see argument in Chapter V on p.' ) . 

Provided / 
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Provided that the reserve is -restricted only to the extent that the 

raerlber 
Minority Interests in the buying ate- exceed those of the selling 

, 
that is to say that the reserve previously calculated by 

taking the total profit less a proportion according to the Minority 

Interests of the selling member, is now restricted to the total 

profit in the stock in question less a proportion - and a greater 

proportion - according to the Minority Interests of the buying mem- 

ber, the writer feels this view might be upheld. 

Ex. X invoices to Y £10,000 of stock which includes a profit 

of £1,200 to X. The goods are unsold by Y at the balance date, but 

Y will dispose of the goods to the public. Both X and Y are mem- 

bers of a large combine, and the group's effective financial inter- 
_2 

est is lOths in X and 4ths in Y. No reserve for unrealised profit 

has been made in the financial accounts. 

The group's share of unrealised profit is 10ths of £1,200.7£1,080. 

That profit will be included in the Profit and Loss Account balance 

in the Consolidated Statement, and a reserve of £1,080 created in the 

adjustment of the holding company's accounts would cancel the profit. 

The group's interest in the stock in hand is, however, only a 4ths 

interest, as 4th is now the affair of the Minority Interests of Y 

(the buying company). The reserve required might, therefore, be 

reduced from £1,080 to £900 (3 -ths of£1,200) on the basis of the above 

argument. 

If it is once admitted that the Minority Interests of a buying 

member can be looked upon as "outsiders" and the stock "sold" to 

them, it might be contended further that in the foregoing example 

the group's share of the sale to Y ( Oths of £10,000 of stock) has 

been "sold" to the extent of the Minority Interests of the buying 

member (4th) and that the reserve required can be still further re- 

duced to lÓ hs of 4th of £1,200 = £810. The writer feels, however, 

that this contention cannot be maintained. The transaction must be 

considered from the point of view of the group, and what has really 

happened is that a 10th interest in a parcel of stock has been re- 
duced / 
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reduced by the physical transfer of the goods, to a 4th interest. 

Accordingly the reserve for unrealised profit must be as a minimum 

4th of the profit. In other words, from the group's standpoint, 

the Minority Interests of the buying company merely take the place 

of those of the selling company, but where they more than take their 

place, the group's interests are involved, and one may consider a 

restriction of the reserve to a certain extent (in the above example 

the reserve of £1,080 is restricted to £900 and that is the minimum 

figure). 

Where the buying member may not sell the goods to the public 

but perhaps returnsthem at a later date to the selling member, all 

profit on the transaction should be cancelled by the adjustment of 

the accounts of the member which took credit for the profit,(in the 

above example one would debit Revenue Account and credit Stock 

Reserve Account with £1,200 when adjusting X's Accounts for consoli- 

dation). 

Case 2. Group's effective financial interest in the buying 
member greater than that in the selling member. 

The reserve does not require to be more than that which cancels out 

unrealised profit which finds its way to the Group Profit and Loss 

Account in the Consolidated Statement. The reserve will be made 

by the adjustment of the accounts of the holding company as represent- 

ing the group. 

In the special case where the selling member may have the goods 

returned to it at a subsequent date, all profit should be cancelled 

by the adjustment of the accounts of the selling member. 

Ex. X invoices to Y £10,000 of stock which includes a profit of 

£1,200 to X. The goods are unsold at balance date. Both X and Y 

are members of a group and the group's effective interest is in X 
2 

3rds and in Y Oths. 

If the goods may be returned to X at a subsequent date, all 

profit should be cancelled meantime. In the adjusting of X's 

accounts / 
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accounts for consolidation, Revenue Account would be debited, and 

Stock Reserve credited with £1,200. 

If X will definitely dispose of the goods to the public, X's 

Accounts should be left undisturbed, so that their Minority In- 

terests receive their share of the profit on the goods transferred 
2 

to Y. The group's share of the profit, £800 trds of £1,200) 
which is done 

should, however, be reserved for,Awhen one adjusts the accounts of 

the holding company,by a debit to Revenue Account and a credit to 

Stock Reserve of £800. The controllers might well decide to have 

a reserve of a greater amount. Any reserve exceeding £800, how- 

ever, is not a cancellation of unrealised profit but a provision 

for a loss on realisation, which is quite another matter. 

Enquiry must be made into the circumstances of a transfer of 

stock. In a horizontal combine, slots- selling stock may be trans- 

ferred to various members in order to take advantage of local sale 

periods, and, if not sold, the stock will be passed on thereafter 

to other members. In the Consolidated Statement, any profit added 

to the invoice price of transfers should be cancelled in total by 

the creation pf a full reserve in the selling members' accounts - 

debit Revenue Account; credit Stock Reserve: -the Minority Inter- 

ests of the selling member itiat 1 affected by such a provision. 
On the other hand, an inter -company transfer of stock may be made 

to meet demand and preserve the goodwill of customers: If the 

selling member could have sold such stock readily to the public, 

but transfers it instead to a group member, only the group's share 

of the profit on any goods still in the hands of the buying company 

must be excluded in the Consolidated Statement by the creating of 

the appropriate reserve in the holding company's accounts. 

In a large vertical combine, it is likelythat each company from 

the first process of production, say, Co.npany A, to the selling of 

the finished product to the public, say Company Z, will add a fair 

margin for profit to the price it sells stock to any other member. 

The / 
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The group's share of the profit on unsold stock at any balancing 

date will be an aggregate of amounts calculated from the group's 

effective financial interest in the profit earned by each member 

on all such stock held by other members which follow in the flow 

of production, i.e. if it is assumed B follows A, C follows B, etc., 

the total reserve required is the group's proportion of profit 

earned by Company A on stocks which passed through A and are still 

held by Companies B -Z, added to the group's proportion of profit 

earned by Company B on stocks which passed through B and are still 

held by companies C -Z and so on. To restrict the reserve owing 

to the group's effective financial interest in any one subsequent 

member which holds stock, being less than that of the particular 

selling member, would not be justifiable if the group's interest in 

other members later in the flow of production was again greater 

and, in any event, probably would not be worth the trouble involved 

in the mathematical calculations of portions of profits on numerous 

parcels of stock. 

In all the above cases, in order to arrive at the adjustment 

figure for consolidation purposes, the total reserve as computed 

for the group would be restricted by any reserve or a proportion 

thereof as the case may be, made in the financial books of any mem- 

ber in respect of unrealised profit on stock. 

Examples of large groups. 

In the examples which follow, particular attention should 

be paid to the capitalisation of pre- acquisition revenue balances 

and also to the allocation of the Net Cost of Control of each mem- 

ber, by each member which holds the shares. 

Ex. 27 / 
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xample 27. VIII (8) 
Grou of four members: one bein controlled throu a Sub -su sidia .Subsidi 

with Preference Capital. 

The summarised Balance Sheets of a Group as at 31st December 1943 are: 

Assets 

H. 

£ 59,000 
21,700 
25,000 
30,000 
1,300 
4,000 

S. 

L - 

3,000 
6,000 
6,600 

100 
1,500 

T. 

£ 4,000 
1,000 
5,000 
3,800 

20 

- 

V. 

L 6,000 
1,300 
4,000 
3,150 

50 

- 

Property at Cost, .. .. .. .. .. 

Plant at cost less depreciation, .. .. 

Stock, .. .. .. .. .. .. .. 

Debtors,.. .. .. .. .. .. .. 

Cash, .. .. .. .. .. .. .. 

Loans to Members, .. .. .. .. .. 

Investments: 
In V., 4,000 Ordinary Shares at cost, 

less dividends £600, .. .. .. - - 5,600 - 

In V., 1,000 Preference Shares at Cost, 
less dividends £40, .. .. .. - - 1/080 - 

In V., 2,000 Ordinary Shares at cost, 
less dividends £300, .. .. .. - 2,800 - 

In T., 8,000 Ordinary Shares at cost,. - 6,000 - - 

In S., 16,000 tt 

" .. 16,500 - - 

In T., 2,000 it it tt 

.. 2,500 - - 

Profit and Loss Account, .. .. .. - 3,000 - - 

2160,000 £ 29,000 £ 20,500 £ 14,500 =MISS 
LIABILITIES 

Share Capital (in £1 Shares) 

Ordinary Shares, .. .. .. . . .. £100,000 £ 20,000 £ 12,000 £ 8,000 
6% Preference Shares, .. .. .. .. - - - 2,000 

Sundry Creditors, .. .. .. .. 20,000 6,000 4,000 2,000 
Loans from Members of Group, .. .. .. - 3,000 1,500 1,000 
General Reserve, .. .. . .. 30,000 - 1,000 500 
Profit and Loss Account, .. .. .. .. 10,000 - 2,000 1,000 

2160,000 £ 29,000 £ 20,500 £ 14,500 

Notes: 

(1) On 31st August 1938, when it was estimated from V.'s books that V.'s balance 
on Revenue Account, before providing for V.'s accrued Preference Dividend, 
was Cr. £2,280, 

(a) T. bought 4,000 Ordinary Shares in V. 
" 1,000 Preference " 

It It 

As arranged in the Agreement by T. to buy shares in V., one of T.'s 
Directors was appointed Chairman of V. immediately after the acquisi- 
tion of the shares. 

(b) S. bought 2,000 Ordinary Shares in V. 
(V.'s Preference Shares have a preference for dividend and capital). 

(2) On 30th June 1939 S. bought 8,000 Ordinary Shares in T., when it was estimated 
from - 
a T.'s books that T.'s balance on Revenue Account was Dr. £1,000, 
(h) V.'s " " V.'s " " " " " Cr. £1,560, before 

providing for V.'s accrued Preference dividend. 

In making the offer S. considered that T.'s Property was over -valued by 
£2,000. T.'s books were not adjusted for this. 

(3) On 31st December 1942 H. bought 16,000 Ordinary Shares in S., when it was 
estimated from - 

(a) S.'s books that S.'s Revenue Account balance was Cr. £1,530. 
(b) T.'s rf n T.'s " " " " D . X00, 
l( e ) V. 's " " V. 's " " " " Cr. r1 , 000 before 

providing for V.'s accrúed Preference dividend:" ividend. 

In making the offer H. considered S.'s Plant was under -valued by 
21,000, but S.'s books were not adjusted for this. Since that date 
S. has written off 10% depreciation per annum, which is considered 
fair. 

(4)/ 
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Totes (Continued): 

(4) On 30th June 1943 H. bought 2,000 Ordinary Shares in T., when it was estimated 
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from 

(a) T.'s books that T.'s, balance on Revenue Account was Cr. £1,400. 
(b) V.'s " " V.'s " 

" Cr. £1,260, before 
providing for V.'s accrued Preference dividend. 

H. also considered T.'s Property was over -valued by £2,000. 

(5) On 31st December 193 ä sge ,SmAter- company profit on Stock, of £1, 500, 
is required to be made,by the Holding Company on behalf of the group. 

(6) V.'s Preference dividend is regularly paid on the 15th January for each 
previous calendar year. V.'s Ordinary dividends are regularly paid in 
March for the preceding calendar year. 

(7) All the estimated balances on Revenue Accounts are exclusive of accrued 
profit or dividends from other members. 

(8) All companies have credited to Investment Account all dividends declared for 
any period prior to the relative acquisition dates. 

Solution 

30/6/43 31/12/4 

,a) The ad'ustments required in each Coma 's Accounts are: 

V. V.'s Revenue Account position is - 31/8/38 30/6/39 31/12/42 
As per question (P. & L. Account 
and General Reserve),. .. .. £ 2,280 £ 1,560 £ 1,000 

Less: Preference Dividend accrued 
120 

£1,260 

60 

£1,500 

120 to date, .. .. .. .. .. 80 60 

Balance falling to Ordinary Share- 
holders.. .. .. .. £ 2,200 £ 1,500 L. 0 £1,200 £1,380 

V.(1) Revenue Account,. .. .. .. .. .. .. .. .. Dr. £ 120 
To Preference Dividend Outstanding Account, .. .. £ 120 

(Being provision for Preference Dividend for 1943.) 

T.(1) Preference Dividend Receivable Account, .. .. .. .. Dr. £ 60 

To Revenue Account,.. .. .. .. .. .. .. .. £ 60 

(Being 1943 Preference Dividend accrued but not received 
at 31st December 1943 in respect of 1,000 6 

Preference Shares held by T. in V.) 

T.(2) Revenue Account, .. .. .. Dr. £ 500 
To Investment Account (in V.), .. £ 500 

(Being portion of V.'s Revenue Account balance at 
31st August 1938 (£2,200 Cr.) - pre- acquisition- 
when T. bought 4,000 Ordinary Shares in V., made 
up thus: 

2 of V.'s Revenue Balance,.. .. .. £ 1,100 
Less: Dividend credited to Investment 

A /c, .. .. .. .. 600 

Balance to be capitalised,. .. £ 500 

T. (3) Capital Reserve, .. .. Dr. £2,000 
To Property Account, .. .. .. .. .. .. .. £2,000 

(Being over -valuation of T.'s Property on 30th June 1939 
when S. acquired control of T.) 

Note: The Preference Shares bought by T. in V. require 
no adjustment, as the dividend credited to 
Investment Account, £40, represents the full 
pre -acquisition Preference Dividend. (Shares 
bought 31st August 1938 - 2rds of £60 = 240) 

The Revenue position of T. is therefore 

As per question (P. & L. Account 

- 

30/6/39 31/12/42 30/6/43 31/12/43 

and General Reserve) .. Dr. £1, 000 Dr. £ 600 Cr. £1,400 Cr.£3,000 
Capitalisation per T.(2) above, 500 500 500 500 

Forward _ . 21,500 D r . £1,100 r . £ 900 C r£2., 500 



(a) (Continued) 

3. VIII (10 ) 

30/6/39 31/12/42 30/6/43 31/12/43 

Forward x,500 £1,100 £ 900 x,500 
Add: Accrued Preference Dividend from V. 30 60 30 60 

Add: 2 of Revenue from V., .. 

-,21,470 ' : ' -Z1,040 £ 930 - 

.. 750 440 600 690 

Dr. £ 720 Dr. £ 600:_;r. £ 1,530 ' 

r -23, 2 50 

S.(1) No pre- acquisition revenue adjustment is required in respect of the 2,000 
Ordinary Shares in V. bought by S. on 31st August 1938. This was an 
ordinary investment, as no group existed, so far as S. is concerned, until 
a later date. 

S.(2) Investment Account (in T.) .. .. .. .. .. .. Dr.£ 480 
To Revenue Account, .. .. .. .. .. 

(Being two -thirds of T. 
balance at 30th June 
when S. bought 8,000 

's adjusted Revenue Account 
1939 (Dr.£720) - pre- acquisition - 
Ordinary Shares in T.(two- thirds).) 

S.(3) Plant Account .. .. .. .. .. .. .. .. Dr. £ 900 
To Capital Reserve . 

£ 480 

£ 900 

(Being current under- valuation of Plant, i.e. under- 
valuation of £1,000 on 31st December 1942 when H. 
acquired control of S., less depreciation at 10 ¡,; p.a. for 1 year). 

S.'s Revenue position is - 31/12/42 31/12/43 
As per question (P. &.L. Account and General 

Reserve) .. .. .. .. .. .. ..Cr.£ 1,530 

Adjustment in Investment Account (£480 Cr).. 480 

Proportion of T.'s Revenue Account -2 
" V. 's " 

t - -3 4 

Cr.£ 2,010 
..Dr. 400 
..Cr. 220 

Cr. £ 1,830 

H.(1) Revenue Account, .. .. .. ..Dr. £ 255 
To Investment Account (in T.) .. .. .. 

(Being one -sixth of T.'s adjusted Revenue Account balance 
at 30th June 1943 (Cr.£1,530) - pre- acquisition - 

when H. bought 2,000 shares in T. (one -sixth). 

H.(2) Revenue Account, .. .. .. ..Dr. x,464 
To Investment Account (in S.) .. .. .. 

2.11MMICi 

(Being four -fifths of S.'s adjusted Revenue Account 
balance at 31st December 1942 (Cr.£1,830) - pre - 
acquisition - when H. bought 16,000 Shares in S. 
(four-fifths).) 

H.(3) Revenue Account, .. .. .. .. 

To Stock Reserve,.. .. .. .. 

.. .. Dr. £1,500 

(Being reserve required at 31st December 1943 for inter- 
company profit on Stock not yet realised.) 

(b) The aggregation of the adjusted Balance Sheets is: 

Property, .. .. 

Plant, .. .. .. .. 
Stock, .. .. .. 

Debtors,. .. .. .. 

Cash, .. .. .. .. .. 

Inter -Company Loans, .. 

Investments at Adjusted Cost: 
In V. 4,000 Ordinary Shares, 5,100 
" " 1,000 Preference Shares, 1,080 
" " 2,000 Ordinary Shares, 2,800 
" T. 8,000 " 

Dr. £ 3,000 

480 

Dr. £ 2,520 
Cr. 2,167 
Cr. 345 

Dr. £ 8 

255 

£ 1,464 

£1,500 

Assets 
Total H. S. T. 

.. £ 67,000 £ 59,000 L - £ 27000 

.. 27,900 21,700 3,900 1,000 

.. 40,000 25,000 6,000 5,000 
43,550 30,000 6,600 3,800 
1,470 1,300 100 20 

- 4,000 1,500 - 

It 6,480 
" S.16,000 " " 15,036 
" T. 2,000 " " 2,245 

15,036 

2,245 

5,100 
- 1,080 

2,800 
6,480 

V. 

£ 6,000 
1,300 
4, 000 
3,150 

50 

Forward £212,661 £158,281 £ 27,380 2 18,000 £14,500 



4. 

0) Assets (Continued) 
Forward £212,661 

Capital Reserve, .. .. .. 2,000 

Preference Dividend receivable, - 

Revenue Account, .. - 

£214,661 

VIII (11) 

£158,281 £27,380 £ 18,000 £ 14,500 
- - 2,000 - 

- - 60 - 

- 2,520 - - 

£158,281 £29,900 £ 20,060 £ 14,500 

Liabilities 

Total H. S. T. V. 

Capital - Ordinary, .. .. £140,000 £100,000 
Preference,. .. 2,000 

Creditors,.. .. .. .. 32,000 20,000 
Capital Reserve,. .. .. 900 
Preference Dividend outstanding, 60 
Stock Reserve, .. .. .. 1,500 
Revenue Account,. .. .. 38,201 
Inter -Company Loans,.. .. 

1,500 
36,781 

- 

£214,661 £158,281 

£20,000 £ 12,000 £ 8,000 
2,000 

6,000 4,000 2,000 
900 

120 

2,560 1,380 
3,000 1,500 1,000 

£29,900 £ 20,060 £ 14,500 

The Consolidated Statement of Assets and Liabilities is: 

Property, .. .. 

Plant, .. .. .. 

Stock, less xservP 
Debtors,. .. .. 

Cash, .. .. .. 

Goodwill - Net Cost 

In 
Adjusted Cost £ 
Less: Capital 

Reserve, 

Assets 

.. .. .. .. .. .. .. .. .. £ 67,000 

.. .. .. .. .. .. .. .. .. 27,900 

.. .. .. .. .. .. .. .. .. 38,500 

.. .. .. .. .. .. .. .. .. 43,550 
. . .. 00 00 00 00 . . 0411 . . 1,470 

of Control to the Group: 
Bz T. 13Z-g 4137--1-i 

V. 20xd. In V.',-A _In__T_. In V. 4 In S.3 In T. F 
5,100 £ 1,080 £ 6,450 £ 2,800 £15,036 £2,245 

Par, .. .. .. 4,000 

Dr.£ 1,100 £ 
Cr. 

To H. 1 
6 

To S. 
3 

.. 786 

To Minority 
Interest 
T. 1 .. 

6 

Dr. 1,334 

£ 7,814 
1,000 8,000 2,000 

.. £ 197 

197 

80 £ £ 800 
£ 186 - 1r- 

Dr. £1,180 Dr. £ 614 

1,180 

786 

Dr. £1, 400 

To H. 4 
" Minó ity Interest 

S. 1 280 

Liabilities/ 

1,400 

720 Dr 333 

£14,316 £2,578 
16,000 2,000 

£ 578 
£ 1,684 

V 

Cr. £1,106 

Dr. 197 

Dr. 1,120 

211 

£178,631 



(c) (Continued). 

5. 

Liabilities 

VIII (12) 

Share Capital H., .. .. .. .. .. .. .. .. £ 100,000 
Creditors, .. .. .. .. .. .. .. .. .. 32,000 
Capital Reserve: 

S. .. .. 0.6 .. .. .. .. Cr. £900 

T. 

To H. 
5 

.. .. .. .. £ 720 

" Minority Interest S. 
5 

.. 180 900 

.. .. .. Dr. £2,000 

To H. 
6 

.. .. .. Dr.£ 333 

,, S 3 .. .. .. .. .. Dr.1,334 

" Minority Interest T 
6 

.. .. Dr. 333 
2,000 

Revenue Account, .. .. .. .. 

Less: Minority Interests - 

.. .. £ 38,201 

V. 4 of £1,380.. .. .. .. £ 345 

T. of (£2,560 + 1,380) 542 .. .. 

S. 
5 

of Dr. £8, .. .. .. 2 885 37,316 

Minority Interests: S. 
1 

T. 
1 

V. Ord 

Capital .. .. £ 4,000 £ 2,000 £ 2,000 £ 1,000 
Revenue Account Dr. 2 542 345 60 

Capital Reserve 180 Dr. 333 - - 

Net Cost of Control Dr. 280 Dr. 197 - - 

£ 3,898 4 2,012 M. £ 2,345 £ 1,060 
9.315 

£ 178,631 

Notes. 

(1) The controllers of the Group must decide hove the Revenue Account/is to be 
divided between Profit and Loss Account and General Reserve. As a minimum 
the Genera]. Reserve must be £30,000 (H's General Reserve), but it may be 
increased at the discretion of the controllers. 

The following mathematical proportion of Revenue Account might be taken to 
General Reserve: 

H. £30,000. .. .. .. .. .. .. 

S. Nil, .. 00 .. .. . . .0 00 . . 

T. 1,000 
6 

direct. .. .. .. .. .. 

5 
of 

3 
through S. 

15 
.. 

.. 

V. 500 
75. of 4 

to S. 
i .. 

2 of 
6 

it T. 12 .. .. .. 

4 
5 °f 3 of2" S. & T. 15 .. .. .. 

(2)/ 

.. .. 

00 

£ 167 

£ 30,000 

700 

£ 100 

42 

133 
275 

£ 30,975 



6. VIII (13) 

(2) The Minority Interests can be calculated by an examination of the original 
Balance Sheets, e.g. - 

T. Ordinary 6 h: 
1 

Share Capital .. .. .. .. .. .. .. .. £ 2,000 

Revenue Account 
6 

of (T + 2 V) 

= 
6 

of 273,000 + 60) + i(1,500 - 1207 

1 

6 of (3,060 + 690).. .. .. .. .. 625 

1 
Capital Reserve created of £2,000 Dr,.. .. .. .. 

Cost of Control of Shares held by T: 

In V,Ord In V.Pref. 

Cost .. .. .. .. £ 5,600 £ 1,080 
Par .. .. .. .. 4.000 1.000 

6 of .. 

1 
S. Ordinary 5th: 

1 

z1600v£ 80 

£ 1,680 

333 Dr. 

280 Dr, 

£ 2, 012 

Share Capital 5 .. ... .. .. .. .. .. .. .. £ 4,000 

1 V. 2 
T. 

Revenue Account 5 of [3,000 - ';- x 1,380 + 3 (T + 2V.1/ 

Dr. 

= 
b 

of LX, 0O0 + 345 + 
3 

x 3,7507 

5 of 155 fr. .. .. .. .. .. .. .. 31 Dr 
Dr. 

Capital Reserve created 
5 

of 900 - 
5 
of 

3 
of 2,000 

= 180 - 267. .. .. .. .. .. 87 It 

Cost of Control: 

Book Value.. 
Par .. .. .. .. .. 

V T 

£ 2,800 £ 6,000 
2,000 8000 

£ 800 Dr. £ 2, 000Cr. 
V 

£ 1,200 Cr. 

5 of 1,200 Cr. + 5 of 
3 

of cost of control of V. by T. 

= (1,200 Cr. +i of 1,680 Dr.) .. .. .. .. .. .. 16 Cr. 

£ 3.898 

(3) When H. acquired S. on 31st tDecember 1942, H. considered S's Plant undervalued 
by £.,000. As S. will j %vide for depreciation on the valuation difference, 
£1,000, H. in its financial books should do so by writing down the value of 
"Investment in S." The writing down for 1943 should be - 

4 
£1,000 ) 10,' p.a. £100, whereof falling to H. 5ths .. £80 

As H. is not following this policy, the original net Cost of Control figure 
will increase in subsequent Consolidated Statements by the cumulative amount 
of depreciation on the valuation difference to any particular date. 

(4) S's investment in T. As no Group existed between S and T when S bought 2,000 
Ordinary Shares in V. this can be regarded as an Ordinary investment. 



EXAMPLE 

3 BOOGWr_114-.1 

CAPITAL 
E..,,koact try E I RD S 

itoucrwr ____ 174.i 



xample 28. 

VIII (14) 

ne Subsidiary bought when post- acquisition losses were anticipated. Special writing 

down of Investment in another Subsidiary. 

The summarised Balance Sheets of a group as at 31st December 1946 were: - 

Assets 

Sundry Assets .. 

Investments: 
In V., 6,000 Shares ( 

S., 15,000 Shares 
T., 4,000 Shares ( 

T., 4,000 Shares ( 

V., 2,000 Shares ( 

Revenue Account.. 

cost £3,000) .. 
(cost £18,900).. 
cost £5,000) .. 

cost £5,000) 
cost £2,500) .. 

00 00 . . 

. 

H. 

£108,500 

3,000 

S. 

£ 20,200 

T. 

£ 18,400 

V. 

£ 9,150 

16,000 
4,850 

4,800 
2,500 

1,000 

£130,000 £ 26,000 £ 18,400 £ 14,000 

Liabilities 

H. S. T. V. 

Share Capital (in £1 Ordinary Shares) .. £100,000 £ 20,000 £ 12,000 £ 10,000 
Creditors .. .. .. .. .. .. .. 20,000 6,000 4,000 2,000 
Revenue Account.. .. .. .. .. .. 10,000 - 2,400 2,000 

£130,000 £ 26,000 £ 18,400 £ 14,000 

Notes: 

(1) In January 1938 H. bought 6,000 Shares in V when it was estimated V's balance 
on Revenue Account was Dr. £2,000. In making the offer H. considered V's 
Property over -valued by £500 (V's Books were not adjusted for this) H. also 
anticipated V. would continue to incur losses, estimated at £1,600, until 
reorganised. These losses materialised to the extent of £1,800 in 19389 
and were capitalised in V's books under "Reorganisation Expenses: These 

expenses were written off against V's profits in 1941. 

(2) In February 1940 H. bought 15,000 Shares in S. when it was estimated S's 

balance on Revenue Account was Cr. £1,200. The Investment Account in 

H's books is :- 

Cost of 15,000 Shares in S in February 1940 .. .. .. .. £ 18,900 

Less: Dividends received from S 194041 credited .. £ 900 

Special Depreciation written off in December 

1946 by H from Revenue Account to cover S's 
current losses as shown by S's Accounts to 

31st December 1946 an fall in value of 
Goodwill .. .. .. .. .. .. .. .. 2,000 2,900 

£ 16,000 

(3) In March 1941 both S. and V. bought 4,000 Shares each in T when it was 

estimated T's balance on Revenue Account was Cr. £600. In each Company 
the difference between Book Value and Cost represents dividends credited. 

(4) In April 1942 H. bought a further 2,000 Shares in V. when it was estimated 

(a) From V's books that V's balance on Revenue Account was ..Cr.£ 800 

(b) " T's " T's " " ..Cr.£ 1,500 

As in 1938 H. considered V's Property overvalued by 

Solutior17 

£ 500. 
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(a) The adjustments required in each Company's Accounts are : - 

H (1) Investment Account (In V) 

VIII (15) 

.. .. .. .. Dr. £ 1,200 

To Revenue Account.. .. .. .. .. .. .. 

(Being 3 /5ths the debit balance on V's Revenue 
Account £2,000 in 1938 - pre -acquisition - when 
H bought 6,000 Shares in V (3 /5ths) 

H (2) Investment Account (In S) 

£ 1,200 
_======== 

.. .. .. .. Dr. £ 2,000 

To Special Reserve.. .. .. .. .. .. .. 

(Being the amount provided by H in December 1946, 
to cover current losses in Subsidiary S and a 
reduction in the Book Value of the Investment, 
now transferred to a Special Reserve Account, 
thereby adjusting the valuation of Invï s Lment 

in S to cost, less pre- acquisition revenue balance) 
Note: The Dividend credited £900 exactly covers 

the pre- acquisition balance (q of £1,200) 

£ 2,000 

H (3) Revenue Account .. .. .. .. .. .. .. Dr. £ 250 

To Investment Account (in V).. .. .. .. .. L 250 

(Being 15th of V's true credit balance on Revenue 
Account in 1942 - pre -acquisition - when H bought 
a further 2,000 Shares in V (1/5th) made up thus : - 

Revenue Account balance in 1942 per V's Books. Cr. £ 800 

Less: Balance of T's Revenue Account in 1941 
which should have been capitalised by 
V(see V2) .. .. .. .. .. .. 50 

Add: 1 /3rd of T's credit balance on Revenue 
Account in 1942 (£1,500) fa llzrg to V 

15th thereof to H .. 

£ 750 

500 

£ 1,250 

£ 250 

S No adjustments required. Holding in T 4,000 Shares written down by dividends 
received to an amount of £200 which exactly equals 1 /3rd of T credit 

balance in 1941 (£600). 

T No adjustments required. 

(1) Capital Reserve Account.. .. .. .. .. .. Dr. £ 500 

To Sundry Assets (Property).. .. .. .. .. 

(Being over- valuation of V8s Property in 1938 when 
H acquired control of V) 

(2) Revenue Account .. .. £ 50 

£ 500 

To Investment Account (In T) . .. .. .. .. .. £ 50 

(Being portion of 1 /3rd of T's credit balance on Revenue 

Account in 1941 - pre -acquisition - when V bought 4,000 

Shares in T (1 /3rd) arrived at thus: - 

13rd of T's credit balance on Revenue Account 1941 

1 /3rd of 600 .. .. .. .. .. .. .. .. ..£ 200 

Less: Dividend credited to Investment Account by V .. .. 150 

£ 50 

(b) The aggregation of the adjusted Balance Sheets is/ 
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Solution (Contd.) 

0 The aggregation of the adjusted Balance Sheets is :- 

Assets 

VIII (16) 

Total H. S. T. V. 

Sundry Assets .. .. £155,750 £108,500 £ 20,200 £ 18,400 £ 8,650 
Capital Reserve.. .. .. .. .. 500 - - - 500 

Revenue Account.. - 1,000 
Investments at Adjusted Cost 

In V (6,000 Shares) .. .. .. .. 4,200 4,200 
" S (15,000 Shares).. 18,000 18,000 - 

" T (4,000 Shares) .. .. .. 4,800 - - 

" T (4,000 Shares) .. .. .. 4,800 - 4,800 
" V (2,000 Shares additional). 2,250 2,250 

Liabilities 

4,800 

£190,300 £132,950 £ 26,000 £ 18,400 £ 13,950 

Share Capital .. .. .. .. .. £142,000 £100,000 £ 20,000 £ 12,000 £ 10,000 
Creditors .. .. .. .. .. 32,000 20,000 6,000 4,000 2,000 
Special Reserve for S. by H .. .. 2,000 2,000 - - - 

Revenue Account.. .. 14,300 10,950 - 2,400 1,950 

£190,300 £132,950 £ 26,000 £ 18,400 £ 13,950 

,) The Consolidated Statement is:- 

Assets. 

Sundry Assets .. .. .. 

Capital Reserve V... .. 

To Aünority Interests 
" H 

SO 0,9 00 00 

V. 1/5tr. .. 

4/5ths .. .. 

Dr. 

.. .. .. £155,750 
Dr. £ 500 
100 

400 500 

Goodwill Net Cost of Control to the group less sums written off 

By V. By S. By H. 

In T 1/3 In T ]/3 In V.4/5 In S 

Adjusted Cost .. .. .. .. £4,$00 £4,800 £4,200 £2,250 £18,000 
Add: Share of V's Dr. balance on 

Capital reserve. .. 300 100 

Par SO 90 00 

Dr. 

Cr. 

£4,500 £2,350 
.. 4,000 4,000 6,000 2,000 15,000 

£ 800 £ 800 £ 350 £ 3,000 
£1,500 

Less: :Minority Interests 

V 15th 160 

S 1/4th 200 

Balance of Special Reserve 1,850 

£ 640 £ 600'0 4E1, 500 £ 350 £ 1,150 £ 1,240 

£156,990 

Share Capital H. .. 

Creditors .. .. .. 

Special Reserve H. .. 

Liabilities 

.. .. £100,000 
.. .. 32,000 
£ 2,000 

Less: H's share of S Revenue balance (debit).. .. .. .. 150 

To Goodwill .. £ 1,850 

Revenue Account Forward £ 132,000 
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Liabilities (Continued) 

Revenue Account 

T .. . .. 

Divisible thus: - 

Minority Interests 1 /3rd .. 

S 1,/ 3rd .. .. 

1/3rd .. .. .. .. .. .. 

S.. .. . 
Less: Share of T's credit balance .. 

Less: Liinority Interests S 

Balance to H (Special keserve Account) 

.. .. .. . . . .. 

Add: Shure of T's credit balance 

Less: Linority Interests V 1/5th .. 

H . .. .. .. .. .. .. 

Minority Interests 

Capital . .. .. 

Revenue Account .. 

Capital Reserve .. 

Net Cost of Control 

VIII (17) 

£132,000 

.. 

.. 

.. 

. 

.. 

.. 

.. 

£ 800 
800 
800 

Forward .. 

£ 2,400 

2,400 

.Dr.£ 1,000 
.. . . 800 

£ 200 
.. .. .. 50 

.. .. .. .. £ 150 

.. .. .. £ 1,950 

800 

£ 2,750 
.. .. .. .. 550 

To H . ... £ 2,200 

.. .. .. .. 10.950 13,150 

S 1/4th T 1,/3rd V 1,/5th 

.. ..£ 5,000 £ 4,000 £ 2,000 

.. Dr.. 50 800 550 

100Dr. 
.. Dr. 200 160 Dr. 

£ 4,750 £ 4,800 £ 2,290 11,840 

£156,990 

Notes: 

(1) In December 1946 H wrote down the value of its Investment in S by £2,000 
to cover S's current losses and depreciation on the value of the holding. 
The actual amount of S's current losses to 31st December 1946 falling to 
H is £150 so that after deducting this from the provision made by H, 
£1,850 is available as a set off against the Net Cost of Control in the 
Consolidated Statement. 

(2) No adjustment is made for V's post- acquisition losses in 1938/39 £1,800 
which were anticipated to an amount of £1,600 by H on acquisition of 
3 /5ths of V, since these re- organisation expenses, at first capitalised 
by V,were written off against V's subsequent profits in 1941. The net 
cost of control in respect of the 3/5th holding in V is credit £1,500 
which to the extent of £960 (3/5th of £1,600) represents the reserve 
made by H on the acquisition of the shares, for this matter. 

(3) Pre -acquisition debit balance of a Subsidiary 
V is a Subsidiary which was acquired in 1938 when it had a debit balance 

of £2,000 on Profit and Loss Account. V's profits since thatdate have 

more than wiped out this debit balance. Accordingly, if a devision 

of Revenue Account was being made between Group Profit and Loss Account 
and Group General Reserve, one should keep in mind that part of V's 

post- acquisition profit is "frozen" to the group and it would be preferable 

to take H's share (35th of £2,000 - H 1 adjustment) to the credit of 

Group General Reserve. By this transfer, Group Profit and Loss Account 

is kept in line with the divisible profits of the members. 
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29 General Example - Group of 4 members: vIII (18) 

The Balance Sheets of a group at 31st December 1945 are as follows : - 

ASSETS 

.. 

H. 

£ 251,000 

S. T. V. 

£ - L 30,000 L 2,000 Property at cost. .. .. .. .. 

Plant at cost, less depreciation .. .. 130,000 20,000 8,000 4,500 
Investment (Government Stock) .. .. .. - - 1,000 - 

do. Subsidiaries .. .. .. .. 82,000 44,500 - - 
Stook.. .. .. .. .. .. .. .. 178,000 40,000 14,000 9,000 
Debtors .. .. .. .. .. .. 00 56,000 10,400 8,700 5,000 
Subs' Current Accounts .. .. .. .. 6,500 - 500 - 

Dividends Receivable.. .. .. .. 4,500 - - - 

Cash in Bank .. .. .. .. .. .. 9,000 100 500 1,000 
Goodwill at cost. .. .. .. .. .. - 10,000 7,000 - 

£ 717,000 £125,000 £ 69,700 £21,500 

LIABILITIES 

H. S. T. V. 

Share Capital (in £1 Ordinary Shares) .. £ 500,000 £100,000 £ 50,000 £15,000 
Creditors .. .. .. .. .. .. .. 62,500 10,700 7,500 2,800 
Amount due to H.. .. .. .. .. .. - 4,300 2,200 500 
Reserve for inter -coy profit on stock .. 2,000 - - - 

General Reserve.. .. .. .. .. .. 100,000 - 7,000 2,000 
Profit and Loss Account .. .. .. .. 52,500 2,500 3,000 1,200 
Proposed Dividend .. .. .. .. .. - 7,500 - - 

£ 717,000 £125,000 £ 69,700 £21,500 

Notes: 
Book 

(1) Investments in Subsidiaries are as follows ; - Valúe 

30th 
H. 60,000 Ord. Shares (.ths) in S bought /April 1941 £62,000 

7,000 do. (50ths) in T bought 7th Jan. 1943 8,000 

10,000 do. (3 rds) in V bought 30th June 1942 12,000 

As per Balance Sheet of H.. .. £82,000 

H. has adopted the policy of continuidc to credit to Investment Account, 
dividends received from Subsidiaries until all investments are stated at 
cost less the full relative proportions of the pre -acquisition revenue 
balances. This was completed before 31st December 1945. When acquiring 
shares in T, H accepted S's view regarding the valuation of T's Plant (see 

note 5) 

S. 24,000 (now 30,000) Ord. Shs.(-36ths) in T. bought 31st 

1 December 1942, at cost .. .. £ 38,000 
5,000 Ord. Shs.( rd) in V. bought 30th June 1944, at cost. .. 6,500 

As per Balance Sheet of S.. .. £ 44,500 

P.L. A/c. Gen.Res. Total 

On 31st December 1942 the balances at credit of 

T were .. .. .. .. .. £ 10,000 £ 15,000 L 25,000 
On 30th June 1944 the balances at credit 

of V were.. .. .. .. .. 00 900 1,500 2,400 

S. accepted H's view regarding the valuation of V's Property (see note. 4) 
On 4th January 1943 T made a bonus issue of shares out of General Reserve by 
giving one new Ord. Share for every four Neld (General Reserve at 31 :12:42 

£15,000)/ 
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£15,001. This increased T's issued capital from £40,000 to £50,000 and S's 
holding in T from 24,000 shares to 30,000. 

(2) The proposed dividend S £7,500 represents an Ordinary dividend of 7 % 
(free of tax) declared by S for the year ended 31st December 1945, but not 

paid until 20th January 1946. H's share thereof £ 4,500 is shown as an 
Asset of H. 

(3) The reserve in H's Balance Sheet for inter -coy profits on stocks £2,000 
is found inadequate and is computed for the purpose of the reserve required 
in the Consolidated Statement at 31st December 1945 at a figure of £2,500. 

(4) V's Property is re- valued at £3,000 by H. on 30th June 1942 when H. 
acquired control of V. V's accounts were not adjusted for this. There 

have been no additions since 1942. 

(5) On 31st December 1942 when S acquired control of T, S re- valued T's Plant 
at £10,000. The book -value on 31st December 1942 was £8,500. Additions 
since were £1,000 on 31st December 1944. S considered T's Plant should be 
depreciated by 105 p.a. In T's Accounts the practice is to write off round 
figures for depreciation according to the amount of profits earned each year. 
105, depreciation is the rate of depreciation to be adopted for consolidation 
purposes. 

SOLUTION 

(a) The Adjustments required in each company's Accounts are - 

V.1. Property Account .. .. 

To Capital Reserve .. 

T.1. 

(Being increase in valuation of V's Prop 

control of V.) 

.. Dr. £ 1,000 
£ 1,000 

erty on 30 :6 :42 when H acquired 

Plant .. .. .. .. .. Dr. £ 1,094 

To Capital Reserve .. .. .. £ 1,094 

( Being current increase in valuation of T 

(when S acquired control of T) of £1, 

's Plant i.e. Increase on 31 :12:42 

500 less depreciation at l0;ó p.a. to 

31 :12 :45 - see below). 

Valuation at 31 :12 :42 (when S bought 

In Financial In the Consolidated 

Wes. of T. Statement 105 Depn. 

T). £ 8,500 £ 10,000 
Under- 
väln. 

