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.

Ex. 23 /
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EXo 234

ViI (2)
Subsidiary controlled by ‘two memberss:

The summarised Balance Sheets of a group, as at 31lst December 1546 are;:-

ASSETS He Se T.

Sundry Assets L L] e e L L . LA LR £ 98'500 £l 18’000 £ 19'500

Investments at Cost:

In S (15’ 000 Sh&res) -e LR L L] L LR 18’ 000 - -
T ( 8'000 Sharﬁs) LI -e LR LR . LI - 12’000 -
T ( 5,0% Sh&.res) ) .o .s L) e e 4,500 - -

£121,000 £ 30,000 £ 19,500
= ==

LIABILITIES

Share Capital (in £1 Ord. Shares) <. s +s o« £100,000 £ 20,000 £ 12,000
CI‘Bdi‘bOI'S e LR L] L -w L) -a -0 LN ] 9,000 2.000 2‘500
Revenue Account .. .o .o .o oo .o oo .o 12,000 8,000 5,000

H bought

H bought

(a)

(b)

£121,000 £ 30,000 £ 19,500

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

Revenue Account of £ 3,600
of T on 3rd April 1941 when it was estimated T had a credit balance on
Revenue Account of £ 3,000

2
[
S bought §-of T on 27th May 1939 when it was estimsted T had a oredit balance on
x
L

SOLUTION

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

S(1) Revenue Accouht ue'' ‘a5  ws thus e hiss es DPs £2,400
To Investment Account (in T) s e e e £ 2’400

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

H(l) RBVEITU.G Account LY L] .o L] L ] L] L ] DI‘. £1’500
To Investment Account (in S) ee oo oo oo £1,500

(Being § of §' Balance on Revenue Account on 21:4:39 (£2,000 cr.) -
pre-acquisition when H bought 15,000 shares in S (3)

H(a) Revenuve Account .. ee oe s se se oo Dra £ 750
To Investment Account (in T) e  eo o  os £ 750

(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 (%)

The Aggregation of the Adjusted Balance Sheets is:-

ASSETS Total H. Se T.

S\mdry ASSB‘tS. e s . . .e 5136,000 i 98,500 £ 18’000 L 19,500
Investments at Adjusted Cost:

In S 15’000 Sh-a.res.. (] L] - 16, 500 16, 500 - -
T 8,000 shares.. . .o .o 9, 600 - 9,600 -
T 3’000 Sh.ares.. . ae .8 I 3’750 3’750 - -

£165,850 £118,750 £ 27,600 £ 19,500

LIABILITIES/



(b) Continued.

LIABILITIES Total

ViI (3)

H. s.

T‘

capita-l . e e L ] L L] L L] £132’w0 £100’000 £ 20’000 £ 12’000

Creditors oe .o e .o e o " 15.500 9’000 2'000 2’500
Revenue Accﬂunto- . e .- ) o . 20,350 9, 750 5,600 5,000
£165,850 £118,750 £ 27,600 £ 19,500
(¢) The Consolidated Statement of Assets end Liabilities is:- 4
ASSETS
Sundry Assets .. os aie AE oo sie sis o5 1 o a'e o £136, 000
Goodwill = Net Cost of Control to the Group:
By S By H
2
InTEMASIn T2 InS 2
Adjusted Cost .. - .o .o .e .« £ 9,600 £ 3,750 £ 16,500
Par .. . e LY L] L] L] L L ] 8’000 5’000 15’%0
£ 1,600 £ 750 £ 1,500
Less: Minority Interests S 7 .. e se 400 - -
£ 1,200 £ 750 £ 1,500 3,450
£139,450
————
LIABILITIES
Share Capital H.. .e .o .o .o .o e .. .o .o .e £100, 000
Creditors L] L - e L L LN L L L ] L . e L 3 13’500
Revenue Account,. oo e . .o oo e v .o eef 20,350
Less: lMinority Interests:
s 3 (5,600 +-§ % 5,000) ° e wm o es e sl B 2 O%8
1 ;
T 1-2-22 5,000 .s . L LR .e °a LR .o 417 2’650 17’700
]
Minority Interests: S Tyzth
Capita.l .e .o .o .e “e .o e .o oo K 5’000 £ 1'000
Revenue Account X o o e . .o s e 2’ 233 417
Net COS'I: Of Controlu e e L) LY LN Drl 400' -.
£ 6,833 £ 1,417 8,250

£139,450
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Exe 24,

VII (4)

Holding Company and Subsidiary both holding shares in another Subsidiary.

DIfTorent

ififerent balance SheetT dates.

Computetion of pre-acquisition revenue

balance.

Sub. with Preference Capital,

The summarised Balance Sheets of a group are:-

Sundry Assets

ASSETS ;i

as at

S
As at

I
as at

31:12:46 30:9:46 31:12:46

£150,500 £ 54,600 £ 49,500

GOOdWill et coste. e .o o o .e . s 10,000 4’000 -
Investments in Subsidiaries . s .o o .o 28,000 5,400 -
£188,500 £ 64,000 £ 49,500
LIABILITIES
Share Capital (in £1 shares)
Ordinary Shares o o o o .o . .o £100,000 £ 30,000 £ 20,000
5% F.0.T. Preference Shares «s¢ s¢ o5 so s - - 10,000
£ 30,000
Creditors. . s s . . s . .. 72,000 15,000 12’000
G@ner‘&l RESQI’VB an - . . L] L] -e oy 1,000 4’000
Profit and Loss Account,. .o .o ‘e .o .o 16,500 18,000 3,500
£188,500 £ 64,000 £ 49,500
Notes:
l, The abstract of "Investments in Subsidiaries" is:-
H., 20,000 Ord. Shares (§J of S acquired 1lst April 1934 at cost .e £ 10,000
12,000 Ord. Shares G%) of T acquired lst April 1938,
at cost., .o £ 24,000
Less:Dividend received for year to 31:12:35 credited.. 6,000 18,000
— I T R e e e
As per H's Balance Sheet .. £ 28,000
3 Epm—jes
S. 3,000 Ord.shs. (3p) of T acquired lst July 1939,at cost £ 4,500

Se

Less:Dividend received for year to 31:12:38, credited.