L 8,500- L 1,500 

Depreciation for 1943 .. .. .. .. 850 150 

L 7,650 £ 1,350 

Depreciation for 1944 .. .. .. 765 135 

£ 6,885 £ 1,215 

Additions 31 :12:44.. .. 1,000 1,000 

£ 7,885 

Depreciation for 1945 .. .. .. 789 121 

As at 31:12:45. .. 8,000 £ 7,096 £ 1,094 

Un erval 
Difference £904- a dd ita1 
depreciation required to ' 

provided for by the group 

at 31z í9 

(T.2). £ 8,190 - value 
at 31 :12:45 per 
Con Statement 

T.2. Revenue Account (Group General Reserve) .. Dr.£ 904 

To Plant Account.. .. .. .. .. .. £ 904 

(Being additional depreciation required by the group, since 31 :12 :42 i.e. 

the excess of 10% p.a. on book value over the amount written off in T's 

books - see above). 

S.1./ 
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(a) (Continued) - 

S.1. Revenue Account .. . 
To Investment Account (in T.).. 

.. Dr. £ 9,000 

VIII (20) 

£ 9,000 

(Being J3 ths T's credit balance on Revenue Account £15,000 at 31 :12 :42 - 
pre-acquisition when S bought 30,000 shares .ths.in T.) 

Note: T's credit balance of Revenue Account £25,000 at 31 :12:42 is reduced 
by the bonus issue of shares on 1943 £10,000 in the calculation of the 
above pre -acquisition figure. 

S.2. Revenue Account .. .. .. .. 

To Investment Account (in V) .. 

.. Dr. £ 800 
£ 800 

(Being 1rd V's credit balance on Revenue Account £2,400 at 30 :6 :44 - 
pre-acquisition when S bought 5,000 shares (1,/3rd) in V.) 

H.1. Revenue Account .. 

To Stook Reserve .. 
.. .. 

.. .. 
.. Dr. £ 500 

£ 500 

(Being increase in reserve required by the group at 31 :12 :45 for inter -coy 
profits on stock) 

(b) The Aggregation of the Adjusted Balance Sheets is:- 

ASSETS 

Total H. S. T. V. 

Property. .. .. .. .. £284,000 £251,000 £ - £ 30,000 £ 3,000 
Plant .. .. .. .. .. 162,690 130,000 20,000 8,190 4,500 

Stock .. .. .. .. .. 241,000 178,000 40,000 14,000 9,000 
Debtors.. .. .. .. .. 80,100 56,000 10,400 8,700 5,000 
Subsidiary's Current Account. - 6,500 - 500 
Dividends receivable .. .. 4,500 
Cash .. .. .. .. .. 10,600 9,000 100 500 1,000 
Goodwill per Balance Sheets.. 17,000 - 10,000 7,000 

Investments at Adjusted Cost: 

In S 60,000 shares .. 62,000 62,000 
T 7,000 shares .. 00 8,000 8,000 
V 10,000 shares .. 12,000 12,000 
T 30,000 shares 00 29,000 - 29,000 
V 5,000 shares 00 5,700 5,700 

Government Stocks .. .. .. 1,000 1,000 
Revenue Account .. .. 7,300 

£913,090 £717,000 £122,500 £ 69,890 £22,500 

LIABILIT TES 

H. S. T. V. Total 

Share Capital.. .. 00 0. £665,000 £500,000 £100,000 £ 50,000 £15,000 
Creditors. .. .. 00 83,500 62,500 10,700 7,500 2,800 
Due H .. .. .. 01 00 - - 4,300 2,200 500 
Stock Reserve.. .. 00 2,500 2,500 
Proposed Dividends.. 41. 0. 3,000 - 7,500 ,1110 

Revenue Account .. . 156,996 152,000 9,096 3,200 
Capital Reserve .. .. .. 2,094 1,094 1,000 

£913,090 £717,000 £122,500 £ 69,890 £22,500 

(c) The Consolidated Statement of Assets and Liabilities as at 31 :12 :45, 1k,/ 

ASSETS 
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(o) The Consolidated Statement of Assets and Liabilities as at 31:12:45, is:- 

ASSETS 

Property .. .. .. .. .. .. .. .. .. .. .. £284,000 
Plant.. .. .. .. .. .. .. .. .. .. .. .. 162,690 

Stock, less reserve .. .. .. .. .. .. .. .. .. 238,500 

Sundry Debtors .. .. .. .. .. .. .. .. .. .. 80,100 

Investment (Government Securities) .. .. .. .. .. .. 1,000 

Cash .. .. .. .. .. .. .. .. . . .. .. 10,600 
Goodwill as.per.1111anae Skillets .. .. .. .. .. .. .. 17,000 
Goodwill - Net Cost of Control to the Group: 

By H. 

In S lths In T5hs In V 3 ds 

Adjusted Cost .. .. .. .. .. £ 62,000 £ 8,000 £ 12,000 

Less: Capital Reserve. .. .. 153 667 

L 7,847 £ 11,333 

Par Value .. .. .. .. .. .. 60,000 7,000 10,000 

£ 2,000 £ 847 £ 1,333 

- V 
Dr. L 4,180 

By S. 

In T ths In V ,3rd 

Adjusted Cost .. .. .. .. .. £ 29,000 L 5,700 

Less: Capital Reserve. .. .. .. 656 333 

£ 28,344 £ 5,367 

Par .. .. .. .. .. 30,000 5,000 

Cr. £ 1,656 £ 367 Dr. 

L 1,289 Cr. 

4 
Less: Min. Interests sir) .. 516 Cr. 773 3,407 

£797,297 

LIA BI LIT TFS 

Share Capital H.. .. .. .. .. .. .. .. £500, 000 

Sundry Creditors. .. .. .. .. .. .. . 83,500 

Capital Reserve - 

.. .. es . . . . 

To S (]/3rd).. .. .. .. 

" H (2,/3rds). .. .. .. 

T . .. .. .. 50 . . 

. 

.. 

.. 

. 

.. . . 

.. .. 

.. .. 

. . 

.. .. £ 1,000 
£ 333 

667 
1,000 

£ 1,094 

To S (3 /5ths). .. .. .. . .. . £ 656 
a H (7 /50ths) .. .. .. .. 00 153 

" Min. Interests T 13 /50ths. . . . .. 285 1, 094 

Revenue Account. .. .. £156,996 

Less: Minority Interests: 

T 13 /50ths of £9,096 .. .. .. £ 2,365 

4 1 3 
S10(S t TV47 T) 
4 7,300 Dr. 3,200 3 9,096 Dr. 

1ö ( + -3- x 310 2,055 154,941 

Forward £ 738,441 
Minority Interests/ 
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(o)(Continued) Liabilities - 

Minority Interests: 

Notes: 

(1) 
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Forward £738,441 

4 
Slpths 

13 
T 5t0 hs 

Capital .. .. .. .. 00 L 40,000 £ 13,000 
Capital Reserve.. .0 285 
Proposed Dividend .. SO 3,000 
Revenue Account.. .. .. Dr. 310 2, 365Cr 
Net Cost of Control .. Cr. 516 

£ 43,206 £ 15,650 
58,856 

£797,297 

The Controllers of the group must 
Account £154,941 is to be transferred 
minimum £lOCp00 (E's General Reserve) 
mathematical calculation based on the 
of the Subsidiaries - Revenue Account 
only - is:- 

General Reserve 

determine haw much of the Revenue 
to Group General Reserve. As a 
should be transferred. A 
post -acquisition General Reserves 
£154,941 is of course post -acquisition 

H 4 
0 (S t V + 

5 
T) + 50 T 4. 

3 
V. 

=100,000 +10(- + (2,000-1,500) + 
5(7,000-5,000)14,a5x 

7,000 

+ 3- x 2,000 

_ 100,000 +10 ( 166.6 + 1,200) + 980 + 1,333t3. 

1C3,133 

On this basis Revenue Account is divisible 

Group General Aeeerve per calculation.. .. .. .. .. 

Less: Additional depreciation charged to T in the Consolidated 
Statement i.e. T,2. adjustment.. .. .. £ 904 

Proportion thereof falling to the group. 

50 
of 904 + (T. x 10 x 904) = 2 x 904. .. 

thro' S 

£103,133 

452 

Group General Reserve .. £102,681 

Group Profit and Loss Account 52,260 

£154,941 

Observe that the amounts of the General Reserve of T and of V at the 
date that H bought shares in T'& V are not required. All the reserve is 

post -acquisition from the group's view -point as H has written down the value 
of shares in T and in V by the full pre -acquisition balances. 

(2) As re-ards T's `Anus Issue of Shares in 1943, it should be noted that 
this was made entirely out of a pre -acquisition Genera e vq so far as S 

is concerned. Accordingly the capitalisation in T's/ uces the 
pre -acquisition revenue 

(-Balance-To be capitalised by S (see 5.1.) for consolidation purposes. 

Even in a case where the Bonus Issue has been made out of a General 
Reserve created after acquisition date, it would be quite in order to reduce 
the pre -acquisition revenue balance by the amount of the bonus. In this 
case the Subsidiary is capitalising profits and there is no need for the group 
to capitalise the amount again. 
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(3) Undervaluation of T's Plant - 
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£1,500 when S bought 3ths T on 31 :12 :42, £1,500 when H bought TOths T an 

7 :1 :43 and £1,094 in thg Consolidated Statement at 31 :12:45. 

T is not providing for any depreciation on the valuation difference and 
will never in point of fact do so. In theory S and H, having paid for the 
higher valuation of Plant in the price given for T's shares, should write 
down the valuation of "Investments in Subsidiary T" in their financial books 
by the appropriate proportion of depreciation on the plant valuation difference 
according to their financial interest in T. This is not being done in the 
financial books of S and H,accordingly the Net Cost of Control figure will 
increase each year (see Net Cost of Control figure on year later in 
example 41). 

The writing down of "Investment in Subsidiary T" which should have been 
done is :- 

In S's books. 105 depreciation on valuation difference £1,500 for 1943 £150 

do. do. £1,350 for 1944 135 

do. do. £1,215 for 1945 121 

£406 

S's share -ths thereof. £244 Group bearslths of this or .. .. £146 

In H's books 105 depreciation on valuation difference for 1943,4,5 £406. 

H's share50ths thereof.. 57 

Increase in Net Cost of Control during 1943 -45 due to this factor .. £203 

(4) This example is worked out in the form of Ledger Accounts in Appendix II. 
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Example 29(a) - Purchase of a Holding company by another Company. Revaluation 
of Assets of the Sub -subsidiaries: 

Alpha Ltd. acquired 450,000 Ordinary Shares of H. Ltd. in ex.29, at 

1st January 1946. The purchase price £675,000 (30/- per share) was arrived at 

on the basis of the Consolidated Statement at 31st December 1945 (ex.29) but 

after making certain further adjustments, viz : - 

(1) Alpha considered V's Property worth £4,500 

(2) Alpha considered the Goodwill valuation of each company was - 

Total Goodwill 

V. 

as valued by Balance Sheet Hidden 
Goodwill 

Hidden 
Alpha Value Badwill 

£ 3,000 £ 3,000 

T. 6,000 £ 7,000 £ 1,000 

S. 13,333 10,000 3,333 

H. 93,000 93,000 

In the case of H and S the above revaluation figures by Alpha affect 

Alpha's view On the value of "Investments in Subsidiaries" appearing in the 

Balance Sheets of H and S. 

Prepare a Consolidated Statement of the 

Alpha's Balance Sheet after purchase will be 

ASSETS 

- 

new group on the assumption that 

Investment in H. Ltd. 450,000 shares.. .. .. .. .. .. .. £ 675,000 

Preliminary Expenses .. .. .. .. .. .. .. .. .. 40,000 

Cash .. .. .. .. .. .. .. .. .. 35,000 

£ 750,000 

LIABILITIES 

Share Capital: 

250,000 5: Preference Shares of £1 each.. £ 250,000 

500,000 Ordinary Shares of £1 each.. .. 500, 000 

£ 750,000 

SOLUT IOii 

The purchase price of H's shares (30/ -each) is a round figure and 

accordingly it is unlikely that at that price H's Goodwill will work out at 
exactly £93,000. The exact value of H's Goodwill computed on a basis of 30/- 

per share, is £93,065 arrived at thus: - 

Total value of H Ltd and its Subsidiaries on the basis of 30/- per 

share. (500,000 shares) .. .. .. .. .. .. .. .. .. 

Made up as follows - 

Value of H. Ltd. and its Subsidiaries as per Consolidated Statement at 

31 :12 :45. 

Capital .. 

Revenue .. 

Add :V 

., .. £ 500,000 
154,941 

£ 750,000 

Forward £ 654,941 £ 750,000 
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Forward £ 750,000 

Forward .. £ 654,941 

Add: Adjustments for re- valuation of V's and T's Assets by Alpha: 

V. Property £4,500: 

Valued in purchase price of V's shares by H & S at 
£3,000 Increase of £1,500 

13th thereof (II's effective financial interest in V 

is 7rd direct t Toth of ,3rd = the ) 
thro' S 

Goodwill £3, 000: 
2 

Valued in purchase price of grd of V's shares by 
H at £2,000 (3 x 1,333 - see Net Cost of Control 

of V 
by H in ex.29) and valued in purchase price of 

Ord of V's shares by S at £1,100 (Tx 367 - see 

net Cost of Control of V by S in ex. 29) 

on -d £1,000 increase srd thereof. £ 667 

on s-rd £1,900 increase, H's interest in 

6 1 
this is through S Toth of 3 of 1,900 or 380 

T. Hidden Badwill £1,000: 

£ 1,300 

1,047 

£ 2,347 

Valued in purchase price of 3ths of T's shares 
by S at £2,760 (5 x 1,656 -5see Net Cost of 

3 

Control of T by S in ex. 29) but when H bought 

Toth 
T, T's Hidden soodwill was valued at £6,050 

(4x 847- see Net Cost of Control of T by H. 

On -35-th £1,760 (decrease in Badwill) . eh thereof 

£1,056 H's interest in this through S is ;.0th 

of £1,056 or. .. .. .. .. ..£ 634 

On Toth £7,050 (1,000 t 6,050 is increase 

in Badwi1l) Toth thereof. .. minus .. 987 _ 353 1,994 

of £ 656,935 
H's Goodwill £93,000 - but is balance /price or .. .. 93,065 

750, 000 

Note: No adjustment is required in respect of A l4iha's valuation of S's Hidden 
Goodwill £3,333, as this is unchanged from the valuation by H in purchasing 
6 10 
?Oths of S's shares (-.x 2,000 - see Net Cost of Control of S by H, ex. 29 - 

£3,333. 

(a) The Adjustments required in each Company's Accounts are : - 

V.1. Property .. .. .. .. .. .. .. .. .. Dr £ 2,500 

To Capital Reserve. .. .. .. .. .. .. 

(Being increase in valuation of V's Property (£,4500 .a#000 Balance 
Sheet) at 1 :1 :46 when Alpha acquired control of the group) 

T1 

2,500 



(a) (Continued) 

T. 1. ) 

T. 2. ) 

S. 1. ) All as per ex. 29. 

S. 2. ) 

H. 1. ) 

Alpha 1. Revenue Account .. .. 

To Investment (in H.).. 
.. .. 

.. .. 
.. 
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.. £139,447 
O 00 041 £139, 447 

(Being 40th H's true cr. balance on Revenue Account 

£154,941 at 1 :1:46 - pre -acquisition when Alpha bought 

450,000 shares (0th) in H. 

Note: The figure of £154,941 is taken from the Consolidated Statement in 
ex. 29. It could, of course, be worked out from the financial Account 
thus: 

H -H +T0 (S +zrV+5T) + -g0T +7V) 
(for actual working see note 1 to solution) 

(b) The Aggregation of the Adjusted Balance Sheets is :- 

S T V 

ASSETS 

Total Alpha H 

Property .. .. £285,500 £ - £251,000 £ - £30,000 £ 4,500 
Plant. .. 162,690 - 130,000 20,000 8,190 4,500 
Stock. .. .. 241,000 - 178,000 40,000 14,000 9,000 
Debtors .. .. 80,100 - 56,000 10,400 8,700 5,000 
Subsidiaries Current Account 6,500 - 500 MED 

Dividends receivable. 4,500 DO 

Goodwill per Balance Sheets 17,000 - - 10,000 7,000 
Preliminary Expenses. .. 40,000 40,000 - 

45,600 35,000 9,000 Cash.. .. .. .. .. 100 500 1,000 
Investment at Adjusted Cost: 

In S 60,000 shares. 62,000 - 62,000 
In T 7,000 shares. 8, 000 - 8,000 
In V 10,000 shares. 12,000 - 12,000 
In T 30,000 shares. 29,000 - 29,000 
In V 5,000 shares. 5, 700 - 5,700 
In H 450,000 shares. 535,553 535,553 

Government Stock .. .. 1,000 - 1,000 
Revenue Account. .. .. - 13 9, 447 7,300 IMP 

£3525,143 £750,000 £717,000 £122,500 £69,890 £24,000 

LIABILITIES 

Share Capital .. .. .. £1,415,000 £750,000 £500,000 £100,000 £50,000 £15,000 
Creditors.. .. .. 83,500 - 62,500 10,700 7,500 2,800 
Contra Accounts. .. 4,300 2,200 500 
Stock Reserve .. .. 2,500 2,500 
Proposed dividends .. .. 3,000 7,500 
Revenue Account. .. 17,549 - 152,000 - 9,096 3,200 
Capital Reserve. .. .. 3,594 - 1,094 2,500 

£1,525,143 £750,000 £717,000 £122,500 £69,890 £24,000 



Vz1z ( 27) 

(c) The Consolidated Statement of Assets, Liabilities is :- 

.. £285, 500 

ASSETS 

00 .. .. .. .. Property .. .. .. 

Plant.. .. . . 60 .. DO .. .. .. .. .. 162,690 

Stock, less Reserve .. .. .. 00 .. .. .. .. .. 238,500 

Debtors .. .. .. .. .. .. .. .. .. .. 80,100 

Investment - Government Stock .. .. . . .. .. .. .. .. 1,000 

Cash .. .. .. .. .. .. .. . .. .. .. .. .. 45, 600 

Preliminary Expenses.. .. . .. .. .. .. .. .. 40, 000 

Goodwill per Balance Sheets 

Goodwill - Net Cost of Control 
.. .. .. 

to the Group: 
.. .. .. .. .. 17,000 

By S. By H. By Alpha 

In T th In Vd In S10 In T50 In V 
3 

In H10 

Adjusted Cost .. .. £29,000 £5,700 £62, 000 £8,000 £12,000 £535,553 

Less :Share of Cap. Res. 656 833 153 1,667 

£28,344 £4,867 £7,847 £10,333 

Par Value .. 30,000 5,000 60, 000 7,000 10,000 450,000 

Dr. £ 2, 000 £ 847 £ 333 £ 85,553 

Cr. £ 1,656 £ 133 

£1, 78 r. £3,180 Dr. 

To H1Qths .. £1,073 1,073 Cr. 4.. 
" Min Ints. S 

1-0 
ths 716 1,789 

£2,107 Dr. 

To Alphalpths.. .. £ 1,896 1,896 

To Yin.Ints.Hlpth .. 211 2,107 87,449 

£957,839 

LIABILITTFS 

Share Capital Alpha. .. .. .. .. .. .. 050,000 
Sundry Creditors. .. .. .. .. .. .. 83,500 

Capital Reserve V . . .. .. .. .. .. £ 2,500 

To S (,3.rd) . . .. .. .. £ 833 

2 
To H (.rds) .. 1,667 

2,500 

.. .. .. £ 1,094 

To S (Tths) .. .. .. .. £ 656 

To H (56ith) . . . . 153 

13 
To Yin. Ints. T 50.. 285 

1, 094 

Revenue Account.. .. .. .. £17,549 

Less: Minority Interests: 

13 
T 50 of 9,096 . .. 

4 1 3 
S 1U (S +. V +.- T). .. .. 

£ 2,365 

..Dr. 310 

1 6 2 7 

H 10 .1.110 .1.110 
S + V *65. T) .. 

(H 
15,494 

17,549 

Minority Interests/ 

Forward £ 833,500 
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LIABILITIES (Continued) 

£833,500 

Minority Interests: 

Share Capital .. .. .. .. 

Capital Reserve. .. .. .. 

Oth S TOths H 
4 13 

T 50Lhs 

.. .. .. £ 50,000 £ 40,000 

.. .. .. - - 

£ 13,000 

285 
Proposed Dividends .. .. .. .. .. .. - 3,000 - 

Revenue Account. .. .. .. .. .. .. 15,494 Dr. 310 2,365 
Net Cost of Control.. .. .. .. .Dr. 211 Cr. 716 - 

£ 65,283 £ 43,406 £ 15,650 124,339 

£957,839 

Notes: 

1. As the new group has not traded as a group, there is no balance on Revenue 
Account in the Consolidated Statement. All profits up to 1 :1 :46 are capitalised. 
The Minority Interests H £15,494 is arrived at thus - 

To ( H + "OS 43V +TOT ) 

2 7 

4.0H 
+ T0(S : X300+ s- T ) 

* 3 V * 50 T 

- 

1 152 000+6 

1 (152,000 + To 

Dr.7 300 3 x 9,096) 

465 Dr. t 

2 x 3 

2,133 

7 70 x 9,096 

+ 1,273 

= 
ÌO 

x 154,941 

_ 15,494 

2. Owing to the proximity of dates the figures of the new group of Alpha and its 
Subsidiaries may be reconciled with the old group of H and its Subsidiaries 
(ex.29) 

(a) Goodwill - Net Cost of Control £87,449. This is composed of - 

TOths (Alpha's interest in H) of 

(a) The Net Cost of Control per Consolidated Statement ex.29 .. £ 3,407 

(b) H's Hidden Goodwill £93,000 ammended to exact figure of .. 93,065 

(c) S's Hidden Goodwill £ 3,333 - unchanged from ex. 29 .. .. .. 

(d) V's Hidden Goodwill difference per note above .. .. .. .. 1,047 

£ 97,519 
(e) T's Hidden Aadwill difference per note above .. .. 353 

£ 97,166 

. the thereof 
To 

£ 87,449 

The figure of £87,449 can be arrived at also by taking the necessary 
proportions of the re- valuation figure for Hidden Goodwill (or Badwill) adopted by 
Alpha, viz:- 

K. £93,065 
9 
TOths thereof .. .. .. .. .. .. .. 

S. £ 3,333 Hidden Goodwill TOths of TOths thereof.. .. .. 

V. £ 3,000 Hidden Goodwill 9 of 3,000 + (la the of 
7. 

of £3, 000) .. 

thro' S 

Less/ 

£ 83, 75 9 

1,800 

2, 340 

£ 87,899 
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(a) (Continued) 

Forward £ 87,899 

Less: 

T £1,000 Hidden Padwill -1-0(5-6- of 1,000 4. (O ths of hs of 1,000)3 
thro' S. 

9 
10(140 4. 360) .. .. .. .. .. 450 

(b) Minority Interests £124,339 is made up thus - 

Figure in ex. 29 .. .. .. .. .. .. .. .. 

Add: Minority Interests H Toth if H's interest in the group. 

Valuation of group of H and its Subsidiaries per ex.29. 

Share Capital . .. .. .. .. .. .. £500,000 
Revenue Account, per Consolidated Statement .. 154,941 

£ 87,449 

.. £ 58,856 

£654, 941 
Less: ixet Cost of Control of Subsidiaries to H.. 3,407 

Valuation excluding Hidden Goodwill .. £651,534 

Toth thereof for H's ?!inority Interests .. .. .. 65,153 

Adjustmentsfor re- valuation of 7's Property by Alpha increase £1,500: 

S's Minority Interests' share of V islá of .rd or ÌSths 

H's Minority Interests' share of V is ÌO(7 t (lb x - ) 3 

thro' S 

1 2 1 13 r0(1) or50 

S and H together 
15 + 4 o - mths of £1,500 .. .. .. 330 

£124,339 

Note: No adjustment falls to be made for Alpha's revaluation of V's Hidden 
Goodwill or T Hidden Badtitiill, since it is a principle of Consolidated Statement: 
that the Minority Interests figure will exclude all Hidden Goodwill. 

(c) Property £285,500: This shows an increase of £1,500 which represents the new 
revaluation of V's Property £4,500 as agáinst H's revaluation figure of,£3,000 ii 

ex.29. 

(d) Cash £45,600: This shows an increase of £35,000 which is of course Alpha's cash. 

(3) Stock Reserve £2,500: 

This is the same figure as in ex.29. It could b argued that as Alpha has only 
a 9 /l0ths interest in the old group, the reserve could be reduced to 9 /10ths ffiß 

of £2,500 or £2,250. This would be a minimum figure for the new group. 

(4) It is pointed out that when Alpha placed a new value on V's Assets, in effect 
Alpha revalued the asset "Investment in Subsidiaries" in the Balance Sheets of 
the companies which hold V's shares, i.e. H and S. 



CHAPTER IX. Crossholdings. 

Subsidiary owning shares in the Holding Company. 

There is some doubt as to whether it is in order for a sub- 

sidiary to hold shares in the holding company as, in certain cases 

at any rate, such a situation when created appears equivalent to 

a company purchasing its own shares which amounts to a reduction 

of capital requiring Court sanction (Trevor v Whitworth 1887 12 

App. Cas. 409) . To take an extreme case, if a fully -owned sub- 

sidiary commenced buying shares in the holding company and continued 

buying until its holding was substantial, the legality of the 

transaction as a whole ̂appearA very doubtful. On the other hand, 

in practice, a company may be acquired by a large holding company, anc 

as at the date of purchase, the new subsidiary may have amongst its 

assets as an investment of surplus cash, some shares in industrial 

public companies including shares in the holding company. There 

seems no good reason why, because of that investment in the holding 

company, the subsidiary should not be acquired, or, alternatively, 

why the subsidiary should be compelled thereafter to realise its 

holding in tie holding company. 

The fact is cross -holdings do exist in practice. They make 

the preparation of a Consolidated Statement a little more difficult. 

The subsidiary's profits falling to the holding company partly 

revert back to the sabsiziâzy according to the latter's holding in the 

former. Of the amount returning, a proportion again goes back to 

the holding company and so on until the amount ultimately transfer- 

able is reduced to nil. These transfers affect the portion falling 

to be credited to the Minority Interests of the subsidiary as they 

take their share of each theoretical transfer. This is the only 

effect of the cross -holding from the group's point of view, i. e., if 

the subsidiary is fully -owned, the cross -holding does not affect the 

final consolidation figures of Revenue Account. 

Example 30 / 
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IX (2) 
Example 30 - Subsidiary awning shares in the Holding Company - Division of Profits 

owAs 
H, a Holding Company where current Revenue Account balance is Cr.£10,009( 3rds 

of the Ordinary Capital of S, where current Revenue Account balance is Cr. £3,000. 

S, however, also awns 4 of the Ordinary Capital of H. All holdings have been 

held since incorporation. 

If S declared all its profits as dividend, the Minority Interests would receive 

£1,000, (],/3rd) and H would receive £2,000 (2 /3rds). If H declared as dividend its 

entire profits, including the £2,000 received from S, S would receive £3,000 

(4 of 12,000). Now S would have a further £3,000 to distribute of which the 

Minority Interests would receive £1,000 (],/3rd) and H would receive £2,000 (2 /3rds) 

Again H would have a further £2,000 to distribute of which S would receive £500 (4) 

and so on, thus:- 

As per Accounts .. .. .. 

S's 
Pmts 

Divisible thus 

(1) 

M.I. 1/3 H 2/3 

£ 3,000 £ 1,000 £ 2,000 

From H (a).. .. .. .. .. £ 3,000 - 1,000 2,000 (2) 

" " (b).. .. .. .. .. 500 - 167 333 (3) 

n " (c).. .. .. .. .. 83 - 28 55 (4) 

" " (d).. .. 14 - 5 9 (5) 

(e).. .. .. .. 2 - - (say) 2 (6) 

" " (f).. .. .. .. 1 3,600 - (say) 1 (7) 

£ 6,600 £ 2,200 £ 4,400 

H's Group's Divisible Thus 
Pró its Share 4 to S 

From S (1).. .. L 2,000 
As per Accounts .. .. .. .. 10,000 

£ 12,000 L 9,000 £ 3,000 (I) 

From S (2).. .. £ 2,000 1,500 500 (b) 

(3).. .. .. .. £ 333 250 83 (c) 

(4).. 55 41 14 (d) 

(5).. 9 7 2 (e) 

(6).. 2 1 (say) 1 (f) 

(7).. . 1 1 (say) 

L 10,800 £ 3,600 

The total profits £13,000 may be stated thus: - 

S .. .. .. .. .. .. .. .. .. L 3,000 
Add: Share from H .. .. .. .. .. .. 3,600 

£ 6,600 
Less: Minority Interests S 1,/3rd .. .. .. 2,200 

To H.. .. £ 4,400 H . .. .. .. .. .. .. .. 10,000 

£ 14,400 
Less: Share falling to S 4 .. .. .. .. 3,600 

Group's share of H and S profits .. .. .. L 10,800 
Minority Interests S share of H and S profits 2,200 

£ 13,000 

The/ 



Ix (3) 
The above arithmetical calculation is cumbersome unless the cross -holding 

is of small amount which will reduce the amount of the transfers very quickly. 

The better method is to compute the group's share £10,800 and that of the Minority 

Interests,by the use of elementary algebra. 

In the above group each member's interest can be expressed thus : - 

H's true profits 

S's true profits 

= own profits + 2 /3rds of S's true profits 

own profits ± 4 of H's true profits 

Both H's and S's true profits are unknown. 

Note 
Let 4x = H's true profit) In selecting suitable multiples for X and Y regard 
Let 3y = S's true profit) should be made to the smallest fraction of profit which 

each company has to divide. H's profits have to be 
divided into fourths (select 4) T's into thirds (seliaat 3) 

Then 4x = 10,000 + 2y (1) 

and 3y = 3,000 + x (2) 

These are similtaneous equations which can easily be solved by expressing x in 
terms of y in one equation,and substituting that value in the other, thus : - 

Taking (2) 4x = 12y - 12,000 

Substituting that value for 4x in (1) 

12y - 12,000 = 10,000 + 2y 

l0y = 22,000 

y = 2,200 

Substituting £2,200 for y in (1) x is found 

4x = 10,000 + 4,400 
z = 3,600 

The group's share of the total profits is 3x c:- .. .. .. £ 10,800 
The Minority Interests S share of the total profits i 

g 
1yycr..., .. 2,200 

Total profits of H and S. .. L 13,000 
11=111111:=C 

As similar equations can be expressed for any group, however complicated, 
the division of post -acquisition Revenue balances (Revenue Account) between the 
group and Minority Interests can always be arrived at by this method. 



Ix (4) 

A Consolidated Statement of a group simply means a state- 

ment showing the position of the combine from the point of view 

of the shareholders of the holding company. Accordingly, when 

one of these shareholders is a member of the group, the par value 

of the shares held by that member, irrespective of whether the 

member is fully or partly -owned, is deducted from the share 

capital in the Consolidated Statement. The resultant figure for 

capital represents the shares held by what may be called "the 

outsiders" of the holding company, i.e. the share capital held 

by the personal shareholders of the holding company. 

Example 1 / 
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Ix (5) 
Example 31 - Subsidiar owning shares in Holding Company. Holdings bought on 

Ba ance ee ate a Ba ance eet price. 

The summarised Balance Sheets of H and S as at 31st December 1947, were:- 

Sundry Assets .. . 
ASSETS 

.. .. .. 00 

LIABILITIES 

Share Capital (in £1 Ordinary Shares). .. 

Creditors .. .. .. .. .. .. .. 

Revenue Account .. .. .. .. .. .. 

O 10 00 

O 0 0O 

O 0 .10 

H S 

. £120,500 £ 27,000 

.. £100,000 £ 20,000 

.. 10,500 1,000 
10, 000 6, 000 

£120,500 £ 27,000 

If it is assumed "Sundry Assets" are fairly valued in the above, H's shares are 
worth 22/- each and S's 26/- each. If a purchase of shares took place on 31st 
December 1947 at these prices H buying 4 of S, thereby makin<, it a Subsidiary and 
S buying 1/10th of H, the Balance Sheets would be :- 

ASSETS 

Investments: 
H S 

15,000 shares in S at cost 26/- each .. .. .. .. .. £ 19,500 £ - 

10,000 shares in H at cost 22/- each .. .. .. .. .. - 11,000 

Sundry Assets .. .. .. .. .. .. .. . .. 101,000 16,000 

£120,500 L 27,000 
=IIMS11111;1111s Z=11215=11=1=1111 

LIABILITIES 

Share Capital (in £1 Drainary Shares). .. .. .. .. .. £100,000 £ 20,000 
Creditors .. .. .. .. .. .. .. .. 10,500 1,000 
Revenue Account .. .. .. .. .. .. .. .. .. . 10,000 6,000 

£120,500 £ 27,000 

SOLUTION 

As full and fair prices have been given for the shares and Consolidated 
Statement of the group should bring out Net Cost of Control at Nil. Further the 
shares of S are still worth 26/- and accordingly the figure for Minority Interests 
S should be £6,500 (5000 shares at 2fy/- each) 
(a) The adjustments recuired in each company's accounts are: - 
H (1) Revenue Account.. .. .. .. 1.1r £ 4,b00 

To Investment Account (in S) .. .. .. £ 4,500 
(Being 4 S's credit balance on Revenue Account on 31st December 1947 £6,000 - 

pre-acquisition - when H bought 15,000 shares in S (á) 

<- -511 Revenue Account.. .. .. .. Dr £ 1,000 

To Investment Account (in H).. .. £ 1,000 

(Being ]/10th H's credit balance on Revenue Account on 31st December 1947 
£10,000- pre- acquisition- when S bought 10,000 shares in H (00th) 

(b) The aggregation of the adjusted Balance Sheets, is :- 

ASSETS 
Investments at adjusted Cost: 
In S 15,000 shares .. .. .. 

In H 10,000 shares .. .. .. 

Sundry Assets .. .. .. 

Capital .. .. 

Creditors .. .. 

Revenue Account.. 

. .. 
.. 

OS 00 00 00 

LIABILITIES 

. 

Total H S 

£ 15,000 L 15,000 
10,000 - £ 10,000 

117,000 101,000 16,000 

£142,000 £116,000 £ 26,000 

£120,000 £100,000 £ 20,000 

11,500 10,500 1,000 

10,500 5,500 5,000 

£1424.9 £116.000 £ 26 000 



(o) The Consolidated Statement is:- 

. 

zx (6) 

.. £117,000 

ASSETS 

Sundry Assets.. .. .. .. .. .. 

Goodwill - Net Cost of Control to the group: 

By S In By H In 
H ],/lOth S 3 

4 

£ 10,000 Adjusted Cost.. .. .. .. .. £ 15,000 
Par.. .. .. .. 10,000 15,000 

£117,000 

LIABILITIES 

Share Capital H .. .. .. £100,000 
Less: Held by S 4110 00 OS 00 .. .. . 10,000 

£ 90,000 
Creditors. .. 11,500 

Revenue Account .. .. .. .. .. . .. £ 10,500 
Less: Minority Interests S (by algebra) . . 1,500 9,000 

111111=10141=1F 

Minority Interests: 
S 

L 
4 

Capital. .. .. . .. .. .. .. . . £ 5,000 
Revenue Account .. .. .. . .. .. .. 1,500 6,500 

E117,000 

Notes: 

(1) The share of Revenue Account falling to the Minority Interests £1,500 and to 
the group £9,000 is arrived at thus : - 

Let 10x = H's true profits (i.e. own - 4 S's true profits) 
Let 4y = S's true profits (i.e. own 4/10th H's true profits) 

Then 10 x = 5,500 » 3y (1) 

and 4 y = 5,000 - x (2) 

.. 40 y = 50,000 - 10x 

:. 40y - 50,000 = 5,500 - 3y 

y = 1,500 

and x = 1,000 

Group's share 9x .. 

Minority Interests S y .. 

.. £ 9,000 
.. .. 1,500 

L 10,500 

These figures are obviously correct if one considers the Original Balance 
Sheets of the two members before the exchange of shares took place 

90,000 shares in H take 9`10ths Revenue Account 
5,000 shares in S take 4 Revenue Account.. .. 

thus : - 

.. £ 9,000 

.. 1,500 

S The shareholders of 5,000 shares (now the Minority Interests) are entitled 
to 4 of S's Revenue Balance of £4,000 as at 31st December 1947 and this 
will not be altered by the exchange of shares on 31st December 1947 (the 
same date) as the Revenue Balance of H at that date is not revenue to S 

but is paid for in the price given for H's shares. 

H/ 



Notes (Continued) (1) 
shares 

H The personal shareholders of 90,00q/(now the new "group" shareholders of H) take 

9 /10ths of H's revenue balance of £10,000 as at 31st December 1947. Again this 

is not increased by the purchase of S's Shares by If on 31st December 1947 since 

S's revenue balance is pre -acquisition and is paid for in the price given for 

the shares. 

(2) The figure for Minority Interests is £6,500 as was anticipated. This example 

therefore proves that even although s Subsidiary is partly- owned, the par 

value of all the Shares held by it in the H. Co. is deducted from Share Capita: 

in the Consolidated Statement. 



Capitalisation of the pre -acquisition revenue balance. 

(a)ass-holding created on acquisition of the subsidiary. 

In this case the subsidiary on the acquisition date by the 

holding company has already an Asset in its Balance Sheet repre- 

senting an investment in the holding company. Now no group 

existed when this investment was originally purchased and according- 

ly it would be treated like an ordinary investment. If correct 

accounting principles have been adopted by the subsidiary in the 

past, it will already have credited to Investment Account in its 

books, dividends or portion thereof declared for a period prior 

to purchase. This is the normal .)rocedure with regard to ordinary 

investments. An accrued dividend only is included in the purchase 

price of an ordinary investment. This is a very different situa- 

tion from the case of an investment in a subsidiary where the 

purchaser can control the amount of the dividends to be paid in the 

future and is therefore primarily concerned with expected future 

profits. This distinction accounts for the higher price per 

share which a prospective purchaser is prepared to offer in the 

special circumstances where control of a company will pass into 

his hands if his offer is accepted. There are therefore two rules. 

(1) In the case of an ordinary investment, the purchase price 
includes only the expected dividend up to date of pur- 
chase, and - 

(2) In the case of an investment in a subsidiary, the purchase 
price includes the expected profits up to date of purchase. 

It follows that in the Consolidated Statement of the new group, 

there is no question of the subsidiary capitalising its share of 

the holding company's Revenue Account balance at the purchase date. 

The balance on the holding company's Revenue Account at that earlier 

date is therefore of no moment. 

At the later date when the holding company acquires control of 

the subsidiary, the interest purchased is not only an interest in 

the subsidiary but an interest in the holding company itself. The 

purchase price of the subsidiary's shares must be deemed to include 

not only the subsidiary's profits (or a proportion thereof, if it 

is / 



it is a partly -owned subsidiary) up to purchase date, but also a 

proportion - it may be a very small proportion - of the holding 

company's own profits up to the same date. 

In any subsequent Consolidated Statement the pre -acquisition 

revenue balance to be capitalised by the holding company which, by 

the purchase of shares in the subsidiary already holding shares in 

the holding company, has created a cross -holding in the new group, 

is easily calculated by s taking the appropriate share of the 

figure representing the true balance on Revenue Account of the sub- 

sidiary at the date of purchase, i.e. its own balance together with 

the subsidiary's share of the balance on Revenue Account of the 

holding company as at the same date. This is a straightforward 

'a plusb" computation; there is no question of the cross -holding 

otherwise affecting the calculation. 
1 

Ex. S. bought 100th of H's Ordinary Capital in 1ß30 when H 

had a credit balance on Revenue Account of £5,000. From dividends 

received in 1931 S. credited to Investment Account £30 representing 

the proportion declared for the period prior to purchase. 

In 1947 H. bought Cths of S's. Ordinary Capital when S's. 

books disclosed that S. had a credit balance on Revenue Account of 

£810 while it was estimated from H's. books that H's. credit balance 

on Revenue Account on that date was £7,000. H's. holding in S. is 

at cost in H's. books. 

Solution: No group existed up to 1947 but, thereafter, in the preparation 

of the Consolidated Statement, the value of investments must be 

written down thus:- 

(1) H. should write down the value of its holding in S. by 
£660. The adjustment is - 

Revenue Account Dr £660 

To Investment Account (in S.) £660 
(being ?ths of S's. credit balance on Revenue 
Account in 1947 - pre -acquisition when H bought 
3ths S.) 

S's. credit balance on Revenue Account per S's. 

books in 1947 

Add : 1 15th of H's. credit balance on Revenue 
Account per H's books in 1947 70 

£880 
H's. share 4 the thereof £ 60 

Less: Dividends credited by holding company to 

- Investment Account nil 
Amount to be capd. for consolidation purposes --- 

Note: 
Ti- Information garding H's bal. on Rev. A/c £bo0 

(b) / k£j,000 in 1930) is not therefore required. 

£810 



(b) Cross -holding created on the date the subsidiary acquired 
the shares in the holding company. 