1,200 £ 3,300

1
2,000 Pref. Shs.(z) of T acquired lst Jan.1940, at cost £ 2,200
Less: Dividend at 5% F.0.T. received for year to 31:12:39

credited 100

As per S's Balance Sheet

2,100
£ 5,400

The Accounts of the Subsidiaries disclose the following information:-

P. & L General

Account Reserve Total
S as at 30:9:33 had a credit balance of .. ae £ 1,000 £ 6,000 £ 17,000
The et 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) .. .. e 9,250 2,500 11,750

The Net Profit for the year to 31:12:39 was
£12, 000

Alteration in T's and S's General Reserve are due to transfers to or from

Profit and Loss Account.

T's Preference Dividend £500 is paid on lst February each year.

dividend is not acerued in the Balance Sheets of T or S.

The 1946
The Preference

Shares have a preference for capital and no interest in Surplus Assets.

4;/



_ VII (5)
2. As at 31:12:46 under Sundry Assets of H, S was due £5,000 and T due

£4,000, Under Sundry Creditors of T as at 31:12:46 £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 reguired in each company's accounts are:-

H (1) Investment Account (in S)ee +¢ oo oo oo Dr. £ 333
To Revenue Account,. e ok . o ve £ 333
( Being %rds of S's estimated Debit balance on Revenue Account on 1:4:34

2
£500, when H acquired 20,000 shares 3rds in S made up thus:-

Credit balance on S Revenue Accounts at 30:9:33 oo .o .o £ 7,000
Less: Proportion to 1:4:34 of the loss for year to 30:9:34, half
of £15,000 (loss)es 7,500
S's estimated Dr, Balance at 1:4:34, £ 500
H (2) Revenue Account.. .. oo | ex  we Dre £6,600
To Investment Account (in T).. a5 | D £ 6,600

3
(Being portion of wths of T's estimated credit balance on Revenue Account
on 1:4:36 £21,000 when Hs bought 12,000 Ord. Shares in T ( ths), made

up thus:-
Credit Ralance on T's Revenue Account at 31:12:35 .. wa o £ 17,125
Add: Proportion to 1:4:36 of profit for year to 31:12:36, I of

£18,000.. 4,500
£ 21,625

Less: T's 1935 Preference Dividend paid 1:2:386 . e 500

Tts 1936 do. accrued to 1:4:36
(3 months) .. .. 125 625
T's estimated Cr, Balance at 1:4:36. «« £ 21,000
%ths thereof to H .. .o e . os £ 12,600
Less: Dividend credited by H to Investment Account.. .o .o 6,000
Balance to be Capitalised al £ 6,600
S (1) Revenue Account.e so o on ae ew Dy £3,850
To Investment Account (in T. Drd).. - - £1,350

(Peing portion of m~ths of T's estimated credit balance on Revenue Account
on 1:7:39 = 917,880 when S bought 3,000 Ord. Shares %bths in T mede up

thus:-
Credit balance on T's Revenue Accounts at 31:12:38 .o e £ 11,750
Add: Proportion to 1:7:39 of profit for year to 31:12:39 - 1
of £12,000.. o 8, 000
£ 17,750

Less: T's 1938 Preference Dividend paid 1:2:39 .. e B 500
1939 Preference Dividend accrued to 1:7:39
(6 months). 250 750

Tt's estimated credit balance at 1:7:39.£ 17,000

 ths thereof t0 § ee oo  o. £ 2,550

Less: 20 33 & .
Dividend credited by S to Investment Account.. .o .o 1,200
Balance to be capitalised ,. £ 1,350

S (2)/
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(e) Continued.

(v)

LIABILITIES.
Capital Crdinary .. e i i &% .o £150, 000 £10C,000 £ 30,000 £ 20,000
Pl"ef.- . s . s L] L] .s - 10,000 = i 10,000
Creditors .o .o e oo s oe .o 89,500 72,000 9,500 8,000
Due 'tO H. . e e -a -w LY L Q.x 500 - 5’500 4’000
Preference Dividend Outstanding .. ata ssX 425 - - 500
Revenue Account .. e e =0 e o 34,958 10,233 175725 7,000
x Adjustment Account.
£285,383 £182,233 £ 62,726 £ 49,500
(¢) The Consolidated Statement is:-
ASSETS
Sundry Assets.. e .o e "o .. o .. .o e oe 5245’600
Goodwill per Balance Sheets .. oo e oo .o .o v .o 14,000
Net Cost of Control to the group:
B B e
InTOrd InT Pref In T In S
3/20. EZS. 3/5 2/
Adjusted Cost.. .e .o oo £ 1,950 £ 2,100 £ 11,400 £ 10,333
Par.. e >s e e .o 3,000 2,000 12,000 20,000
Cr. £ 1,050 £ 600 £ 9,667
Dr. £ 100. 600
£ 950
Less: Minority Interests S %. 317 633
Capital Reservef 10,900
£259, 600

S (2) Outstanding Dividends Receivable Account ss Dr.s £ 75
To Revenue Account .. e e - 50 i £ STH

(Peing 5% Preference Dividend on 2,000 FPreference Shares
held in T for year 1946, accrued for 9 months to 30:9:46
(date of S's Palance Sheet)

T (1) Bevenue Accoutit .so e - ws  ss s e D £:500
To Outstanding Preference Dividend Account £ 500

(Being accruel of 1946 Preference Dividend 5% on £10,000)

The Aggregation of the adjusted Balance Sheets is:-
ASSETS Total H. §_. T

Goodwill per Belance Sheets .. . .o £ 14,000 £ 10,000 £ 4,000 £ -
Sundry Assets.. o s i - e 245,600 141,500 54, 600 49,500
Due by Se o . e . o . e s 5,000 - —
Due by T. .. - e L) LY . .. - 4‘,000 | -
Dividends Receivable Account.. e . - - 75 -
Investments at Adjusted Cost:

2
In S mrds (20,000 Ord. Shares) . . 10,333 10,333 - -
Tn .7 g-bhs (12,000 Ord, Shares) s .. 11,400 11,400 - -

3
In T zyths( 3,000 Ord. Shares) .. e 1, 950 - 1,950 -
Ty @ %-th ( 2,000 Pref. Shares) e oo 2,100 - 2,100 -

£285,383 £182,233 £ 62,725 £ 49,500

ITARTLITTIRS/
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(¢) Continued.