In the converse circumstances when an existing subsidiary 

subsequently buys shares in the holding company and thus creates 

a cross -holding, the amount to be capitalised as the pre -acquisition 

balance by the holding company remains the same as that prior to 

the existence of the cross -holding, while the amount to be capitalis- 

ed by the subsidiary is the relative proportion of the holding 

company's Revenue Account as adjusted for the holding company's 

share (revenue portion only) of the Revenue Account of the subsi- 

diary as at tLe date the subsidiary purchased the shares in the 

holding company. The purchase of shares in a holding company by 

a subsidiary is not an ordinary investment but really amounts to 

a holding company indirectly purchasing its own shares. 

Ex. H. bought -iths of S's. Ordinary Capital in 1940 when S. 

had a credit balance on Revenue Account of £1,000. Subsequently 
1 

in 1947 S. bought 100th of H's. Ordinary Capital when H. had a 

credit balance on Revenue Account of £9, 850 and S. had a credit 

balance on Revenue Account of £1,200. All holdings are stated 

at cost in the books of H. and S. 

Solution: In the Consolidated Statement prepared before and after the 

existence of the cross -holding, H. must capitalise £750, being 

4ths of £1,000. 

In the Consolidated Statement prepared after the existence of 
1 

the cross -holding, S. must capitalise 100th of H's. true Revenue 
1 

3 a 1 th of £10,000 made up thus Account balance, i, e. 100th (H. S. 100 

H's. Rev. A/c balance in 1947 is: £9,850 

Add: 4ths of S's. Rev. A/c balance in 1947 
w th s of Z1,200 900 

£10,750 

Less: ithaof S's. Revenue Account balance in 

1940 which should have been capitalis- 
ed by H. ¿ths of £1,000 750 

100th thereof £100 £10,000 

Note: In this example, the shares are "at cost" in the financial 
books. If dividends had been credited to Investment Account, 
the amount thereof would reduce the amount of the actual con- 
solidation adjustment. 

Net / 



Net Cost of Control. 

In stating Net Cost of Control at cost to the group, it has 

already been shown that the Minority Interests of a subsidiary are 

allocated their shares in the Net Cost of Control figure of any 

sub -subsidiary which the subsidiary controls or in which the sub- 

sidiary holds shares. This arithmetical allocation has the 

effect of excluding all "hidden" Goodwill in the Minority Interests 

figure of the Consolidation Statement (see page vi.(%)). similarly, 

where part of the Assets of a subsidiary is invested in the holding 

company, the Minority Interests of the subsidiary, whose assets are 

so invested, are allocated their share in what may be conveniently 

called the Net Cost of Control of the holding company. (Strictly 

speaking, of course, control of the holding company has not been 

acquired, but the term Net Cost of Control is used to cover the 

difference between Adjusted Cost of the shares (minus (or plus) a 

proportion of any Capital Reserve) and par value of an investment 

in any member of a group.) This share is calculated according to 

the principles used in arriving at the Minority Interests share of 

Revenue Account, as the position of the Minority Interests in re- 

gard to the Net Cost of Control of the holding company by the sub- 

sidiary, and vice versa, is similar in principle to that of post - 

acquisition revenue balances of the two companies - the Minority 

Interests take a share of each theoretical transfer between the 

two members. 

xample 2 
/ 



Er)c Prnn . 



IX (12) 

maple 32 - Subsidiary owning shares in Holding Company. Shares bought at 
different dates at market value. tividends credited to Investment 4/c. 

The summarised Balance Sheets of a group at 31st December 1947, are : - 

ASSETS 

Sundry Assets.. .. .. .. .. .. .. .. .. 

Goodwill at cost .. .. .. .. .. .. .. .. 

Investments: 

15,000 shares in S at cost.. .. .. .. .. .. 

10,000 shares in H at cost.. .. .. .. .. .. 

Less: Dividend credited in 1940 .. .. .. .. 

LIABILITIES 

Share Capital (in £1 Ordinary Shares) .. .. 

Creditors. .. .. .. .. .. .. 

Revenue Acoount .. .. .. .. .. 

.. 

.. 

H S 

£ 89,100 £ 15,000 
10,000 500 

.. .. 18,000 

.£ 11,350 
250 _ 11,100 

. . 0. 
O. 

. . . 

£117,100 £ 26,600 

£100,000 £ 20,000 
10,500 1,000 
6,600 5,600 

£117,100 L 26,600 

Notes: 

(1) S acquired 1/10th of H in 1939 

(2) H acquired 4 of S in 1941 when S's books showed a credit balance on Revenue 

Account of £600 
and H's books showed a credit balance on Revenue 

Account of £1,100. 

SOLUTION 

(a) The Adjustments required in each company's accounts, are: - 

S No adjustments required. The 10,000 shares held in H were purchased before 

the group was formed and can therefore be considered an Ordinary Investment 

H (1) Revenue Account .. .. .. .. .. .. Dr. £5322 

To Investment Account (in S).. .. .. .. £5321 

(Being 4 of S's credit balance on Revenue Account in 1941 pre-acquisition- 

when H bought 15,000 shares in S 4, made up thus : - 

Credit balance per S's books in 1941.. .. 

Add: 1/10th interests in H ]/10th of 1,100 
.. .. .. £ 600 

.. .. .. 110 

£ 710 

thereof .. .. £ 5322 

(b) The aggregation of the adjusted Balance Sheets is - 

ASSETS Total H S 

Sundry Assets.. .. .. .. .. .. .. £104,100 £ 89,100 £ 15,000 
10, 500 10, 000 500 Goodwill.. .. .. .. .. 

Investments at Adjusted Cost.. 

In S 15,000 shares .. .. 

H 10,000 shares .. . . 
.. .. 

LIA BI LIT IES/ 

.. 

. . 

. . 

. . 
.. 
.. 

17,4671 17,4672 - 

11,100 - 11,100 

£1 ,1672 lle 6, 26,600 



b) Continued: 

Capital. .. .. 

Creditors .. .. 

Revenue Account .. 

LIA BILITIES 

. . 

. . 

(c) The Consolidated Statement, is :- 

ASSETS 

Sundry Assets .. .. .. .. .. .. .. 

Goodwill - per Balance Sheet .. .. .. .. 

Goodwill - Net Cost of Control to the group: 

Adjusted Cost .. 

Par .. .. . . .. 0O 

.Ix (13) 

Total H S 

£120,000 £100,000 £ 20,000 
11,500 10,500 1,000 
11,6671 6,0672 5,600 

£143,1672£11 26,600 

. . 

ByS In ByH In 
H ],/lOth S 4 

.. £ 11,100 £ 17,4672 

.. 10,000 15,000 

Less: bíinority Interets S (see below) .. 

LIABILITIES 

£ 1,100 £ 2,467i 
V 

£ 3, 5672 
.. 364 

£104,100 
10,500 

3,2031 

£117, 5034. 

Share Capital H.. .. .. .. .. .. .. .. .. .. .. £100,000 
Less: Held by S .. .. .. .. .. .. .. .. .. .. 10,000 

L 90,000 
Sundry Creditors. .. .. .. .. .. .. .. .. .. .. 11,500 
Revenue Account.. .. .. .. .. .. .. .. .. £ 11,6671 

Less: Minority Interests S (see below).. .. .. 1,677 9,990 

Minority Interests: 

Capital .. .. .. . . 
Revenue Account .. . 
Net Cost of Control. . .. 

Notes: 

S 

. . . . £ 5,000 

.. .. 1,6772 

.. Dr. 364 6, 3132 

£117, 8032 

(1) The share of Revenue 
Interests and 

Let 10 x = 

Let 4 y = 

Account and of Net Cost of Control 
to the group are both computed by algebra. 

Revenue Account £11,6672 

falling to Minority 

H's true Revenue balance. 
S's true Revenue balance 

10 x = 6,0671 + 3y (1) 

and 4 y = 5,600 + x (2) 

10 x = 40y - 56,000 
37 y = 62,0672 

y 1677.5 
and x 1,110 

Group's share 9x 
Minority Interests S Y 

.. Si 

Net Cost of Contro],/ 

.. .. 

. 

.. £ 9,990 

.. 1,6772 

£ 11,6672 



Notes (Continued) 

(1) (Continued) 

Net Cost of Control £3,5672 

Let 10x _ H's true share of Cost of Control 
and 4y = S's true share of Cost of Control 

10x c 24672 + 3y 

and 4y = 11,000 + x . 

10x = 40y - 11,000 
37y 13,4672 
y = 363.99 
x = 355.94 

Group's share 9x 

Minority Interests S 
.. 

y .. 

.. .. 

.. .. 

ix (14) 

.. £ 3,2031- 

364 

£ 3,5672 

(2) 'l'he Minority Interests S £6,3132 can be reconciled by independent calculation 
from the Balance Sheets, thus:- 

Let £40x = true value of S's 
Thus 30x = true value of H's 
H's business is worth therefore. 

business including its investment 
holding in S 
Share Capital t Revenue Account t 

of investment in 
value 

in H 

true value 
S less Book 

= 100,000 + 6,600 - 30x - 18,000 

= 88,600 T 30x 

V10th of H's business (10,000 shares held by S)is worth £(8,860 + 3x) 

S business is therefore worth - Share Capital t Revenue Account + true value 
of investment in H, less Book Value. 

:. 40x = 20,000 + 5,600 + (8,860 + 3x) - 11,100 
37x = 23,360 
z = £631.35135 

:. true value of S's business 40x is £25,254.054 (20,000 shares) 
Minority Interests of S lbx 6,313.513 ( 5,000 shares) 

(which agrees with figure in Consolidation) 

(3) The advantage of using the procedure recommended throughout this book - of 
debiting Revenue Account of the H Company with the pre- acquisition Revenue 
Balance of the Subsidiary (see H(1) in foregoing example) - is that the 
adjusted revenue balance become entirely revenue from the group's view -point 
and can be divided up between the group and any Minority Interests (by the use 

of algebra to give effect to the cross -holdings). If this adjustment is not done 
in the Revenue Accounts of the Company which holds the shares but left 
unadjusted till a later stage in the process of consolidating - the convention 
method given in most text books and used for demonstration purposes in 
examples 2 and 3 - the position is involved as Profit and Loss Account 
balances transferred to members are partly capital (the pre -acquisition 
proportion) and partly revenue (the post -acquisition proportion). The cross - 
holding makes the conventional method cumbersome and unnecessarily complicated. 
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Cross -holdings in subsidiaries themselves. 

Cross -holdings between subsidiaries themselves, while a little 

uncommon, are sometimes met with in practice. Two companies may 

make an exchange of shares to promote closer co- operation and, 

thereafter, both these associated companies may be bought by a 

holding company. In the preparation of the subsequent Coñsolidated 

Statement the Cross -holding must be taken into account in the treat- 

ment of post -acquisition results of the new group. In the calcula- 

tion of the associated companies' pre -acquisition revenue balances 

which require to be capitalised by the holding company, the question 
acecamt 

of taking 4pftebo epglaut aß the Cross- holdingAdepends on the time 

factor. If both the associated companies were purchased by the 

holding company on the same date, the Cross -holding would require 

to be taken into account in the determination of the pre -acquisition 

revenue balance of both associated companies. But if they were 

not bought on the same date, the Cross -holding would only be taken 

into account in arriving at the pre -acquisition revenue balance of 

the associated company which was purchased last. In the case of 

the associated company purchased first, the investment in the other 

associated company is an ordinary investment. 

When a holding company acquires another holding company in 

which a Cross -holding exists, one must take the Cross- holding into 

account for the purpose of allocating the post- acquisition results 

and also of arriving at the pre -acquisition balance of the subsi- 

diary. 
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Example 33 - Subsidiary owning shares in Sub -subsidiary and vice versa. 

Let it be assumed that the group in the previous example was acquired by Alpha on 
31st December 1947,A4ihapurchasing 80,000 Ordinary Shares of H and the Balance Sheet 
of Alpha as at 31st December 1947, together with these of H and S as before, were - 

ASSETS Alpha H S 

Sundry Assets 00 Oil .. 00 00 .. £162,000 £ 89,100 £ 15,000 
Goodwill .. .. .. 00 00 08 00 O0 00 - 10,000 500 
Investments: 

15,000 shares in S at cost ... OO 00 Oft 00 00 - 18,000 
80,000 shares in H at o ost . . 00 00 00 00 00 88,000 
10,000 shares in H at cost .. .. .. .. £ 11,350 

Less: Dividend credited .. .. .. .. 250 - 11,100 

£250,000 £117,100 £ 26,600 

LIA BI LIT IES 

Share Capital (in £1 Ordinary Shares) OS .. £200,000 £100,000 L 20,000 
Creditors .. . O0 . . . .. .. .. .. 30,000 10,500 1,000 
Revenue Account.. .. .. 00 . . ADO 00 .. 20,000 6,600 5,600 

£250,000 £117,100 £ 26,600 

SOLUTION 

(a) The Adjustments required in each company's accounts, are: - 

S as in previous example. 

H (1) As in previous example. 

Alpha (1) Revenue Account .. .. .. .. .. Dr. £8,880 
To Investment Account (in H) .. .. £ 8,880 

(Being V5ths H's true Revenue balance as at 31st December 1947 - 
pre- acquisition - when Alpha bought 80,000 shares in H 4,/5ths, made up thus- 

H's true Revenue Account balance 10x (per Note 1 on solution in previous 
example) Cr. £ 11,100 

Alpha's share 4,/5ths thereof .. .. £ 8,880 

(b) The Aggregation of the adjusted Balance Sheets, is:- 

ASSETS Tötaì Alpha H S 

Sundry Assets .. .. . 

Goodwill per Balance Sheet. .. 
Investments at Adjusted Cost: 

.5 

.. 

£266,100 £162,000 
10,500 - 

£ 89,100 £ 15,000 

10,000 500 

In H 80,000 shares.. .. 79,120 79,120 

S 15,000 shares.. . 17,4672 - 17,467i 

H 10,000 shares.. . . 11,100 - 11,100 

£384,284E241,120 £116,567i£ 26, 600 

LIABILITIES 

Capital .. .. . . .5 . 0 £320,000 £200,000 £100,000 £ 20,000 

Creditors .. .. 00 . 41,500 £ 30,000 L 10,500 1,000 

Revenue Account.. 00 00 00 22,7872 11,120 6,0672 5,600 

£384,281£241,120 £116,5672£ 26,600 



T 

(o) The Consolidated Statement, is :- 

ASSETS 

Sundry Assets. .. .. .. .. 

Goodwill per Balance Sheets.. .. .. .. 

Goodwill- Net Cost of Control to the Group: 

Adjusted Cost. 
Par. .. .. 

.. .. .. .. 
00 410 . . 00 

00 

.. 0. 
.. .. 
.. .. 

Ix (17) 

By S In By H In By Alpha 
H 1/10th Iá H,4,/5 

£ 11,100 £ 17,4671 £ 79,120 
.. 10,000 15,000 80,000 

Less: Minority Interests: 

S (as before y). .. .. £ 364 
H (x in previous example). 356 

£266,100 
10,500 

£ 1,100 £ 2,4672 £ 880 Cr 
t 

V 
t 

Dr.£3,5672 

720 

£2, 847tDr £ .880Cr 1,9671 

LIABILITIES 

£278,567i =. 
Share Capital Alpha .. .. .. .. .. .. £200,000 
Creditors. .. .. .. .. 41,500 

Revenue Account .. .. .. .. £ 22,7872 
Less: Minority Interests: 

S (as before.y) .. .. .. .. .. .. £ 1,6772 
H (x in previous example) .. .. .. .. 1,110 2 J 2 7871 

20,000 

Minority Interests: H 1/10th S 

Capital .. .. .. .. .. .. .. .. .. £ 10,000 £ 5,000 
Revenue Account .. .. .. .. .. .. .. 1,110 1,6772 
Net Cost of Control. .. .. .. .. .. Dr 356 364 

£ 10,754 £ 6,313, 17,0671 

£278,5671 

Notes: 

1. As the cross -holding between H and S existed prior to Alpha's purchase of shares 
of H, H and S must be considered first to arrive at the true Revenue balance and 
true Cost of Control of each member. 

2. The Revenue Account balance in the Consolidated Statement £20,000 is exactly Alphef 
credit balance on 31:12 :47. This is correct as those of H and S are either 
capitalised as pre- acquisition or fall to the Minority Interests as the case may 
be; H and S provide no revenue to the new group up to 31st December 1947. 

3. The Minority Interests of H are 1/10th. H's share Capital is held thus: - 

By Alpha (the Holding Co) 4/5ths 80,000 shares 
By S (a Sub -subsidiary) 1,/10th 10,000 shares 
By Minority Interests 1/10th 10,000 shares 

100,000 

The Minority Interests H therefore take 1/10th of the Revenue balance of H and 
1/10th of the Net Cost of Control to H. These 110th shares are X in the 
relative equatibne in the previous example 
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Example 54 

zx (18) 

Associated Companies becoming partly -mined Subsidiaries of a Holding Company 

S. and T. are two associated companies having made an exchange of shares 

many years ar-o. On 31st December 1944 H. buys 50,000 shares in S. and 55,000 

shares in T. The balance Sheets of the three companies as at 51st December 19Ía)í 

are:- 

Assets 

Sundry :assets 

Inve str,ent s : 

H. 

£237,500 

S. 

£ 88,000 

11,020 

T. 

£ 66,000 

In T.( ,'h) 10,000 shares at cost, 
less dividends credited .. 

In S.(4th) 20,000 shares at cost 
less dividends credited .. 25,000 

In T.X72th) 55,000 shares at cost 52,500 

In S.(ths)50,u0u shares at cost 60,03u 

û550 , 003 L )9,020 L 91,000 

Share Ca.p ital (in Ll 

Liabilities 

Jrdinary 

Shares) E200,000 £ 80,000 £6 o , 000 

Creditors .. 90,000 10,300 6,000 
devenue Account 60,000 9,020 25,000 

E550,000 L 99,020 £ 91,000 

Solution: 

(a) The adjustment, required in each company's accounts are, 

T. ''o adjustrent reclired. The Investment in S. can be regarded 

as an ord ; ar,r investment. 

S. ..c. Do. Jo. 

r.s S. and T. were acquired concurrently the pre- acquisition 

revenue balances of both S. and T. must be calculated after 

taking into account the cross -holding. 

Let 8x - S.'s true revenue balance 

" 12y = T.'s 
u n n 

Then 8x = S. ; 1/6th T 

= 9020 2y 

and ley = T. s .t S. 

_ 25,000 4 Cx 

(1) 

(2) 

.forking out these similtaneous equations 

x - 1,720 
and y = 2,70 

The division therefore is: 

Group's share of T. (7y) . £16,590 
n s, (5x) 8,600 

`inority Interests `_' . (y) . . 7,110 
R tI S. (x) .. 1,720 

Total ? evenue balance of S.and T. . . £34,023 

(9,020 4 25,000) 



Ix (19) 
H.1. ::.evenue Account Dr.£8,600 

To Investment Account (in S.) £8,600 
(Being, áths of S.'s true revenue balance at 31/1 /)) - 

pre-acquisition when H. acquired 50,000 shares in S.(ths). 

H.2. i?evenue Account .. ., Dr.£16,590 
To Investment Account (in T.) £16,590 

(Being 7 /12ths of T.'s true revenue balance at 3112/101 - 

pre-acquisition when H. acquired 35,000 shares in T.(7 /12ths). 

(b) The Aggregation of the adjusted Balance Sheets is: 

S. 

£ 68,000 

11,020 

T. 

£ 66,oUo 

25,000 

Assets Total H. 

£237,500 Sundry Assets 
Investiiel:ts at cost-less 

dividends credited; 

In T.(6th)10,000 shares 
In S.(4th)20,00U shares 

£391,500 

11,020 
25,000 

Investments at adjusted cost 
In T.(72thF) 35, '^ shares 35,910 35,910 
In S.(-;ths) 5 ",O)0 shares 51,400 51,400 

£ 514,830 £32)1,810 £ 99,020 £ 91,000 

Liabilities 

Share Capital .. £ 340,00u £200,000 £ 80,000 £ 60,0o0 
Creditors .. 106,000 90,000 10,0J0 6,oùo 
Revenue Account 68,830 34,810 9,020 25,000 

£ 514,870 £524,810 L 99,020 £ 91,000 

(c) The Consolidated Stace ?::ent of Assets and Liabilities at 31st Lece :::ber 1944 is 

Assets 

£391,500 Sundry Assets 
Goodwill - Let Cost of co:I;,rol to the group 

77 T. By S. By H. 

in S. :th) in T. ,'th) In S.BL-,hs In T. (._y 

Adjusted Cost £25,000 £11,020 £51,400 £35,910 

Par 20,000 10,UUJ 50,0U5 35,Uov 

£ 5,060 £ 1,020 £ 1,400 £ 910 

Less: 

'i.noritzr Intarests 
S.(see below) rh1 

T. " " 1,371 

6,717 3,629 L 778 L 1,400 £ 910 

£398,217 

Liabilities 

Share Capital H. £200,000 

Creditors 106, 000 

Revenue Account, H.only 
ìnority Interests: 

60,000 

In S. -&th In T. -4th 

Share Capital .. £10,000 £15,000 

Revenue Account .. 1,720 7,110 

Bet Cost of control Lr. P4,' Dr. 1,371 

£11,i78 £20,739 32,217 

£ 398,217 
Notes on solution 
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i :otes on solution 

1. ,yet Cost of Control The proportion fallin ¿r to the ..inority Interests 

Let 

is arrived at thus:- 

8x = S.'s true share thereof 
" 12y - T.'s " 

u u 

Then 8x = 1,020 + 2y (1) 
and 12y = 5,000 a 2x (2) 

Solving these siniltaneous equations the values of x and y are, 

x - ltll7 
and y - 456.95. 

The division therefore is:- 

-roup' s siiare of T. (7y) £5,198 
ti tt tt 

S. 5x) . 
:.inority Interests T.(jy) .. 1,571 

n n u S.( x) .. 242 

at cost of control of S.and T. .. £6,c20 
(1,020 1 5,ûu0) 

2. evenue J-:ccount in the Consolidated Statement is obviously H.'s balance 
only (£60,000). The balances on _?evenue r_ccount of S. and T. are 
both r.re -acquisition so ^ar as the g7roup is concerned. 

3. -he iinority Interests of S. and T. can be arrived at independently 
frOD: an examination of S. and T.'s balance Sheets, thus: 

Let e4x = true value of S.'s business (excluding hidden Jcodvrill) 
Then 6x = T.'s holding in S. (4th) 

T.'s business is worth £60,000 L £25,.iw L (6x - 25,000) 
true value .book value. 

= 60,000 + 6x 

1 /6th of T.'s business is 1J,000 + x 

S.'s business is worth 80,00O + 9,620 1((10,000 L x) - 11020 ) 

(true value. book value.) 

i.e. 24x - 80,000 4 9,020 s 10,000 1 x - 11,020. 

= 5,826.1 

S's ..inority Interest is 5x or £11,478. 

T.'s business is worth 600'0 + 25,0u0 + (22,956 - 25,000) 
bx 

- F32,956 

%. T.'s .inority Interest is :nth or £20,759. 

Cross -holding in larger groups. 

Four examples are now given in order to demon- 

strate the treatment of cross -holdings in larger 

groups. 

Example 35 / 
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5. 

Groin of 4 Members with simple cross- holdir . 

The summarised Balance Sheets of a Group at 31st December 1947 are - 

Ix (21) 

Assets 
H. S. T. V. 

Sundry Assets .. .. .. £10,800 £30,600 £15,000 £15,600 
Goodwill at Cost. .. .. 1,000 2,000 - - 

Investments. .. .. .. 19,900 2,100 3,000 1,700 
Profit and Loss Account .. 1,000 

0, 700 £34, goo £19 , 000 £i7, 3Ú0 

Liabilities 

Share Capital (in :1 Shares): 
Ordinary.. .. .. .. .. £20,000 2, 5,000 £10,000 £ 4,000 
7 Preference. -- - - 6,000 

Debentures.. 1,000 15,000 - 1,000 
Creditors .. .. .. ... 4,400 12,700 9,000 3,300 
Profit and Loss Account .. .. 6,300 2,000 - 3 000 

Notes. 

1. The details of ''Investments" are - 

H. 4,000 Ordinary Shares (.5ths) in S. 

at cost .. .. 

Isss: Dividends credited.. 

£31,700 £34,700 £19,000 £17,300 
111211011=7=Ir= Z=11=1=1:= ,t---,- 

.. £ 5,200 )Bought 
on 14th June 1940 when 

S.'s credit balance on P.& L. 
9"0) A /c.was estimated at £1,000 

£ 4,300) and H.'s estimated at £5,000, 

(Bought on 21st July 1941 when 
5,600( it vial estimated T. had a 

( debit balance on P.& L.A /c. 
( of £700. 

7,000 Ordinary Shares () in T. 
at cost .. 

10 

3,000 Ordinary Shares (4ths) in V. 

at cost .. .. .. .. 

3,000 Preference Shares (2) do. 

(Preference Shares have a 

preference for dividend and 
capital.) 

7,000 Bought on 31st Dec. 1947. 

3,000 Bought on 30th April 1947. 
(V.'s 1947 Preference 
dividend not yet declared.) 

As per HH.'s Balance Sheet .. 219,900 

S. 2,000 (nth) Ordinary Shares in H. 

at cost, less dividends credited £ 2 Bought on 30th November 1938. 

T. £3,000 Debentures in S. at cost .. £ 3,000 

V. 2,000 Ordinary Shares (15th) in T. 

at cost, less dividends credited £ 1,700 Bought in 1930. 

2. V.'s Preference Shares are non-cumulative. They enjoy a preference for 

dividend and capital, but have no further rights. 

Solution. 

(a) The adjustments required in each Company's Accounts are: 

V.1. Revenue Account .. .. .. .. .. .. .. Dr. £ 450 

To Preference Dividend outstanding.. .. .. 

(Being 1947 Preference Dividend accrued) 

H.1. Outstanding Dividends Receivable Account .. .. Dr. £ 225 

To Revenue Account .. .. .. .. .. .. 

Investment Account (in V.'s Pref.) .. .. 

(Being 1947 Preference Dividend from V. in 

respect of 3,000 Preference Share in V. 

bought by H. on 30th April 1947 ( ?d capitalised) 

H.2. / 

£ 450 

£ 150 

75 
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H.2.. Revenue Account .. .. .. .. .. Dr. £ 300 
TO Investment Account (in S.) .. .. .. .. .. 

(Being proportion of S.'s credit balance on 
Revenue Account (pro- acquisition) at 14th J2ne 
1940 when $ bought 4,000 Ordinary Shares (5) 
in S., made up thus: 

Cr. balance at 14th June 1940, 
estimated from S.'s books .. .. £1,000 
Add 1cth of H.'s Cr. balance on 14th 

1June 1940 (S. holds 
1 117 

of H.), 

10 
h of £5,000 .. .. .. 500 

500 

5 hs thereof falling to H. £1,200 

Less: Dividend credited to Invest - 
ment Account by H. .. .. 

To be capitalised .. 

900 

£ 300 

H.3. Investment Account (in T.) .. .. .. .. .. Dr. £ 490 
To Revenue Account .. .. .. .. .. .. .. 

(Being !ths T.'s debit balance on Revenue A /c., 
£700,1ón 21st July 1941 (pre -acquisition) when 
H. bought 2 the T . ) 

10 

H.4. Revenue Account .. .. .. .. .. .. .. Dr. 
To Investment Account (in V.) .. .. .. .. .. 

(Being the V.'s credit balance on Revenue A/c., 
£2,350, on 31st Dec. 1947 (pre -acquisition) 
when H. bought the of V.'s Ordinary Capital, 
made up thus: 

V.'s Cr. balance per Balance Sheet. £3,000 
Less: Accrued Preference Dividend, 

V. for 1947 .. .. .. 450 

£2,550 

4th Less: of T.'s debí balance, 
£1,COC (V.owns 5 h T.) .. 200 

~2,350 

Yths thereof to H. .. £1,7622 

£1,762 2 

L 300 

£ 490 

£1,7622 

Note: No pre -acquisition adjustment is required in respect of the 2,000 
Ordinary Shares in H. held by S., and of the 2,000 Ordinary Shares 
in T. held by V. Both these holdings were ordinary investments 
existing before the croup 

(b) The Aggregation of the adjusted Balance 

Assets 

was formed. 

Sheets 

Total 

is: 

H. S. T. V. 

Sundry Assets .. .. .. .. £72,000 £10,800 £30,600 á15,000 £15,600 
Goodwill, per Balance Sheets .. 3,000 1,000 2,000 - - 

Dividend Receivable outstanding. 
Debentures.. .. .. .. .. 

- 

- 

225 
- 

- 

3,000 - 

Investments at Adjusted Cost: 
In S. 4,000 Shares. .. .. 4,000 4,000 

" T. 7,000 " .. .. 6,090 6,090 

" V. 3,000 Preference Shares 2,925 2,925 
" V. 3,000 Ordinary It 

" T. 2,000 Shares .. .. 

5,2372 
1,700 

5,2371 
- 1,700 

" H. 2,000 " .. .. 2,100 2,100 
Revenue Account.. .. .. .. - 1,000 

£97,0522 £30,2772 £34,700 £19,000 £17,300 

Liabilities / 



Liabilities 

H. S. 

ix (23) 

T. V. Share Capital: 
Total 

Ordinary .. .. .. .. £39,000 £20,000 £ 5,000 £10,000 £ 4,000 
Preference. .. .. .. 6,000 - - - 6,000 

Debentures .. .. .. .. 14,000 1,000 15,000 - 1,000 
Creditors .. .. .. .. 29,400 4,400 12,700 9,000 3,300 
Preference Divid end for 1943 .. 225 - - - 450 
Revenue Account .. .. .. 8,4272 4,877* 2,000 - 2,550 

.97,0522 £30,2772 £34,700 £19,000 £17,300 
.MMii_.._. .Mii. ,momulerausame _ sow....v.. .10111MNIMINMe 

(c) The Consolidated Statement is - 

Sundry Assets .. .. 

Goodwill, per Balance 
Do. Net Cost of 

:,djusted Cost .. 

Par .. . . .. 

.. 

Sheets 
Control 

By S. 

Assets 

.. 

.. 

.. .. .. 

.. .. .. 

By H. 

.. £72,000 

.. 3,000 

.. .. .. 

.. .. .. 

to the Group - 
By V. 

II. 
4 

In T. 5 213.'5 In %4 In V.Ord. 
., 

In V.F2eß. In 

£2,100 

2,000 

£1,700 £1,000 

2,000 4,000 

£6,090 £5,237 
7,000 3,000 

£2,925 
3,000 

Dr. £ 100 . £2,2372 
Cr. £ 300 L. 910 £ '75 

v 

Z1, 252i ,r Dr. 

Less: Linority 
75 225 Interests V.4 

100 £1,0272 

Less: Linority Interests 
S. (by algebra).. 

Liabilities 

Share Capital, H. (less held by S. £2,000). 

Debentures .. .. .. .. .. .. .. 

Creditors .. .. .. .. .. .. .. .. .. 

Revenue Account .. .. .. .. .. .. 

Less: Minority Interests: 

S. by algebra .. .. . . .. .. £ 564 

T. 1 of Dr. £1,000 .. . . .. .. Dr. 100 

V. I of (V. t5 T.) .. 

i (2,550 - 200) .. .. .. .. 5871 1,0514 

1,o83- 

£76,083, 

.. .. .. £18,000 
.. .. 14,000 

29,400 
.. £8,4272 

Minority Interests: S. 
5 

T,1U V.Ord.i- V.13'ef. 4 

.. £1,000 £1,000 21,000 £3,000 
- - - 225 

564 100 Dr. 5872 - 

44 Du - 75 Cr. 
___._ -------- 

£1,520 £ 900 £1,6622 £3,225 

Capital .. .. .. 

Preference Dividend.. 
Revenue Account. .. 

Net Cost of Control.. 

Note: / 

7,376 

7,3o72 

£76,0832 
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Note: As there is a cross -holding between H. and S. the Yinority Interests are 
calculated by algebra, thus: 

Revenue Account, £8,4272 

Let 10x = H.'s true share of Revenue Account 

and 5y = S.'s n if n it it 

Then lox = H + 
5 

S -L. T+ (V t 5 T) 

= 413775 + 4y + 1p of Dr. 1,000 + 

= a,877 i- 4y - 700 + 1,762i 

1 

(2,550 + 5 ofnr.2,00) 

lox = 5,940 + 4y (1) 

and 5y = 2,000 + x (2) 

5,940 + 4y = 50y - 20,000 

- 46y = - 25,940 

O . y = 563.913 

and x 819.565 

Revenue Account is divisible 

=roue (9x) .. .. . . .. .. .. £ 7,376 

Minority Interests: 

S. (y) .. .. .. .. .. 564 

T. . . .. .. .. . . .. Dr. 100 

V. .. .. .. .. .. . 
.. 5Çr !- - 

n 
I 

. 8,t27 . 

! 

1 

Net Cost of Control, £1,1272 

Let lox = H.'s true share of Cost of Control 

and 5y - S.'s t 

lOx = 1,C27w + 4y 

57 = 100 + x 

50y - 1,000 = 1,027-7:3- + 4y 

y = 44.08 

x = 120.4 

Net Cost of Control is divisible - 

Group (9x) .. 

Minority Interests, S. (y). 

.. .. £ 1,083.~ 

44 
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Exam 1e 36. 

Sub -subsidiary_ acquiring shares in the Holdin Company after the 
Troup is formed. Ail holdings at cost. 

The summarised Balance Sheets of a group at 31st December 1946 were - 

Assets 
H. 

.. £111,000 

S. 

£21,667 £ 9,000 Sundry Assets 

Investment at Cost 

In S. 15,000 shares 19,000 
" T. 8,000 " . . . 

. 

9,333 
" H. 5,000 " . 6,000 

£130,000 £31,000 £15,000 

Liabilities 

Share Capital (in £1 Ordinary Shares) .. £100,000 £20,000 £12,000 
Creditors .. .. .. . 20,000 6,000 2,000 
Revenue Account .. .. .. .. .. .. 10,000 5,000 1,000 

£130,000 £31,000 £15,000 
2:ZOMISZSCE.C.=== 

2 

S. acquired 3rds of T. in 1930 when it was estimated from T's. 
books that T's. balance on Revenue Account was credit £2,800. 

H. acquired zths of S. in 1942 when it was estimated: - xxxxxils1 

zaa xtx ;c1) xxaaXw-aro ;x30 NVI r ;ifW.sx, xrcxxXxVPUZtx3tx rx gxx3rxq 

(a) From S's. books that S's. balance on Rev. A/c was cr. £3,000 
(b) " T's .1 " " T's. " 

" 
" " " cr. £1,600 

T. acquired nth of H. in 1943 when it was estimated - 

pbi) From H's. books that H's. bal. . on Rev. A/c was Cr. £8,450 
) " S's. " " S's. " " " " " Cr. £4,267 

(c) " T's " " T's " '' " " " Cr. £ 800 

Solution. 

(a) The adjustments required in S. H. and T's. accounts in order 
to write down the cost of investments by the pre -acquisition 
balances, are - 

S.1. Revenue Account .. .. .. .. .. Dr. £1867 
To Investment Account (in T.) .. .. .. £1867 

(Being 2 T's. cr. balance on Rev. A/c in 1930 

£2,804 - pre -acqn. - when S. bought 8,000 

shs. in T. ( 

) 
..) 

H.1. Revenue Account .. .. .. .. .. .. Dr. £1650 

To Investment Account (in S.) .. £1650 

(Being 3 of S. credit balance in 1942 £2200 - 

pre-acqn. - when H. bought 15,000 shs. 

in S. (3 ths) made up thus: 

S. credit 
balance 

prr 
S's. boo s £3,000 

Adjustment Less: C 

for T's. post- 3 which should have been 
acquisition capitalised (see S.1.) .. 1,867 
results 1930- 

( 

£1,133 

1942 ( Add: ? of T's. Cr. balance in 1942 
1,067 

T.1. / ( 

3 £1600 falling to S. £2,200 
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T. 1. Revenue Account .. . , .. Dr. £450 
To Investment Account (in H.) .. .. £450 (Being nth of H's. credit balance 

on Rev. A/c 1943 £9,000 - pre - 
acqn. - when T. bought 5000 shs. 
in H. lth. The £9000 is made 
up thus H. S. T. 

Credit balance 1943 per books .. .. 

Less: Amounts which should have been 

£8,450 

1,650 

£4,267 

1,867 

£ 800 

capd. (H.1. 5.1.) .. 

2 
H's. interest is H. 4 ÿ S. 4 ; of 3- T. 

=6800+42400+ 800 
= 9,000 

(b) The aggregation of the ad'usted Balance Sheets 

£ 800 

is: 

S. T. 

Assets 
H. Total 

Sundry Assets . . . 

Investments at Adjusted Cost 

£141,667 £111,000 £21,667 £ 9,000 

In S. 17,350 17,550 
" T. 7,466 7,466 
" H. 5,550 5,550 

£17_2,033 £128350 £29,133 £14,550 

Liabilities 

Capital .. . . . £132,000 £100,000 £20,000 £12,000 
Creditors .. .. .. .. 28,000 20,000 6,000 2,000 
Revenue Account .. .. .. 12,033 8,350 3,133 550 

£172,033 £128,350 £29,133 £14,550 

(c) The Consolidated Statement is - 

Assets 

Sundry Assets .. .. .. .. .. .. £141,667 
Goodwill - Net Cost of Control to the group 

By T. 

In H. 
By S ByH. 

In T . 
3 

In S. 
3 
IT 

Adjusted Cost . £5,550 £7,466 £17,350 
Par 5=000 8,000 15,000 

(Dr. 550 2,350 
(Cr. 534 

Less: Min. Ints. 
T. see below Dr. 221 
S. " " Cr._ 23 

Dr. £ 329 Cr. 2 511 Dr.- 

Liabilities / 

350 

2,168 

£143, 835 
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Liabilities 

Share Capital H. 

Less: Held by T. 

Creditors 

.. £100,000 

5,000 

£ 95,000 

28,000 

Revenue Account .. .. £12,033 

Less: Min. Ints. 

T. see below .. .. £ 371 
S. .. 969 1,340 10,693 

Minority Interests 1 

SS1 T. 3 
Capital .. .. .. £ 5,000 £ 4,000 
Revenue Account .. 969 371 
Net Cost of Control Cr. 23 221 Dr. 

£ 5,992 4,150 10 ,142 

£ 143,835 143,835 

As there is a cross -holding between H. & T. , the division of 
Revenue Account £12,033 and the Net Cost of Control Dr. £2,366, 
between the group and the Minority Interests of S. and T. is com- 
puted by algebra thus: 

Revenue Account £12.033 Net Cost of Control £2366 Dr 

Divisible thus: 

) 

20 x = 2350 
4 

8j +(4 
534) 3+ 3y 

i 

= 33,400 +x9399 y 
(2) 

/ 
y = 550 

80 x = 9400 - 1602 4 12y 
. ó0x = 42.799 + 1100 4 2x 6y= 5504x 

78 x = 43899 8o x = 7798 4 1100 + 2x 
x .= 562.808 78 x = 114-08 

& y = 185.468 y =110.68 

Divisible thus: 

Group's share .. 19 x £10,693 
Min. Ints. 

T. .. 
S. (3133 + 4 y) 

2 y 371 

969 

21.21.23_1_ 

Divisible thus: 

Group's share 
Min. Ints. 

T. 

S. 

19 x£2,168 

2 y 221 

( - 4 y ) Dr. 23 

£ 2,366 

Group's share .. 19 x £10,693 
Min. Ints. 

T. .. 
S. (3133 + 4 y) 

2 y 371 

969 

21.21.23_1_ 

Divisible thus: 

Group's share 
Min. Ints. 

T. 

S. 

19 x£2,168 

2 y 221 

( - 4 y ) Dr. 23 

£ 2,366 

( - 4 y ) Dr. 23 
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Example 

Sub- subsidiary acquiring_ shares in the Holding Company after the 
group is formed. Holdings at cost less pre -acquisition revenue 
balances in the books of the Holding Company and the Subsidiary. 

The summarised Balance Sheets of a group as at 31st December 1946 
were - 

Assets 
H. S. T. 

Sundry Assets .. .. .. .. .. £111,000 £21,667 £ 9,000 

Investments 
At Cost less divds. credited. 

In S. (15,000 shs. .. .. .. 17,350 
T. ( 8,000 " .. .. .. 7,466 

At Cost 

In H. (5,000 she.) .. .. .. 6,000 

£128, 350 £29,133 £ 15,000 

Liabilities 

Share Capital (in £1 Ordinary Shares) £100,000 £20,000 £12,000 
Creditors .. .. .. .. .. .. 20,000 6,000 2,000 
Revenue Account .. .. .. .. .. 8.350 3,133 1,000 

Notes. 

£128.350 £29,133 £15,000 

2 

1. S. bought Trds T. in 1930 when it was estimated that T's. 
balance on Revenue Account was cr. £2,800. S. credited 
to Investment Account dividends received from T. in 1930/31 
to the extent of £1,867; this 2covers fully S's. share of 
T's. pre -acquisition balance (4. of 2800 = 1867) 

2. H. bought ithe S. in 1942 when it was estimated - 

(a from Ws. books that S's. balance on Rev. A/c was cr. £1,133 

lb) " T'e. " " T's u n n u n or. £1,600 

H. credited to Investment Account dividends received from S. in 

1942 to the extent of £12650; this covers fully H's. share of T's. 

¿ pre- acquisition balance . of S. 2 T 

33+ 3 + 1600) 
) 

- 3 x 2200 
11 

- 
4 

= 165o 
1 

3. T. acquired 20th of H. in 1943 when it was estimated - 

(a) 

(b) 
( o) 

from H's. books that H's. balance on Rev. A/c was cr.£6800 

" S's. u ti Srs. n If t u " cr. 2400 
It T , s It It T's. 

It tt tt tl tt cr. 800 

Solution./ 
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solution. 

(a) The adjustments required in the above Balance Sheets in 
order to write down the value of Investments to Adjusted 
Cost, are in T's. Accounts only. 

T.l. Revenue Account .. .. .. .. .. Dr. £ 450 
To Investment Account (in H.) .. .. £ 45o 
(Being lth of H's. credit balance on 

Revenue Account in 1943 £9,000 - 
pre-acqn. - when T. bought 5,000 
shares in H. ( th). The £9,000 
is arrived at "thus: 

2 

H. = H. + j S. + 3 x 5 T. 

= 6800 +4i X 24b0 4-i x Bao 

9,000 

(b) & (c) The Aggregation of the adjusted Balance Sheets and the 
resultant Consolidated Statement is the same as the 
previous example. The figures and facts are the same 
except that H. and S. had written down the cost of 
Investments by the full pre -acquisition balances in 
their books. This procedures simplifies consolidation. 

This example should be compared with example 20, which 
excludes a cross -holding but is otherwise similar. 
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gxample 8. 

Sub-subsidiary holding shares in Holdir ,Co a prior to pe,r ation of the Group. 
All holdings ut cost less certain dividends credited. Further shares bought in 
Subs subsidiary after cross -holding; existed. 

The summarised Balance Sheets of a Group at 31st December. 1943 are: 

Assets 
H. S. T. 

Sundry Assets 

Investments: 

.. .. .. .. 

In H. 5,000 Shares at cost less dividend £500. 
" T. 6,000 " " 

4 3 £600. 
" s.16,000 " " is .. .. .. .. 

.. £108,000 £20,000 £10,000 

.. 8,000 

.. 14,000 
" T. 3,000 " " " less dividend £485. .. - 5,000 

Revenue Account .. .. .. .. .. .. .. .. - 1,000 

- '7,000 

Liabilities 

Share Capital (in £1 Ordinary Shares). 

Creditors .. .. .. .. .. .. 

Revenue Account .. .. .. .. .. 

£130,000 £26,000 217,000 

.. £100,000 £20,000 £12,000 

.. 20,000 6,000 2,000 

.. 10,000 - 3,000 

£130,000 £26,000 £17,000 

Notes. 

1. T. bought 2G h of H. in 1938. 

2. H. bought ¡ of T. in 1940 when it was estimated - 

(a) from T :s books that T.'s balance on Revenue Account was Cr. £1,800, and 

(b) " H.'s " " H.'s '' ' '' " " Cr. £12,000. 

By arrangement one of H.'s Directors became Chairman of T. immediately after 

the acquisition. 
4 

3. H. bought 5ths of S. in 1941 when it was estimated from S.'s books that S.'s 

balance on Revenue Account was Dr. £1,250. H. considered 5.'s Fixed assets 

overvalued by £2,00O; this was not adjusted in S.'s books. 

4. S. bought á of T. in 1942 when it was estimated - 

(a) from T.'s books that T.'s balance on Revenue Account was Cr. £2,000. 
(b) " S.'s " ' S.'s " It " Cr. £1,200. 

(c) " H.'s " " H.'s " " t, n " Cr. £16,000. 

5. All dividends credited to Investment Account by H., S. and T. were received 

shortly after the acquisition of the holding. 

Solution. 

(a) The adjustments required in each Company's Accounts are - 

T. No adjustment required. T.'s holding in H. is an ordinary investment 

existing before the formation of the Group. 

H.(1) Revenue Account .. .. .. .. .. .. .. Dr. £ 600 

To Investment Account (in T.) .. .. .. .. .. £ 600 

(Being portion of T.'s credit balance on 
Revenue 

Account - pre -acquisition - in respect of 

6,000 Shares bought in T. by H. in 1940, made 

up thus: 

T.ts balance per T.'s books in 1940 
£1,800 

Add: 0 h of H.'s balance in 1940 
5,000 shares held by T) 

7th of 12,000 .. .. 600 

H.'s interest, ¡thereof.. 

Less: Dividend credited to Invest- 

ment Account by H. . 

Balance to be capitalised. 

H.(2) / 

£2,400 

£1,200 

£ 600 
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H.(2) Investment Account (in S.) .. .. .. .. .. Dr. £1,000 
To Revenue Account .. .. .. .. .. £1,000 

(Being `ths of S.'s debit balance on Revenue 1i /c. 
in 191 (Dr. £1,250) - pre- acquisition - when 
H. bought 16,000 Shares in S. (Aths).) 

S.(1) Capital Reserve .. .. .. .. .. .. .. Dr. £2,000 
To Fixed Assets .. .. .. .. .. £2,000 

(Being over -valuation of S.'s Fixed Assets in 
1941 when H. acquired control of S.) 

S.(2) Revenue Account .. .. .. .. Dr. £ 250 
To Investment Account (in T.) .. £ 250 

(Being portion of T.'s credit balance on Revenue 
A/c. - pre- acquisition - in respect of 3,000 
Shares bought in T. by S. in 1942, computed thus: 

Revenue credit balance per books H S. T. 

in 1942 .. .. .. .. .. .. £16,000 £1,200 22,000 
Less: Amounts which should have been 

capitalised prior thereto to 
adjust pre -acquisition balance 
H.(1) Dr.£600 and H.(2)Cr.1,O30 400 Cr' 

16, 400 .r.1, 200 £2, 000 

As T. owns 20 h H. and H. has 2 *ths T. (and S.) a cross -holding 
existed in 1942, and T.'s true Revenue balance must be calculate( 
by algebra. 

1 
Let 4x _ T.'s true Revenue balance after receiving th from H. 
.. 4x = T. 

20 (H. + 5 S. + ÿ T.) 

1 4 
s 2,000 t Ó (16,400 } 

5 
of 1,200 Jp 2x) 

78x = 40,000 t 16,400 } 960 

x = 735 (4th of T.'s Revenue balance in 1942) 

4th of T.'s true Revenue balance in 1942 falling to S.. £ 735 
Less: Dividend credited to Investment A/c. by S. .. 485 

Balance to be capitalised .. .. £ 250 

b) The aggregation of the adjusted Balance Sheets is - 

H. 

£108,000 

S. 

£18,000 

m 

£10,000 Sundry Assets .. .. .. 

Investments at Adjusted Cost: 

Assets 
Total 

.. .. 1136,000 

In H. 1 .. 7,000 - - 7,000 

" T. 
0 

.. .. .. .. .. 7,400 7,400 

" S. .. .. .. .. 15,000 15 1 000 5, 

" T. 4 .. .. .. .. .. 4,750 - 4,750 - 

Revenue Account.. .. .. .. .. - - 1,250 - 

Capital Reserve.. .. .. .. .. 2,000 2,000 - 

£1 £1 £26,000 £17.000 

Liabilities 

Capital .. .. .. £132,000 £100,000 £20,000 £12,000 
Creditors .. .. 28,000 20,000 6,000 2,000 

Revenue Account.. .. 12,150 10,400 . - 3,000 

£172,150 £130,400 £26,000 £17,000 

e) 
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(c) The Consolidated Statement is - 

Assets 

.. .. 

By S. 

.. .. .. 

By H. 

£136,000 Sundry Assets .. .. .. .. 

Goodwill - Net Cost of Control 

.. .. 

to Grouo: 

In H. In T.q In T.2 In S. 
7 

Adjusted Cost. .. .. .. £7,000 £4,750 £7,400 £15,000 
Add: Share of Dr. balance on 

Capital Reserve.. .. - - - 1600 
£16,600 

Par .. .. .. .. .. 5_,000 3,000 6,000 16,000 

c5,750 22,000 £1,750 £1,400 £ 600 

Less: i ?inority Interests: 

T. - see below.. 562 - - 
S. - do. .. - 463 

£1,438 £1,287 £1,400 £ 600 4,725 

Capital Reserve: 

S. .. .. .. .. .. .. 

To ..inority Interests S. 
5 

.. 

H. 4 

5 

.. Dr. £ 2,000 
£ 400 

1® 2,000 

Liabilities 

.. .. .. 

£140,725 
81.!::=====Ba. 

£ 95,000 Share Capital, H. (less held by T. 5,000) .. .. 

Sundry Creditors .. .. .. .. .. .. .. .. .. 28,000 

Revenue Account .. .. £12,150 

Less: : :inority Interests: 

T. (see below) .. . .. .. £899 
S. ( do. . .. .. Dr. 0 829 11,321 

Pinority. Interests: S. 3th T. =th 

Capital. .. .. .. .. .. .. .. L 4,000 £ 3,000 
Revenue Account .. .. .. .. .. ..Dr. 70 899 
Capital Reserve .. .. .. .. ..Dr. 400 - 

Net Cost of Control .. .. .. ..Dr. 463 Dr. 562 

£ 3,067 £ 3,337 6,404 

£140,725 

Notes. 

(1) As there is a direct cross -holding between H. and T. and also an indirect 

cross -holding through S., the Minority Interests of T. and S. in respect 

of the Revenue Balances and Net Cost of Control are calculated by algebra. 

Revenue Account, ó.l2,100. 

Let 20x = H.'s true share of Revenue Account 

and 4y = T. ' s " If 

20x = H. t 
5 

(S. t T.) 4- 2 T. 

= 10,400 t 5 (- 1,250 + y) + 2y 

. .100x = 52,000 - 5,000 + 4y 4 lOy 

100x 47,000 } 14y (1) 

and 4y = 3,000 4 x (2) 

400y - 300,000 = 100x 

400y - 300,000 _ 47,000 + 14y 

386y = 347,000 

y = 898.964 

x = 595.85 
The / 



The division therefore is - 

Group (19x).. .. .. .. .. .. .. . 11,321 

Minority Interests: 

T. (y) .. .. .. .. .. 899 
1 

s. 5 (- 1,250 t 899) .. .. .. .. 70 Dr. 

y £ 1122 450 
Net Cost of Control, £5,750. 

Ix t 20x = H.'s true share of Net Cost of Control 

and 4y = T.'s n n " it It n n 

. . 20x = H. + (s. + T.) + T. 

= 2,000 ; 
4 

(1,750 + y) 4 2y 

100x = 10,000 4 7,000 t 4y + 10y 

100x = 17,000 4 14y (1) 

4y = 2,000 x (2) 

400y = 200,000 4 1G0s 

400y - 200,000 _ 17,000 4 14y 

386Y = 217,000 

y = 562.176 

x = 248.70 

The division therefore is - 

Group (19x).. .. .. .. £ 4,725 

Minority Interests: 

T. (y) .. .. .. .. .. .. .. 562 

S. 1 
5 

(1,750 + 562). .. .. .. .. 463 
ll 

£ 5,750 

Alternatively the calculation can be made by transferring the balances round 

the members until they exshausted. Demonstration (taking Revenue Account): 

1 

T. Tc, H. $4 To.- M.I. S. To H IV.I. 5 H. To :ìroup To T.20 

Balance £3, oeG £ 750 £1,250 :)r. £10,400 
1=111...111.11::::1=1 

£ 750 750 _.. 1,500 

From H. £ 575 1a4 

£ 144 
f2 

287 

" " £ 20 5 

£ 10 ...... 

H.I. (T.) £ 899 

(2)Attention is drawn to the calculation of the pre -acquisition 
balance capitalised 

in respect of an acquisition of shares made in a member in which a cross -holding 
already exists, S.(2). 

5G0 

144 

5 

£ 400 á 100 Dr. 400 Dr 

£11, 500 
£10,925 £ 575 

: 287 

^ 115 29Cr. 115 

£ 402 
382 20 

10 

£ 4 1 4 

14 14 

PS. I. (S. ) 70Dr' Group £11 



CHAPTER X. Consolidated Profit and Loss Accounts. 

While a Consolidated Statement of Assets and Liabilities 

discloses the financial position of the group as at a certain 

date, it does not show the amount of profit earned by the group 

since the date of the previous statement. If the directors 

or shareholders are to be properly informed of the earning 

capacity of the combine, a Consolidated Profit and Loss Account 

must be available and is indeed a vital supplement to any Con- 

solidated Statement of Assets and Liabilities. 

Interesting statistics such as the turnover of the group, 

the wages bill, etc. , may be compiled by adding together the 

figures in the Profit and Loss Accounts of all members of the 

group. Súch simple aggregation of Profit and Loss Accounts would 
it 

not be a very useful guide; bit pteal4taps even be misleading ewe, 

from the point of view of the 

shareholders of the holding company. It might include, for 

example, the figures of a prosperous member owned 

by the holding company only to the extent of 51% or even less in 

the case of a sub- subsidiary. What is required is a statement 

showing the trading profits which fall to the shareholders of the 

holding company for the year under review from all the members 
N.L. 

of the group. /There are two methods of computation available. 

Firstly, group trading profits may be arrived at by aggregation 

of the proportions of trading profit of each member as distinct 

from total profits which will include dividends received from 

other members. In each company, the trading profit as shown in 

the accounts is adjusted for all Revenue Account matters which 

were dealt with in the preparation of the Consolidated Statement 

of Assets and Liabilities, such as inadequate depreciation, in- 

creases ór, decreases in reserves for unrealised profit on stock, 

and pre -acquisition earnings in the case of a newly -acquired sub- 

sidiary. The resultant figure is used in the aggregation when 

the / 
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the subsidiary is fully -owned, but if the subsidiary is partly - 

owned, only a proportion of it is taken according to the group's 
proper 

effective financial interest in the member. Thus the amount of 
A 

trading profit of the subsidiaries and the holding company, falling 

to the shareholders of the holding company, is obtained. 

The second method is to compute the group trading profit by a 

comparison of the balances on Group Profit and Loss Account as 

shown in the Consolidated Statements of Assets and Liabilities at 

the beginning and at the end of the period under review. If a 

balance at credit at the end exceeds a balance at credit at the 

beginning the difference represents either - 

(a) the group net profit if no dividend has been paid during 
the period by the holding company. 

(b) the excess of group net profit over dividends paid by the 
holding company in the case where a dividend has been 
paid by the holding company. 

thus 
The net profit of any group can tilibefzefmre be ascertained and 

by the addition of all items debited in members' accounts which 

are appropriations of profits, the group trading profit is found. 

The procedure by this second method may be stated thus: 

(1) Ascertain the difference on the Group Profit and Loss 
Account balance as si own by the Consolidated Statements 
at the beginning and at the end of the period. 

(2) Adjustment of (1) in respect of any dividend debited in 
the financial accounts of the holding company will give 
the net profit or loss of the group for the period under 
review. 

(3) To arrive at the trading profit adjust tige net profit (2) 

for appropriations of profit such as - 

(a) All national taxation, Directors' Fees, etc., debited in 
the accounts of the holding company and of fully -owned 
subsidiaries, and a proportion of these charges in the 
accounts of each partly -owned subsidiary or sub -subsidiary - 

the proportion depending in each case on the effective 
financial interest that the main holding company has in 

each member. 

(b) All transfers to the credit of General Reserve from the 

profits of the holding company and of fully -owned subsi- 

diaries and a proportion of such transfers is partly -owned 

subsidiaries or sub -subsidiaries. Transfers from General 

Reserve would be treated similarly but in a negative way. 

The / 
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The distinction between the treatment of dividends paid on 

the one hand and national taxation, reserve adjustments, etc., 

on the other hand, should be noted. In the former, only divi- 

dends paid by the holding company are of moment as those paid by 

subsidiaries or sub -subsidiaries are merely cross -entries correct- 

ly proportional to the holding company's interest in each subsi- 

diary. 

Other adjustments may be necessary in order to arrive at a 

true trading profit. These include the separation of "windfalls" 

from ordinary receipts and the elimination of exceptional expendi- 

ture which should be stated separately in the profits statement. 

In the case of a subsidiary acquired during the year, only the 

post -acquisition profit is taken as revenue falling to the group, 

and in the adding back of expenses only those applicable to the 

post -acquisition period are dealt with. 

The second method gives a Consolidated Appropriation Account. 

This is usually all that is required. It would be quite possible 

to apply the same principles to all Profit and Loss Account items 

and so prepare a detailed Group Profit and Loss Account, but the 

Account would have little practical value except perhaps in the 

case of a horizontal combine. 

It is recommended that information regarding depreciation 

written off should also be disclosed. One may do this either by 

showing the amount of depreciation written off each asset in the 
or 

Consolidated Statement of Assets and Liabilities by showing an 

amount for depreciation as a debit in the Consolidated Profit and 

Loss Account. The former method is preferable since it will dis- 

close the total depreciation written off in the aggregate value of 

the assets while the latter will disclose a lesser amount according 

to the proportion of the Minority Interests - the lesser amount 

representing the group's share only of the depreciation charged. 

L, X 
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Exam 

a k4/ 
le 39 - Consolidated Profit and Loss Account - group of two members. The 

Published Statement. 

The summarised Balance Sheets of the same group as example 11, as at 31st 
December 1947, are : - 

H S ASSETS 

Sundry Assets. .. .. .. .. .. £111,150 £ 32,000 

Investments at Cost: 

15,000 shares in S .. .. .. .. .. .. 22,850 

Goodwill at cost .. .. .. .. .. .. .. .. .. 1,000 4,500 

£135,000 £ 36,600 

LIABILITIES 

Share Capital (In £1 Ordinary shares).. .. .. .. .. .. £100,000 £ 20,000 

Creditors .. .. .. .. .. .. .. .. .. 9,000 3,000. 

General Reserve .. .. .. .. 9,000 4,000 

Profit and Loss Account. .. .. .. .. .. .. .. .. 17,000 9,500 

£135,000 £ 36,500 
1110 

The summarised Profit and Loss Accounts for the year ended 31st December 1947,are - 

By Balance at credit at 1st January 1947 .. £ 13,000 £ 7,000 

Trading Profit. .. .. .. .. .. 7,500 6,000 

Dividend from S .. .. .. .. .. 1,500 - 

£ 22,000 £ 13,000 

To Dividends paid. .. .. .. .. .. .. .. O. .. £ 4,000 £ 2,000 

National Taxation .. .. .. .. .. .. .. .. .. 600 900 

Directors' Fees .. .. .. .. .. .. .. .. .. 400 100 

Transfer to General Reserve .. .. .. .. .. .. .. - 500 

Balance at credit at 31st December 1947. .. .. .. .. 17,000 9,500 

£ 22,000 £ 13,000 

SOLUTION 

(a) The adjustments required are the same as those of last year - see example 11 - 

as there has been no change in the structure of the group during 1947. 

(b) The aggregation of the adjusted Balance Sheets is:- 

ASSETS Total H S 

Sundry Assets. .. .. .. .. £143,150 £111,150 £ 32,000 

Goodwill per Balance Sheets.. 5,500 1,000 4,500 

Investments at Adjusted Cost: 

15,000 shares in S .. .. 15,350 15,350 

£164,000 £127,500 £ 36,500 

LIABILITIF,S/ 



 (5) 
(b) Continued. 

H S LIABILITIES Total 

Share Capital .. .. . . .. .. £120,000 £100,000 £ 20,000 ) 

Creditors .. .. 00 . 12,000 9,000 3,000 
Revenue Account .. Oe 00 .. .. 32,000 18,500 13,500 

£164,000 £127,500 £ 36,500 

(c) The Consolidated Statement is:- 

ASSETS 

Sundry Assets ,. .. .. .. .. .. .. .. .. ., £143,150 

Goodwill per Balance Sheets. .. .. .. .. .. .. .. 5,500 
Goodwill - Net Cost of Control to H (as per last year) .. 350 

£149, 000 

LIA BILIT TFS 

Share Capital H .. .. .. .. .. .. .. .. .. .. £100,000 
Creditors .. . .. . .. .. 12,000 
Revenue Account .. .. .. .. .. .. .. .. .. L 32,000 
Less: Minority Interests S _4 of £13,500 .. 3,375 28,625 1 

.'inority Interests: S 

Capital .. .. .. . .. .. .. .. L 5,000 
Revenue Account. .. . .. .. 3,375 8,375 

£149,000 IINia==== 

Note: 

To sub -divide Revenue Account between General Reserve and Profit and Loss Account, 
the mathematical calculation of the amount transferable to General Reserve on 
the same basis as last year, is - 

General Reserve H 4 4 S's created since acquisition. 

IT 9,000 it (4,000 - 2,000) 

= 10,500 

The Sub -division is General Reserve. .. .. £10,500 
Profit & Loss Account .. 18,155 

£28,655 

Statement of Group Profits - Year to 31st December 1947 - 

FIRST LIETHOD 

Trading Profit of H .. . .. .. .. .. .. .. 

Do. S .. .. .. .. .. .. L 6,000 
£ 7,500 

4 thereof to group .. .. .. .. .. 4,500 

Group Trading Profit (1947) .. .. .. £ 12,000 

SECOND VETHOD/ 



Statement of Group Profits (Continued) 

SECOND METHOD 

Profit and Loss Account - Credit Balance as above. Oe .. .. 00 
Do. Credit Balance at 31 :12 :46 (see example 11). 

Add: 
H Dividends paid. .. 

National Taxation .. 

Directors' Fees .. 

.. 

S 4 of National Taxation.. 

á 
4 of Directors' Fees .. .. 

4 of Transfer to General Reserve.. 

SO 

00 

00 

.. 

x ( 6) 

£ 18,125 
12,250 

Excess £ 5,875 

£ 4,000 
.. 600 
.. 400 

£ 675 

.. .. 75 

. .. .. 375 

Group Trading Profit (1947) .. 

5,000 

1,125 

£ 12,000 

The second method gives more information and from it the Group Profit and 
Loss Account can be prepared. 

The Published Statement: 

Consolidated Profi'And Loss Account of H. Ltd. and its Subsidiary for the year 
ended 31st December 1947. 

Year to 

31:12 :45 Balance 
Consolidated 
31st 

Add: 

at credit of Profit and Loss Account, as per 
Statement of Assets and Liabilities as at 

December 1946 .. .. .. .. .. .. .. .. 

Trading Profit of H and group's share of the Trading 

£ 6,850 

13,000 TFofit of the Subsidiary for the year ended 31st December 1947 

£ 19,850 

£5,000 Less: Dividends paid by H during 1947. .. .. £ 4,000 
National Taxation of H and group's share of 

2,000 that of the Subsidiary .. .. .. .. 1,275 
Directors' Fees of H and group's share of 

7,600 600 that of the Subsidiary .. .. .. .. 475 

Transfer to General Reserve group's share. 375 
of that of the Subsidiary. 

£ 12,250 Balance at credit of Profit and Loss Account at 31 :12 :47 .. £ 18,125 
(As per Consolidated Statement of Assets and Liabilities as 
at 31st December 1947) 

L 12,250 

12,000 

£ 24,250 

6,125 

or 

To National Taxation .. .. .. £ 1,500 By Trading Profit for year 
Directors' Fees.. .. .. .. 500 of all members of the 
Transfer to General Reserve .. 500 group .. .. .. £ 13,500 

£ 2,500 
ryi lance divisible: 

1. To Outside Shareholders 
of Subsidiary.. £ 1,325 

2. " H Company.. .. 9,875 11,000 

£13,500 £13,500 

To Dividends paid by H. Limited .. £ 4,000 By Balance at Cr. at 31 :12 :46 £12,250 
Balance at Cr. at date .. .. 18,125 Share of Profit falling 

to group. .. .. 9,875 

£22,125 E22,125 

The second suggested published statement is becoming more and more popular.. It 
shows the total trading profits of all members, the total of each item of expenditure 
and the division of the net profit between the outside shareholders and the group. 



Exam 40 - Consolidated Profit and Loss Account. 
acquired during the year. 

The summarised Balance Sheets of the same group as example 11 (H and S only), as 
a7ITE-711-béi-1947, are:- 

X (7) 
Group of 3 members, 1 

ASSETS H S T 

Sundry Assets .. .. .. .. £100,150 £ 32,000 £ 21,100 
Investments at Cost: 

15,000 shares in S .. .. .. .. .. 22,850 
8,000 shares in T .. . .. 11,000 

Goodwill at cost.. .. .. .. .. .. 1,000 4,500 

£135,000 £ 36,500 £ 21,100 

LIAPI LIT IES 

Share Capital (in £1 Ordinary shares). . . £100,000 L 20,000 £ 12,000 
Creditors .. .. .. .. .. .. 00 9,000 3,000 4,000 

General Reserve .. 9,000 4,000 
Profit and Loss Account 00 17,000 9,500 5,100 

£135,000 £ 36,500 £ 21,100 

The summarised Profit and Loss Accounts for the year ended 31:12 :47, are : - 

By Balance at credit at 1 :1 :46 .. 041 £ 13,000 £ 7,000 £ 4,100 
Trading Profit .. .. 80 7,500 6,000 5,500 

Dividend received ffom S. OO .. 1,500 - - 

E. 22,000 L 13,000 £ 9,600 

To Dividends paid. .. .. . Oa . . £ 4,000 £ 2,000 £ 3,000 

National Taxation .. .. .. 00 .. .. 600 900 1,200 

Directors' Fees .. .. .. 0411 .. .. 400 100 300 

Transfer to General Reserve .. 40 500 

Balance at credit at 31:12 :47. .. .. 17,000 9,500 5,100 

L 22,000 £ 13,000 £ 9,600 

H acquired 8,000 Ordinary shares in T on 30th September 1947 when it was estimated 
the balance at credit of T's Profit and Loss Account was £3,900, made up thus : - 

Balance at credit at 31st December 1946 .. .. .. .. £ 4,100 
Add: Estimated Trading Profit to 30th September 1947 . . 3,925 

£ 8,025 

Less: Dividend Paid (April 1947) .. .. .. .. £ 3,000 

National Taxation - 9 months.. . . 900 

Directors' Fees. .. 225 4,125 

Estimated credit balance at 30th September 1947 .. .. £ 3,900 

SOLUTION 

(a) The adjustments to be made are the same as these made at 31st December 1946 

(see example 11) with the addition of a further adjustment in respect of 

shares in T acquired by H during the year. 

H (2) Revenue Account. .. .. .. .. 

To Investment Account (in T). .. 

.. £ 2,600 
L 2,600 

(Being 2 /3rds T's estimated credit balance on Revenue Account £3,900 at 30 :9 :47 - 

pre- acquisition - when H bought 8,000 shares in T (2 /3rds). 

(b)/ 



(b) The aggregation of the adjusted Balance Sheets, is :- 

H 

£100,150 
1,000 

15,350 

x ( 8) 

S T 

£ 32,000 £ 21,100 
ES 4,500 

1100 

ASSETS 

Sundry Assets.. .. .. .. 

Goodwill per Balance Sheet .. 

Investment at Adjusted Cost: 

.. 

.. 

.. 

Total 

£153,250 
5,500 

15,350 In S 15,000 shares .. .. 
T 8,000 shares .. .. .. 8,400 8,400 OM 

£182,500 £124,900 £ 36,500 £ 21,100 

LIABILITIES 

Capital .. .. .. £132,000 £100,000 £ 20,000 £ 12,000 
Creditors. .. .. .. 16,000 9,000 3,000 4,000 
Revenue Account . .. 34,500 15,900 13,500 5,100 

(c) The Consolidated Statement, is:- 

£182,500 £124,900 £ 36,500 £ 21,100 

ASSETS 

Sundry Asseta.. .. .. .. .. .. .. .. £153,250 
Goodwill - per Balance Sheets. .. .. .. 5,500 
Goodwill - Net Cost of Control to the group: 

By H 
In 2/3 In 

Adjusted Cost.. .. .. .. .. £ 8,400 £ 15,550 
Par.. .. .. .. .. 8,000 15,000 

£ 400 £ 350 

LIABILITIES 

Share Capital H .. .. O. 

Creditors. .. .. .. .. .. .. .. 

Revenue Account: .. .. .. .. .. .. .. £ 34,500 
Less: Minority Interests: 

S 4 of 13,500 .. . . .. £ 3,375 
T ],/3rd of 5,100 . . 1,700 5,075 

Minority Interests: S 1 T 1f 3rd 

Capital .. .. .. .. £ 5,000 E. 4,000 
Revenue Account .. .. .. .. 3,375 1,700 

750 

£159, 500 

£100,000 
16,000 

29,425 

£ £1 14a4 ?5 

£159,500 
3111=1===1111IN 

Note: 

Revenue Account may be subdivided as in example No.11, thus: - 

General Reserver H + 4 S since acquisition i .23-T since acquisition 

9,000 } 4 (4,000 - 2,000) + Nil 

_ 10,500 

The Sub -division is 

Statement,/ 

General Reserve .. .. 

Profit and Loss Account. 
.. £ 10,500 
.. 18,925 

£ 29,425 
21=113:101011=11C 



Notes (Continued) 
X (9) 

Statement of Group's Trading Profit - Year to 31st December 1947: 

FIRST METHOD 

Trading Profit .H 

Do. S 

4 thereof to group .. 

Trading Profit T since acquisition - 

3 months to 31st December 1947. 

.. £ 7,500 

L. 6,000 

.. .. £ 1,575 

4,500 

2 /3rds thereof to group .. .. .. .. .. .. .. .. .. 1,050 

Group Trading Profit 1947 .. 

SECOND METHOD 

.. .. .. £ 13,050 

Profit and Loss Account Credit balance as above .. .. .. .. .. £ 18,925 

Do. Credit balance as at 31 :12:46 (see example 11). 12,250 

Add: 
.. .. .. 

Excess. .. 

4,000 .. £ H Dividends .. .. .. .. 

National Taxation. .. . . . . .. 00 . . .. 600 

Directors' Fees .. .. . . 00 00 00 00 400 

S 4 of National Taxation. .. .. .. .. .. L 675 

do. Directors' Fees .. .. .. .. .. .. 75 

do. Transfer to General Reserve. 00 .. .. 375 

T 2 /3rds of charges since acquisition 

2 /3rds of National Taxation £300 

do. Directors' Fees.. 75 

.. .. .. £ 200 

.. .. .. 50 

£ 6,675 

5,000 

1,125 

250 

Group Trading Profit 1947 .. .. .. .. .. L 13,050 



A k 
Ex. 41. Consolidated Profit and Loss Account - Group of 4 members (ex.29 one 

year later) 

In the group given in ex.29, the following is the Profit and Loss Account for the 
year ended and Balance Sheet as at 31st December 1946 (one year later than in ex.2 

PROFIT and LOSS ACCOUNT 

H S V Cr. 

By Balance at credit at 31st December 1945 .. £ 52,500 £ 2,500 £ 3,000 £ 1,200 
Dividends received - .. 

From S .. 00 6,000 - - - ' T .. .. .. .. 280 1,200 - - V.. .. 00 500 250 
Trading Profit .. 61,420 15,050 5,200 2,600 

£120,700 £19,000 £ 8,200 £ 3,800 

Dr. 

To National Taxation. .. .. £ 30,000 £ 6,800 £ 2,000 £ 800 
Directors' Fees .. .. .. 2,000 500 200 250 
Transfer to General Reserve. 10,000 - - 500 
Dividends Paid - 

H 8/.. .. .. 40,000 
S105).. .. .. .. .. - 10,000 
T45.. .. .. 00 - 2,000 
V 5 00 750 

Balance at credit at date .. .. 38,700 1, 700 4,000 1,500 

£120,700 £19,000 £8,200 £ 3,800 

BALANCE SHEET 

ASSETS 

H S T V 

Property at Cost .. .. .. £251,000 £ - £30,000 £ 2,000 
Plant at cost, less depreciation .. 120,000 18,000 7,400 4,050 

Investments - Government Stocks .. .. - 1,000 

do. - in Subsidiary Companies .. 82,000 44,500 
Stock. .. .. .. .. .. .. 180,000 41,000 16,000 8,000 
Debtors .. .. . . 00 00 00 . . 60,000 15,000 8,000 7,000 

Subsidiary Company's Current Accounts .. .. 7,000 

Dividends receivable. .. .. .. .. 6,000 mwo 

Cash in Bank .. .. .. .. .. 10,000 200 600 950 

Goodwill at cost .. .. .. . .. .. - 10,000 7,000 

£716,000 f228,700 £70,000 £22,000 

LIA BILIT LES 

Share Capital .. .. .. £500,000£100,000 £50,000 £15,000 

Sundry Creditors .. .. .. 65,000 12,000 7,000 3,000 
Amount due to H. .. .. 5,000 2,000, - 
Reserve for inter -coy profit on stock .. .. 2,300 
General Reserve. .. .. .. .. 110,000 - 7,000 2,500 

Profit and Loss Account .. .. 3 8, 700 1, 700 4,000 1,500 

Proposed Dividends .. .. - 10,000 

£716,000 A28,700 £70,000 £22,000 

Notes: 



Ex. 41 (Continued) Notes: 

(1 
) - (5(5) 

As per ex. 29, except that in note (2) the proposed dividend S. for 
year to 31st December 1946 is 10% free of tax, and in note (3) the stock reserve 
is to be increased to £3,000 at 31st December 1946. 

x (n) 

(6) All dividends declared and received by the above companies are stated 
consistantly (Gross - H. T. and V.; Free of tax - S) as between the members. 

SOLUTION 

(a) The Adjustments required in each company's accounts are: - 

V. 1. Same as in ex. 29 

T. 1. Plant Account .. .. 

To Capital Reserve. 
00 .. .. 00 00 
.. 

Dr. £ 985 

£ 985 

(Being current increase in valuation of T's Plant, i.e. increase 
on 31 :12 :42 (when S acquired control of T) of £1,500, less 
depreciation at 10% p.a. to 31 :12 :46 - see below) 

In Financial In Consolidated Statement 
4/es of T. Under - 

Valuation 
As at 31 :12 :45 see ex.29 £ 8,000 £ 7,096 £ 1,094 
Less: Depreciation 1946 600 710 109 

£ 7,400 £ 6,386 £ 985 - Urdervaln. 

Difference £1,014 - 
additional depreciation required to 
be provided for by the group - T.2. 
adjustment. 

T. 2. Revenue Account (Group General Reserve) .. .. Dr. £ 1,014 

To Plant Account .. .. .. .. .. ... 

At 31 :12 :46 - 
T.1. adjustment 

(Being additional depreciation required by the group since 
31 :12:42, i.e. the excess of 10% p.a. on book value, over 

the amount written off in T's books - see above) 

S. 1. ) Same as in ex. 29. 
S. 2. ) 

H. 1. Revenue Account .. 

To Stock Reserve. 

Dr. £ 700 

£ 1,014 

£ 700 

(Being increase in reserve required at 31 :12:46, for inter -coy 

profit on stock) 

(b) The Aggregatiòn of the Adjusted Balance Sheets, is :- 

S T V. ASSETS Total H 

Property. .. .. .. £284,000 £251,000 £ - £30,000 L 3,000 

Plant .. .. . .. 149,421 120,000 18,000 7,371 4,050 

Stock .. .. .. .. .. 245,000 180,000 41,000 16,000 8,000 

Debtors.. .. .. .. . . 90,000 60,000 15,000 8,000 7,000 

Subsidiaries' Current Account 7,000 - - - 
Dividends receivable .. .. 

Goodwill per T_'ala.nce Sheets.. 17,000 

6,000 
- 

- - 
10, 000 7, 000 - 

Cash .. . .. .. .. 11,750 10,000 200 600 950 

Investments at adjusted Cost: 
62,000 62,000 - - In S. 60,000 shares .. .. 

T. 7,000 shares .. .. 8,000 8,000 - - 

V. 10,000 shares .. .. 12,000 12,000 - - 

T. 30,000 shares .. .. 29,000 - 29,000 

V. 5,000 shares .. .. 5,700 - 5,700 - 

Government Stock.. .. .. 1,000 - - 1,000 

Revenue Account .. .. .. 
- - 8,100 IMO 

£914,871 £716,000 £127,000 £69,971 £23,000 .- 
T,TA RTT.TTTF;SI 



x (12) 

(b) (Continued) 

LIA BI LIT IES 

Total H S V 

Share Capital .. O. £665,000 £500,000 £100,000 £50,000 £15,000 
Creditors .. .. 87,000 65,000 12,000 7,000 3,000 

Amounts due to H. O. - 5,000 2,000 

Stock Reserve .. 3,000 3,000 - - - 
Proposed Dividend 

Revenue Account.. 
4,000 

153,886 
- 

148,000 
10,000 

- 

- 
9,986 4,000 

Capital Reserve.. . 1,985 - - 985 1,000 

£914,871 £716,000 £127,000 £69,971 £23,000 

(c) The Consolidated Statement of Assets and Liabilities as at 31:12:46, is :- 

ASSETS 

Property .. .. .. .. .. .. .. .. .. .. £284,000 

Plant .. .. .. .. .. .. .. .. .. 149,421 

Stock, less Reserve .. .. .. .. .. .. .. .. 242,000 

Sundry Debtors .. .. .. .. .. .. .. .. .. 90,000 

Investment (Government Securities) .. .. .. .. .. 1,000 

Cash .. DO OS OS 00 00 . . .. .. .. .. 11,750 

Goodwill per Balance Sheets. .. .. .. .. .. .. 17,000 

Goodwill Net Cost of Control to the Group: 

By H. 

In S lhs In Ts In V *2nds 
Adjusted Cost .. .. £ 62,000 £ 8,000 £12,000 

Less: Capital Reserve. 138 667 

£ 7862 £11,333 
Par Value .. . . . . 00 . . 60, 000 7, 000 10, 000 

£ 2,000 £ 862 £ 1,333 

Dr.£ 4,195 
By S 

3 1 
In T -gths In V 3rd 

Adjusted Cost .. .. . £ 29,000 £ 5,700 

Less: Capital Reserve.., 591 333 

£ 28,409 £ 5,367 

Par Value 30,000 5,000 

Cr. £ 1,591 Dr. 367 

Less: Yin. Interests S #0ths .. .. .. 

LIA BILITIES/ 

8=0=MICXMONCIIIM21 

Cr£1, 224 

490 
734 3,461 

£798,632 



(o) (Continued) 
X (13) 

LIABILITIES 

.. 

.. 

.. 

.. 

.. 

.. .. 

.. .. 

£ 500,000 
.. 87, 000 

£ 1,000 

Share Capital H .. .. 

Creditors. .. .. .. 

Capital Reserve: 

.. 

.. 

.. 

.. 

.. V l 
To S rd .. 
n 2 

£ 333 

H 7rds .. .. .. .. .. .. .. 667 
1,000 

3 .. .. .. .. .. .. .. 

. 
£ 985 

To S hs .. .. .. .. .. .. .. .. £ 591 

To H Oths .. .. .. .. .. .. .. 138 

13 
To Min. Ints. T -Whs.. .. .. ., .. . 256 

985 

Revenue Account .. .. .. .. .. .. .. .. £ 153,886 
Less: Minority Interests: 

T ths of 9,986.. .. .. .. .. .. .. £ 2,596 

S TOths (S tV t T) 
4 4,000 3 Dr. 

=10 
(8,100 Dr 4. - 4. 5 x 9,986) .. .. .. 310 2,286 

Minority Interests: 

S 10ths . T gths. 

Capital. .. .. .. .. .. .. .. .. £ 40,000 £ 13,000 
Capital Reserve .. .. .. .. .. .. .. - 
Proposed Dividends .. .. .. .. .. .. 4,000, 
Revenue Account .. .. .. .. .. .. Dr. 310 2,596 
Net Cost of Control .. .. .. .. .. Cr. 490 - 

£ 44,180 £ 15,852 

151, 600 

60,032 

£ 798,632 

Notes: 

1. Of the above Revenue Account £151,600, as a minimum £110,000 (His General 
Reserve) should be transferred to Group General Reserve. The mathematical 
Calculation of the transfer on the same basis as last year is - 

7 2 
Group Gen. Res = H + lÚ (S + 

3 

1 
V + T) + 50 T + 3 V 

110,000 +i0( - +2, 5003 -1,500 + (7, 000 -2,000)+5.5 x7,000+ 
.- 
x 2, 500 

11 ;,566.6 

Group General Reserve per calculation .. .. .. .. .. .. 

Less: Additional depreciation charged to T in the Consolidated 
Statement (T 2 adjustment) .. .. .. .. £ 1,014 

Proportion falling to group 2 thereof ( + 4- x10)) 

On this basis Revenue Account is divisible - 

Group General Reserve. .. .. 

Group Profit and Loss Account .. 

2./ 

£ 113,567 

507 

£ 113,060 

.. .. .. £ 113,060 

.. .. .. 38,540 

£ 151,600 



x (14) 
Notes (Continued) 

2. A comparison with the Consolidated Statement as at 31 :12 :45 (ex.29) shows 

that the Net Cost of Control figure has increased by £54 (3,461 - 3,407). This 

is due to depreciation for 1946 on the undervaluation of T's Plant which is 

referred to in note 3 to solution in ex.29. In neither H'snot S's financial 

books has any provision been made by a writing down of the asset "Investment in 

T" in respect of depreciation on the valuation difference. The effect of 

such a correct provision for 1946 would have been to keep the Net Cost of Contro: 

at the same figure in both Consolidated Statements. The correct provision is - 

In S's financial books: 

Depreciation on the valuation difference for 1946 - £109 

3 6 

S's share thereof 4 hs or £65 of which the group bears Toths or .. £ 39 

In H's financial books: 

Depreciation on the valuation difference for 1946 - £109 

7 

H's share thereof r0ths or 

1st method: 

.. .. .. .. .. .. .. .. 