LIABILITIES
Share Capital H . . .o .e .e .o . .e .o ce £100, 000
Creditors. e ‘e .o .o .o .o oo .e oe .o oe 89, 500
Adjustment Account. Transactions with Subsidiary between date of
its Balance Sheetand 31:12:46 .. .. .o .o oo . .o 525
Capitel Reserve - Net Cost of Control to group .. .o .s .s 10, 900

Revenue A-ccolmt . .0 . e LI .0 LI -0 LR ] LR ] £ 34' 958
Less: Minority Interests:

P ACGE 72000 '50. o i bhn e aivis eats e i s 790

3 17,7250

olw

x T5000.) o5 e o be .. s0 6,258 8,008 26,950

T
Minority Interests: S %rd T Ord & T Pref-%
Capital.. os oe .o oo . oo £ 10,000 £ 5,000 £ 8,000
Pref. DiVidend . .. .s s . - - 400
Revenue Account .. . .o s aim 6,258 1, 750 -

£ 16,575 £ 6,750 £ 8,400 31,725

£259,600

Notes:

l. Adjustment Account £525: This item is the result of S's Balence Sheet date being
~BOth September. Debtors end Creditors in the Consolidation and/é&kclusive 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:-

3 . 2 ,S(post-acqn, 3
HezxT (post=-acqn) +7( (p 4 + %0 T post-acgn.)

Gen. Res.

2
0 + %-(4,000 - 2,000) + g&(l,ooo - 6,000 + %b(4,ooo - z,5ooﬁ

2
0+ 1,200 + 7 (say nil + 225)

1,350
On this basis Revenue Account is sub=-divided thus:-

General Reserve .. e .o vk 15350
Profit and Loss Account .. s 25,800

£ 26,950

3. The Capital Reserve - Net Cost of Control - £10,900 arises mainly through the
cheap purchese by H of S's Ordinary shares. As there is o information as to
whether H regarded S's Assets (including Goodwill) overvalued, or whether H
anticipated post-acquisition losses by S, on the purchaese 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,



VII (8)

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 mey 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 peaid (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-
gsition 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 solq,
and making an adjustment for dividends received by the holding com-
rany 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 case may 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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VI ¢(11)
ix, 25. Disposal of Shares without losing control:

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

ASSETS H S I
Smdry Assets . e - e L L ] L S LE N ] . e £111’m0 £ 19’ 700 £ 15’ 000
Investments :
In S 15’ 000 shares at cost . o 19’ 000 - -
T 12,000 shares at cost (23/4d each) £ 14,000 - 11,300
less: Realised 2,400 shares .. 2, 700 -~ - -
——==

£130,000 £ 31,000 £ 15,000

LIABILITIES
Share Capital (in £1 Ord. Shares) . ais .e £100,000 £ 20,000 £ 12,000
Creditors .. o< 0 e - o . »is 20, 000 6,000 2,000
Revenue Account .. s e s .i ”e .o 10,000 5,000 1,000

£130,000 £ 31,000 £ 15,000
H bought 2 S in 1940 when the Revenue Account balence of S was credit £3,000
S bought all T in 1942 when the Revenue Account balance of T was credit £2,800. On

31st December 1946 S sold 2,400 shares in T for £2, 700 (2%/6d per share) & credited
Investment Account with the proceeds. :

SOLUTION

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

H (1) Revenue Account.. .. .. . .e o Dy. £ 2’250
To Investment Account (in S).. .. .. £ 2,250

(Being 2 the Revenue Account balsnce in S in 1940 (credit £3,000) when H
bought 15,000 shares in S(2))

S (1) Capital Reserve Account o +¢ o oo Dre £ 100
To Investment Account (in T)ee oo oo £ 100

(Being loss on sale of 2,400 shares in T included in Investment Account,
transferred, thus leaving in Investment 46 the cost price of shares now
held)

Total  4/5th 1/5th

Cost of shares in T in 1942 S .ln o e £ 14,000 £ 11,200 £ 2,800
Sold (1/5th) 2,400 shares on 31:12:46 for .. - - 25700

Loss: Book Value .o .s . £ 100

S (2) Revenue Account e« +o o. oo eo +o Dr. £ 2,240
To Investment Account in T .a oo aie £ 2,240

4
(Being Tths 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 «v +o. 4. oo +. +. Dr. £ 360
To Capital Reserve .. »ie va »ia .o £ 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:-

X
Revenue included in purchase in 1942 (¥ of 2,800) and which should have
capitalised £ 560
Less: set 1
oIT Revenue do gale dn 1946 (b of 1;000) ea s oo aw 200
%th excess of Dividendspaid over profits earned 1942-1946 by T .+ g 360

or/
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YIT i(22)

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

Notes

St'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

Sundry Assets oo .. .o .o

Investments at Adjusted Cost:

In S 15,000 shares .. 70 .o
T 9,600 shares .. >e os

LIABILITIES

Share Capital o .o e .
Creditors .. . oa e .
Revenue Account .. ate e .
Capital Reserve .. .s .o .

(¢) The Consolidated Statement isi-

ASSETS

Sundry Assets .o .s o .o
Goodwill - et Cost of Control to the group

Ad justed Cost .e ae .o .
Par . . . .. .. .

Less: Minority Interests S 3 .

4
Less: Cepital Reserve § S (cr).

LIABILITIES

Share Cepital H .. A .o .

Creditors .. e i i .
Revenue Account .. e . .
Lless: liinority Interests:
1
T "'5" of 1,0000. " L0 o

+ 4/5 T

8
3
B2 U400 ¢ 860 Jow o ws

LA

.0

-
H

Total H 5 T

£145, 700 £111,000 £ 19,700 £ 15,000

16,750 16,750 = -
8, 960 - 8,960 -

£171,410 £127, 750 £ 28,660 £ 15,000

£1%2,000 £100,000 £ 20,000 £ 12,000

28,000 20,000 6, 000 2,000
11,150 7, 750 2,400 1,000
260 - 260 -

£171,410 £127,750 £ 28,660 £ 15,000

£145, 700

e .. L] L] L

By S By H

4 3
InTyw In S 7

o £ 8,960 £ 16,750
.o 9, 600 15,000
Cr.£ 640 Dr. 1,750
. 160
Cre £ 480 Dr. 1,750
v
£ 1,270Dr.
.o 195 1,075
£146, 775
e .. . . .e £100, 000
- e . L - e . e 28’000
.o . .o £.31), 160
.o ie £ 200
"e oe 800 1,000 10, 150
Forward £138, 150

y
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(¢) Liabilities (Continued)