STATEMENT of GROUP PROFIT - Year to 31st December 1946 

Trading Profit H .. 

Less: Additional Stock Reserve 

Trading Profit S £15,050 

Trading Profit T £ 5,200 
Group's share thereof 2 (7 

Trading Profit V £ 2,600 
Group's share thereof 

13 

Increase 
1946 1945 

£700 - £500 

ÌOths thereof. 

2nd Method: 

Group Profit and 
Statement at 

Group Profit and 
Statement at 

Less: 

H. 

S. 

T. 

V. 

The/ 

Loss Account, 
31st December 
Loss Account, 
31st December 

Dividends. .. .. 

National Taxation .. 

Directors' Fees .. 

Reserve Transfer .. 

National Taxation 
Directors' Fees 

National Taxation 
Directors' Fees . 

National Taxation 
Directors' Fees 
Reserve Transfer 

+ (0 x r)) .. 

6 1 

+ (IO of 
7)).. 

Group's Trading Profit for 

.. 

1946 

Credit Balance 

1946 .. .. 

Credit Balance 

1945 (ex.29) .. 

£6,800 Toths thereof. 

500 

per Consolidated 

per Consolidated 

.. 

15 

£ 54 

.. £ 61,420 

.. 200 

£ 61,220 
.. 9,030 

2,600 

.. 2,253 

.. £ 75,103 

.. £ 38,540 

.. 52,260 

Decrease L 13,720 

.. £ 40,000 

.. 30,000 
2,000 

.. 10,000 

£ 82,000 

L 4,080 
300 

£2,000 7 thereof 
. 200 

13 
£ 800 irbhs thereof. .. 

250 
500 

£ 1,000 
100 

£ 693 

217 
433 

4,380 

1,100 

1,343 

Group's Trading Profit for 1946 . 

88,823 

£ 75,103 



X ( 15) 

The 2nd method gives the 
figures fora Consolidated Profit and Loss Account - 

To National Taxation. 

Directors' Fees .. 

Transfer to General 

Reserve .. .. 

Dividend paid by H 

£35,773 

2,617 

10,433 
40,000 

£88,823 

Balance at credit at date 38,540 

Notes: 

1. 

By Balance at Credit at 31 :12 :45 .. £52,260 
Trading Profit falling to the group 75,103 

£127,363 £127,363 

Only 
13 
Tgths of V's figures are taken although V has itself no Minority Interests 

One-third of V id, however, held by S and S is only _ the owned by H. 
The group's effective financial interest in V is thu69- 

+ (l.á. of 133:-. through S) 

20 6 

rd + To 

_ ths 

Althou;;h not done in this Example, 

2. Aa good feature in consolidations is to show the amount of depreciation written 

off by the group. This may be done in either the Consolidated Profit and Loss 

Account which would then disclose the group's share of total depreciation, or 

better in the Consolidated Statement of Assets and Liabilities which would then 

show the aggregate amount written off each asset. 



x(16) 

The effect of a cross -holding. 

In a group with a cross- holding the use of algebra will 

assist in the compilation of the Consolidated Profit and Loss 
will 

Account. This be appreciated from a study of the previous 

chapter dealing with cross- holdings in the preparation of a Con- 

solidated Statement of Assets and Liabilities; 'Vhs sama grout) 

equations are used. ',there group profits are calculated by a 

comparison of the balance at credit of Profit and Loss Account in 

the Consolidated Statements at the beginning and at the end of the 

period, (method 2 above) the dividend paid by the holding company 

is the only dividend added to the excess and then only to the 

extent it is paid to the holding companyts personal shareholders 
reckoned as 

who are notAmembers of the group. That is to say tai the divi- 

dend of the holding company in so far as it is paid to any subsi- 

diary or sub -subsidiary which holds shares in the holding company 

is excluded. This will be clear from a study of the example. 

Eaampleq?/ 



X (17) 

Example 42 - Consolidated Profit & Loss Account - Group of 3 members with a 
cross -holding: 

Takitig example No.38, the following is the Profit and Loss Account for the year 
ended and Balance Sheet as at 31st December 1944 (year later) 

PROFIT and LOSS ACCOUNT elk year ended 31st December 1944. 

By Balance at credit at 31st December 1943 .. .. .. 

H S 

£ 10,000£ - £ 3,000 
Trading Profit .. .. .. .. .. .. 19,300 1,100 3,500 
Dividends received 

From H 721.. .. .. .. - - 375 
T 20%.. .. .. 1,200 600 - 

£ 30,500 £ 1,700 £ 6,875 

To Balance at debit at 31st December 1943 .. .. £ - £ 1,000 £ - 

National Taxation. .. .. .. .. .. .. .. 7,000 200 1,775 
Dividends paid 

H7ç7,.. .. .. .. .. .. .. .. 7,500 - - 

T 207.. .. .. .. .. .. .. .. - 2,400 
Directors' Fees .. .. .. .. .. .. .. .. 1,000 - 200 
Balance at credit at date .. .. .. .. 15,000 500 2,500 

£ 30,500 L 1,700 £ 6,875 

BALANCE SHEET 

As at 31st December 1944 

ASSETS 

Sundry Assets .. .. .. .. .. £118,000 £ 20,500 £ 10,500 

Investments 

In H 5,000 shares . 7,000 

T 6,000 shares . 8,000 

S 16,000 shares 14,000 

T 3,000 shares 5,000 

£140,000 £ 25,500 L. 17,500 

LIABILIT as 
Share Capital (in £1 Ord. shares) .. .. £100,000 £ 20,000 £ 12,000 

Creditors.. .. .. .. .. .. 25,000 5,000 3,000 

Revenue Account. .. .. .. .. .. 15,000 500 2,500 

£140,000 L 25,500 £ 17,500 

Notes: 

The Balance Sheet valuations of Investments and the notes are the same as in 

example 38. 

SOLUT ION 

(a) The adjustments required in each company's Accounts are the same as in 

example 38. 

(b)/ 



Solution (Continued) 

b The aggregation of the Adjusted F ,lance Sheets, is :- 

H 

x ( 13) 

S T ASSETS Total 

Sundry Assets .. .. .. .. .. £147,000 £118,000 £ 18,500 £ 10,500 
Investments at adjusted cost: 

In H 5,000 shares.. . 00 7,000 - - 7, 000 
T 6,000 shares.. 00 . . 7,400 7,400 
S 16,000 shares.. 00 0. 15,000 15,000 
T 3,000 shares.. 00 4,750 - 4,750 

Capital Reserve. . . 2,000 - 2,000 

£183,150 £140,400 £ 25,250 £ 17,500 

LIABILITIES 

Capital. .. . .. .. £132,000 £100,000 £ 20,000 £ 12,000 
Creditors .. .. .. .. 33,000 25,000 5,000 3,000 
Revenue Account .. .. .. .. 18,150 15,400 250 2,500 

£183,150 £140,400 £ 25,250 £ 17,500 

(c) The Consolidated Statement of Assets and Liabilities as at 31st December 1944,is- 

ASSETS 

Sundry Assets .. .. .. .. .. 

Goodwill - Net Cost of Control to group: 

As per last year.. 

LIABILITIES 

Share Capital H (less held by T 45,000) .. 

Creditors .. .. .. .. .. .. 

Revenue Account: .. 

Less: Minority Interests T (see below).. 

S (see below).. 

Minority Interests: 

Capital .. , 
Revenue Account. .. .. .. .. .. 

Capital Revenue, as per last year .. 

Net Cost of Control, as per last year .. 

.. .. 

.. 

.. £ 850 

220 

£ 18,150 

1,070 

S ],/5th T ],/4th 

.. £ 4,000 £ 3,000 

220 850 
400 - 

463 Dr 562 

. .0 

Dr. 
.. Dr. 

£ 3,357 £ 3,288 

£147,000 

4,725 

£151, 725 

£ 95,000 
33,000 

17,080 

6,645 

£151,725 

As there is a direct cross -holding between H and T and also an indirect cross - 
holding through S, the share of the Revenue balances falling to the Minority Interedtz 
of S and T are calculated by algebra - 

Revenue Account £18,150 

Let 20 x = H's true share of Revenue Account 
Let 4 y = T's true share of Revenue Account 
Then 20 x = H 4 4/5 (S 4 4 T) t 2 T 

20 x = 15,400 -4_(250 -y) T 2 y 
100 x = 77,000 451,000 4. 4y .1L-10 y 
100 x = 78,000 4 14 y (1) 

and 
4 y = 2,500 4 x (2) 

400 y - 250,000 = 100 x 
400 y - 250,000 = 78,000 4 14 y 

:.386y= 328,000 

: y = 849.74 
and by substitution x = 898.964 

The,/ 



The division therefore is :- 

Minority Interests: 

Group 

T 

19 x . 
y.. .. .. 

S 1,/5th (250 i 850) .. 

Y 

Statement of group profit - Year to 31st December 1944: 

1st la HOD 

Trading Profits H per Accounts 
S per Accounts 
T per Accounts 

00 

. . 
06 

.. 

X ( 19) 

. . £ 17,080 

850 

220 

..£19,300 

.. 1,100 

.. 3,500 

£ 23,900 

Group's share thereof as calculated by algebra (see below) .. 

Group Trading Profit 1944. .. .. 

The algebraical calculation is :- 

Let 20 x 

4 y 

Then 20 x 

20 x 

.. 100 x 

.. 100 x 

and 4 y 

:. 400 y 

:. 400 y 

.. .. 

. H's true share of profits 

T's do. do. 

4,/5ths (S 4 4 T) 4 2 T 
V5ths (1,100 y) r 2y 
4,400T4y- 10y 
14y (1) 

(2) 

= H 

= 19,300 

= 96,500 

= 100,900 - 

.. .. 

= 3,500 T x 

- 350,000 = 100 x 

- 350,000 = 100,900 - 14 y 
386 y = 450,900 

:. y = 1168.135 
x = 1172.540 

The division therefore is :- 

Group's share. .. 

Linority Interests: 

T 

S 

.. .. 19 x . 
.. .. .. 

1/5th (1,100 t 1,168).. 

Y 

2nd ÌV TH0D 

Profit and Loss Account, Credit 
December 1944.. .. 

Profit and Loss Account. Credit 
December 1943 (see example 38) 

.. 

£ 18,150 

.. 

balance per Consolidated Statement at 31st 

£ 22,278 

22,278 

£ 22,278 

1,168 
454 

, £ 23,900 

. . . £ 17,080 

balance per Consolidated Statement at 31st 

. . .. .. 60 . . 90 . . 00 11,321 

Increase L 5,759 
Add: Group's share of non -trading debits: 

H S T Total Group's share _ 
- thereof -(see below) 

National Taxation.. £ 7,000 £ 200 E 1,775 £ 8,975 £ 8,272 

Directors' Fees .. 1,000 200 1,200 1,122 

£ 9,394 

Dividend paid by H. .. .. .. .. 

Less: Received by T (a member of the group). . 
.. £ 7,500 

376 

Group Trading Profit 1944 .. . 

CONSOLIDATED PROFIT and LOSS ACCOUNT/ 

7,125 16,519 

£ 22,278 



2nd Method (Continued) 

CONSOLIDATED PROFIT and LOSS ACCOUNT 

X (2Q) 

gy Balance at credit at 31st December 1943 .. .. £ 11,321 

Group Profit. .. .. .. .. .. .. .. .. .. .. 22,278 

£ 33,599 

To National Taxation.. .. .. .. .. .. .. .. .. .. £ 8,272 

Directors' Fees .. .. .. .. 1,122 

Dividend paid by Holding Company to members.outside the group .. 7,125 

Balance at credit at 31st December 1944 .. .. .. .. .. .. 17,080 

£ 33,599 

As a cross -holding exists the group's share of National Taxation and Directors' Fees 

are calculated by algebra , thus : - 

Let 
" 

Then 

and 

20 x 

4 y 

20 x 
4y 

w 

= 

= 

= 

NATIGÜAL TAXATIGh 

H's true share of charges 

T's true share of charges 
H + 4/5ths (S - 4T) 2 T 
T ., x 

20 x = 7,000 + 4/5ths (200 + y) + 2 y 

: . 100 x = 3 5, 000 . 800 ,. 4y « lOy 

100 x = 35,800 + 14y , (1) 

and 4 y = 1,775 + x (2) 

: 400 y - 177,500 = 10Ox 

400 y - 177,500 = 35,800 14y 

:. 386y = 213,300 

y = 552.591 

and by substitution x = 436.364 
The Division therefore is :- 

Group's share 19x .. .. . .. .. £ 8,272 

Minority Interests Ty .. .. .. .. .. 552 

S 1/5th (200 + 553) .. .. .. .. 151 

y 

DIRECTORS' FEES 

20 x = 1,000 . 4/5th y + 2y 

100 x = 5,000 , 4 y t l0y 

100 x = 5,000 + 14 y (1) 

and 4 y = 200 - x (2) 

.. 400y - 20,000 = 100 x 
:. 400y - 20,000 = 5,000 + 14y 

:. 386y r 25,000 
:. y = 64.767 

and x = 59.068 

The Division therefore is:- 

Group's share. 19x .. 

Minority Interests Ty .. 
S 1/5th (65).. 

Notes/ 

O. 

£ 8,975 

£ 1,122 

65 

13 

£ 1,200 



totes 
X ( 21) 

Observe the equations used for any purpose are always the same for the same 

group. 

). As regards dividends to be added to the increase in Profit and Loss Account as 

at 1944 compared with 1943, in method (2) only the dividend paid by the 

Holding Company is considered (as in all previous examples) and only to the 

extent it has been paid to H's shareholders who are not members of the group. 

It is unnecessary to use algebra for this but kma by doing so the same answer 

is given and the algebraical calculation may assist in the understanding of 

the matter. 

20 x 
100 x 
100 x 

and 4 y 

= 6,300 + 4/5th (- 600 + y) + 2y 
= 31,500 - 2,400 + 4y T lOy 
= 29,100 + 14y (1) 

= 2,025 + x (2) 

:. 400 y - 202,500 = 

:. 400 y - 202,500 = 

100 x 

29,100 + 14 y 

.. 386 y = 231,600 

y = 600 (exactly) 

x = 375 (exactly) 

The dividends are therefore divisible:- 

Group 19x £7,125 This is H's dividend £7,500 less paid to T 

£375 i.e. the dividend paid to H's shareholchr 
excluding T a group member. 

Minority Interests 

T y 600 This is the cash actually paid to T's outside 

shareholders when T declared the 20X 
dividend £2,400 i.e. z of £2,400. 

Do. S 15th (-600 + 600) 

Y 

AIM 

£7, 725 



x (22) 
Exam . 1 e 45 

Consolidated 'rofit ;, Loss Account - Tartly -owned Subsidiaries with a 

cross holding (Subsidiaries previously ssociated Companies). 

The Profit Loss Accounts for the year 

as at 21st Lecember 191i5 of h.S.&. T. in example 

'rofit ?: Loss accounts 

ended and balance 
74 are: 

H. S. 

Sheets 

T. 

By Balance at credit at 51/12/44 .. £60,000 £ 9,020 £25,000 
" 1)vidend "rocs S.10'L on 20,0,) J shares 2,000 

n n T.40;o " 10,uv0 " JvJ 
-.ote. 

ti. had credited dividends received 

from S. á. T. to Investment A/c. 

Trading i'rofit .. .. j0,000 7,000 9,000 

£ 90,000 £20,020 £36,000 

To dividends ;aid H. .. £40,000 
s.10% .. .. £ 8,000 

" T.40% .. .. £214,000 

national Taxation .. .. 9,000 5,620 4,800 
" Directors' _ees .. .. l,000 400 200 
" 3alance at credit at date .. 140,000 8,0,00 7,000 

£90,000 £20,020 £6,0J0 

balance Sheets 

Assets 
H. S. 

Sundry Assets .. .. .. £251,500 £87,980 

Investr.ents at cyst less dividends credited; 

In T.(1 /6th) 1.:,. shares .. .. 11,020 
it 

S. (h ) 20,:.:v shares .. . . 

" S. (eths) ì Jù0 shares less dividend 

n 
á.,S,VvJ .. 

T. (7/ lcths ) J:,J 

credited £14,J.i0 
shares less dividend 

.. 

T. 

£49,00 

25,000 

55,0 J 

98,500 

£525,000 £99,000 L74,000 

Liabilities 

Share Capital (in £1 Ordinary Shares) .. L200,000 £80,000 £60,000 

Ureditors .. .. .. 85,000 11,000 7,000 

Revenue Accounts .. .. .. 140,000 8,000 7,000 

£325,000 £99,030 L74,000 

Solution: 

(a) The adjustment s required in each Company's. Accounts are 

S. & T. - .,.o adjustment (as in last year see example 51 ) 

H. 1. _revenue Account Dr. £x,600 

To Investment Account (in S.) 

(Beinæ pre- acquisition revenue balance per 

example 514 £8,600 less dividend £5,000 

credited by H to Investment ccount) 

H. 2./ 

£3,600 



Ii2 devenue Account .. Dr. £2,590 
To lnvestaent Account (in T.) 

(Being pre- acquisition revenue balance per 
example 4 £16,590 less dividend £14,000 
credited by H, to Investr.ent Account ). 

£2,590 

X (23) 

(b) The Aggre ¿r;ation of the Adjusted balance Sheets is 

S. T. 
Assets 

Total H. 

Sundr, T Assets £368,480 £231,500 £87,980 £49,000 
Investments at cost less divicä; 

ends credited: 
In ''.(1/ th)10,000 shares 11,020 11,020 
" S.(;_th,; 20,000 shares 

in-:est .eats at adjusted cost: 
25,000 25,000 

in S.(ethS) jv,uuJ shares 51,400 51,400 
" i.(,i 1Cths) 35,0000 shs. 35,910 35,910 

£491,810 £318,810 £99,000 L74,000 

Liabilities 

Share Caj-i tal £40,000 £200,000 £80,0j0 £60,000 
Creditors 105,000 85,000 11,000 
devenue Account 48,810 33,810 8,000 7,000 

£491,810 £318,810 £ß9,000 £74,000 

(c) The Consolidated Staterent of Assets and Liabilities is 

Assets 

Sundr Ass is .. . 
Goodwill - jet Jost of Control to the 

(as per last rear) . 

Liabilities 

Share Capital E. 
creditors 

=tevsnue Account .. 

Less; --inoritz. Interests 

S. see below £1,196 

group 

. £48,810 

T. 
" 

2,248 5,541.E 

Minority Interests 

£368,480 

6,717 

£375,197 

£GUJ, J0 
1J3,00o 

L5,266 

In S.-6th In T. flth 

Capital £10,000 £15,000 

devenue Account 1,196 2,348 

KA Cost of Control 
(as last year) Dr. ?ii2 Dr. 1,571 26, 931 

£10,954 £15,977 
£375, 197 



Notes 
X (24) 

1. :. evenue :ccount. The proportion falling to the : nority Interests is 
V calculated by algebra 

Let 8x 

thus:- 

- S.'s true :.evenue valance. 
" 12y = T.'s tt If u 

Then 8r. = 8,000 4 2y (1) 
and 12y = 7,000 L 2x (2) 

Solving these equations the value of x and y are 

x - 1195.65 and y 782.61 

the division therefore is: 

.3roup's share of T. (7v) £5,478 
u tt tt 

S. (5x) 5,978 

L11,456 ' H £53,810 = £45,266 
4,;t, Inter9 sts T. 3y 

a n tt S. x 
2,348 
1,196 

:ota1 revenue balances of £15,0ú: 
S. L.:_. T. \,JJ;s7,UJiJ/ 

2. The -inority interests can be calculated from an examination of 
S. and :,.lance Sheets. 

Let A;x true value of S.'s business (excluding Hidden G_odtivill) 

Then 6x - " 
II II T.'s holding in S. 4th. 

T. is worth 60,000 i 7,000 = (6x - 25,004 

42,0J0 j 6x 

l/6th of T.'s business is worth 7,000 1 x. 

S.'s business is worth 80,0J0 + 8,000 : (70û0s x) - 11020) 

i.e. = 8. , D3ú s 8, 0uú = 7000 s x - 11020 

x = 31. 

S.'s . :inority Interests 7- - L1a,954 

6x 

T. is worth i42,000 s 21,908 = 63,908 

'= .' s inority Interests Zth of 65,908 = £15,977 



Statement of Group Trading irofits for 1945 

1st ethod 

X (25) 

lrauing irofit £50,000 
S.'s £7,000 groul/s share (see below) 6,543 
T., 

s 
, £9,0u0 it 

5,543 

Group Trading rrofit for 1945 £142,086 

2nd ... ethod 

croup _revenue ,,ccount - balance at 31/1445 per 
0onsolidated Statement .. .. 

Group ..avenue ..ccount - balance at 1/ 1'2 L;L4 per 
c;onso!idated Statement .. 

Less: 

£45,266 

60,000 

Decrease £14,734 

-on- trading debits 

Dividend paid only .. 

:.ational Taxation H. .. £9,000 

S. £3,620) ; ~roup's share 
T. 4,800) see below 6,356 

:741,20 

,.rectors' gees H 

S. £1400) 7.roup' s share 

T. 200) see below 

£1,000 

:.140,00 

15,356 

464 1,46L4 56,820 

Group 'Trading rrofit for 1945..£42,086 

The second .ratüod gives the liures for a Consolidated rrofit and 
Loss l,ccount. 

Lote 

The above shares are calculated by algebra u sing 8x and 12y as in 

tree previous equations thus: 

irauinb rrofit :,utional Taxation Fees 

8x = 70JJ + 2y ...(1) 8x = 3620 j 2y ...(1) 8x = 400 L 2y ...(1) 

12y = A. 2x ...(2) 12y = 4800 s 2x ...(2) 12y = 200 t 2x ...(2) 

-' - y = 9)4.78 -'. y = 496.09 y 26.09 

x = 1108.57 x = 56.52 

The c,i7ision therefore 

Group' c s'. aro _ . 77 
" " .. 5x 

is:- 

£5,543 

5,543 

£3,473 
2,883 

£182 
282 

L12,086 £6,356 E464 

:inority Ir,;. rests 

T. 3y 2,804 1,488 80 

S. x 1,110 576 56 

Total S.ard T. £16,000 £8,420 £600 



CHAPTER XI. Preference Shares of Subsidiaries in Consolidated 

Statements. 

bany companies have part of their Share Capital in Preference 

Shares. The rights of Preference Shares depend on the company's 

Memorandum and Articles of Association. As regards profits, the 

articles may grant them a fixed dividend of so much per cent per 

annum and nothing more, in priority to a distribution to other capi- 

tal. This dividend may be either payable as regards each year out 

of profits of that year only (generally preference shares of this 

type are called non- cumulative), or payable for each year out of 

profits if sufficiently available, wit:. a right where profits of 

any year are insufficient to pay the preference dividend in full, 

to make good the deficiency out of profits of subsequent years 

(preference shares of this type are called cumulative). In addi- 

tion, after receiving this preference dividend they may be entitled 

to a further participation in profits after a certain percentage 

has been paid to another class or other classes of shares. 

(Preference Shares wit- this further right are called Participating 

Preference Shares) . 

As regards repayment of capital in event of liquidation, the 

articles may or may not give to the preference shareholders a 

repayment of their share capital with or without arrears ofdivi- 

dend, in priority to repayment of capital to other classes cf 

shares. Further, after the par value of all share capital is re- 

paid in a winding up, the articles may or may not give the prefer- 

ence shares a right to participate in any surplus assets. 

Where the articles are silent on certain points, the rights 

of preference Capital are determined by the decisions of case law. 

The most important of these have laid down that a preference 

shareholder is not entitled on any winding up to a prior right to 

repayment of capital unless the articles of the company make pro- 

vision therefor (London India Rubber Co., 1866, 5. Eq. 715; Re 

Madame / 
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In this Chapter various ty ?es of Preference Shares are dealt with and while some of 

se types are not commonly found, the principles given apply to cases of share capital 

!ucture where t}.ere are preferred - ordinary shares deferred- ordinary shares etc. 



Madame Tussaud & Sons Ltd. (1927) 1 Ch. 657) and that his "prefer- 

ence" is confined prima facie, to a preference dividend. It has 

also been held that the dividend is considered cumulative where 

the articles declared that the preference shares are to be entitled 

to a specified rate per cent (Henry v Great Northern Railway Com- 

pany 1 De G. and J. 606; Webb v Earle, 1875, 20 Eq. 556; Foster 

v Coles 22 T.L. R. 555) . As regards participation in surplus 

assets after repayment of all share capital at par, it has been 

held that - 

(a) in the absence of provisions in the articles, the Ordinary 
Shareholders are entitled to all surplus assets attribut- 
able to revenue profits (Will v United Lankat Plantations 
Company Ltd. 1914, A. C. 11) . 

& (b) unless the articles expressly negative the right of the 
Preference shareholder to participate, Ordinary and 
Preference Capital share proportionately in surplus assets 
attributable to capital profits (In re Wm. Metcalfe & Sons 
(1933) 1 Ch. 142; re Madame Tussaud & Sons (192 7) 1 Ch. 
o57; re Fraser & Chalmers Ltd. (1919) 2 Ch. 114)) r.e 

In the preparation of Consolidated Statements of a group which 

includes a member or members with Preference Capital the exact 

rights of this class must be ascertained but in the determination 

of how such rights are to be treated one must keep in view that 

the statement is being prepared on the basis of a going concern. 

Preference Shares with a preference for capital and with no 
further right to share in Surplus Assets in a winding -up. 

This is a common type of Preference Share and presents little 

difficulty in the preparation of the Consolidated Statement. Pro- 

vided that there are sufficient profits, the preference dividend 

up to the date of the Balance Sheet is accrued when the accounts 

of the Company with such preference capital are being adjusted 

(Dr. Revenue Account Cr. Outstanding Preference Dividend Account) . 

When the holding company or another member of the group holds some 

or all of these Preference Shares, then the preference dividend 

receivable up to the Balance Sheet date should be accrued when the 

accounts of that member are being adjusted (Dr. Accrued Dividends 

Receivable / 



XI (3) 

Receivable Account; Cr. Revenue Account) . During the process of 

consolidation this latter accrual, an asset, will for a contra 

against the liability of the other member. The balance remain- 

ing (if any) will represent the accrued dividend due to outside 

shareholders and will appear under Minority Interests or if pre- 

ferred under a separate heading as a cash liability of the group. 

Examples of this type of Preference Share are given elsewhere 

(see examples 14, 24, 27 and 35) and there is no need to reiterate trier 

here. 

In the application in practice of theoretical principles, it 

should be noted that, for simplicity, in all the examples in this 

treatise, Preference dividends have been accrued gross, whereas 

in practice it will generally be found that the balance of Profit 

and Loss Account represents a net surplus available to the share- 

holders after adequate provision has been made for all national 

taxation, and accordingly Preference dividends may require to be 

accrued net during the process of consolidation. 

Preference Shares with a preference for capital and with a 
further right to share in Surplus Assets, after the Ordinary 
Shares have received par in a winding -up. 

With this type of Preference Share, the adjustment of the 

revenue side is straightforward for the Consolidated Statement is 

prepared on the basis of a going concern and the preference shares 

have an interest in the subsidiary's profits only to the extent 

of the fixed preference dividend up to the Balance Sheet date. 

The capital aspect requires more careful and detailed consi- 

deration. If a subsidiary with this type of Preference Capital 

has a Capital Reserve in its Balance Sheet, this reserve is not 

available for distribution as dividend and for consolidation pur- 

poses, it should therefore be divided between the Preference 

Capital and the Ordinary Capital according to the amounts of the 

respective capitals. In theory the Capital Reserve is represent- 

ed by the Surplus Assets which would be divided similarly on a 

winding / 
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winding up. Now during the process of consolidation, a Capital 

Reserve can arise to a subsidiary, i.e. where the Net Cost of 

Control of a sub -subsidiary results in a credit balance, and it 

must be determined whether this created capital reserve should be 

treated similar to a Capital Reserve in the Balance Sheet of the 

subsidiary and be divided between Preference and Ordinary Capital. 

A credit balance on Net Cost of Control of a company can be 

accounted for by four main reasons which may be inter -mixed in any 

one case. 

(1) Owing to a general over -valuation of the book value of the 
sub -subsidiary's fixed assets. 

This over -valuation although known to the purchasers 
of the sub -subsidiary and taken into account in fixing 
the fair price of the shares, cannot be always earmarked 
specifically to the individual assets. In these cir- 
cumstances the Consolidated Statement can only be prepared 
without the normal adjustment for an over -valuation being 
made, and a credit balance on Net Cost of Control is 
likely to arise as a result. (The normal adjustment 
referred to is - dr. Capital Reserve Account and cr. the 
Asset concerned - the Capital Reserve being transferred 
after aggregation of the adjusted Balance Sheets to the 
Minority Interests and to the subsidiary holding the 
shares and sq affects the figure of adjusted cost of 
these shares see page VI .34) . 

(2) Through an over -valuation of the book value of Goodwill of 
the sub- subsidiary--(or through the existence of ' Bay dwiÏi ". ) 

This is not adjusted in the same way as an over- valua- 
tion of a specific fixed asset such as Property, Plant, 
etc. , but Goodwill or "Badwill" reflected in the purchase 
price of the shares is shown separately in a Consolidated 
Statement at cost to the group so far as acquired. A 
credit balance on the Net Cost of Control to the subsidiary 
which holds the shares can therefore emerge from this 
factor. 

(3) Owing to anticipated post -ac uisition losses of the sub - 
subsidiary. 

If the subsidiary purchasing the shares in the sub - 

subsidiary, makes a reduction in its offer to cover 

anticipated future losses, a credit balance on Net Cost 
of Control of the sub -subsidiary may well arise. 

(4) Through shares being acquired at a bargain price. 

In the first three eventualities it seems clear that the 

"paper" surplus arising to the subsidiary in a credit balance on 

the Net Cost of Control of a sub -subsidiary, is not analagous to a 

Capital / 



XI (5) 

Capital Reserve existing in the subsidiary's Balance Sheet. Indeed 

from a practical point of view at any particular date there may be 

no real surplus at all. It is considered therefore that a created 

Capital Reserve arising to a subsidiary during the process of 

consolidation should not be allocated between Ordinary Capital and 

Preference Capital of this type, but should be regarded as the 

concern of the Ordinary shareholders only. Even in the fourth 

case, the same principle applies for the surplus is a "paper" 

profit which is unlikely to bear any relation to the eventual 

realisation profit or loss on the sale of the shares in, (or on 

the liquidation of) the sub -subsidiary at some distant date. 

While a realisation profit would become a Capital Reserve in the 

Balance Sheet of the subsidiary, a realisation loss would be pro- 

bably written off against Profit and Loss Account of the subsidiary 

and would thus be borne by the Ordinary Shareholders only. It 

is true that the sale of the shares in, or liquidation of, the 

sub -subsidiary may not be contemplated at any particular consoli- 

dation date, but the eventual result does have some bearing on the 

point. In any event, an example will show that adverse future 

trading results of the sub -subsidiary may reduce or nullify the 

"paper" profit made on acquisition date. 

Ea. S. Ltd. is a subsidiary of a group. S's Ordinary Capital 

is all held by the holding company. S'a Preference Capital is of 

the type under discussion and is all held by outsiders. In 1945 

S. acquired all the Ordinary Shares (10,000 shares of £1 each) of 

T. Ltd. at a bargain price of 21/ per share. On acquisition date 

T. had a credit balance on Revenue Account of £2,500. 

In the Consolidated Statement of the group, the Net Cost of 

Control of T. the sub -subsidiary, to S. would be £2,000 made up 

thus: - 

Cost / 
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By S in T 

Cost Price 10,000 Ord. Shs, in T at 21/- each . . £10,500 

Less: Pre -acqn. cr. bal. on T's Rev. A/c at 
acqn. date 2,500 

Adjusted Cost . . 

Par value 

£ 8,000 

10,000 

Net C. of C. of T to S ( "Paper profit on acgn.)£ 2,000 cr. 

T's trading results in the future may well vary. If, say in 

1946/47 T was incurring losses and at 31st December, 1947, had a 

debit balance on Revenue Account of £3,000, it is clear that the 

"paper" profit made by S on acquisition is more than lost. In 

the Consolidated Statement of the group as at 31st December, 1947, 

the net post- acquisition loss of T, £5,000, would be debited to 

S's Revenue Account and would be borne probably by S's Ordinary 

Shares only. A fair set off to this revenue burden would be the 

allocation to the Ordinary Shareholders only, of the "paper" 

capital profit made on acquisition and still arising in the process 

of consolidation at 31st December, 1947. There is, of course, no 

direct contra - one is a revenue loss, the other a capital profit - 

the point is that in fairness itnolemeammats4 both these items should 

Appjyto S's Ordinary Shareholders only. 

While one can visualise cases where the "paper" profit made on 
still 

acquisition date appearsAto exist, or even to be increased as 

measured in terme of real value, on a future consolidation date, as 

a general rule it is inexpedient to make any allocation to Prefer- 

ence Shares of such a "paper" profit arising perhaps many years ago. 

It is considered the better practice simply to put a note on the 

Consolidated Statement as follows - 

"The Preference Shares of a subsidiary, all of which are held 
by outsiders, have a preference for capital and a further 
right to rank pari passu in the Surplus Assets in a winding 
up. The above Consolidated Statement is prepared without 
taking into account these further rights, as liquidation of 
any member of the group is not contemplated. The Preference 
Shares are valued at par, plus accrued dividends, and this 
valuation appears under the heading 'Minority Interests". 

Ex, / 
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Example 44 - Pref. Shares having a pref. for Capital and ranking pM`i passu with 
Ord. Shares in the gurplus Assets after the Ord. Shares have 
received par. Sub and Sui -sub. with such Pref. Shares an with 
credit balances on Revenue Account. 

The smm:marised Balance Sheets of a group, as at 31st December 1943, are: - 

ASSETS H S T 

Sundry Assets. .. .. .. .. .. .. .. £103,000 £ 26,150 £ 19,600 

Investments at Cost: 

10,000 Ord. Shares in S .. 17,000 

8,000 Ord. Shares in T .. 9,500 

£120,000 £ 35,650 £ 19,600 

LIA BI LIT IES 

Ord. Capital (in £1 shares).. .. .. .. .. .. £100,000 £ 15,000 £ 10,000 

55' Non -cum. Pref. Capital (in £1 shares) .. .. .. - 5,000 2,000 

£ 20,000 £ 12,000 

Capital Reserve .. .. .. .. .. .. .. .. - 5,000 - 

Creditors .. .. .. .. .. .. .. .. .. 9,000 2,000 2,500 

Revenue Account .. .. .. .. .. .. .. .. 11,000 8,650 5,100 

£120,000 £ 35,650 £ 19,600 

H acquired 2 /3rds of S in 1940 when S had a credit balance on Revenue Account of 

£9,000 and a credit balance on Capital Reserve Account of £5,000. 

S acquired 4/5ths of T in 1942 when T had a credit balance on Revenue Account of 

£3,000. 

Both the above balances are adjusted for the Pref. Dividend outstanding at the 

relative acquisition date. 

The Pref. Dividend in both companies is "free of tax" and unpaid for 1943. The 

Pref. Shares of S and T have a pref. for capital and rank pari passu with the Ord. 

Shares in the surplus Assets on any winding up after the Ord. shares have received 

par. 

SOLUTION 

(a) The adjustment required in each company's Accounts are : - 

T 1. Revenue Account .. .. .. .. .. .. .. 

To Pref. Dividend outstanding Account .. .. 

(Being accrual of 1943 Pref. Dividend) 

Dr. £100 
£ 100 

S 1. Revenue Account .. .. .. .. .. .. .. Dr. £250 

To Pref. Dividend outstanding Account .. .. £ 250 

(Being accrual of 1943 Pref. Dividend) .. 

S 2. Revenue Account .. .. .. .. .. .. Dr. £2,400 

To Investment Account (in T) .. .. .. .. £2,400 

(Being 4I5ths T's Cr. balance on Revenue Account £3,000 
in 1942 - 

pre-acquisition - when S bought 8,000 Ord. Shares in T(4/5ths) 

H 1. Revenue Account .. .. .. .. .. .. Dr. £6,000 

To Investment Account (in S) .. .. .. .. in 1940 £6,000 

(Being 2 /3rds S's Cr. balance on Revenue Account £9,00q/- pre-acquisition- 

when H bought 10,000 Ord. Shares In S (2 /3rds) 

(b) The a re.Mation of the Ad ' usted Balance Sheets, is :- 



(b) The aggregation of the Adjusted Balance Sheets is :- 

H 

xi ( 8) 

S T. 
ASSETS Total 

Sundry Assets .. .. .. .. .. .. £148,750 £103,000 £ 26,150 £ 19,600 
Investments at Adjusted Cost - 

In S 10,000 Ord. shares.. .. .. .. 11,000 11,000 - 

In T 8,000 Ord. Shares.. .. .. .. 7,100 7,100 

£166,850 £114,000 £ 33,250 £ 19,600 

LIABILITIES 

Ord. Capital .. .. .. .. E125,000 £100,000 £ 15,000 £ 10,000 
Pref. Capital .. .. .. .. . . 7,000 - 5,000 2,000 
Capital Reserve. .. .. .. .. 5,000 - 5,000 - 

Creditors.. .. .. .. .. .. 13,500 9,000 2,000 2,500. 
Pref. Dividend Outstanding .. .. 550 - 250 100 
Revenue Account 00 00 .. .. 16,000 5,000 6,000 5,000 

£166,850 £114,000 £ 33,250 £ 19,600 

(c) The Consolidated Statement is :- 

ASSETS 

Sundry Assets .. .. .. .. 

Net Cost of Control to the group: 
.. .. .. .. 

By S By H 
in T 4/5 in S 2/3 

Adjusted Cost .. .. .. .. .. .. .. £ 7,100 £ 11,000 

Less: Share of Capital Reserve. P; ó,C00).. 2,500 

Par .. 

£ 8,500 

.. .. .. .. 8,000 10,000 

Less: L:inority Interests S Ord ]/3rd 

Capital Reserve. 

£ 900Cr £ 1,5000r. 
300 - 

L 600 £ 1,500 
e 

V 

.. £ 2,100 

£148, 750 

Note: The Pref. Shares of the Sub and Sub -sub, all of which are held 

-TT-outside shareholders, have a pref. for capital and a further right 

to rank pari passu with the Ord. Shares in surplus assets on a winding 

up. The above Consolidated Statement has been prepared on the basis 

of taking into account these further rights only to the extent they 

exist in the form of a Capital Reserve in the Balance Sheet of the Sub. 

The Pref. Shares are valued at par, plus accrued Pref. Dividend plus a 

share of the Capital Reserve and this valuation appears under the 

heading of .I. 
LIABILITIES 

£148, 750 

Share Capital H. .. .. .. .. £100, 000 

Creditors.. .. .. .. .. .. .. .. .. 13,500 

Capital Reserve S .. 00 .. .. O. .. .. .. £ 5,000 

Less: Minority Interests S Pref 
" S Ord. 4.. 

£ 1,250 
1,250 2,500 

To H (transferred to Adjusted Cost of Shares in S) £ 2,500 

Capital Reserve Net Cost of Control to the group .. .. 2,100 

Forward £115,600 



(c) Liabilities (Continued) 

.. .. .. 
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Forward 
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£115,600 

Revenue Account .. .. .. .. .. £ 16,000 
Less: Minority Interests: 

T 15th of £5,000 .. .. .. £ 1,000 
S ]/3rd of (6,000 - 4/5ths x 5,000) . .. .. 3,333 4,333 11,667 

Minority Interests: 
S Ord ],/3 S Pref. T Ord 1/5 T Pref. 

Capital .. .. .. .. £ 5,000 £ 5,000 £ 2,000 £ 2,000 
Capital Reserve.. .. .. 1,250 1,250 - 
Revenue Account.. .. .. .. 3,333 1,000 - 

Pref. Dividend outstanding. .. 250 - 100 
Net Cost of,Control of T .. .Cr. 300 - - 

£ 9,883 £ 6,500 £ 3,000 £ 2,100 21,483 

£148,750 

Notes: 

(1) Observe that while the Preference shares of S take a 4 share of the 

Capital Reserve in S's Balance Sheet £5,000, the Capital Reserve arising on the 

Net Cost of Control of T (Cr.£900) is allocated to S's Ordinary Shareholders 
only. (Group 2 /3rds; Minority Interests 13rd). 

(2) The Minority Interests can be independently verified from an examination 

of the original Balance Sheets. 

T's Preference shares are worth par £2,000 - 1943 Dividend £100. .. £ 2,100 

T's Ordinary shares are worth 30/- each, thus: - 

Sundry Assets .. .. .. .. .. .. .. .. .. £ 19,600 

Less: Creditors.. .. .. .. .. .. .. £ 2,500 

Preference shares and accrued dividend .. 2,100 4,600 

Value of 10,000 Ord. Shares (30/- each) .. .. .. £ 15,000 

2,000 Ordinary shares at 30/- each .. .. .. .. .. .. 3,000 

S's Preference shares are worth par £5,000 + 1943 dividend £250 - 4 Gapital 

Reserve Account 4 of £5,000 .. .. .. .. .. .. .. .. 6,500 

S's Ordinary shares are worth £2.1.a id each, thus : - 

Sundry Assets .. .. .. .. .. .. .. .. £ 26,150 

8,000 Ordinary shares in T at T's Balance Sheet price 30 / -ea. 12,000 

Less: Creditors.. . . . . . . . . . . 