Forward £138,150

Minority Inbterests:

i
1
53 T®
Capital - LI L] . - LR ] - LR £ 5’000 £ 2’400
Revenue Account .. .e .s oo .o oe ,800 200
Net Cost of Control of T. oo oo .o s Cr, 160 -
Capi‘bal Keserve o e e .o . .e o Cre. 65 -

£ 6,026 £ 2,600 _ 8,625
Capital Reserve:

S a e - e L 3 - e - " ..‘ [ L . . e LN £ 260
Iﬁssl Minority Interests S 'al_'n es .s . . e 65
To H (Contra Goodwill)e «s oo £ 195
£146, 775
lotes:

(1) This example is the same as No.l7 except that in the above S disposed of
2,400 shares in T on 3lst December 1946. A comparison should be made of
the adjustments and of the results. The Revenue Account balance £1C,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 31lst December 1546,

T 2,400 shares at 21/8d (Balence Sheet price)ss oo o £ 2,600(as above
S Sundry Assets.. .o .s .o oo s ow 5185700
Add: 9,600 shares in T at 21/8d (T's Balance
e SHEEL IS RN s My e e ee s 10, 400

£ 30,100
LeSS: Creditors e e . oe e .e 6’000

Velue of S (20,000 shares) e £ 24,100

'Z thereof (5’000 Shares)o. e e e T 6’025(8'8 above

(3) As regards S's financiel 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 (£1.3.65d 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 (1/5th), S should debit to

P, & L. Account I/Eth 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 (1/5th of 1,800).
On the other hand the matter is properly adjusted in the Consolidated
Stetement 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 %ths owned, to another partly—owned
member in which the holding company has a greater interest, e.g.
where it is, say, 1lOths 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 lOths owned, to another partly-owned member in which the hold-
ing company has a lesser interest, e.g. where it is, say, Z2ths
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) members. 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 hawe been
discussed in the previous section, Shortly stated, the following
are the entries to be made in thefinsmcial Dooks 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 credited o Invest-
ment Account and no further action has been taken.

P. & L. A/c or

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

(1) The excess of dividends received on the shares transferred
(which dividends have already been credited to 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-acgquisi-
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.

Bx, 26 /
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28. Inter-member transfer of Shares:

VET ()

In example 83 let it be assumed that S transfers to H on lst January 1947
the 8,000 shares held in T for £14,000 cash,
1st Jan%arykare‘ignored. The Balence Sheets are:-

ASSETS

Su_n,dr}r .ﬁSSBtS . e .w .a )
Investments at Cost:
Tn S (15,000 shares) s as ee

-3

( 3,000 shares) ee¢ oo  so
( 8,000 shares fxom S). ..

H

LIABILITIES
Share Capital .. A ae o5 wiw
Creditors.. = e 5 e o
Revenue Account, nia . e A
Reserve

Profit on Sale of Investments.. oo

SOLUTICON

LR g

The trading transactions for

it

S T

£ 84,500 £ 32,000 £ 19,500

18,000
4,500
14,000

£121,000 £ 32,000 £ 18,500

£100,000 £ 20,000 £ 12,000

9,000
12, 000

2,000 2,500
8,000 5,000

2’000 s

£121,000 £ 32,000 £ 18,500

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

H(l)and H(2) As in previous example.

H(3) Revenue Account ..

To Investment Account

L]

(Being 2/3rds T's credit balance on
1947 when H acquired 8,000 shares in T 2/3rds.

S (1) Profit on Sale of Investment Account

To Revenue Account.. S

[ 11}
23

Gin 1) ss

Dr.£ 3,333

£ 3,333

Revenue Account £5,000 on lst January

.

L]

.

L Drl £ 933

e

£ 933

(Being revenue included in sale price of 8,000 shares in T sold to H on 1lst

Jenuary 1947, made up thus:-

2
T's Revenue Balance at 31:12:46 (Cr. £5,000)..
€581 doe 2725139
the investment remaining in S's books at cost .. oe

(Cr.

£3,600 when S bought zT -

(b) The Aggregation of the adjusted Ralance Sheets is:=

ASSETS

Sundry Assets .. oo .o o
Investments at Adjusted Cost:

In S 15,000 shares. . .
T 3,000 shares. Vs e
T 8,000 shares, oe e

LIABILITIES/

T

otal

H

£136,000 £ 84,500 £

16,500
3, 750
10, 667

16, 500
3, 750
10, 667

ses ' % 3,588
- 2,400
£ 933

S T

32,000 £ 19,500

£ 166,917 £115,417 £ 32,000 £ 19,800




(b) Continued.
LIABILITIES

Capital .. o .o .o oo o
Creditors.
Revenue Account
Capital Reserve (profit on sale of

Investments)

LY - .. L]

Total fI_
o £132,000 £100,000
o 13,500 9,000
s 20,350 6,417
i 1,067 =

VII (18)
o L

£ 20,000 £ 12,000

2,000 2,500
8,933 5,000

£166,917 £115,417

£ 32000 £ 19,500

(¢) The Consolidated Statement is:-
ASSETS
Sundry Assets.. .e .a .e . oe on o .. “e o 5136’000
Goodwill - Net Cost of Control to the group:
By H
InT2/3 InT:2 InsS2
Adjusted Cost.. o »e oo .o .« £ 10,667 £ 3,750 £ 16,500
Par.. .o = o oo e e os 8,000 3,000 15,000
£ 25667°F% 750 £ 1,500
~ o
£ 4,917 ;
Less:; Share of Capital Reserve S.. .o as 800 4,117 §
£140,117 |
LIABILITIES
ShE R CRPPRRIRRT | Sas . sal e dnl e ek e S £100,000 |
Creditors. .. . e .e .. .. .. . . e ew 13’500
Revenue Account e o e e v -~ i e oo £ia0y 350
Less: Minority Interests:
S 0P EB98S s we e len we  aee e B 8,238
1
T Of 55 mo.. LN 2 .. L] L . e - e 417
T2 , 2:650  nele00
Minority Interests: 1
S % S T2
Capi‘bal.. .o e e .e e oo . .o £ 5,000 £ 1’000
Revenue Account .. .o . . .s .e .e 2,233 417
Capi‘tal Resewe aw (] . (] L . a L] 267 -~
£ 7,500 £ 1,417 8,917
Capital Reserve:
S L L L -8 l.. - e - e - e . e L £ 1’067
To Minority Interests %& S3; A e anpreroe kS o MM 267
H a se s e .. " e 800 1’067
£140,117
e
Noteas
(1) The Revenue Account £17,700 remeins the same in the two examples. H has

capitalised £3,333 being 2/3rds of T's 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

(2)/
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Notes (Continued)

(2)

(3)

(4)

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:-

Net Cost of S's
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 % 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 .o . .o .. .e .o 1,067 Dr
£ 1,467
(¢c) S's Capital Reserve £1,067 being the capital profit
to S on the transfer is shared H § Minority Interests
St sk nl vaptrsl el B, &N naeh | b 800 Cr 267

£ 667 Dr £ 667 Cr

———— i}
The Profit on sale of Investment £2,000 shown temporarily is St's Balence Sheet
may be treated in S's financial books thus:=-

Transfer to Profit and Loss Account (Revenue Profit) .. . £ 933
Thus: T's Cr. balance on Revenue Account at 1947 sale
date £ 5,000
u " 1939 purchase
date #meesgse .. 3,600

Increase ..£ 1,400

To S 2/3rds thereofe.. .o +.£ 933
Capibal Heserve (bBalanos)ee a5 a5 o o5 &6 %5 a5 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 £2,000II
at credit of a Reserve Account in which case £933 can be regarded as a General
Reserve and £1,067 as a Capital Reserve,

H has capitalised 2/5rds 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 £ = 1),
Hi however, receives a share of the revenue earned by T up to 31:12:46
(3 of(£5,000 - £3,600)= £700) as S's revenue is adjusted for it (see S) and H

receives § of S's revenue (2 of (933 (see S 1)) = £700).

ﬁ_




CHAPTER VIII, The Larger Group.

In a large group, most of the adjustments required in the pre-
peration 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 poipts and they will be demonstrated
in the examples which follow. ’/;ggre are -rea+ay 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 twc members hold shares
in the same subsidiary and on the respective acquisition dates
different views were then heldby the 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 sghown 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.12 ) 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.
& (c) Which member will sell the goods eventually to the public.
0f 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 ogher subsidiaries. If H. owned g¢ths S.
and $th T. and 8. owns 3rds T., the group's gffective financial
interest in T. is #th directly plus 2ths of 3rds or # through 8.
(indirectly), together #ths. 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-
distnrbed with 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 aaéiﬁiﬁi;;aeaasiaaees, 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. Group'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 im—e&se=31 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.l5 ).

Provided /
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Provided that the reserve .is restricted only to the extent that the
Minority Interests in the buying eﬁ%ggéy exceed: those of the selling
Ui , 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-
est is 1I0ths in X and §ths in Y. No reserve for unrealised profit
has been made in the financial accounts.

The group's share of unrealised profit is Igfhs of £1,200 =£1,080.
That profit will be included in the Profit and Loss Account balance
in the Consolidated Statement, and & reserve of £1,080 created in the
adjustment of the holding coﬁpany's accounts would cancel the profit.
The group's interest in the stock in hand is, however, only a Zths
interest, as £th 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 (Zths 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 (Tg%hs of £10,000 of stock) has
been "so0ld" to the extent of the Minority Interests of the buying
member (4th) and that the reserve required can be still further re-
duced to 10ths of #th of £1,200 = £810. The writer feels, however,
that this contention cannot be maintained. The transaction must be

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

. =2
happened is that & Igth jnterest in a parcel of stock has been re—
duced /
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reduced by the physical transfer of the goods, to a 2th interest.
Accordingly the reserve for unrealised profit must be as a minimum
2th 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
Regserve 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
Ere members of_; group and the group's effective interest is in X
3rds and in Y 1Oths.

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 thg goods transferred
to Y. The group's share of the profit, £800 (3rds of £1,200)
should, however, be reserved for when'one adjusts the accounts of
the holding company,by & 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, slow-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 creatinn of a full reserve in the selling members' accounts -

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

bei jale,

ests of the selling member wiEdd be 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 transfersit 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, Company 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, ¢ follows B, etec.,
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 @ompanies 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 gfoup'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 mathemmtical 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 w&d®# 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 /



G BOUGHT — %o{slu-s. /f

Fi

/

F

& (DO, 000 N E_i.QRD. Swares,

/

% BoveT_ 3|2 fun

S orp. BovenT31/3]28.

(a8
ol ORD.

CAPIT PL—
—'-__;_L: ORD‘ < L%_OOD N E‘_!.O‘RD.SHHRES

. E 2. 000 InE. 1 Prer Svnres
Mlu"- O%p,



xample 27. VIII (8)

Group of four members: one being controlled through a Sub-subsidiary.Subsidiary
~ with Preference Capital.

The summarised Balance Sheets of a Group as at 3lst December 1943 are:

Assets
H. S. L. Y.
Property at Cost, .. e os e «e £ 89,000 £ - £ 4,000 £ 6,000
Plant at cost less depreciation, .. i 21,700 3,000 1,000 1,300
Stock;: .5 ‘e e A o 0 ove 25,000 6,000 5,000 4,000
Debtors,.. oo ate are i e oe 30,000 6,600 3,800 3,150
Cash, als oo e o e i oe 1,300 100 20 50
Loans to Members, .. »re o e s 4,000 1,500 - -
Investments:
In V., 4,000 Ordinary Shares at cost,
less dividends £600, .. e - - 5,800 -
In V., 1,000 Preference Shares at Cost,
less dividends £40, .. e e - - 1,080 -
In V., 2,000 Ordinary Shares at cost,
less dividends £300, .. oo o - 2,800 - -
In T., 8,000 Ordinery Shares at coat,. - 6,000 - -
In S., 16,000 . o s 16,500 - - -
In T 52 000 " It " 5 2,500 - - -
Profit and Loss Account, .. .o . - 3,000 - -
£60,000 £ 29,000 £ 20,500 &£ 14,3500
LIABILITIES

Share Capital (in £ Shares)
Ordinary Shares, .. .. .. .. .. &£100,000 £ 20,000 &£ 12,000 £ 8,000

6% Preference Shares, .. e e i - - - 2,000
SR CPeQItorE; « hae | s sl el e 20,000 6,000 4,000 2,000
Loans from Members of Group, .. ot ala - 3,000 1,500 1,000
General Reserve, = 5 S = Ve 30,000 - 1,000 500
Profit and Loss Account, .. e i v 10,000 - 2,000 1,000

£160,000 £ 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 " ki
As arranged in the Agreement by T. to buy shares in V., one of T.'s
Directors was appointed Chairmen 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 -
Ea T.'s books that T.'s balance on Revenue Account was Dr. £1,000,
'b v. Is L] . V. ls n mn n n mn 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.
gbg P le ® R s ! " Br; £800,
e) " Vaitgoitt RS o = " " Cr. £, 000 before
providing for V.'s accrued Preference dividend.