Preference Shares of S (as above) .. 

£ 38,150 
£ 2,000 

6,500 8,500 

Value of 15,000 Ordinary Shares (£2.1.2zd each) .. .. £ 29,650 

5,000 Ordinary shares at £2.1.2íd each .. .. .. .. .. 9,883 

As per Consolidated Statement .. .. L 21,483 
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A group may purchase a non- profit earning competitor company 

with the intention of winding it up at an early date. A credit 

balance arising during the process of consolidation in the Net 

Cost of Control of this company is available - 

(a) To meet any trading losses of the company until the 
winding up date. 

(b) To meet the eventual loss on realisation of the Assets. 

Necessary corollaries as regards the application of (a) are 

that the post- acquisition loss was anticipated and allowed for in 

the price when the purchase of the shares was made, and that the 

loss is only applied to an extent which leaves a sufficient credit 

balance on Net Cost of Control to deal adequately with (b). 

Preference Shares which enjoy a preference for capital and 

which exist in such a competitor company will be valued at par 

unless the debit balance on its Profit and Loss Account is so very 

large that eve- the Preference Shares are unlikely to receive par 

at the forthcoming liquidation. 

Example Q.5 / 
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Example 45 - Sub and Sub -sub with Pref. and Ord. Shares held by group members. 
Pref Shares with a pref. for Capital and ranking pari passu with 
Ora-. Shs. in Surp rus Assets after the Ord. Shares have received 
par. Sub -sub about to be liquidated. 

The summarised Balance Sheets of a group as at 31st December 1943, are:- 

T 

£ 9,500 

ASSETS H S 

.. £100,600 £ 32,000 

dle 17,000 
06 3,000 

650 

2,500 

Sundry Assets.. .. .. .. .. .. 
Investments: 

10,000 Ord. Shares in S at cost .. 
8,000 Ord. Shares in T at cost .. .. 

1,000 Pref. shares in T at cost .. .. .. 

2,500 Pref. shares in S at cost, less dividend 
credited. 

Revenue Account.. 5,000 

£120,000 £ 35,650 £ 14,500 

LIABILITIES 

Ordinary Capital (in £1 shares) .. .. E100,000 £ 16,000 £ 10,000 

51Q Non -Cum. Pref. Capital (In £1 shares) .. - 5,000 2,000 

£ 20,000 £ 12,000 

Sundry Creditors .. .. 9,000 2,000 2,500 

Revenue Account .. .. .. .. 11,000 13,650 

£120,000 £ 35,650 £ 14,500 

H acquired 2 /3rds Ord. and .- Pref. Shs. in S in 1936 when S had a Cr. balance on 

Revenue Account of £9,000 after charging the Pref. dividend. 

S acquired 4/5ths Ord. and - Pref. Shs. in T in 1942 when T had a Dr. balance on 

Revenue Account of £3,000 Dr. T Ltd. was a competitor of the group and was 

trading at a loss. S bought T's shares expecting losses to continue and intends 

winding up T at an early date. 

The Pref. Dividends of S and T are "free of tax" and unpaid for 1943. The 

Pref. Shares of S and T have a pref. for capital and also rank pari passu with the 

Ord. Cap. in the surplus Assets, after the Ord. Capital have received par, in a 

winding up. 

SOLUTION 

(a) The adjustments required in each company's Accountsoar®: 

H 1. Revenue Account .. .. .. .. .. .. Br. £6,000 

To Investment Account (in S) .. .. .. .. £6,000 

(Being 2 /3rds S's credit balance on Revenue Account in 1936, 
£9,000 - 

pre-acquisition - when H bought 10,000 Ord. Shares in 
S (2 /3rds). 

H 2. Outstanding Dividends Receivable Account .. Dr. £ 125 

To Revenue Account .. .. .. .. 

of 
(Being accrual, 1943 Pref. Dividend - 5% on £2,500 - due by S to H. 

., £ 125 

Note: As regards the Pref. Shares held by H in S it is assumed that the 

dividend credited to Investment Account covered the 
full period up to date 

of purchase in 1936. 

S 1 Revenue Account .. .. .. .. .. .. Dr. L 250 

To Outstanding Pref. Dividend Account .. £ 250 

(Being accrual of 1943 Pref. Dividend) 

(b)/ 

S 2 Investment Account (in T) 

To Revenue Account .. 

( Béing 4,/5ths of T's debit 

pre -aoquisition - when S 

.. Dr. £2,400 

.. £2,400 

balance on Revenue Account £3,000 
in 1942 - 

bought 8,000 Ord. Shares in T 4/5ths). 



(b) The Aggregation of the Adjusted Balance Sheets, is :- 

ASSETS 

Sundry Assets.. .. .. .. .. 

Investments at Adjusted Cost: 

10,000 Ord. Shares in S .. 

8,00)0 Ord. Shares in T 

1,000 Pref. Shares in T .. .. 

2,500 Pref. Shares in S .. 

Dividend receivable outstanding.. 
Revenue Account .. .. .. 

Ord. Capital .. 

Pref. Capital.. 
Creditors. .. 

Preference Dividends 
Revenue Account .. 

LIABILITIES 

outstanding 

(c) The Consolidated Statement is :- 

ASSETS 

Total H 

XI (12) 

S T 

. £142,000 £100,500 £ 32,000 L. 9,500 

O 0 

. . 
4.11 

. . 
O 0 

Sundry Assets.. .. .. .. .. 

Goodwill - Net Cost of Control to the group: 

11,000 11,000 
5,400 - 

650 
2,500 2,500 

125 

5,400 
650 

5,000 

£161,550 £114,125 £ 38,050 £ 14,500 

£125,000 £100,000 £ 15,000 £ 10,000 
7,000 - 5,000 2,000 

13,500 9,000 2,000 2,500 
125 250 - 

15,925 5,125 15,800 

£161,550 £114,125 £ 38,050 £ 14,500 

.. £142,000 

By S in T 
Ord. 4/5 Pref. - Ord. 2 

H in S 

Pref. 2 

Adjusted Cost.. .. £ 5,400 £ 650 L 11,000 £ 2,500 
Par.. .. .. .. .. .. .. 8,000 1,000 10,000 2,500 

Cr.£ 2,600 Cr. 350 Dr.1,000 £_ 
V 

£ 2,950 Cr. 
Less: Post -acquisition loss of T 4/5ths 

of £2,000 .. 1,600 

£ 1,350 
Less: i;:inority Interests S Ord.l,/3rd 450 

1,000 

£ 900 to Reserve per contra. 

Note: The Pref. shares of the Sub and Sub -sub, one -half of which are held by 
outside shareholders, have a pref. for capital and a further right to share 
with the Ord. Shares in the surplus assets in any winding up. The 
Consolidated statement is prepared without giving effect to a possible 
sharing in the surplus assets of the Sub. as winding up is not contemplated. 
In the case of the Sub -sub which is about to be wound up, it is unlikely that 
there will be any surplus assets to divide. The Pref. Shares in the Sub -sub 
are, however, likely to receive par. 

LIA BILIT IES/ 

£143,000 



(o) Continued. 

LIA BI LIT as 

Share Capital H .. .. .. .. .. 

Creditors. .. .. .. .. .. 

Reserve to meet loss on realisation of T 
Revenue Account 

T.. 

Less: Minority Interests T Ord. 1/5th. .. 

XI (13) 

.. . . 
O 0 00 

O 0 00 

Dr.£ 5,000 
1,000 

Dr.£ 4,000 
Less: S's share of T post -acquisition loss transferred 

to Net Cost of Control .. .. .. .. .. 1,600 

S.. 

Less: Minority Interests S Ord. 1 /3rd 

H.. .. .. .. .. .. 

Minority Interests: 

Capital.. 00 . . 00 

To S.. .. Dr.£ 2,400 

To H.. 
.. .. .. .. 

.. 

15,800 

£ 13,400 
4,467 

£ 8,933 
5,125 

S Ord 1/3 S Pref 2 T Ord ]/5 T Pref 

£ 5,000 L 2,500 £ 2,000 £ 1,000 
125 - 

4,467 - Dr 1,000 
450 - 

Pref. Dividend outstanding .. 

Revenue Account .. .. .. 

Net Cost of Control of T .. Cr. 

Notes in Solution: 

£ 100,000 
13,500 

900 

14,058 

£ 9,917 £ 2,625 £ 1,000 £ 1,000 14,542 

£143, 000 

balance 
(1) T's Prof. Shares, having a pref. for capital do not share in T's debil/on Rev. 

A/c. No provision has been made for T's 1943 Pref. Dividend as there are 
no profits and the dividend is non -cumulative . 

(2) Observe in the Revenue Account £2,400 of T's Dr. Balance is transferred to S. 
Thisreptesede T's post -acquisition Dr balance which had already been credited 
to S's Revenue Account (see S.2) The net balance of S £13,400 is S's own 
profits only (£13,650 less Pref. Dividend £250) 

(3) The Minority Interests can be reconciled independently from a perusal' of T's 
and B's Balance Sheets. 

T's Pref. Shares are worth par having a Pref. 

T's Ord. Shares are worth 10V- each per T's 

S's Pref. Shs. are worth par accrued 1943 

S's Ord. Shares are worth £1,19.8d thus: - 

Sundry Assets .. .. .. .. .. £ 32,000 

8,000 Ord. Shares in T at 10 /- each .. 4,000 

1,000 Pref. do. at £1 each .. 1,000 

L 37,000 

for capital - 

1,000 shares at £1 . ..£ 1,000 

Balance Sheet - 

2,000 shares at IAV- .. 1,000 

dividend - 

2,500 Pref. Shares.. 2,625 

Less: Creditors .. .. 

Pref. Capital + 

Dividend .. .. 

..£ 2,000 

.. 5,250 7,250 

Total Value of 15,000 Ord. Shs. (£1.19.8d each) £ 29,750 

50,000 Ord. Shs. at £1. 19. 8d. 

As per Consolidated Statement .. .. .. 
.. .. 9,917 

.. . £ 14,542 
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Preference Shares with no preference for capital, but ranking 

pari passu with Ordinary Shares in any winding -up. 

(a) Subsidiary expected to continue trading as an active 
member of the group. 

Treatment of Revenue Account. 

The subsidiary's Preference Capital of this special type has 

an interest in a credit balance on Revenue Account to the extent 

of the accrued Preference dividend up to the Balance Sheet date. 

A debit balance on Revenue Account falls solely bn the Ordinary 

Shares in the normal case. 

On first thoughts it might appear that in the Consolidated 

Statement a debit balance should be allocated between the Prefer- 

ence Capital and the Ordinary Capital according to the amounts 

of the respective capitals because, if the subsidiary was wound 

up, a debit balance on Revenue Account would suggest a deficiency 

of assets and neither the Preference or Ordinary Shareholders 

would receive par but something less. The same repayment of 

capital would be made to each class of share, that is to say 
say, 

with par values of £1, the repayment to each class might be,Al6 /- 

per share. 

Further consideration, however, will show that such an alloca- 

tion is not sound. Considering that the subsidiary is continuing 

to trade as an active member of the group, one can say that a 

debit balance on Revenue Account at any date may well be wiped out 

by subsequent profits and so the debit balance will in fact be 

borne by the Ordinary shareholders, for dividends otherwise payable 

to them out of current profits will be reduced by the old losses. 

Accordingly, the correct consolidation procedure to adopt is to 

charge a debit balance to Ordinary shareholders only, except in the 

abnormal case where the debit balance is so very large that the 

subsidiary is about to be wound up. This case is discussed under 

heading (b) later in this section. In the case of a debit balance 

at acquisition date, one should again regard this as the concern of 

the / 
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the Ordinary shareholders since the subsidiary purchased is likely 

to be re- organised by the group and put on a profit- earning basis 

in the future. The debit balance will be wiped out and the 

Preference Shares will then be worth their full par value. 

A suitable footnote should appear on the Consolidated State- 

ment where a subsidiary has a debit balance on Revenue Account 

and this has been allocated to the Ordinary shareholders only as 

suggested. Appropriate wording might be "Certain Preference 

Shares of a subsidiary, all of which belong to outside shareholders, 

have no preference for capital but rank pari passu with the Ordinary 

Shares in a winding up. The subsidiary has a debit balance of £ - 

on Profit and Loss Account at the above date. In the Consolidated 

Statement no account has been taken of the possibility of these 

Preference Shares bearing a proportion of the debit balance of that 

subsidiary as a winding -up is not contemplated. These Preference 

Shares are valued at par under the heading 'Minority Interests.'" 
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Exempt. 46 - Sub with Pref. Shares having no preference for capital but 
ranking pari passu wiEh Ord. Shares in a winding up. Sub. 
with debit balance on Revenue Account bought for the purpose 
of becoming an active member of the group. 

The Summarised Balance Sheets of a group, as at 31st December 1943, are : - 

ASSETS H S 

Sundry Assets .. . . Se . 00 . . 00 . . .. £109,375 £ 22,800 

Investment at cost - 

11,000 Ord. Shares in S at 17/6d each .. .. .. 00 9,625 

Revenue Account.. .. .. .. .. .. .. .. . . 1,200 

£119,000 £ 24,000 

LIA BI LIT lES 

Ordinary Capital (in £1 shares). .. .. .. .. .. .. £100,000 £ 12,000 

5% Non. Cum. Pref. Capital (in £1 shares). .. .. .. .. - 8,000 

£ 20,000 

Creditors .. .. .. .. .. .. .. .. .. .. .. 9,000 4,000, 

Revenue Account.. .. .. .. .. .. .. .. .. .. 10,000 - 

£119,000 £ 24,000 

H bought 11,000 Ord. Shares in S on 31st December 1943. The Pref. Shares of S 

have no preference for capital, but rank pari passu with the Ord. Shares in any 

winding up. H intends to reorganise S and make it a profit earning -member of 

the group. 

SOLUTION 

(a) The Adjustment required in H's Accounts, id :- 

H (1) Investment Account (in S) .. .. .. .. Dr. £1,100 

To revenue Account .. .. .. .. .. £1,100 

(Being 10.2ths S's Revenue Account Dr. balance at31 :12 :43 £1,200 - 

pre-acquisition - when H bought 11,000 Ord. Shares in S (11 /12ths) 

(b) The aggregation of the adjusted Balance Sheets, is:- 

Total H S ASSETS 

Sundry Assets .. .. .. £132,175 £109,375 £ 22,800 

Investment at adjusted cost: 

11,000 Ord. Shares in S .. 10,725 10,725 

Revenue Account .. .. .. .. .. 1,200 

£142,900 £120,100 L 24,000 

LIA BILIT IES 

Ord. Share Capital .. .. £112,000 £100,000 £ 12,000 

Pref. Share Capital .. .. 8,000 - 8,000 

Creditors .. 
13,000 9,000 4,000 

Revenue Account .. 
9,900 11,100 - 

.. 

£142,900 £120,100 £ 24,000 



(c) The Consolidated Statement of Assets and Liabilities is :- 
XI (17) 

Sundry Assets. .. .. 

ASSETS 

.. .. .. .. .. .. £132,175 
Net Cost of Control of S: By H 

in S 11 

Adjusted Cost .. .. .. .. . . .. .. £ 10,725 
Par .. .. .. .. .. .. . .. . .. 11,000 

Capital Reserve.. Cr. L 275 

Note: The Pref. shares of the Sub, all of which belong to outside 
shareholders have no Preference for capital but rank pari passu with 
the Ord. shares on a winding up. The Sub. has a debit balance on 
Profit and Loss Account of £1,200 at the above date and no account 
has been taken of the possibility of these Pref. Shares 
the extent of £4$0 in this Dr. balance on a winding 
shares are included under M.I. at par. 

LIA BI LIT IES 

sharing to 
up. The Pref. 

£132,175 

Share Capital H .. .. .. .. .. .. .. .. .. .. £100,000 
Creditors .. .. .. .. .. . .. .. .. .. .. 13,000 
Revenue Account .. .. .. .. .. .. .. .. .. L 9,900 
Less: To Min. Ints. S. Ord 3/12th of Dr. £1,200.. .. Dr. 100 

10,000 

Capital Reserve - Net Cost of Control to group .. .. .. .. 275 
Minority Interests: 

S.Ord 4, S. Pref. 

Capital. .. .. .. .. .. .. .. .. £ 8,000 £ 1,000 
Revenue Account .. . . 00 *0 00 0* Dr. 100 

£ 900 £ 8,000 8,900 

£132,175 

Note: S's Pref. Share Capital has not borne a share of the debit balance on 
s-Ti Profit and Loss Account although on a winding up it is tnlikely that the 

pref. shares would realise par. The reason why S's Ord. Shares bear all the 
£1,200 debit balance in the above solution is that, since it is the intention 
of the group to reorganise S and put it on a profit earning basis, the whole 

debit balance will fall i eas on S's Ord. Shares. 
yin that event 
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Treatment of Capital Reserve. 

Where the Subsidiary has Preference Shares of the type under 

discussion, a Capital Reserve existing in the Balance Sheet of a Subsidiary 

and a created Capital Reserve arising to the Subsidiary in the Yet Cost of 

Control of a Sub -subsidiary are both treated according to the principles 

already laid down where Capital Reserves exist in a Subsidiary which has 

Preference Shares with a preference for Capital and with a further right on 

a winding up to share in the Surplus Assets after the Ordinary Shares have 

received par (see page XI, 3). The principles to adopt during the process of 

consolidation are therefore - 

(a) Capital Reserve in Balance Sheet of a subsidiary - allocate to 

Subsidiary's Preference and Ordinary Capital pari passu. 

(b) Created Capital Reserve arising to a Subsidiary in the credit 

balance on Net Cost of Control of a Sub -subsidiary - allocate 

to Subsidiary's Ordinary Capital only. 

In all cases a suitable footnote should appear in the Consolidated 

Statement. 

Example 47. / 
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Example 47 - Sub. with Pref. shares having no preference for capital but ranking 
pari passu with Ord. Shares in a winding up Sub. holHing shares in 
a u su', e at er wi a 8.1 ba ance on evenue ccoun 

The summarised Balance Sheets of a group as at 31st December 1943 are:- 

ASSETS 

.. .. .. 
H S T 

£124,000 £ 19,000 £ 14,500 Sundry Assets .. .. .. .. .. 

Investments at cost, less dividends credited: 

10,000 Ord. Shares In S .. . 00 00 .. 11,000 

10,000 Ord. Shares in T .. .. . . .. .. MD 8,000 

Revenue Account .. .. .. 00 .. 00 .. 1,500 

£135,000 £ 27,000 £ 16,000 

LIABILITIES 

Ord. Capital (in £1 Ord. Shares). .. .. .. £100,000 L 15,000 £ 12,000 

5% Non -cum. Pref. Capital (in £1 shares) .. .. .. - 5,000 

£ 20,000 

Creditors . . 25,000 5,100 4,000 

Revenue Account .. .. .. .. .. .. .. .. 10,000 1,900 

E135,000 £ 27,000 £ 16,000 

H and S bought their holdings in S and T repsectively many years ago and the 

dividends credited to Investment Account cover the pre -acquisition Revenue balance 

in both cases. The Pref. shares of S have no preference for capital but rank pari 

passu with the Ord. Shares in any winding up. S's Pref. dividend for 1943 has 

not been paid. 

SOLUTION 

(a) No adjustments are required as all shares are valued at Adjusted Cost in the 

Balance Sheets. 
(b) The aggregation of the adjusted Balance Sheets is unnecessary. 

(c) The Consolidated Statement of Assets and Liabilities is :- 

ASSETS 

Sundry Assets .. .. .. .. 

Net Cost of Control to the group: 

Adjusted Cost .. 

Par .. .. .. 

.. .. .. .. .. .. .. 

.. .. .. .. .. .. .. 

Less: Min. Interests S Ord. 1/3rd .. .. . 010 

.. .. .. .. £157,500 

S in H in 
'TWEE s--2]` rC s 

£ 8,000 £ 11,000 
10,000 10,000 

Cr.£ 2,000 Dr 1,000 

667 

£ 1,333 
1,000 

Capital Reserve L 333 

Note: The Pref. Shares of a Sub, all of which belong to outside shareholders 

no preference for capital but rank purl passu with the Ord. Shares in a 
winding up. The above Consolidated Statement takes 

no account of a share in 

the surplus assets which might fall to these Pref. Shares 
as a winding up of 

the Sub. is not contemplated. 

LIABILITIES/ 

£157, 500 



(o) Continued. 
LIA BILIT IES 

Share Capital H .. .. .. 

Creditors. .. .. .. .. .. 

Capital Reserve - Net Cost of Control to the group 

Revenue Account: 

T.. . . .. 00 06 00 60 

Less: Minority Interests T 1/ 6th. .. .. 

S. . . . .. 06 00 6,6 . . .. . . 

Less: Pref. dividend to Minority Interests. 

XI (20) 

.. .. .. £100,000 

.. .. .. 34,100 
60 00 .. 333 

.. Dr. £ 1,500 

250 

To S .. Dr. £ 1,250 

£ 1,900 
250 1,650 

400 
Less: Minority Interests S. Ord. ]/3rd .. .. .. 0 £ . 133 

H.. 
To H .. 

.. . 
.. £ 267 
.. 10,000 10,267 

Minority Interests: S. Ord. T. Ord. 
S Pref. ]/3rd. VWERT 

Capital. .. .. 00 .. 06 06 £ 5,000 £ 5,000 L 2,000 
Revenue Account .. .. .. .. 250 133 Dr. 250 
Net Cost of Control of T .. 06 667 - 

L 5,250 £ 5,800 £ 1,750 

Notes: 

12,800 

£157,500 

1. The Capital Reserve of £2,000 arising to S in the Net Cost of Control of T is 
not allocated proportionately to S's Pref. Capital although S's Pref. Capital 
would share in a Capital reserve due to a profit on sale of all T's shares by 
S. The above "paper" profit is unlikely to bear any relation to the eventual 
realisation profit. Indeed on the face of it, it is doubtful if S could sell 
its holding in T at book value (16/- per share) for T's shares valued on T's 
current Balance Sheet are only worth 17/6d per share and T is apparently 
incurring losses. The "paper" profit is shared by S's Ordinary shares only 
and they hear the full share of the debit balance on T's Revenue Account falling 
to S. Further S's Ord. shares would bear any realisation loss of the holding 
in T as that loss would be debited to S's Frofit and Loss Account 

2. S's Minority Interests Ord. £5,800 can b94.econciled from an examination of S's 
Balance Sheet thus: - 

S. Sundry Assets .. .. .. .. .. .. .. .. .. .. £ 19,000 
Shares in T at T's Balance Sheet price 10,000 shares at 17/6d each 8,750 

Less: Creditors. . . . . . . .. .. ADO 

S's Pref. Capital plus accrued dividend. 

£ 27,750 
.. £ 5,100 
.. 5,250 10,350 

Balance Sheet value of S's Ordinary Shares £ 17,400 

3/3rd thereof to Minority Interests .. .. L 5,800 
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(b) Subsidiary not expected to trade in the future as an 
active member of the group. 

Treatment of Revenue Account. 

A business in competition with the trading activities of 

the group, may be bought up by the group with the intention of ° 

closing down thetnew subsidiary as soon as practicable. When 

consolidating the accounts of the new group one may take the view 

that the individual figures of the new subsidiary should be left 

out of account altogether and the investment shown in total as a 

special item under a separate heading in the Consolidated State- 

ment, thus "Investment in the purchase of a controlling interest 

in a competitor company pending liquidation." After realisation 

a loss can be regarded as the cost of eliminating competition and 

charged over a period of years against the profits of the members 

which held the investment. If there is a profit on realisation 

then so much the better for the group. This gtip e :method has 

much in its favour but the alternative of treating the new subsi- 

diary, until realised, in the same way as any other subsidiary, 

may be desirable especially in cases where 

it may take a year or two for the group to take 

over its trade and organisation or where, although liquidation 

seems likely, definite decision on the matter will depend on the 

trading results of the next few years. 

decided 
It may be tiliala that such a subsidiary is to be treated like 

an ordinary subsidiary for the purposes of the Consolidated State- 

ment. Where the subsidiary has Preference shares with no prefer- 

ence for capital but ranking pari, passu, with Ordinary Shares in 

any winding up, the allocation of a debit balance on Revenue Account 

differs from that suggested in the case where the new subsidiary 
is 

to be considered an active member of the group. A debit balance on 

Revenue Account at any date should be allocated proportionately 

between the Preference Capital and the Ordinary Capital 
since each 

will / 
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will bear their share of the expected deficiency of assets at 

the forthcoming liquidation. 

A credit balance on Revenue Account is easily dealt with, for 

the Preference Shares are not interested in it apart from the 

accrued Preference dividend to date,and until liquidation inter- 

venes, the remaining balance on Revenue Account can be allocatéd 

entirely to Ordinary shareholders. 

An explanatory note on the face of the Consolidated Statement 

is desirable in all these cases. 

Example 48 / 
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Example 48 - Subsidiary with Preference shares having no preference for capital 
but ranking pari passu with Ordinary shares in a winding up. 
Subsidiary with large debit balance on Revenue Account, bought by 

e H. Company with the intention to liquidate t e Subsidiary. 

The summarised Balance Sheets of a group as at 31st December 1943 are ; - 

Sundry Assets.. .. 

Investment at Cost: 

.. .. 
ASSETS 

.. .. 

11,000 Ordinary shares in S at 12/6d each.. 

Revenue Account .. .. .. .. .. .. 

LIA BILIT IES 

.. 

H S 

£112,125 £ 16,500 

6,875 
7,500 

£119,000 £ 24,000 

Ordinary Capital (in £1 Ordinary Shares) .. .. .. .. £100,000 £ 12,000 

5% Non -cumulative Preference Capital (in £1 Ordinary shares) .. - 8,000 

Creditors. .. 
Revenue Account 

00 00 0* . . 1111, 

.. .. .. .. .. .. 
.. 

£ 20,000 
.. 9,000 4,000 
.. 10,000 - 

£119,000 £ 24,000 

S was a previous competitor of H. H bought 11,000 Ordinary shares in S on 31st 

December 1943 and intends to close down the business of S and wind up the company 

at an early date. The Preference Shares of S have no preference for capital but 

rank pari passu with the Ordinary Shares in any winding up. 

SOLUTION 

(a) The adjustment required in H's Accounts, is :- 

Investment Account .. .. .. .. .. 

To Revenue Account .. .. .. .. .. 

.. Dr. £4,125 
£4,125 

(Being proportion of debit balance on S's Revenue Account at 31 :12 :43 £7,500 - 

pre-acquisition, when H bought 11,000 Ordinary Shares in S (17,/12ths) made 

up thus : - 

S's debit balance on Revenue Account at 31 :12 :43 .. .. .. Dx.£ 7,500 

Less: Borne by S's Preference Shares g /20ths .. .. .. 3,000 

Balance falling to S's Ordinary Shares. £ 4,500 

11 /12ths thereof. £ 4,125 

(b) The aggregation of the adjusted Balance Sheets is hardly necessary. 

(c) The Consolidated Statement of Assets and Liabilities is:- 

ASSETS 

Sundry Assets.. .. .. .. .. .. 

Net Cost of Control of S: 

Adjusted Cost 
Par .. .. 

.. .. £128,625 

Note/ Forward £128,625 
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Forward £128,625 

Note: The Pref. Shares of the Sub. all of which belong to outside 
Shareholders, have no pref. for Capital but rank pari passu 
with the Ordinary Shares in any winding up. The Subsidiary 
has a large debit balance on Profit and Loss Account and the 
proportionate part of this has been charged to the Preference 
Shares as it is expected they will be required to bear their 
share of this in th9/ future since the Subsidiary is about to 
be liquidated. near 

LIABILITIES 

Share Capital H 
Creditors. .. 

Revenue Account: 

£128,625 

.. .. £100,000 

.. .. 13,000 

S. .. .. .. .. .. .. .. .. .. .. Dr. £ 7,500 
Less: To S's Preference Shares 8 /20ths (Minority Interests) 3,000 

Less: To Minority Interests S's Ordinary 1 /12th. 

H. 

£ 4,500 
375 

Dr. £ 4,125 
.. .. .. .. .. .. .. .. .. 14,125 

Minority Interests: S. Ord 
1R2th S. Pref. 

Capital. .. .. 

Revenue Account .. .. 

.. .. .. .. .. £ 1,000 £ 8,000 
..Dr. 375 Dr.3,000 

£ 625 £ 5,000 

10,000 

5,625 

£128, 625 

Notes: 

(1) Observe H has paid the Balance Sheet pride for the shares 12/6d each and there 
is therefore no cost of control of S. 

(2) The Minority Interests of S Ordinary and Preference are both valued at 12/6d 
each - the Balance Sheet price. 

(3) It might be argued and indeed it might be preferable ertain circumstances, 
to exclude a Subsidiary like S from the aggregate /in Tonsolidated Statement 
and show it as an "investment" under a separate heading, on the grounds that 

it is not really part of the group, but an investment which was necessary to 

oust a competitor and which awaits realisation. It is submitted, however, 

that practical considerations may make it necessary to continue S's trading 

for a year or two and thus it is correct to incorporate S and its trading 

results in all Consolidated Statements prepared in the interval. 
(4) If S's Preference shares had had a preference for capital there would have beer 

no allocation of S's debit balance on Revenue Account (amount allocated in 

above £3,000) as the Preference shares would receive par on a wind up. 
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Example 49 - Sub and Sub -sub with Pref. Shares having no pref. for capital 
but ranking pari passu with Ord. Shares in a winding up. 
Sub -sub with larse debit balance bou t at Balance Sheet .rice 
by the Sub with the intention of winding up the Sub -sub. 

The summarised Balance Sheets of a group as at 31st December 1943,are :- 

ASSETS 

H. S. T. 

Sundry Assets .. .. .. .. £103,000 £ 30,983 £ 9,500 
Invest!nents at cost: 

10,000 Ord. Shares in S. . . . 17,000 
8,000 Ord. shares in T. (11/8d) .. 4,667 

Revenue .account,.. .. 5,000 

£120,000 £ 35,650 £ 14,500 

LIABILITIES 

Ordinary Capital (in 21 shares.. .. .. £100,000 £ 15,000 £ 10,000 

5; Dion -Cum ?ref. Capital (in 21 sures) . 5,000 2,000 

£ 20,000 £ 12,000 

Creditors, .. .. .. .. .. .. 9,000 2,000 2,500 

Revenue Account,.. .. .. 11,000 13,650 

2120,000 £ 35,650 £ 14,500 

H. acquired 2 /3rds of S. in 1936 when S. had a credit balance on Revenue 

Account of £9,000 available for Ordinary Shareholders. 

S. acquired 4 /5ths of T. on 31st December 1943. T. was a previous competitor 

of the group and S. intends to liquidate T. at an early date. 

The Pref. Dividends of both 3. 6: T. is "free of tax "and unpaid for 1943. 

the reference shares of S. and T. have no preference for capital and rank 

pari passu with the Ordinary Shares in any winding up. 

SOLUTION 

(a) _'he adjustments required in each Company's Accounts are: 

H. 1 _revenue Account .. .. .. 
To Investment Account in S. 

.. Dr. £ 6,000 
£ 6,000 

(Being 2 /3rds S's credit balance on Revenue Account £9,000 
in 1936, 

are- acquisition when H. bought 10,000 Ordinary Shares 
in S.(2 /3rds)) 

S. 1 itevenue Account .. .. .. .. .. .. Dr. £ 250 

To Outstanding preference Dividend Account, 
£ 250 

(Being S's Preference dividend accrued for 1943). 

S. 2 Investment Account (in T) .. 

To Revenue Account .. 

.. .. Dr. £ 3,333 
£ 3,333 

(Being portion of T's debit balance on 
Revenue Account on 31st 

December 1943 - pre- acquisition when 
S. bought 8,000 Ordinary 

Shares in T. (4 /5ths) made up thus: 

T's debit balance on Revenue Account 
at 31/12/43, Dr.£ 5,000 

Less: Borne by Preference Shares (1 /6th, 
.. 833 

£ 4,167 

S's share 4 /5ths thereof, .. 

(b)/ 

.. £ 3,333 



(b) The aggregation of the adjusted Balance Sheet is: 
gz ( 26) 

ASSETS 

H. S. 

£ 103,000 £ 30,983 

11,000 

8,000 

T. 

£ 9,500 

Total 

Sundry Assets, .. .. ..0 143,483 
Investments at Adjusted Cost: 

In S. 10,000 Ordinary Shares, 11,000 
T. 3,000 Ordinary Shares, 8,000 

Revenue Account,. .. 5,000 

£ 162,483 £ 114,000 £ 38,983 £ 14,500 

LIABILITIES 

Ordinary Capital, .. .. ..£ 125,000 £ 100,000 £ 15,000 £ 10,000 
Preference Capital, .. .. .. 7,000 - 5,000 2,000 
Creditors,.. .. .. .. .. 13,500 9,000 2,000 2,500 
preference Dividend Account, .. 250 - 250 - 

Revenue Account, .. .. .. 16,733 5,000 16,733 - 

£ 162,483 L. 114,000 £ 38,983 £ 14,500 

(c) The Consolidated Statement is: 

ASSETS 

Sundry Assets .. .. .. .. .. .. .. .. .. .. £ 143,483 

Goodwill - i:et Cost of Control to the Group 
By S in T 4/5ths By H in S 2l3rds 

Adjusted Cost .. .. .. £ 8,000 L 11,000 

Par .. .. .. .. .. 8,000 10,000 

- £ 1,000 1,000 

Note: The Preference Shares of the Sub. and the Sub -sub, all 

of which are held by outside shareholders, have no 

preference for capital but rank pari passu with the 

Ordinary Shares in any winding up. The above 

Consolidated Statement is prepared on the basis of 

taking into account only a share of the deficiency 

of assets, as represented by the debit balance on 

Revenue Account, which will be borne by the Preference 

Shareholders of the Sub -sub, which is about to be wound 

up. 

LIABILITIES 

£ 144,483 

00 00 00 Share Capital H. 
.. £ 100,000 

Creditors .. .. 00 00 .. 13,500 

Revenue Account 
Dr.£ 5,000 T.. .. .. .. .. .. .. 

Less: Borne by Preference Shares 1,/6 Minority 
833 

Interest .. .. . 
£ 4,167 

Less: r;íinority Interest S. Ordinary 1/5 of £4,167ßÌ. 834 

To S .. .. £ 3,333 

S 
.. 16,733 

Cr. £ 13,400 

Less: Minority Interest S. Ordinary 1/3rd. 
.. 4,467 

To H .. £ 8,933 H.. .. .. .. .. .. 5,000 13,933 
.. 

r::inority Interests,/ Forward.. £ 127,433 



(o) Continued: 

XI 
(Continued) 

Forward .. 

(27) 

£ 127,433 

LIABILITIEB 

Minority Interests 

1 S Ord. 1 

S. Pref. T Ord. 5 T Pref. 

Capital .. .. .. £ 5,000 £ 5,000 £ 2,000 £ 2,000 
Dividends Outstanding. - 250 
:revenue Account. .. 4,467 - 834Dr. 833 Dr. 

£ 9,467 £ 5,250 £ 1,166 £ 1,167 17,050 

£ 144,483 

Notes on Solution 

(1) As S bought the Ordinary Shares in T at i's Balance sheet price 11 /8d per 
share the ::et Cost of Control of T is nil. The :'reference and Ordinary 
Shares of P held by iinority Interests are both also valued at 11 /8d 
per share (2,000 Shares 11/8 £1,167) which is T's Balance Sheet 
valuation. 

(2) T's 1943 Preference Dividend is not provided for as T is trading at a 

loss and the ..ividend is non cumulative. 

(3) The Revenue Account £13,933 &an be arrived at by considering the Revenue 
Balances of each company from the group's viewpoint. 

H. £11,000 group entitled to entire balance .. .. .. .. £ 11,000 

S. £13,650 reduced by 1943 Preference Dividend of 
£250 .. .. .. .. .. .. .. .. £ 13,400 

Less: Pre- acquisitiòn credit balance, which is not 

revenue to the group.. .. .. .. .. .. 9,000 

£ 4,400 

2 /3rds thereof falling to the group.. .. .. .. 2,933 

T. £5,000 Dr. - all pre- acquisition shares,bought 31st 

December 1...43 .. .. .. .. .. .. .. .. NIL 

As per Consolidated Statement .. .. E. 13,933 

(4) This is a theoretical example. It is considered that the Statement gives 

a fair financial picture of the croup. It establishes the point that 

where Preference Shares have no preference for capital but rank pari passu 

with Ordinary Shares in a winding up, a credit balance on Revenue Account 

falls entirely to Ordinary Shares (see S) apart from the Preference 

Dividend, while a debit balance on Revenue A.ccount falls to be apportioned 

. between the Preference and Ordinary Shares according to the 
amount of 

Capital in each class (see T) provided the Preference Shares will 

undoubtedly have to bear that share owing to the fact that 
the company 

is about to be liquidated. 
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Treatment of Capital Reserve. 

Where a subsidiary has Preference Shares of the type under 

discussion and holds shares in a sub -subsidiary which is bought 

up with the idea of alleviating competition and which is to be 

closed down and liquidated shortly, the credit balance on the 

Net Cost of Control of the sub -subsidiary cannot be considered 

a surplus available for allocation pari passu between the prefer- 

ence and Ordinary Capital of the subsidiary. This is a temporary 

surplus which may be required to meet the loss on realisation of 

the sub- subsidiary, and it should be allocated in the interval to 

the Ordinary Shares only of the subsidiary. The group share 

should appear as a special reserve on the liability side of the 

Consolidated Statement under the heading "Reserve for probable 

loss on realisation of subsidiary." It is thus kept distinct 

and separate from the Net Cost of Control of subsidiaries which 

are active members of the group. 

When a non -prosperous company is purchased by the group with 

the intention of winding up thatnew subsidiary at an early date, 

the treatment of any post- acquisition loss requires a little 

further consideration. It has already been pointed out that if 

this new subsidiary has Preference Capital of the type under dis- 

cussion, the current debit balance on Revenue Account will be 

allocated proportionately to Preference and Ordinary Capital. As 

regards the member of the group which hold the shares in the new 

subsidiary, its share of a post- acquisition loss may be debited to 
such share 

Revenue Account. Alternatively,may be applied against, and up 

to a certain amount of, a credit balance on the Net Cost of Control 

of the new subsidiary in cases where the loss was anticipated, and 

a reduction made for it in the offer to purchase the shares. It 

would not be prudent to set off losses against the credit balance 

on the Net Cost of Control if the surplus remaining thereafter fT 

appeared insufficient from 

a practical point of view to meet the loss on 

realisation of Assets. 

Example 5O 
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reference for Capital but 
a windin up. Recent 
Subsidia with the 
. which is tra 

191+3 are:- 
The summarised Balance Sheets of a group, as at 31st December 

Sundry Assets .. .. .. 

Investments: 

10,0 hares in S. at cost less Divds. 
credited .. .. .. .. 11,000 

10,000 Ord. Shares in T. at cost (7 /6dea.) 

Revenue Account .. .. .. .. 

Assets 

H. S. T. 

.. £ 124,000 £ 23,250 £ 10,000 

3,750 
6,000 

135,000 L 27,000 £ 16,000 

LIABILITIES 

Ordinary Share Capital (in £1 Shares).. £ 100,000 £ 15,000 £ 12,000 
5% Iton. Cum. Pref. Cap.( Do. ).. 5,000 

Creditors .. .. 

Revenue Account .. . . . .. 

£ 20,000 
25,000 5,100 4,000 
10,000 1,900 

2 135,000 £ 27,000 £ 16,000 

H. bought 10,000 Ord. Shrs. in S. many years ago and the divids. credited to 

Investment Account cover S's pre -acquisition Rev. biance. 

S. bought 10,000 Ord. Shrs. in T. on 31st March 1943 when it was estimated 

T. had a debit balance on Rev. A/c of L4,200. 

T. was a competitor of the group and S. decided to purchase T. and wind up T. 

as soon as practical. In the interval S. considered T. would continue to 

trade at a loss. S's. Preference Shares have no preference for Capital 

but rank pari passu with the Ord. Shrs. in a winding up. S's Pref. Divd. 

for 1943 is outstanding. 

Solution: 

(a) The adjustmentsrequired in each Company's Accounts are: - 

S. (1) Revenue Account .. .. .. Dr. £ 250 

To Outstanding Pref. Divd. A/c. £ 250 

(Being accrual of 1943 Pref. Divd.) 

S. (2) Invest, A/c. in T. 

To Revenue Account .. 

.. Dr. £3,500 
3,500 

(Being 5 /6ths of T.'s debit balance 
on Rev. A /c. 

£4,200 at 31/3/43 - pre acquisition 
when S. 

bought 10,000 Ord. Shares in T. (5 /6ths Ord.). 

(b) The aggregation of the adjusted Balance 
Sheets is - 

ASSETS 
Total H. S. T. 