In making the offer H. considered S.'s Plant was under-valued by
£1,000, 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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otes (Continued):

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

from -
(a) T.'s books that T.'s balance on Revenue Account was Cr. £1,400.
(B) tratsarn TSy ls o 9 s E " Cr. £,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 1943 a reserve for inter-company profit on Stock, of £1,500,
is required to be ﬁ%ﬁqsgﬁsthe'Holdiig'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
‘a) The adjustments required in each Company's Accounts are:

V. V.'s Revenue Account POSitiOD is - 51/8/58 50/6/59 51/12/4_2 50/6/45 MWQ
As per question (P. & L. Account

and General Reserve),. ara - £ 2,280 £ 1,560 £ 1,000 £1,260 £,500
Less: Preference Dividend accrued
to date, .. T e i Ve 80 60 120 60 12Q
Balance falling to Ordinary Share-
holders.. e oe ais £2,200 £1,500 £ .80 £1,200 £1,380

— —

V.(1) Reverme Accomut,s s . o5 54 &% we e "eat o Dra & 120
To Preference Dividend Outstanding Account, .. oo oo £ 120
(Being provision for Preference Dividend for 1943.) =

T.(1) Preference Dividend Receivable Account, .. .. .. .. Dr. £ 60
To Revenue Account,.. .o .o oie s .o . 7 £ 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, o .o e .o .o .o .o es Dr. £ 4500
To Investment Accodnt (48 Ve)y o2 oo = os 9775 £ 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:

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

AL G o b Abdpoisiny o4 600
Balance to be capitalised,. ve. £ 900
N (B )iCapital HeReEWE . risuitsw uonenav et Ly e et P £5,000
To Property Account, . s - .o o .o .o £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 _'%rds of £60 = £40)

The Revenue position of T. is therefore -
As per question (P. & L. Account 50/6/39  31/12/42 30/6/45 _QLZEEZEQ

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

Forward Dr. £1,500Dr. £1,100Cr. £ 900 Cr.£2,500




(a) (Continued)

Add:

Add:

S.(1)

VIII (10)

5'
30/6/39 31/12/42 30/6/43  31/12/43
Forward £1,500 £1,100 & 900 £2,500
Accrued Preference Dividend from V. 30 60 30 60
DI".ﬁ-’4‘?O :"‘“ﬁ,ow Cr' £ 950 :T'..'EE,E)GO
% of Revenue from Vo, .. .. .. 750 440 600 690

Dr.£ 720 Dr.£ 600Cr.

£ 1,530 Cr3,250

No pre—acduisition revenue adjustment is required in respect of the 2,000

This was an

Ordinary Shares in V. bought by S. on 3lst August 1938.
ordinary investment, as no group existed, so far as S. is concerned, until
a later date.

8.(2) Investument fceount (An'T.) o 1us s we e s DER! 480
To Revenue Account, .. o' ve ve os o' A £ 480
(Being two-thirds of T.'s adjusted Revenue Account
balance at 30th June 1939 (Dr.£720) - pre-acquisition -
when S. bought 8,000 Ordinary Shares in T.(two-thirds).)
S.(S) Plant Acco‘mt . e LS L L - 8 L .. L ] Dr. £ 900
To Capital Reserve .. .o Ve s’s o o e £ 900

(Being current under-valuation of Plant, i.e. under-
valuation of £,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
REBEPVE ) s e e i s B B 71, 580 Dr. £ 3,000
Adjustment in Investment Account (£480 Cr).. 480 480
Cr.£ 2,010 Dr. £ 2,520
Proportion of T.'s Revenue A.ccount'.5 D, 400 Cr. 2,167
" "oyt " "o 3 ..Cr. 220 Cr. 345
Cr.£ 1,830 Dr.£ 8
H.(1) Revenue Account, .. .s o' .. ..Dr.g£ 255
To Investment Account (in T, B £ 255
_—
(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) Revenne deeotnt; <« v e el dh o «oBE, £1y464
To Investment Account (in S.) .. .. .. £ 1,464
(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) Bevarue Adeaunt; ¢ oo va  ws  se se B £1,500
To Stock Reserve,.. .+« o oo oo o £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:
Assets
Total H. S. I. J.
Property, .. .. e  s. 269,000 £ 59,000 £ = - &£ 2,000 &6,000
Plant, .. e oa e o 27,900 21,700 3,900 1,000 1,300
Stock, .. . =ls .s ais 40,000 25,000 6,000 5,000 4,000
Debtors,. .. .. .. .. 43,550 30,000 6,600 3,800 3,150
Cash; . . .a .e 1,470 1,300 100 20 50
Inter-Company Loans, .. - 4,000 1,500 - -
Investments at Adjusted Cost.
In V. 4,000 Ordinary Shares, 9,100 - - 5,100 -

" 1,000 Preference Shares, 1,080 - - 1,080 -
2,000 Ordlnary Shares, 2,800 - 2,800 - -
T, 8,000 6,480 - 6,480 - -

T 816,000 H L 15,036 15,036 - - -

T, 2,000 " " 2,245 2,245 e = =

Forward £212,661 £158,281 £ 27,380 £ 18,000 £14, 500
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) Assets (Continued)
Forward £212,661 £158,281 £27,380 &£ 18,000 &£ 14,500
Capital Resewe’ "o e on 2’000 s — 2,000 e
Preference Dividend receivable, - - - 60 -
Revenue Account, .. i e - - 2,520 - -
£214,661 £158,281 £29,900 £ 20,060 £ 14,500
Liabilities
Total H. S. I. V.
Capital - Ordinary, .. . £140,000 £100,000 £20,000 £ 12,000 £ 8,000
Preference,. ali 2,000 - - - 2,000
Creditors,.. i i oo 52,000 20,000 6,000 4,000 2,000
Capital Reserve,. .o e 900 - 900 - -
Preference Dividend outstanding, 60 - - - 120
Stock Reserve, .. oo s 1,500 1,500 - - -
Revenue Account,. i wa 58,201 36,781 - 2,560 1,380
Inter-Company Loans,.. e - - 3,000 1,500 1,000
£214,661 £158,281 £29,900 £ 20,060 £ 14,500
>) The Consolidated Statement of Assets and Liabilities is:
Assets
Hoperty, .. - L LR} .. L LR 2 LI L 3 L 2 L 2 £ 67,000
Pla-nt’ - e L - 8 - . e .. L 3 LN ] .. - e L L 27’900
Stock, lp 58 [eSerye e e . .o e .. .o . .0 38, 500
De-btors,- P .. . .. .o . .e . e . . ) 4’5,550
Cash’ - s - . - L L . .o Ll L] - e - L 1’4'?0
Goodwill - Net Cost of Control to the Group:
1}31 T, : By B8 ; 4 By H. 1
In Vuz0rd. InV.5Pref, In T. InV. =z InS.5InT. B
Adjusted Cost £ 5,100 £ 1,080 £86,480° £ 2,800 £15,030 £2;245
Less: Capital
Reserve, Dr. 1,334 720 D 333
£ 7,814 £14,316 £2,578
Par, . s .. 4,000 1,000 8,000 2,000 16,000 2,000
Dr.£ 1,100 £ 80 £ £ 800 £ 0578
Cr. £ 486 £ 1,684
V" V V
Dr. £,180 Dr. £ 614 Cr. £1,106
To H. % o & 197 Dr. 197
008, = " 78 786
To Minority
Interest
Ui .16: o 197 1,180
i Dr.£1,400
To H, oo - £,120 Dr. 1,120
! Minoi'ity Interest
B s 280
- . -8 1
2 — 120 211
£178,63L

Liabilities/
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(¢) (Continued).
Liabilities

Smm Capital H- 2 .. ee L) L - - e L L £ 100,000

Creditors, e e als e o o s e oo 32,000
Capital Reserve:
S- . e L] LT 2 L L] LY .. L Cr' £90’0

ToH.% e Euad e ioen S abdY, 2 W9

" Minority Interest S. % S 180 900
=
T. - " L L L L LN 3 .n L ] Dr. £2,000
To H--% salties i e iun DY G503
1t S':_zs e .. .. e e Dr.l,554-
: 7 i
" Minority Interest T = .. _ =
Y S 5 Dr 353 2,000
Revenue Account, e 5% s oH 6 i £ 38,201
Less: Minority Interests -
Vo tof £1,880.5 oo s . su. & 345
T. 2 of (£2,560 + 230 . 542
1
S. -5 of Dr. .&B, . "o ..DI'. 2 885 37’ 316
2 - 1 iE 5 i
Minority Interests: S.3 Teg VeOrd z  VePref.z
Capital .. .o £ 4,000 £ 2,000 £ 2,000 £ 1,000
Revenue Account Dr, 2 542 345 60
Capital Reserve 180 Dr. 333 - ~
Net Cost of ControlDr., 280 Dr, 197 - -
£ 3,898 &£ 2,012 £ 2,345 £ 1,080 9.515
—a S
£ 178,631

Notes.

(1) The controllers of the Group must decide how the Revenue Accountis to be
divided between Profit and Loss Account and General Reserve., As a minimum
the Genersl 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. £50’000. . e L) L LI .o -e -e LR LR £50,000

Sa Nj-l’ . . e .o . e .e .e . . .o e =
T. 1’000 % direct. .o L J L .o LR £ 167
4 2 8
— — thI‘ S- — s e .o 0533
R R 700
Vad 800 2cp . P 8, 0 4
5 sz -5 s e oe £ 100
1
% Of% B T. l-é- e .e e 42
= t:\f'—g 4
b S I R SR 133
275

(2)/ £ 30,975
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(2) The Minority Interests can be calculated by an examination of the original
Balance Sheets, e.g. =

T. Ordinary l(_:‘;t;l:u

1

Sha.!‘e Capital .g L] o w e e e e LR ] LR ] L) £ 2,000
Revenue Account % of (T +% V)

+ % of /3,000 + 60) + £(1,500 - 120)7

sl

= B of (3,060 + 690).. 3 e oe .o 625

1

Capital Reserve created g of £2,000 Dr,.. .o 5 .e 533 D,

Cost of Control of Shares held by T:
In V,0rd In V,Pref.

CoBt 3e o . o £ 5,600 &£ 1,080
Par .o oo .s o 4,000 1,000
1,600 .. £ 80
1
E Of .0 .0 £ 1’680 280 m-
1 £ 2,012
Se Ordinary gth: 1
ShBJ."eC ital B .o LR N L ] L ] * 0 (3 L] ('l ('] £40m
i o 8. A T ’
Revenue Account 5 of /3,000 - % x 1,380 + 3 (T + 2V)/
Dr.
i % of /5,000 + 345 +% x 8,750/
%Of 155 n‘. L 3 -8 L LR ] L - e .0 51&‘
1 1 2 Dr.
Capital Reserve created § of 900 -7 of 3 of 2,000
= 180 - 26?. .o . e .0 ('] aa 87&"
Cost of Control: v T
Bealk Nala€ih: . ox - el s £ 2,800 £ 6,000
P&I‘ - .o e e L 2,%0 8,000

£ 800 Dr. £ 2,000Cr,
\ S

£l!200 er.
2 of 1,200 Cr. + % of 2 of cost of control of V. by T.
=% (1,200 Cr. +-?5of T BO00DR) e e we mullome ek 16 Cr.
£ 5,898

(3) When H. acquired S. on 3lst December 1942, H. considered S's Flant undervalued
by £,000. As S. will/ provide for depreciation on the valuation difference,
£,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 -