Sundry Assets .. .. .. £157,250 £124,000 £ 23,250 £ 10,000 

Investments at adjusted cost: 

10,000 Ord. Shares in S. .. 

10,000 " " " 
T. 

Revenue Account .. .. 

11,000 11,000 

7,250 7,250 
6, o00 

n.75,500 £135,000 £ 30,500 £ 16,000 

LIABILITIES / 
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LIABILITIES 
XI (30) 

Total H. S. T. 

Ord. Capital ,£127,000 £100,000 £ 15,000 £ 12,000 
Pref. Capital.. .. .. 5,000 5,000 
Creditors .. .. .. 34,100 25,000 5,100 4,000 
Dividend o/s .. .. .. 250 250 ' 

Revenue Account .. .. 9,150 10,000 5,150 

£175,5D0 £135,000 £ 30,500 £ 16,000 

(c) The Consolidated Statement is:- 

ASSETS 

Sundry Assets .. .. .. .. .. . .. £157,250 
Goodwill - iet Cost of Control to the Group: 

By S.in T.5 /6ths By H.in S.2 /3Z s 

Adjusted Cost .. .. £ 7,250 £ 11,000 
Par. .. .. .. .. 10,000 10,000 

Cr. £ 2,750 Dr. £ 1,000 £ 1,000 
Less: Share gsT's post - 
acquisition alling to S. 

and anticipated by S., 1 :500 
-4 of (6,00c - 4,20o)- £ 1,250 
Less: Min. Ints. S. Ord. 

1 /3rd .. .. 41 

Reserve per contra. £ 833 

Note: The Pref. Shares of a Subsidiary, all of which are held by 

outside Shareholders, have no preference for Capital but rank 

pari passu with the Ord. Shares on a winding up. The above 

Consolidated Statement takes no account of a share in the 

surplus (or deficiency) of Assets which might fall to these 

Pref. Shares as enwinding up is not contemplated. 
Liffinedlatej 

£158,250 

LIABILITIES 

Share Capital H. .. .. .. .. .. .. .. .. £100,000 

Creditors .. .. .. .. .. .. .. .. .. 34,100 

Reserve for loss on realisation of T. .. .. .. .. 833 

Revenue Account: 

T. .. .. .. .. .. .. ..Dr. L 6,000 

Less: Min. Ints. T. 1 /6th .. .. .. 1,000 

To S. Dr. £ 5,000 

Less: Post acquisition loss set off against 

reserve created on purchase of T. 

5 /6ths 04'1,800 Dr. .. .. .. 1,500 

Dr. £ 3,500 

.. .. .. .. .. 5,150 S. 
£ 1,650 

Less: Min. Ints. S. Ord. 1 /3rd .. 550 

To H. £ 1,100 

H. .. .. .. .. .. . 10,000 11,100 

Minority Interests: 

S. Pref. S. Ord.1 /3rd T. Ord. 1 /6th 

Capital.. .. £ 5,000 £ 5,000 £ 2,000 

Revenue A/c... 250 550 1,000 Dr. 

Net cost of Control 

of T. .. 

£ 5,967 £ 1,000 12,217 

£ 158,250 
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Notes: 0) The Minority Interests S. Ordinary can be reconciled by an 
independent examination of S's Blance Sheet. 

Sundry Assets.. .. .. .. .. £ 23,250 
10,000 Ord. Shares in T. at T's 

Balance Sheet price (10 /- each), 5,000 

£ 28,250 
Less: Creditors .. .. £ 5,100 

Pref. Shrs. plus accrued 
Dividend .. .. 5,250 10,350 

Value of S's Ord. Shares. £ 17,900 

Minority Interests 1 /3rd thereof £5,967 

(2) S's 5 /6ths share of T's post acquisition lossf4/6ths of £1,800 = 
£1,500) being anticipated by S. and allowe :in the purchase 
price of T's Ord. Shares (7/6d each) may be set off 
legitimately against the Capital Reserve arising in the net 
Cost of Control of T.£2,750. After the set off there 
remains a reserve of ,41,250 which is divisible amongst S's 
Ord. Shareholders (Minoritylnterests 1 /3rd Group 2 /3rds). 
The Group's share is shown under a separate heading in the 
Consolidated Statement as a reserve to meet the loss on 
realisation of T. at an early date and T's trading losses to 
that date. If in point of fact these two losses exceed the 
reserve, then the net loss falling to S. will be charged to 
S's. Profit and Loss Account when a net Profit would become 
a Capital Reserve in future B lance Sheets of S. and in 
preparing Consolidated Statements thereafter the Pref. Shares 
of S. would be allocated their share. But,until it is 
definitely known that a profit on realisation will emerge, 
the Capital Reserve arising in the Net Cost of Control should 
not be allocated to the Pref. Shares of S. - there is no 
certainty that any profits will be made on realisation. 

An alternative solution would be to consolidate Coys. 
H. and S. only and show as an Asset the Investment in T. 
This would be quite satisfactory where the competitor Coy. 
purchased was to be immediately realised. Any loss on 
realisation would represent the cost to the Group for the 
removal of the competitor. 

Consolidated Statement of H. and S. only 

ASSETS 
S. 

+ £23,250 
as before, 

.. .. 

in the 
of a 

to be 

£ 147,250 
1,000 
3,750 

H. 

Sundry Assets .. .. .. £124,000 

Goodwill - Net Cost of Control of S. 

Investment at cost, pending realisation 

Note: The Group have a 2 /xds interest 

abo e `Y'2presents a purchase j 

competitor Coy. which is about 

wound up. 

£ 152,000 

LIABILITIES 

Share Capital H. . . . . . . £ 100,000 

Creditors £25, 000 + £5,100 30,100 

Revenue Account (as before) .. .. .. .. 11,100 

Minority Interests : S. Pref. S.Ord 1/3rd 

Capital.. .. £5,000 £ 5,000 

Rev. Account.. .. 250 550 

£5,250 £5550 10,800 

£ 152,000 
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n le 1 Subsidiary and Sub -Subsidiary with Preference and Ordinary Shares held 

by group members. Preference Shares with no preference for Capital 
but ranking pari passu with Ordinary Shares in a winding up. 
Sub -Subsidiary about to be liquidated. 

Balance Sheet and facts as per Example 45 except that the 
Pref. Shares of S. and T. have no preference for Capital but rank 
pari passu with Ord. Shares in any winding.up. 

Solution: 

(a) The adjustments required in each Company's Accounts are: 

H. 1 

H. 2 as per Example 45. 
S. 1 ) 

S. 2 Investment A/c (in T. Ord) .. Dr. £2,000 
To Revenue A/c .. .. .. S9,000 

(Being proportion of T's debit balance on Rev. Account 
£3,000 in 194.2 - pre -acquisition - when S. bought 
8,000 Ord. Shs. in T. (4. /5ths) made up thus: - 

Debit Balance of T. in 1942 .. .. Dr. £3,000 
Less: To be borne by T's Pref. Shs 

1 /6th .. .. .. .. 500 

£2,500 

4 /5ths thereof to S. .. .. £2,000 

S. 3 Investment A/c (in T. Pref.) .. ..Dr. £ 250 
To Rev. A/c .. .. .. £ 250 

(Being proportion of T's debit balance on Rev. A/c 

£3,000 in 1942 which will be borne by 1,000 Pref. 

Shares held by S. - pre- acquisition - when S. 

bought 1,000 Pref. Shrs. in T. (2) made up thus: - 

Debit balance of T. in 1942. .. Dr. L2420.0 

1 /6th thereof borne by Pref. Shs.. Dr. £500 

' thereof to S. .. .. Dr. £250 

(b) The aggregation of the adjusted Balance Sheets is : 

T. 

£ 9,500 

5,000 

ASSETS 

Total H. S. 

£100,500 £32,000 

11,000 
5,000 

900 
2,500 

125 

Sundry Assets .. .. 

Investments at adjusted Cost 

£142,000 

10,000 Ord. Shs. in S. 

8,000 " " in T. 

1,000 Pref. Shs. in T. 

2,500 " " in S. 

Dividends receivable o /s. 

Revenue Account .. .. 

11,000 

5,000 
900 

2,500 

- 

£161,400 £114,125 £37,900 £14,500 

LIABILITIES 

Ord. Capital .. .. £125,000 £100,000 £ 15,000 £10,000 

Pref. Capital .. .. 7,000 - 5,000 2,000 
2,500 

Creditors .. .. .. 13,500 9,000 2,000 
250 

Dividends payable o /s.. 
125 - 

Revenue Account .. .. 15,775 5,125 15,650 

£161,400 £114,125 £ 37,900 £14,500 

(c) The/ 
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(c) The Consolidated Statement is: 

ASSETS 

Sundry Assets .. 
. .. 

Goodwill - Net Cost of Control to the Group: 

By S. in T. By H. in S. 
Ord.4 /5ths Pref., Ord. 2 /3rds Pref 

Adjusted Cost £ 5,000 £ 900 £11,000 £2,500 
Par. .. .. 8_000 1,000 10,000 2,500 

£3,00O'.. 100 Cr. £ l , 000 nr. - 1,000 

Less: Share of Post - 
acquisition Loss of T. 1,500 

£1,600 
Less: Min. Ints. S. Ord.* 533, 

Reserve per Contra .. £1,067 

.. 

xI (33) 

.. 

£142, 000 

£143,000 

Note: The Pref. Shares of the Sub. and the Sub -sub, one half of 
which are held by outside Shareholders, have no pref. for 
Capital but should rank pari passu with Ord. Shs. on a winding 
up. The above Consolidated Statement is prepared on the 
basis of taking into account only a share of the deficiency of 
Assets, as represented by the debit balance on Rev. A/c, which 
will be borne by the Pref. Shareholders of the Sub -sub, which 
is about to be wound up. 

LIABILITIES 

Share Capital H. .. .. .. .. .. .. .. £100,000 

Creditors .. .. .. .. .. .. .. .. .. 13,500 

Revenue Account: .. .. .. .. .. .. £15,775 

Less: Min. Ints: 

T.Pref 1 /12th of Dr. £5, 000, Dr. £ 4l7 
T. Ord. 1 /6th of Lr. £5,000, Dr. 833 
S.Ord. 1 /3rd of Cr.£13,400, Cr. 4,467 3,217 

(£13,650 - £250) 
£12,558 

Add: Post- acquisition loss £2,000 of T. falling 
to S. and set off against Reserve at 

purchase date, 

1,000 Pref.Shs. bear 1 /12th .. £ 167 

8,000 Ord. Shs. bear 8 /12ths .. 1 1,500 
14,058 

Minority Interests: 
S.Ord.* S.Pref4 T. Ord.1 /5th T.Pref. 

Capital .. £5,000 £2,500 £2,000 £1,000 

Pref. Dividend.. 125 

Revenue A/c .. 4,467 833 Dr. 417 Dr. 

Net Cost of Control 
of T. Cr. 533 

£10,000 2,625 £1,167 £ 583 14,375 

Reserve to meet loss on realisation of T. 
1,067 

£143,000 
====i1=1 

Notes on Solution 
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Notes on Solution 

XI ( 34) 

(1) The Min. Interests can be calculated independently for the Balance 
Sheet of S. and T. 

T's Pref. Shares, having no preference in a winding up, are worth 
11 /8d each. 1,000 Pref. Shares at 11 /8d each .. £ 583 

T.'s Ord. Shares are worth 11 /8d each 
127,000 

,000 
x £13 

2,000 Ord. Shares at 11 /8d each .. 1,167 

S's Pref. Shares are worth par plus accrued 191+3 Divd. 
2,500 Pref. Shares .. .. .. .. 2,625 

S's Ord.Shares are worth each arrived at thus: 

Sundry Assets.. .. .. .. .. £32,000 
Invest. in T. 8,000 Ord.Shs. @ 11 /8d.. 4,667 

1,000 Pref.Shs © 11 /8d.. 583 

£37,250 
Less: Creditors .. .. .. £2,000 

S's. Pref. Cap. + 1943 
Pref. Divd... .. .. 5,250 7,250 

Value of 15,000 Ord.Shs. (£2 each) £30,000 

5,000 Ord. Shs. in S. at £2 each 10,000 

£14,375 

(2) A comparison with the solution of example 45 where the Pref. Shares 

had a preference for Capital is interesting. The balance at credit 

of Revenue Account of the Group £14Q58 is the same for the two 

solutions. 
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In this section an outline has been given of the incorpora- 

tion in a Consolidated Statement of a new subsidiary which is 

tiimazopt to be wound up and where a particular type of Preference 

Share is found to exist either in the new subsidiary or in the 

member which holds the shares. The principles given may also 

apply to an old subsidiary which is incurring losses to such an 

extent that the group has under consideration a restriction of 

its activities, by the closing down of the subsidiary altogether. 

This might mean a change of method of treating the subsidiary and 

in these circumstances a suitable explanatory note on the face 

of the Consolidated Statement would be desirable. In many cases, 

however, it may be preferable to make no change in the method of 

treating the subsidiary but delay adjustment until the subsidiary 

is wound up, say, in the following year, after which the subsi- 

diary will no longer be a member of the group. 

Participating Preference Shares. 

The capital aspect of this type of Preference Share is the 

same as a Preference Share without participating right in surplus 

profits. The only new point is the allocation of the revenue 

balance. A credit balance on Revenue Account of a subsidiary 

with Participating Preference Shares, should be adjusted in the 

normal way, for any profits falling to, or losses chargeable 
in respect of 

against, that subsidiary shares held in another member. The 

adjusted revenue balance should then be allocated between Partici- 

pating Preference and Ordinary Shares, etc., according to their 

rights, as if the full revenue (Profit and Loss Account and General 

Reserve) was distributed as dividend. On the other hand, a debit 

balance on Revenue Account falls entirely to the Ordinary Shares. 

Example 52 / 
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Participating Preference Shares 
XI (36) 

The summarised Balance Sheets of a 
1944 are:- 

ASSETS 

Sundry Assets .. .. . . 
Investments at cost: 

Group as at 31st December 

H. S. T. 

£105,000 £26,000 £17,000 

18,000 Ord. Shares in S... .. 
9,000 " 

It It 
22,000 

.. 13, 000 
£12 000 2 000 £17 000 

LIABILITIES 

Share Capital in £L Ord. Shares.. .. .. £100,000 20,000 212,000 
5% Participating Pref. Shrs. 10,000 

Sundry Creditors 20,000 5,000 2,000 
Revenue Account . . 040 . . . . 4045 7,000 4,000 3,000 

21271000 £39,000 £17,000 
Notes: 

(1) S's. Participating Pref. Shs. have a preference for Capital and 
no share in surplus Assets on any winding up. They have a 
preference for Dividend at (non -cumulative) and are further 
entitled to 10 for every 2% paid to the Ord. Shareholders in excess 
of an Ord. Divd. of 340. The Pref. Shs. have received their Divd. 
up to 31st Dec. 1943. 

(2) S. bought 4ths T. (9,000 Shs.) in 191+1 when T. had a Cr. balance 
on Revenue Account of £1,000. 

(3) H. bought 9 /lOths S. (18,000 Ord.Shs.) on 31st Dec. 191+2 when S. 
had a Credit balance on Revenue Account of .£x,800 and when T. 
had a Credit balance on Revenue Account of £1,600. 

Solution: 

(a) The adjustments required in each Company's Accounts are: - 

S. (1) Revenue Account .. .. .. Dr. £750 

To Investment A/c (in T.) .. £750 

(b)/ 

(Being 4ths T's Rev. A/c. balance in 1941 (Cr. £,000) 

pre- acquisition when S. bought 9,000 Ord.Shs. in T. 

(4ths ). 

H. (1) Revenue Account .. .. Dr.£2,31+0 

To Investment A/c. (in S. ). 2,340 

(Being 9 /lOths S's true Rev. A/c balance on 31st 
Dec.1942 

falling to the Ord. Shs. - pre- acquisition - when H. 

bought 18,000 Ord.Shs. in S. (9 /l0ths) made up thus. - 

S's Cr. Balance on Rev. A/c. at 31/12/42 per 

Accounts .. 

and 4ths T's. 

4 of £1,600 

.0 . . 00 

Do. Do. Do. 

L 2,800 

1,200 

£ 4,000 

Less: 4ths T's Cr. balance on Rev. A/c. in 1941 

which shd. have been Capd. by S.(see S.1) 750 

S's free Revenue Balance at 31/12/42 
£ 3,250 

Pref. Ord. 

5 Pref. Dividend .. .. £ 500 

10; Ord. Dividend .. 

Balance £750 divisible 
in ratio 

of 1 :4 (Pref. and Ord. 

respectively) 
x 

Divisible thus: 

a,000 

150 600 

L.0.2 o £22600 3,250 

9/10ths of Balance falling 
to Ord. Shares S. 

£2,600 .. 

.*Note: The ratio of 1:4 is due to the difference 

in Capital, viz: 
2;J on Ordinary, £20,000 and 

l on Preferencgr10,000. 

£ 2,340 
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CO The a re ation of the adjusted Balance Sheets is :- 

T. 

£17,000 

ASSETS 

H. S. 

£105,000 £26,000 

Total 

Sundry Assets ..£148,000 
Investments at adjusted 

Cost: 

In S. 18,000 Ord. .. 19,660 19,660 
T. 9,000 " .. 12,250 12,250 

£179,910 X124,660 £38,250 £17,000 

LIABILITIES 

Share Capital: 
Ordinary .. .. ..2132,000 X100,000 £20,000 £12,000 
Part' Preference. .. 10,000 - 10,000 - 

Creditors .. .. 27,000 20,000 5,000 2,000 
Rev. Account.. .. 10,910 4,660 3,250 3,000 

£179,910 £124,660 £38,250 £17,000 

(c) The Consolidated Statement is:- 

ASSETS 

Sundry Assets .. .. .. .. .. .. . £148,000 

Goodwill - Net Cost of Control to the Group: 

By S. inT.3 /4ths By H.inS.9 /l0ths 

Adjusted Cost, 

Par .. .. 

Less: To Min. Ints. 

S. 1 /10th, 

£12,250 £19,660 

9,000 18,000 

£ 3,250 £ 1,660 

325 
£ 2,925 

LIABILITIES 

Share Capital H... 

Sundry Creditors .. 

Revenue Account: 

T. .. .. .. .. 
To Yin. Ints. T.- .. 

S. .. .. .. 

Divisible thus: - 

5,ó Pref... .. 

1Qó Ord. . . . 

Balance £3,000 in 

ratio 1:4 

To 1r;in.Ints. S... 

H. .. 

£ 1,660 

Par-EPref. 
£ 500 

600 

£1,100 
£1,100 

To 

.. .. 

£3,000 
750 

£2,250 

3,25o, 
£5,500 

Ord; 

a, 000 

4,585 

£152, 585 

£100,000 
27,000 

2,400 
£4,400 
J44O _2_154-0 

H. ` : , yuu 
4,66o 8,620 

Minority Interests: 

S.PartPref. S.Ord.1 /10th T.Ord.4th 

Capital.. .. £10,000 £2,000 £3,000 

Revenue A/c .. 1,100 440 750 

Net Cost of Control 

to T. 
Dr. 325 

£1 X2,115 £3,750 16,965 

X152,585 

Note: Observe the allocation 
of S's Rev.A/c after receiving 

its share from 

T. between the Part. Pref. 
Shares and the Ord. Shares. 

The allocation is 

made as if all S's free revenue 
was distributed as Divd. and is required 

not only at the date of 
the Consolidated Statement but also at 

31:12:42 

in oiNler to determine the 
pre- acquisition balance (when H. bought shares 

in S. ). 
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The effect of Preference Shares being cumulative. 

In the Consolidated Statement the only difficulty which 

arises is the treatment of arrears of Preference dividend due by 

a subsidiary. If the subsidiary has any balance at credit of 

Revenue Account (Profit and Loss Account and General Reserve) as 

shown in its legal Balance Sheet, the arrears should be debited 

for consolidation purposes, but only to the extent of reducing 

the credit balance to nil. '.there, owing to shares held in 

other members, profits fall to the subsidiary for consolidation 

purposes, these are also available to meet such Preference divi- 

dend arrears. Where there is of a debit balance on Revenue Account 

the arrears can only be ignored. In any case, a note of the 

outstanding cumulative preference dividend, so far as not provided 

for in the Consolidated Statement, should appear as a footnote 

to the Consolidated Statement. 

Deferred Shares. 

The Share Capital of a subsidiary may include Deferred 

(or Founder's) Shares which have an interest in the balance of the 

profits of the company. The feature of such shares is that they 

take a large share of any surplus profits earned by the company. 

in comparison to their small nominal value. Sometimes the dividend 

payel-)le to Ordinary Capital is restricted to so much per cent and 

the Deferred Capital takes the balance of the profits. It may be, 

however, that the profits of the company, after meeting the Prefer- 

ence dividend, are divisible in some ratio between the Ordinary and 

Deferred Capital. For example, the Articles may stipulate that 

for every half per cent paid to the Ordinary Capital over, say, a 

cumulative ordinary dividend of 7 per cent per annum, the Deferred 

Shares are entitled to a sum equal to, say, 1% on the Ordinary 

Capital. In such a case, the rate of dividend paid to deferred 

shares would depend not only on the rate of dividend paid to Ordinary 

shareholders but also on the relative amounts of the Ordinary and De- 

ferred Share Capital. 

are / 

Another common arrangement is that Eefeired Shares 
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I 

j entitled to, say, 10 per cent of the surplus profits of any year 

after meeting a cumulative dividend of, say, 1- per cent on all 

the other paid -up capital. 

In the preparation of the Consolidated Statement, where one 

of the subsidiaries has Deferred Shares, the revenue of the sub - 

subsidiary should be treated as if the full Revenue Account balance 

(Profit and Loss Account and General Reserve) was distributed as 

dividends. By the expression "the full Revenue Account balance" 

is meant the adjusted Revenue Account of the subsidiary plus (or 

minus) the share of profits (or losses) falling to that subsidiary 

from shares held in another member, e.g. a sub -subsidiary. 

Ex. S. Ltd. is a subsidiary whose issued Share Capital is - 

10,000 5/, Cumulative preference shares of £ 1 each E10,000 

4,000 Ordinary Shares of El eacr 4,000 

10,000 Deferred " " 1 /-. each 500 

£14,500 

The Preference dividend due annually on 28th February has 

been paid up to the previous year (31/12/46). 

The Ordinary Shares are entitled to a cumulative 72 per cent 

dividend in priority to a distribution to the Deferred Shares. 

For every half per cent paid over 7 per cent per annum to the 

Ordinary Shares, the Deferred Shares are entitled to a dividend 

represented by an amount equivalent to 1 per cent on the Ordinary 

Capital. 

At 31st December, 1947, the balances at credit of the Revenue 

Accounts, before providing for the 1947 Preference dividend were: - 

General Reserve . . . £500 Note: There are no arrears of 
the cumulative 11 

Profit & Loss A/c . . 900 Ordinary Dividend as 
at 31/12/46. 

£1400 

The Preference shares have no vote unless the Preference 

dividend is in arrears. The Deferred and Ordinary Shares have one 

vote / 
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vote each per share. 

Case 1. H. Ltd. acquired 8,000 Deferred Shares in S. when 

S. was incorporated. 

In the Consolidated Statement of H. and its subsidiaries at 

31st December, 1947, the revenue figures of S. would be treated 

as follows: - 

Cr. bal. at 31/12/47 (Gen. Res, and P. & L. A/c) . . . £1,400 

Less: Pref, div. for 1947 £500 

711 on Ord. Cap. for 1947 . . 300 
800 

Bal. divisible between Ordinary and Deferred Capital £ 600 

Theoretically divisible thus : - (Def. Cap. receives 
double the sum paid to Ord. Cap.) 

1 

Ord. Cap. 3 (equivalent to an extra 5% making 
12g) £200 

Def. " 3 (equivalent to 80% divd. on Def 

Cap.) 400 £ 600 

Group Rev. A/c takes the of £400 £ 320 

Min_ Ints S. 

Pref. Cap. takes £500 

Ord. " " 500 
1 

Def. " 5th " 8o 1080 

£1400 

Case 2. H. purchased 8,000 Def. Shs. in S. on 30th Sept. 1941 

when the balances on S's. Rev. A/c were: - 

Gen. Res £450 

P. & L. A/c 330 

£780 

Investment Account in H's. books was as follows : - 

Cost of 8,000 Def. Shs. in S. bought on 30th 
Sept. 1941 £900 

In 

Less: Divds. received credited to Invest 
A/c 40 

Balance at 31st Dec. 1947 £ 860 
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In the Consolidated Statement of the group at 31st December, 

1947, the figures regarding S. would be treated as follows: - 
4 

(a) Goodwill - Net C. of C. of S. By H. in S. 5ths Def. 

Cost, less divds. credited £860 

Less: Pre- acgn. profits 

#ths of £120 (see below) £96 

Less: Divds. credited 
already to cap. . 40 

Par 

56 . 

£804 

40o £404 

Note: The pre -acqn. profit is calculated thus: - 

Rev. bal. at 30/9/41 cr. £780 

Less: Pref. divd. 9 mths. to 30/9/41 £375 

on Ord. Cap. for " " 225 600 

Bal. divisible between Ord. and Def. Cap. . . . £180 

Theoretically divisible thus: - 
1 

Ord. Cap. 3rd £ 6o 
2 

Def. " 3rds 120 £180 

(b) Group Rev. A/c 

SL. of S's. current Rev. A/c as in Case 1 £320 

Less: Bal. of pre -acqn. profits capd. 56 £264 

1 
(c) Min, Ints. S. S. Pref. S. Ord. S. Def. 5 

Sh. Cap £10,000 £ 4,000 £ 100 

Rev. A/c 500 500 8o 

Reconciliation 

£10500 £ 4,500 £ 180 

£15,180 

In the financial A/c In the Cons St.t 

Sh. Can 214,500 cr. Min. Ints. £15,180 cr. 
Rev. A7cs 1,400 cr. Group Rev.A /cs 264 cr. 

£15,900 £15,444 
Less: Investment A/c 860 dr. Less: Goodwill 

£15,040 Net C. of C.of a, 404 ar. 

£15,040 
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Where there is a debit balance on Reveille Account the position 
is more obscure. As a general rule a debit balance should be 

divided between Ordinary and Deferred Capital in the ratio they 

share in the "surplus" profits, that is to say in the above example 

in the ratio of 1 to 2, This principle is based on the fact 
that one is justified in assuming that the existing debit balance 

may well be wiped out by future profits and after the arrears of 

the Cumulative Preference Dividend, and the arrears of the cumulative 

71- per cent on the Ordinary Capital are met, it is the parties 
interested in the surplus profits remaining who will in fact bear 

the full burden of the previous losses. In any allocation of a 

debit balance on Revenue Account, care must be taken, however, to 

restrict, if necessary, the amount allocated to the Deferred 

Capital, to the nominal amount of the Deferred Capital, since a 

shareholder cannot lose more than his Capital as a result of 

adverse trading results. (Preference Shares will bear no share 

of a debit balance on Revenue Account unless the debit balance is 
so large that it exceeds the nominal value of the Ordinary and 

Deferred Capital (£4,500 in the above example). 

So far s the treatment of a:-itaì deserves are concerned the Articles will 

state the rihts of Deferred Shares and the same principles apply as these outlined 

in the earlier sections of this chanter which deal with various types of Preference 

Shares. 



APPENDIX I. 

Sections of the Cora Muni es _`.ct 1947 relative to Holding Companies* 

13 Contents of balance sheet and profit and loss account. 

14 ObliLati on to lay Lroup accounts before holding company. 

15 Form of Troup accounts. 

1E Contents of group accounts. 

17 Financial year of holdint_ company and subsidiary. 

18 :eaning of "holdinE company" and "subsidiary." 

19 Directors' report. 

20 General provision as to liability of directors for defective accounts. 

21 Signature and copies of accounts. 

22 Extension of rights and duties of auditors. 

25 Construction of references to documents a;_exed to accounts. 

38 2articulars in accounts of directors' salaries, pensions, etc. 

39 Particulars in accounts of loans to officers. 

First Schedule - Accounts 

Part I - General provisions as Lo balance sheet and profit and loss account. 

Part II - _ :provisions were the company is a Holding or Subsidiary 

Company. 

?art III - exceptions fer special classes of company. 

Part IV. - Interpretation of Schedule. 

Second Schedule - 1,ratters to be expressly stated in auditors' report. 

Third Schedule - Conditions as to interests in shares and debentures of 
exempt private company. 

Sections of the Companies Ixt 1929 relative to aldin: Companies: 

Definition of a Subsidiary (section 127). 

The Shareholdin3 in the Subsidiaries (section 125; section 124(1)). 

The Revenue from Subsidiaries (section 126 (1)). 

ditors' Report in Subsidiaries (section 126 (2), (3) and (4)). 



A P P E N D I X II. 

Example of Preparation of Consolidated Statements 

by Means of Ledger Accounts 



App. II (i) 

General Example 29 - Group of 4 members: 

The Balance Sheets of a group at 31st December 1945 are as follows: - 

ASSETS 

.. 

.. 

.. 

.. 

.. 

H S T 

£251,000 £ - £ 30,000 
130,000 20,000 8,000 

1,000 
82,000 44,500 IND 

178,000 40,000 14,000 
56,000 10,400 8,700 
6,500 - 500 
4,500 - 

9,000 100 500 
- 10,000 7,000 

V 

£ 2,000 
4,500 

INN 

9,000 
5,000 

- 

1,000 
- 

Property at cost .. .. .. .. .. 
Plant at cost, less depreciation .. .. 
Investment (Government Stock).. .. .. 

do. Subsidiaries.. .. 

Stock. .. .. .. .. .. 

Debtors .. .. .. .. .. 

Subsidiary's Current Accounts.. .. .. 
Dividend Receivable.. .. .. .. .. 
Cash in Bank .. .. .. .. 

Goodwill at cost .. .. .. .. .. 

£717,000 £125,000 £ 69,700 £21,500 

LIABILITIES 

Share Capital (in £1 Ordinary Shares) .. *41 £500,000 £100,000 £ 50,000 £15,000 
Creditors.. .. .. .. .. .. .. 00 62,500 10,700 7,500 2,800 
Amount due to H. .. .. .. .. .. - 4,300 2,200 500 
Reserve for inter -coy profit on stock .. 110 2,000 
General Reserve. .. .. .. .. .. 100,000 7,000 2,000 
Profit and Loss Account .. .. .. .. .. 52,500 2,500 3,000 1,200 
Proposed Dividend .. .. .. .. .. 11140 7,500 - - 

£717,000 £125,000 £ 69,700 £21,500 

Notes: 

(1) Investmentsin Subsidiaries are as follows: - 

H 60,000 Ord. Shares (6 /10ths) in S bought 30th April 1941 

7,000 do. (7 /50ths) in T bought 7th January 1943 

10,000 do. (2 /3rds) in V bought 30th June 1942 

As per Balance Sheet of H 

Book 
Wirie 

£62,000 

8,000 

12,000 

£82,000 

H has adopted the policy of continuing to credit to Investment Account, 
dividendsreceived from Subsidiaries until all investments are stated at cost 
less the full relative proportions of the pre -acquisition revenue balances. 
This was completed before 31st December 1945. When acquiring6hares in T, H 
accepted S's view regarding the valuation of T's Plant (see note 5). 

S 24,000 (now 

5,000 Ord. 

30,000) Ord. Shares (3 /5ths) in T bought 31st 
December 1942, at cost .. .. .. 

Shares (1/3rd) in V bought 30th June 1944, at cost.. 

As per Balance Sheet of S . 

P.L.4/c Gen.Res Total 
On 31st December 1942 the balances at credit of 
Twere .. .. .. .. .. .. .. 

£ 38,000 
6,500 

£ 44,500 

£ 10,000 £ 15,000 £ 25,000 
On 30th June 1944 the balances at credit of 
Vwere .. .. .. .. .. .. .. .. 900 1500 2,400 

S accepted H's view regarding the valuation of V's Property (see note 4) 
On 4th January 1943 T made a bonus issue of shares out of General Reserve by 
giving one new Ord. Share for every four held (General Reserve at 31 :12 :42 
£15, 000 )V 



App. II(ii) 

Notes (1) (Contd.) 

£15,000). This increased T's issued capital from £40,000 to £50,000 and S's 
holding in T from 24,000 shares to 30,000. 

(2) The proposed dividend S £7,500 represents an Ordinary dividend of 7 (free 

of tax) declared by S for the year ended 31st December 1945, but not paid until 
20th January 1946. H's share thereof £4,500 is shown as an Asset of H. 

(3) The reserve in H's Balance Sheet for inter -coy profits on stocks £2,000 is 

found inadequate and is computed for the purpose of the reserve required in the 
Consolidated Statement at 31st December 1945 at a figure of £2,500. 

(4) V's Property is re- valued at £3,000 by H on 30th June 1942 when H acquired 
control of V. V's accounts were not adjusted for this. There have been no 
additions since 1942. 

(5) On 31st December 1942 when S acquired control of T, S re- valued T's Plant 
at £10,000. The book -value on 31st December 1942 was £8,500. Additions since 
were £1,000 on olst December 1944. S considered T's Plant should be 
depreciated by 10% p.a. In T's Accounts the practice is to write off round 
figures for depreciation according to the amount of profits earned each year. 
10% depreciation is the rate of depreciation to be adopted for consolidation 
purposes. 



App. II(iii) 

Example 41 - The following is the Profit and Loss Accounts for the year ended 
and Balance Sheets as at 31st December 1946 (1 year later) 

PROFIT and LOSS ACCOUNT 

S 

£ 2,500 

1,200 
250 

15,050 

T 

£ 3,000 

5,200 

V 

£ 1,200 
ON 

WO 

2,600 

Balance at 31:12:45 .. .. 

DividendsReceived From S .. 

" T . 
" V .. 

Trading Profit .. .. . .. .. 

H 

..£ 52,500 

.5 6,000 

.. 280 
500 

.. 61,420 

£120,700 £ 19,000 £ 8,200 £ 3,800 

National Taxation.. .. .. . £ 30,000 £ 6,800 £ 2,000 £ 800 
Directors' Fees .. .. .. .. 2,000 500 200 250 
Transferred to General Reserve . 10,000 - - 500 
Dividends paid H 8% .. .. 40,000 - - 

S 10% .. 10,000 
T 4% .. .. 2000 
V 5% Ps 750 

Balance at credit at date .. 3 8, 700 1,700 4,000 1,500 

£120,700 £ 19,000 £ 8,200 £ 3,800 

BALANCE SHEET 

ASSETS 

Property at cost .. .. .. £251,000 £ - £ 30,000 £ 2,000 
Plant at cost less depreciation 120,000 18,000 7,400 4,050 
Investment - Government Stock . 1,000 
Investment e Subsidiary. .. 82,000 44,500 
Stock .. . .. .. .. 180,000 41,000 16,000 8,000 
Debtors.. . . . .. . 60,000 15,000 8,000 7,000 
Subsidiary's Current Accounts . .. 7,000 - 
Dividends receivable .. .. 6, 000 - 
Cash in ink.. .. .. .. . . 10,000 200 600 950 
Goodwill at cost .. .. .. .. .. .. 10,000 7,000 

£716,000 £128,700 £ 70,000 £ 22,000 

LIABILITIES 

Share Capital. .. .. .. .. se .. £500,000 £100,000 £ 50,000 £ 15,000 
Creditors .. .. .. .. .. .. . 65,000 12,000 7,000 3,000 
Amount due to H .. .. .. .. .. .. - 5,000 2,000 
Reserve for inter -coy profits on stock. .. 2,300 IND 

General Reserve .. .. .. .. .. .. 110,000 - 7,000 2,500 
Profit and Loss Account. .. .. .. .. 38,700 1, 700 4,000 1,500 
Proposed Dividends. .. .. .. .. .. - 10,000 - - 

£716,000 £128,700 L 70,000 £ 22,000 

Notes: 

(1) -(5) As per example 29 except that in Note(2)the proposed dividend S for year to 
31:12 :46 is 10% free of tax and in note (3) Stock Reserve is to be 
increased to £3,000 at 31:12:46. 

(6) All dividendsdeclared and received by the above coys are stated consistently 
(Gross H. T and V; Free of tax S) as between the members. 



App.II(iv) 

SOLUTION 

STATEEE T of T's PLANT 

In Financial In the Consolidated Statement 
A/cs. of T. (10% Depreciation) 

Value at acquisition 
Under - 
valuation 

date 31 :12:42 £ 8,500 £ 101000 
£ 8,500 £ 1,500 

Depreciation 1943 850 150 

£ 7,650 £ 1,350 

Depreciation 1944 765 135 

£ 6,885 £ 1,215 

Additions 31 :12:44 1,000 

£ 7,885 
Depreciation 1945 789 121 

Value at 31 :12 :45 8,000 £ 7,096 £ 1,094 Undervaluation 
V at 31 :12 :45(T.1.) 

Depreciation 1946 

£8,190 = Value in Consolidated Statement 
31 :12 :45 

Difference £904 additional depreciation required up to 
31:12:45 (T.2) 

600 710 109 

£ 7,400 £ 6,386 £ 985 Undervaluation 
at 31 :12 :46(T.1.) 

Difference £1,014 additional 
depreciation required úp to 
31 :12 :46 (T.2) 

£7,371 Value in Consolidated 
Statement 31 :12 :46 



31 :12 :45 

(1) 

31 :12 :46 

CONSOLIDATION JOURNAL 

V's SECTION 

Property Account. .. 

To Capital Reserve. .. 

(Being increase in valuation 
control of V) 

as above 

.. .. 00 

.. SO .. .. £1,000 
.. Dr. £1,000 

App.II (v) 

of V's Property on 30 :6 :42 when H acquired 

no change 

T's SECTION 

31:12 :45 Plant Account .. .. 

(1) To Capital Reserve. 00 60 

.. Dr. £1,094 
£1,094 

(Being current increase in valuation of T's Plant i.e. increase on 
31:12 :42 when S acquired control of T £1,500, less depreciation at 
log p.a. to 31:12 :45) 

31:12:45 Revenue Account.. .. .. 

(2) To Plant Account .. .. 

.. .. .. .. 

.. .. 

.. £904 
£904 

(Being additional depreciation required by group since 31 :12 :42 i.e. the 
excess of 105 p.a. on book value over amount written off in T's books) 

31 :12 :46 Plant Account .. .. .. .. .. .. Dr. £985 
(1) To Capital Reserve. .. .. .. .. £985 

(BU ng current increase in valuation of T's Plant i.e. increase on 
31 :12 :42 £1,500, less depreciation at 105, p.a. to 31:12 :46) 

(2) Revenue Account.. .. .. .. .. .. .. .. £1,014 
To Plant Account .. .. .. .. .. £1,014 

(Being additional depreciation required by group since 31 :12 :42 i.e. the 
excess of 1(31 % p.a. on book value over the amount written off in T's 
books) 

S's SECTION 

31 :12 :45 Revenue Account.. .. .. .. .. .. .. Dr. £9,000 
(1) To Investment Account (in T). .. .. .. £9,000 

(Being 3 /5ths T's cr. balance on Revenue Account £15,000 at 31 :12 :42 - 

pre-acquisition - when S bought 30,000 shares (3 /5ths) in T) 

(2) Revenue Account.. .. .. .. .. .. Dr. £800 
To Investment Account (in V) .. .. .. £800 

(Being ],/3rd V's cr. balance on Revenue Account £2,400 at 30 :6 :44 - 
pre-acquisition - when S bought 5,000 shares (11/3rd) in V. 

31 :12 :46 (1) and (2) as (1) and (2) at 31 :12 :45. 

- - --a 

H's SECTION 

31 :12 :45 Revenue Account.. .. .. .. .. .. .. Dr. £500 
(1) To Stock Reserve .. .. .. .. .. .. £500 

(Being increase in reserve required at 31:12 :45 for inter -company profits 
Rs 

on stock) 

31 :12 :46/ 



Consolidation Journal (Contd.) 

His Section (Contd.) 

31 :12 :46 Revenue Account .. 

To Stock Reserve. 

Note: 

(Being increase in reserve 
on stock) 

Dr. £700 

App.II(vi) ! 

£700 

required at 31 :12 :46 for inter -coy profits 

The above journal entries have been reduced to a minimum. Transfers of 

balance from one section to another may be put through the journal also and would 
verify that each section balanced e.g. The journal entries required to transfer the 

balances in V's section to the Aggregation section as at 31 :12:45 would be :_ 

Property Account (Aggregation section) .. .. Dr. L 3,000 

Plant Account ( do. ) .. .. 4,500 

Stock Account ( do. ) .. . . 9,000 

Debtors ( do. ) .. 5,000 

Cash ( do. ) .. .. 1,000 

To above Accounts (V's section) .. 416 L 22,500 

Capital Account (V's Section).. .. .. £ 15,000 
Creditors ( do. ).. .. .. 60 2,800 

Inter Group Indebtedness (V's Section) .. 00 .. 500 
Revenue Account (V's Section).. .. .. 3,200 

Capital Reserve Account (V's Section) .. 1,000 

To above Accounts (Consolidation Section) 

viz: Net Cost of Control 

11 

Creditors 
etc. 

H . . £ 10,000 

S .. 5,000 

L 15,000 

£ 22,500 



CONSOLIDATION LEDGER 

V's SECTION 

PROPERTY ACCOUNT 

31.12.45 To Balance per Balance Sheet .. .. .. .. .. 

Increase (re- valuation).. .. .. .. .. .. 

By Transferred to Consolidation Section .. .. .. 

31.12.46 To Balance per Balance Sheet .. .. .. .. .. 

Increase (re-valuation).. .. .. .. .. 04 

By Transferred to Consolidation Section .. .. .. 

SUNDRY ASSETS ACCOUNT 

31.12.45 To Balance per Balance Sheet - Plant.. .. 

Stock.. .. 

Debtors .. 

Cash in Bank 

By Transferred to Consolidation Section .. 

do. do. .. 

do. do. .. 

do. do. .. 

31.12.46 To Balance per Balance Sheet - Plant.. 
Stock.. 
Debtors 
;3ank .. 

By Transferred to Consolidation Section 
do. do. 

do. do. 

do. do. 

.. 

. 

.. 

.. 

. 

. 

.. 

. . 
.. 

INTER -GROUP INDEBTEDNESS 

31.12.45 By Balanoe per Balance Sheet .. .. .. 
To Transferred to Consolidation Section .. .. .. 

REVENUE ACCOUNT 

31.12.45 By Balanoe per Balanoe Sheet - General Reserve.. .. 

Profit and Loss Account 

To Transferred to Consolidation Section .. .. 

31.12.46 By Balance per Balance Sheet - General Reserve.. .. 

Profit and Loss Account 

Dr. 

L 2,000 
1,000 

App.II(vi 

Cr. 

£ 3,000 

£ 2,000 
1,000 

£ 3,000 

£ -4,500 

9,000 
5,000 
1,000 

L 4,500 
9,000 
5,000 
1,000 

£ 4,050 
8,000 
7,000 

950 

L 4,050 
8,000 
7,000 

950 

£ 500 

L 500 

£ 2,000 
1,200 

£ 3,200 

To Transferred to Consolidation Section .. .. .. £ 4,000 

SUNDRY LIABILITIES ACCOUNT 

£ 2,500 
1,500 



App . I I 

V's SECTION (Contd.) - 

SUNDRY LIABILITIES ACCOUNT 

Dr. Cr. 

31.12.45 By Balance per Balance Sheet - Share Capital .. 

Creditors .. .. 

To Transferred to Consolidation Sec. - H 10,000 t S 5,000 £ 15,000 
do. do. 2,800 

31.12.46 By Balance per Balance Sheet - Share Capital .. .. 

Creditors .. .. 

£ 15,000 
2,800 

To Transferred to Consolidation Sec. -H 10,000 . S 5,000 £ 15,000 
do. do. 3,000 

CAPITAL RESERVE ACCOUNT 

£ 15,000 
3,000 

31.12.45 By Increase in value of Property .. .. .. .. J £ 1,000 

To Transferred to Consolidation Section - S 333 * H 667 £ 1,000 

31.12.46 By Increase in value of Property .. .. .. .. J£ 1,000 

To Transferred to Consolidation Section - S 333 H 667 L 1,000 

T's SECTION 

PLANT ACCOUNT 

31.12.45 To Balance per Balance Sheet .. 

Current Increase (ro- valuation) .. 

By Additional Depreciation written off 

Transferred to Consolidation Section 

31.12.46 To Balance per Balance Sheet .. .. 

Current Increase (re- valuation) .. 

.. £ 8,000 

.. J 1,094 

00 90 . . 
. . 041 

.. 
By Additional Depreciation written off .. 

Transferred to Consolidation Section .. .. 

SUNDRY ASSETS ACCOUNT 

31.12.45 To Balance per Balance Sheet - Property .. 

Investment.. 
Stock .. 

Debtors .. 

Cash in Bank 
Goodwill .. 

By Transferred to Consolidation Section .. 

do. do. . 
do. do. 

do. do. . 
do. do. 

do. do. .. 

31.12.46/ 

J£ 904 

8,190 

L 7,400 
J 985 

.. J£ 1,014 

.. 7,371 

.. 00 

.. 
50 00 

.. 

of. 

.. 00 

E. 30,000 
1,000 

14,000 
8,700 

500 
7,000 

£ 30,000 
1,000 

14,000 
8,700 

500 
7,000 



T's SECTION (Continued) - 

SUNDRY ASSETS ACCOUNT (Contd.) - 

31.12.46 To Balance per Balance Sheet - Property .. 

Investment.. 
Stock.. .. 

Debtors .. 

Cash in Bank 
Goodwill .. 

By Transferred to Consolidation Section .. 

do. 

do. 

do. 
do. 

do. 

31.12.45 By Balance per 

To Balance per 
Transferred 

31.12.46 By Balance per 

To Transferred 

do. .. 

do. .. 

do. .. 

do. .. 

do. .. 

INTER -GROUP INDEBTEDNESS 

Balance Sheet .. .. .. 

Balance Sheet .. .. .. 
to Consolidation Section .. 

Balance Sheet .. .. 

to Consolidation Section .. 

SUNDRY LIABILITIES ACCOUNT 

31.12.45 By Balance per Balance Sheet - Share Capital .. 

Creditors .. .. 

. . 

O 0 

OS 

00 
041 

00 

O 0 

.. 

.. 

.. 

.. 

.. 

.. 

.. 

.. 

.. 

.. 

4pp.II.(ix) 

Dr. 

£ 30,000 
1,000 

16,000 
8,000 

600 
7,000 

Cr. 

£ 30,000 
1,000 

16,000 
8,000 

600 
7,000 

£ 2,200 

L 500 

1,700 

£ 2,000 

£ 2,000 

£ 50,000 
7,500 

To Transferred to Consolidation Section - H. .. .. £ 7,000 
do. do. S. .. .. 30,000 
do. do. Minority Interests 13,000 
do. do. .. .. 7,500 

31.12.46 By Balance per Balance Sheet - Share Capital .. 

Creditors .. .. 

To Transferred to Consolidation Section - H. 
do. do. S. .. 

do. do. M.I... 

do. do. .. 

REVENUE ACCOUNT 

00 

411. 

Oft 

04. 

31.12.45 By Balance per Balance Sheet - General Reserve.. .. 

Profit and Loss Account 

To Depreciation on Plant .. .. .. 

Transferred to Consolidation Section 
.. 

31.12.46 By Balance per Balance Sheet - General Reserve.. .. 

Profit and Loss Account 

To Depreciation on Plant .. .. .. .. 

Transferred to Consolidation Section .. 

CAPITAL RESERVE ACCOUNT/ 

. .. 

£ 50,000 
7,000 

£ 7,000 
30,000 
13,000 
7,000 

£ 7,000 
3,000 

J£ 904 
9,096 

£ 7,000 
4,000 

J£ 1,014 
9,986 



T's SECTION (Contd.) - 

CAPITAL RESERVE ACCOUNT 

31.12.45 By Increase in value of Plant .. .. .. 

To Transferred to Consolidation Section - S. 

31.12.46 By Increase in value of Plant .. 

.. 

H. .. 

bí.I... 

.. .. 
To Transferred to Consolidation Section - S. .. 

H. .. MI 

S's SECTION 

SUNDRY ASSETS ACCOUNT 

31.12.45 To Balance per Balance Sheet - Plant.. 
Stock.. .. 

Debtors .. 

Cash in Bank 
Goodwill .. 

31.12.46 

By Transferred to Consolidation Section .. 

do. do. .. 

do. do. .. 

do. do. .. 

do. do. .. 

To Balance per Balance Sheet - Plant.. 
Stock.. 
Debtors .. 

Cash in Bank 
Goodwill .. 

By Transferred to Consolidation Section .. 

do. do. 

do. do. 

do. do. 

do. do. 

INVESTMENT in SUBSIDIARY 

31.12.45 To Balance per Balance Sheet - 30,000 Shares in T. .. 

do. do. - 5,000 Shares in V. .. 

By Revenue Account - pre -acquisition balance .. 

Transferred to Consolidation Section (In T).. 

Revenue Account - pre- acquisition balance .. 

Transferred to Consolidation Section (In V).. 

31.12.46 As above - no change. 

INTER -GROUP INDEBTEDNESS/ 

45 

*0 

App.II.(a) 

Dr. Cr. 

£ 656 
153 
285 

J£ 1,094 

£ 1,094 £ 1,094 

J£ 935 

£ 591 

138 

256 

£ 985 £ 985 

L 20,000 
40,000 
10,400 

100 
10,000 

£ 20,000 
40,000 
10,400 

100 
10,000 

£ 18,000 
41,000 
15,000 

200 
10,000 

L 18,000 
41,000 
15,000 

200 
10,000 

L 38,000 
6,500 

J£ 9,000 
29,000 

J 800 
5,700 



S's SECTION (Contd.) - 

INTER -GROUP INDEBTEDNESS 

31012.45 By Balance per Balance Sheet .. 

To Transferred to Consolidation Section .. 

31.12.46 By Balance per Balance Sheet ... 

To Transferred to Consolidation Section .. 

SUNDRY LIABILITIES 

App.II.(xi) 

Dr. 

£ 4,300 

£ 5,000 

Cr. 

£ 4,300 

£ 5,000 

31.12045 By Balance per Balance Sheet - Share Capital .. .. 

Creditors .. .. .. 

Proposed Dividends .. 

To Transferred to Consolidation Section - H. .. .. £ 60,000 
do. do. - Minority Ints. 40,000 
do. do. .. .. 10,700 
do. do. .. .. 7,500 

31.12.46 By Balance per Balance Sheet - 

To Transferred to Consolidation 

Share.Capital .. .. 

Creditors .. .. .. 

Proposed dividends .. 

Section - H. .. 

£100,000 
10,700 
7,500 

.. L 60,000 
do. do. - Minority Ints. 40,000 

12,000 do. do. 

do. do. .. .. 10,000 

REVENUE ACCITNT 

31.12.45 By Balance per Balance Sheet and Profit 

Transferred to Consolidation Section 

To Investment Account - pre- acquisition 

and Loss Account 
se .. . . 

£100,000 
12,000 
10,000 

balance written off 
In T... .. J£ 9,000 
In V... .. J 800 

31.12.46 By Balance per Balance Sheet and Profit and Loss Account 

Transferred to Consolidation Section .. .. .. 

L 2,500 
7,300 

To Investment Account - pre -acquisition balance written off 
In T... .. J£ 9,000 
In V... .. J 800 

H.'s SECTION 

SUNDRY ASSETS ACCOUNT 

31.12.45 To Balance per Balance Sheet - Property .. 

31.12.46/ 

Plant.. .. .. .. 

Stock.. .. .. .. 

Debtors .. 

Dividends receivable.. 

Cash .. .. .. .. 

By Transferred to Consolidation Section 

do. do. 

do. do. 
do. do. 
do. do. 
do. do. 

.. 
.. 

00 
00 .. 
00 

00 

L 1,700 
8,100 

£251,000 
130,000 
178,000 
56,000 
4,500 
9,000 

£251,000 
130,000 
178,000 
56,000 
4,500 
9,000 



H's SECTION (Contd.) - 

SUNDRY ASSETS ACCOUNT (Contd.) - 

App.II.(xii) 

Dr. Cr. 

31.12.46 To Balance per Balance Sheet - Property .. .. .. £251,000 
Plant.. .. .. .. 120,000 
Stock.. .. 180,000 
Debtors .. .. .. 60,000 
Dividends receivable.. 6,000 
Cash in Bank .. .. 10,000 

By Transferred to Consolidation Section .. .. .. 

do. do. .. .. .. 

do. do. .. .. .. 

do. do. .. .. .. 

do. do. .. .. .. 

do. do. .. .. .. 

INVESTMENT in SUBSIDIARIES 

£251,000 
120,000 
180,000 
60,000 
6,000 

10,000 

31.12.45 To Balance per Balance Sheet - 60,000 Shares in S .. £ 62,000 
7,000 Shares in T .. 8,000 

10,000 Shares in V. .. 12,000 

By Transferred to Consolidation Section .. .. 

do. do. .. .. .. 

do. do. .. .. .. 

31.12.46 As above - no change. 

INTER -GROUP INDEBTEDNESS 

£ 62,000 
8,000 

12,000 

31.12.45 To Balance per Balance Sheet .. .. .. .. .. L 6,500 

By Transferred to Consolidation Section .. .. .. £ 6,500 

31.12.46 To Balance per Balance Sheet .. .. .. .. £ 7,000 

By Transferred to Consolidation Section .. .. L 7,000 

STOCK RESERVE ACCOUNT 

31.12.45 By Balance per Balance Sheet .. .. .. .. .. 

Revenue Account increase in reserve .. .. .. 

To Transferred to Consolidation Section ... .. .. 

31.12.46 By Balance per Balance Sheet .. .. .. .. .. 

Revenue Account increase in reserve .. .. .. 

To Transferred to Consolidation Section ... .. .. 

REVENUE ACCOUNT 

31.12.45 By Balance per Balance Sheet - General Reserve.. .. 

Profit and Loss Account 

To Stook Reserve Account (increase) .. .. 

Transferred to Consolidation Section .. 

.. 

31.12.46 By Balance per Balance Sheet - General Reserve.. .. 

Profit and Loss Account 

To Stock Reserve Account (increase) .. .. 

Transferred to Consolidation Seotion .. 

SUNDRY LIABILITIES/ 

.. .. 

£ 2,000 
J 500 

£ 2,500 

£ 2,300 
J 700 

£ 3,000 

£ 500 
152,000 

4 
£100,000 

52,500 

£110,000 
38,700 

£ 700 
148,000 



H's SECTION (contd.) - 

SUNDRY LIABILITIES 

31.12.45 By Balance per Balance Sheet - Share Capital .. 

Creditors .. .. 

To Transferred to Consolidation Section .. .. 

do. do. .. .. 

31.12.46 

App.II.(xiii) 

Dr, Cr. 

£500,000 
62,500 

£500,000 
62,500 

By Balance per Balance Sheet - Share Capital .. £500,000 
Creditors .. .. .. 65,000 

To Transferred to Consolidation Section .. 

do. do. .. 

AGGREGATION and CONSOLIDATION SECTION 

PROPERTY ACCOUNT 

31.12.45 To V. .. .. .. .. .. .. .. .. .. .. 

T. .. . . 00 . . 0* . . .. . . 1.0 . . 

H. . . .. .. .. .. .. .. .. .. . 

By Transferred to Consolidated Statement .. .. .. 

31.12.46 As above - no change. 

31.12 .45 To V. .. 

S. .. 

H. .. 

31.12.46 

PLANT ACCOUNT 

£500,000 
65,000 

£ 3,000 
30,000 

251,000 

£284,000 

.. .. .. £ 4,500 
. . .. .. .. .. . 8,190 

. .. .. .. .. .. . . .. 20,000 

.. . .. . .. .. .. . 130,000 

By Transferred to Consolidated Statement .. .. . £162,690 

.. .. .. .. .. .. .. £ 4,050 

.. .. .. .. .. .. .. .. 7,371 

.. .. .. .. .. .. . .. 00 18,000 

.. .. .. .. .. .. .. 120,000 

By Transferred to Consolidated Statement .. .. .. £149,421 

STOCK ACCOUNT 

31.12.45 To V. .. .. .. .. .. .. .. 
T. .. .. .. .. .. .. 
S. .. .. .. 
H. 

.. .. .. L 9,000 

.. .. 14,000 

.. . 40,000 
.. .. 178,000 

By Stook Reserve Account - H. .. .. . .. £ 2,500 

Transferred to Consolidated Statement .. .. .. 238,500 

£241,000 £241,000 

31.12.46 To V. .. .. .. .. .. .. .. .. .. .. £ 8,000 

T. .. 16,000 

S. .. .. .. . . .. .. 41,000 

H. .. .. .. .. .. .. .. .. .. 180,000 

By Stock Reserve Account - H. .. .. .. .. .. £ 3,000 

Transferred to Consolidated Stetement .. .. 242,000 

£245,000 £245,000 

SUNDRY DEBTORS ACCOUNT/ 



AGGREGATION and CONSOLIDATED SECTION (Contd.) - 

SUNDRY DEBTORS ACCOUNT 

App.II.(xiv) 

Dr. 

31.12.45 To.V. .. .. .. .. . £ 5,000 
T. .. .. .. .. I. .. 8,700 

S. .. .. . .. .. .. .. .. 10,400 
H .. . .. .. .. . 56,000 

By Transferred to Consolidated Statement .. 

Cr. 

£ 80,100 

31.12.46 To V. .. .. £ 7,000 
T. .. .. . . .. .. 8,000 
S. .. 15,000 
H. . .. .. .. .. I. 60,000 

By Transferred to Consolidated Statement .. . 

31.12.45 ByV. .. . 
T. .. 

S. .. 

To H. .. 

31.12.46 By T. .. 

S. .. 

To H. .. 

INTER -GROUP INDEBTEDNESS 

£ 90,000 

.. .. .. .. .. £ 500 

.. .. 1,700 

.. .. .. .. I. 4,300 

.. .. .. .. . £ 6,500 

.. .. . .. . £2,000 
.. 5,000 

£ 7,000 e 

INVESTMENTS (Government Securities) 

31.12.45 To T. .. .. .. .. .. .. .. .. .. £ 1,000 

By Transferred to Consolidated Statement .. .. .. £ 1,000 

31.12.46 As above - no change. 

CASH in BANK ACCOUNT 

31.12.45 To V. .. .. .. .. .. .. .. L 1,000 

T. .. .. .. .. . 500 

S. .. . .. . .. 100 

H. .. .. . . . . .. .. . 9,000 

By Transferred to Consolidated Statement .. .. .. 

31.12.46 To V. .. .. .. .. . 
T. .. . . .. .. .. 
S. .. .. .. . . . . .. .. .. 

H. . . . .. .. 

By Transferred to Consolidated Statement .. .. .. 

31.12.45 To T. .. 

S. .. .. 

GOODWILL per BALANCE SHEET 

. . .. . 
.. .. .. 

.. 

By Transferred to Consolidated Statement .. 

31.12.46 As above - no change. 

SUNDRY CREDITORS/ 

.. . 

E. 10,600 

L 950 
600 
200 

10,000 

E. 11,750 

£ 7,000 
10,000 

£ 17,000 



App.II. (xv) 

AGGREGATION and CONSOLIDATION SECTION (Contd.) - 

SUNDRY CREDITORS 

.. 

e e 

.. 

Oe 

.. 

.. 

.. 

.. 

.. 

.. 

.. 

Dr. Cr. 

31.12.45 ByV. .. .. .. .. .. .. 

T. .. .. .. .. .. .. .. .. 

S. .. .. .. .. e 0 .. .. .. 

H. .. .. .. .. .. .. .. .. 

To Transferred to Consolidated Statement .. 

31.12.46 ByV. .. .. .. .. .. 

T. .. .. .. .. .. .. .. 

S. .. .. .. .. .. .. 

H. .. .. .. .. .. .. .. 

£ 2,800 
7,500 

10,700 
62,500 

£ 83,500 

£ 3,000 
7,000 
12,000 
65,000 

To Transferred to Consolidated Statement .. .. .. £ 87,000 

PROPOSED DIVIDENDS 

31.12.45 By S. .. .. .. .. .. .. £ 7,500 

To H. (receivable from S.).. .. .. .. .. .. £ 4,500 
Transferred to Minority Interest (4 /10ths) .. 3,000 

31.12.46 By S. .. .. .. .. .. .. .. .. £ 10,000 

To H. .. .. .. .. .. .. .. £ 6,000 
Transferred to Minority Interest (4 /1Oths) .. 4,000 

NET COST of CONTROL - As at 31.12.45 

(a) BY S. 

By Share of T's Capital Reserve (3 /5ths) .. .. .. .. £ 656 

Par Value (Share Capital Accounts T.) .. .. .. .. .. 30,000 

Share of V's Capital Reserve (1 /3rd) .. .. .. .. .. 333 

Par Value (Share Capital Account V.) .. .. .. .. .. 5,000 

To 30,000 Shares held in T. 3 /5the (at adjusted cost) .. £ 29,000 

5,000 Shares held in V. 1 /3rd (at adjusted cost) .. .. .. 5,700 

Balance carried dawn .. .. .. .. .. .. .. .. 1,289 

£ 35,989 £ 35,989 

By Balance brought down .. .. .. .. .. .. .. .. £ 1,289 

To Transferred to - Minority Interest S. 4 /lOths .. .. £ 516 

H. .. .. 6 /10tha .. 

(b) BY H. 

.. .. 773 

To 60,000 Shares held in S. 6 lOths (at adjusted cost) £ 62,000 

7,000 Shares held at T. 7 /Oths (at adjusted cost) .. 8,000 

10,000 Shares held in V. 2 /3rds (at adjusted cost) . 12,000 

By Par Value (Share Capital Account S.) .. .. . L 60,000 

Par Value (Share Capital Account T.) .. 7,000 

Share of T's Capital Reserve 7 /50ths .. .. 153 

Par Value (Share Capital Account V.) .. .. 10,000 

Share of V's Capital Reserve (2 3rds) .. .. 667 

Balance carried down .. .. 00 00 .. 4,180 

£ 82,000 £ 82,000 

To Balanoe/ 



AGGREGATION and CONSOLIDATION SECTION (Contd.) - 

NET COST of CONTROL - as at 31.12.45 (Contd.) - 

To Balanoe brought down 

(b) H. (contd.) 

By H's share of S's Net Cost of Control (Cr. Balance) .. .. 

Balance transferred to Consolidated Statement .. .. .. 

As at 31.12.46 

(a) BY S. 

App.II. (avi) 

Dr. Cr. 

£ 4,180 

£ 773 
3,407 

By Share of T's Capital Reserve 3 /5ths .. .. .. .. .. £ 591 

Par Value (Share Capital Account T.) .. .. .. .. .. 30,000 
Share of V's Capital Reserve 1 /3rd .. .. .. .. 333 

Par Value .. .. .. .. .. .. .. .. .. .. 5,000 

To 30,000 Shares held in T. (3 /5ths) at adjusted cost .. .. £ 29,000 
5,000 Shares held in V. (1 /3rd) at adjusted cost .. .. .. 5,700 
Balance carried down .. .. .. .. .. .. .. .. 1,224 

By Balance brought down .. .. .. .. .. .. . 

£ 35,924 L 35,924 

L 1,224 

To Transferred to Minority Interest S. 4 /lOths .. 

H. .. .. 6 /lOths .. 

(b) BY H. 

.. £ 490 
734 

To 60,000 Shares held in S. 6 /lOths at adjusted cost.. .. £ 62,000 

7,000 Shares held in T. 7 /50ths at adjusted cost.. 8,000 

10,000 Shares held in V. 2 /3rds at adjusted cost.. . 12,000 

By Par Value Share Capital Account S. .. .. .. L 60,000 

Par Value Share Capital Account T. . .. .. .. 7,000 

Share of T's Capital Reserve .. 00 00 00 138 

Par Value Share Capital Account V. .. .. .. 10,000 

Share of V's Capital Reserve .. .. .. .. 667 

Balance carried down .. .. .. .. . .. 4,195 

£ 82,000 £ 82,000 

To Balance brought dawn .. .. .. .. £ 4,195 

By Share of S's Net Cost of Control (Cr. balance) .. £ 734 

Balance transferred to Consolidated Statement .. .. 3,461 

REVENUE ACCOUNT - Year to 31.12.45 

(a) V. 

By Transferred from V's Section .. .. . . L 3,200 

To Transferred to S. 1 /3rd .. .. .. .. £ 1,067 

Transferred to H. 2 /3rds .. . 

(b) T. 

.. 2,133 

By Transferred from T's Section .. .. .. .. L 9,096 

To Transferred to S. 3 /5ths.. .. .. .. .. . .. £ 5,458 

H. 7 /50ths .. . .. 1,273 

Minority Interest T. 13 /50ths.. 2,365 



App.II. (xvii) 

AGGREGATION and CONSOLIDATION SECTION (Contd.) - 

REVENUE ACCOUNT - Year to 31.12.45 - ( Contd.) - 

(o) S. 

To Transferred from S's Section (Dr. balance) .. 

By Transferred from V. above 1 /3rd .. .. .. 

Transferred from T. above 3 /5ths .. .. 

Balance is divisible: 

. 

.. 

.. 

... 

.. 

.. 

.. 

.. 

.. 

.. 

£ 465 
310 

Dr. Cr. 

L 7,300 

£ 1,067 
5,458 

775 

H. 6 /lOths .. .. .. .. 

Minority Interest S. 4 /10ths 

(d) H. 

a 
To Transferred from S. above (dr. balance) (6 /lOths).. .. .. L 465 

Balance transferred to Consolidated Statement .. .. .. 154,941 

By Transferred from H's Section .. .. .. .. .. .. .. £152,000 

Transferred from V. above (2 /3rds).. .. .. .. .. 2,133 

T. above (7/3 Oths) .. .. .. .. .. 1,273 

£155,406 £155,406 

Year to 31.12.46 

(a) V. 

By Transferred from V's Section .. . . £ 4,000 

To Transferred to S. 1 /3rd .. .. .. .. .. .. .. £ 1,333 

H. 2 /3rd .. .. .. 

(b) T. 

.. .. 2,667 

By Transferred from T's Section .. .. .. .. £ 9,986 

To Transferred to S. 3/5ths .. .. .. .. £ 5,992 

H. 7/50ths .. .. 1,398 

M.I. T. 13/50ths .. .. 

(o) S. 

2,596 

To Transferred from S'a Section (Dr. balance) .. .. £ 8,100 

Ey Transferred from V. above 1 /3rd .. .. . .. .. . £ 1,333 

T. above 3 /5ths .. .. .. .. .. 5,992 

Balance divisible: 

H. 6 /lOths .. . . .. £ 465 

M.I - S. 4/l Oth s . . 310 775 

( d) H. 

By Transferred from H's Section ., .. .. .. .. .. .. £148,000 

V. above 2 /3rds .. .. .. .. .. .. 2,667 

T. above 7 /50ths .. .. .. .. .. .. 1,398 

To Transferred from S. above 6 /lOths (Dr. balance) .. .. .. E. 465 

Balenoe transferred to Consolidated Statement .. .. .. 151,600 

MINORITY INTERESTS/ 



App. II. (xviii) 

AGGREGATION and CONSOLIDATION SECTION (Contd.) - 

MINORITY INTERESTS as at 31.12.45 

Dr. Cr. 
(a) T. 13/50ths 

To Transferred to Consolidated Statement . .. .. .. L 15,650 

By Transferred from T's Share Capital.. .. .. £ 13,000 
Transferred from T's Capital Reserve .. .. 285 
Transferred from T's Revenue Account .. 

(b) S. 4/10ths 

.. 2,365 

By Transferred from S's Share Capital.. 41. . . . . .. £ 40,000 
Transferred from Net Cost of Control (Cr. balance) .. 516 
Transferred from Proposed Dividends . 3,000 

To Transferred from Revenue Account (Dr. 
Transferred to Consolidated Statement 

balance) .. 
ea 00 

As at 31.12.46 

.. .. 

.. 
£ 310 

43,206 

£ 43,516 L 43,516 

(a) T. 13/50ths 

By Transferred from T's Share Capital .. .. .. £ 13,000 
Transferred from T's Capital Reserve 256 

Transferred from T's Revenue Account .. 2,596 

To Transferred to Consolidated Statement .. .. 

(b) S. 4/lOths 

£ 15,852 

By Transferred from S's Share Capital.. .. .. .. .. £ 40,000 

Net Cost on Control (Cr. balance).. .. 490 

Proposed Dividends.. .. .. .. 4,000 

To Transferred from S's Revenue Account (Dr. balance) .. .. L. 310 

Transferred to Consolidated Statement .. .. .. .. .. 44,180 

£ 44,490 £ 44,490 

SHARE CAPITAL ACCOUNT 

31.12.45 By Transferred from H. .. .. .. £500,000 

To Transferred to Consolidated Statement .. £500,000 

31.12.46 As above - no change. 



)p.II(xix) 

Share Capital. .. 

Sundry Creditors .. 

Revenue Account .. 

Minority Interests: 

S 

T 

J 

Note: 

.. 

LIABILITIES 

CONSOLIDATED STATEMENT of 

of H Ltd. and itè 

As at 

31 :12 :45 31 :12 :46 

£500,000 
83,500 

154,941 

43,206 
15,650 

£500,000 
87,000 

151,600 

44,180 
15,852 

£797, 297; £798, 632 

The Consolidated Profit and Loss Account is not given as it is shown in ex.41. 



ASSETS and LIABILITIES 

Subsidiaries T.S. and V 

ASSETS 

As at 

31:12 :45 31 :12:46 

Property .. .. .. £284,000 £284,000 
Plant.. .. .. 162, 690 149,421 
Stock, less reserve for 
inter -coy. profit .. 23 8, 500 242,000 

Sundry Debtors .. .. 80, too 90,000 
Investments, Government 
Securities. .. .. 1,000 1,000 

Cash .. .. .. .. 10,600 11,750 
Goodwill per Balance 

Sheets 17,000 17,000 
Goodwill- Net Cost of 
Control to the group 3,407 3,461 

App.II(xx) 

£797, 297 £798,632! 



Appendix III 

:,:ìlWWAXL..:}:... ;ML r` NI.1... 0 fa, IMI.93.A R 4..2a. 

Apart from the special treatment of the Met Cost of Control 

of :3 euh-subsidiary tana, of the pre-acquisition revenue k)a.E.antae of 

a süialUaery shares in 4 sub-subnidi,a.r°S, the r°onsoli:lated 

r'tate"(:Y'.nts of a group ,.fihicì: includes a sub-ssubsàdiary, are prep red 

by the t_ppliCPati<m of the principles as used in the case of a simple 

grou. In orúsr teat the reader may orientate hsi tl.-otv4t2 on the 

whole subject t this point, a lu:aretary of the full r,lc;on..krmied ::Iro- 

cedure ie given. 

:á tlatuitr Q t 1lL_rtlaia 

croup 
( ) Ailano= to k in ¡w ij ..ezaz'r o 

Wote: Members should be dealt with in a oonveraient order, 
vhi oh will be f:und to be according to acquisition 
dates. the aocounts of the 1st meMasr purehesed 
ei.^uld be adjusted in the first pllce, followed by 
the ad jus tmtyrtt of the accounts of the 2nd meMbaa 
purohùLed and so b;3. 

The items included under the various hep.dings af each member's 

33:-,1&noe ..=hee t should he examined and figures transferred L,rad 

headings altered so that all accounts are ef-aued on a uniform 

basis. Thus, like will be added to like, when adjusted 

P. ? ance ,hects are aggregated. 

(2) 'rh .r, Profit and to Account and tlereer.ä3. Pascrve balances 

Should he slumped undnr the hea.ca.3.nr ev"nue Account". 

(3) `:il Pref: x^noe dividends due to date aboula be aocauedlless tax, 
Lof course ) . 

%'h`:re any á':i fr>rmce Iéiare,' are held by other members, the 

amount ràciaabh' ;,h;>uld 1!r^ accrued and will faro a contra 

1 tem. 

aQntr* Items. 

(4) Amounts due to or by cr ths,¢r mewf:3ers, which items may be included 

in the legal Balance nest under Levtor>1, Creditors, Loans, 

Bills fieceirable Or Payable, Dividends outstanding, stc., 

stould be shown under separate headings. Such amounts 

si3ou.ld, be agreed with those er,tiwn by other members. 

(5) 1 
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(5) .,here k'ré,fereroe and/or urdiriary Dividends receivable from or 

9ayalale to other members, are accrued in either }11,_:,cnce 

s'h,'Gt, adjustment should be 'c:tede so that the treatment is 

txn3:glstet^.t in all acl,)ustec; 1).:l.anae .,Itoete. Phis is carried 

out either by tue writing back of all accruals -ar by the 

accruing :t the dividends T.here neoe;ary; the latter method 

should be adopted for t''referenoe .t3ividanda so that the 

atijuyteu t:,evenue ,*sroaunt balance invariably reurcaenta a 

balance which falls *Indwdrierti7 to Ordinary shareholders only. 

The fipuree for accrued dividend ghoul,cì be stated in the 

adjusted Balance Meet either all :x;7020 without deduction of 

tax, or all net. 

4c1.justment of AseetB. 

( b) ;here fixed assets are re-valuad by ,s me,.iner when acquiring 

oantro l, the assets :-,hou1d be ari t, ,en u, or written c:oµn 1n 

the Aa ìance :;heet of the member which oms the asseta; the 

oorrespondíng entry is a credit or debit to a t'aoita1. 

account. lt is inxvatc;rial wheth31 this sú.jusrcr,enw results 

in a net credit or nct debit balance on Capitai. 

Account. The balance on Capital Reserve Account allp.-wrs in 

the adjusted Balance Oheet and i a dealt with at a later sta?e. 

The hmount of the adjustment is the curr,mt over or under- 

valuation (called the vclttation difference) at the date of 

the Consolidated :itateYt,ent. This applies to wasting aeaet=,. 

The current v-aluati,?n ciiffF,rm?ce will be the original differ- 

ence at acouisiti<7n date less depreciation to d,á.te &t the 

rete written off by the group on the relative asset. 

(7) iApreciation ntlàuotiir:nta neces:tary owing to inadequate or exces- 

sive depreciation written off in the books of amera1`aer should 

be adjusted by a debit or credit to qevenue 4c4r3unt of the 

member which owns the asset. ( í7eoreoiatá.on on the valuation 

difference ,'' 
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difference under(6) ebeve, is not adjusted in the Pcven.ue 

Aesoount. It ia dealt nth by 'taking the current valase wion 

difference at the Gtete of the vo4"lsolicietteci 3 tatF:mí.ent as 

t7àai2tio1l6:t1 under (6) above. The =lrítnt of the £3onsoildrfat.A.en 

adjusting entry will therefore decrease edca year). 

( S ) 'Shere floating assets are re-valued by a .r:cm;eer ehen acquiring 

oontrol, no adjustment 2hmtjJ.d be me.ee ezuring the procese 

connolid.atkon except in the one oaue wt-zere at acquisition 

date there i8 an un<.:exw-valuation Jních h:,s since been cor- 

rected in the financial books of the subsidiery by tn increase 

tton of profite. In this cese the holding company's 

account should be acijuatek by a debit to PPveniaw Account end 

a credit to "Inveetment in eubsir:.iary" by the amount of the 

under-valuation. 

(9) t'nrealised profit on stock fron: the group'a viewnoint, sel.rl by 

one member and on nand at Balance Sheet date to the purchas- 

ing member, should be provided for by the creation of a 

stock reserve by the izold,ìng oetnpany and a j;orreseoraein.g 

debit to the Reserve Account ef the holding ODnapany, unless 
in vù ich case 

the rights of minority Interestä may be affected profit 

requires to be erittcn off in total in the pertieui¿;r sub- 

sidiary ig accounte. 

(10 ) Investment® in other members, irrespective of the sise of the 

holding, should be adjusted consistently throughout to what 

has been called "Acijuetec3 esst" which iry oost :r;rice adjusted 

for the relative proportion of ell D°°--r.cj;uisìtion revenue 

balwnoes. The corresponding entry io a debit (pre-e8quisi- 

tion profits) or u credit ( ere-aoeuiai tion losses) to the 

'devenue Actcount of the member holding the shares. 

','here shares have been written down in value by aperoprl,ati.ona 

from a rnec:ber'a on profite, the shares should be written ue eo as 

to / 
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to appear at "Adjusted Cost'. The corresoonding cntry is aoredi t 
to 4p---:r.iaz! "eerPVe Aecol.Lnt. 

(b) h.f=1 .''t' on of t;he A.G..1'.:,rapti a7.tlnßg f?.tll á . 

The ra ?snrr ta adjusted (1 - 10 above) should be stat 
ir< csolumrz,r form and each balanced. After tne cancellation of the 

contra ftcae.;;?o the OaE'et4J 3i'iould. ì3-vorecatE?d. Additional 
"r,:,.i-1 (or Goods) in `k'rcn.sit" may be required. 

The question of whether the members are fully or .,artiy owned is 
ignored in this awegation. 
( e) Qßtr;.i.l; ti)n of thtSgsiol date + =.;ts emeYìt fr ai the on 

A r fited 4alanra :Ther-,ta. 

The adjustments carried out at this stage are (a) to give the 

ginority Interests their share of any subsidiary or suta-subsidie.ry 

and (b) to set off t};e "Adjusted Cost' of shareholdings against par 

value dn' sa ar'iive at the Net (.7ost of ^ontxs to the group. 
JCL. 

( tv IntPrssts. ( i.) F^hare tal, The ,larc cirvi tai- 
CI) 

held by outside shareholders in each company is tra.rsferred to 

t.sinority Interests. 
( 2) c.:úwi rt«s.-arve. The Minority in tede.,ts of each member 

with a 4apitai 'Rea3rve, should be .iloCated their share of any debit 

or credit balance on Capital Reserve and the helcnce transá it_ rt. te 

the member entitled thereto by the writing. up ( debit bat-o.rlce on 

Capital ResArvQ) or writing down (credit balance on dapit,;_1 )leverve) 

of the KAdjusted. Cost" of the 3i9.;;1°es held. 

( 3) i-}evAnue Account, The ?inori.ty Int:rests of each 

member should he allotted their proportion of the member's az.justed 

Revenue Account balance aftor taking into a1,Uot.iY1t the s,f.'xo.re 

otj3r memhor's adjusted Revenue Aeoount, to that :umber 

(e.g. when a subsidiary holds o hsres in a alb-subsidiary). 

(4) t_220,____4?_f_ Cvntroi., The rInari°tyr Interests of a 

subsidiary which holds shares in another marAì?fr, are fI'li,oca ted, tiai.r 

elleerr: of the net cost of ^oxat;rol of that other men-iher (see below). 

( b ) Net / 



(b) of OWX9«1 GXa:f;.,,.`.p1,,..«, ÿ« The Vr:llur! of .xÉ?;I : e i'; hold 
in other tweMh era by each member, as already adjusted for 
pare-att ,uist tieaa revenlaet balances (A.11) ;:r.uVe ) 4nd Oae :tal 
eaaserTe 0.2 above) is set off against par value in each 
c:aee; the di .ft';arenn:A, Net r,oet of Control by e«bh ï?iemt?,erf 

is shared where necessary with the tinority lntereets of 
the member which ro?ci.., the eheree, The kstr.l.e1tes^ of the 
Wet t)oat of CoIIt9rol of each member te the holding company 
gives in the apgxega.tt'> the gi4?'t, ,<,:n;4.,. of '401'L`,$ol t4: the group. 
In tine cßonsolidat®d Statement thie is shown as Goodwill, it 
a debit k?rsz a.Y1.ce s ancr eß Cani tal r eeerve if e Credit 
klal.ance. 

A,ft,ns these aadjue4ments the only ehx.?re t7apital not dealt with 

is thet of the principal holding company. This í,2 the ,:roupi s 

er1e.re Chpít$1 in the r,bneol.ida#,ecï :ata.temen.t. 'ehe other figures 

in the O©nsoliaated etoteraenl: are tacken direct from the aggregation. 

+'r,tc:,; "6 he draft G:f3neoiidated Statement is arrived at. One 

further 'eater adjustment is to split the Rrvenae 4.CCe>6nt C3Pie»en 

General ,teeerve and Vxofit and te.+se Account eocortaing to the Tidies 

of the controllers of the ierraup. ìierecia,tion adjustments debited 

to Revenue Account :3h0 u1cf be charged to General -ees=:rvei 

thor,e credited to P.evenue Account utceu1d be shown under 4epe cial 

eeen1'OP created from depreciation vri t t,e?' off ita. the finencirä:'L. books 

by mersheio in =.l^ess of group requiseoen'ce. ̀' 

It ceigizt be well to t3n:p?aaeíre the features of a Corme3i dated 

etate,aien`i prepared acoarding to the ebo9e ..ri*letpies, 

( 1) e =ve. .0 As . t }rofit nd I33 ^} A t Ge e:ret an R.11pettLtl: 
Reserve.... 

Thf e reeresAnts the ultirii gtsibuted. profits of the holding 

company together ei.th the relative pronc}rfioras of those of 

subsidiaries and 31ah-sl.absidi.,xies, since the aceuísi tci:an 

dates only, 

( 2 ) I ©xiIX,,,LD.tere ets. 

This is the share of tile Net Rme«ta in the adjusted Relance 

eheets of the subsidiary or sub-subsidiary Nhi.ch belong to 

members outside the g aroue, The figure includes Goodell' 

only in su far as it appears as tin asset in the Baianràe 

elzeet of the member - all `fhieee:ta" Goodwill of eubsi{iar°l,es 

end sub-suheidi.aries is exoi.ectc:d. On tiae other herid where 

aseets / 
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3zJete such us ::.Toperty, Plant, eto., have been re-valued, 

these re-valuation figures appear in the Adijusted Ma:lance 

!Meets and the Minority Interestf are affected, 

(3) a.L.L2.23-21-g2nIER1-IP theAnlY. 

This i9 the actuel cost to the grauvo of "bidder!' f.loodtill or 

"PadA.11" of :)1.1 subsi6ip,rief?.. it ig the excess of the 

purchage y)rice of the eharal as rikdjulted for fasaet re- 

vgauation, and pr-aoquisition revenue Wilancee, over or 

value in so far as the burden falls on the group, ip, only 

to the extent that the shares in stibsidiarics 2W-J- 

subnidiorts itive been effectively acquired. 