’ -+
£,000 Y 10% p.a. £100, whereof falling to H, Fths .. £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.
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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 31lst December 1946 were:-

|
k
J Assets
b s
j! H. s. I. v
i.l' Sundry !LS SBtS -e .o . CRC] . .8 £108, 500 £) 20, 2OC £ 18'400 E 9’ 150
~ Investments:
§ In V., 6,00C Shares (cost £3,000) .. .. 3,000
S., 15,000 Shares (cost £18,900).. .e 16,000
T., 4,000 Shares (cost £5,000) .. .o 4,850
T., 4,000 Shares (cost £5,000) .. .. 4,800
V., 2,000 Shares (cost £2,500) eo s 2,500 .
Revenue Account.. oo .o .o .o .o 1,000
£130,000 £ 26,000 £ 18,400 £ 14,000
Liabilities
H. S. I .
Share Capital (in £1 Ordinary Shares) .+« £100,000 £ 20,000 £ 12,000 £ 10,000
Creditors .. oo .o e e ) .o 20,000 6,000 4,000 2,000
I{evenue Account [ ) -w . - . LR 10’ OOO . 2,400 2, 000
£130,000 £ 26,000 £ 18,400 £ 14,000
—_——————— e ——e e

(1) In January 1938 H. bought 6,000 Shares in V when it was estimeted 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. alsc
enticipated V. would continue to incur losses, estimated at £1,600, until
reorgenised. These losses materialised to the extent of £1,800 in 1938/9
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 1540 .. .o oo oini £y 18,900
less: Dividends received from S 1940/41 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

31lst December 1946 anc fall in walue of

Goodwill .. e .o oo .o il 8% .o ZQOOO 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) " s " T's " " «Cr.& 1,500

As in 1938 H. considered V's Property overvalued by . £ 500.
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(a) The adjustments required in each Company's Accounts are:-

H (1) Investment Account (InV) .., .. .. .. .. Dr. £ 1,200
To Revenue Account.. o e H i o i £ 1,200

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

H (2) Tdvestient Aoeount (Tn 8) | e aw e we  we D £ 2,000
To Speciel Reserve.. .o o s oo oo e £ 2,000

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

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

B [3) Reveniie Aosgunt — wa - ws - ws  aw w lxwe o aatDEe  B00250

To Investment Account (in V).. ¢ o oo s £ 1250

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

Revenue Account balance in 1942 per V's Books. Cr. £ 800
less: Balence of T's Revenue Account in 1941
which should heve been capitalised by

Tf (See U—z) .. - w - - L - e 50
£ 750

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

£ 1,250

1/bth: thersof ko H s o e ws £ 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 1841 (£600).

T No adjustments required.

V (1) Capital Reserve Account.. +s s =+« .« o+« Dres £ 500
To Sundry Assets (Property).. SRS T — 500
(Being over-valuation of V8s Property in 1938 when
H acquired control of V)

V (2) Revenue Account: rww. ws aw cee o es  es  ee Drfe £ 50

To Investment Account (In T) ¢« ¢ ¢ oo os e £ 50
(Being portion of L/Srd 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:=-

1/3rd of T's credit balance on Revenue Account 1941

1/3rd of 600 wr DR clh o) B g R R e B NN o SRR R0
less: Dividend credited to Investment Account by V e B 150

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

)

) The aggregetion of the adjusted Balance Sheets is:-

Assets

L] e

Sundry Assets

Total

H.

_s.

.« £155,750 £108,5C00 £ 20,200 £ 18,400 £ 8,650

Capital Reserve.. .o .o oe .o 500 - - - 500
Revenue Account.. a% e ia e - 1, 000 -
Investments et Adjusted Cost
In v (6 000 SharES) LR L L 4’200 4’200 - - -
s (15,000 Shares).. .o oo oe 18,000 18,000 - - -
LI B i oco Sharss] o5 . &% | ce s 4,800 - - - 4,800
e (4 0C0 Shares) .. .o . oo 4,8C0 - 4,800
" vV (2,000 Shares addltlonal) o 2,250 2,250 - - -
£190,300 £132,950 £ 26,000 £ 18,400 £ 13,950
Liabilities
Share Capital .. .o .. e .. £142,000 £100,000 £ 20,000 £ 12,000 £ 10,000
Creditors .o i ae oo s 32,000 20,000 6,000 4,000 2,000
Special Reserve for S. by H s e 2,000 2,000 - - -
Revenue Account.. .o .o .o e 14,300 10,950 - 2,400 1,950
£190,300 £132,950 £ 26,000 £ 18,400 £ 13,950
>) The Coneolidated Statement is:-
Assets.
Sundry Assets .. .o .o e e o .e .o .o .o .o +« £155,750
Capital heserve V... o .o .. .o . .. .o Dr. £ 500
To Minority Interests V. 1/5th .. +e Dr. £ 100
L &/6the sa . he 400 500
Goodwill Net Cost of Control to the group less sums written off
By V. By S. By H.
InT 1/3 In.T 1/3 In V.4/5 in S 2
Adjusted Cost .. ae i .. £4,800 £4,800 £4,200 £2,250 £18,000
Add: Share of V's Dr. balance on
Cepital LHeserve. .o .o 300 1GC
£4,500 £2,350
Par .. 5t ve e - «s 4,000 4,000 6,000 2,000 15,000
Dr. £ 800 £ 800 £ 3560 £ 3,000
Cr. £1,500
less: Minority Interests
V 1/5th 160
S 1/4th 200
Balance of Special Keserve 1,850
£ 640 £ GOClpi: £1,500 £ 360 £ 1,150 £ 1,240
£156,990
Liebilities
Sh&r'e Capit&l H. - » LY . .0 -e LI .. L) L] e L ) £1—OO’000
Creditors .. P .o .o .o e oo oo . .e e e .o 32,000
Special Reserve H, .. o = e 5 e e .o senr £ 2,000
Less: H's share of S Revenue balance (debit)ese oo oo oo 150
To Goodwill .. £ 1,850
Revenue Account / Forward .. £ 132,000
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Liabilities (Continued) VIII (17)

Revenue Account Forward .. £132,000
Hevenus ot

T s aw - e .. .. - - . .e .8 - . .8 - e £ 2,400
Divisible thus:-
Minority Interests L/3rd i e o .e NIE 800
S i;ard W8 @ e e e s LR 800
v 3rd .o - -a L) . @ (Y .. e e
800 2,400

S . . . . . .. L ] s . LY .0 oDrl£ 1'000
less: Share of T's credit balance e e s .o .o 800

£ 200
Less: I-iinority Interests S 'i' .s e .0 s e .s .o 50
Balance to H (Special Reserve iccount) o+ 40 .. .. £ 150

L]

v T L ] - .. .. - .. .. L] .e - e L] £ 1,950
Add: Shure of T's credit balance o s .e s od 800

less: Minority Interests V. 1/6th .. ¢ oo +0  .n 550
Pa. Bia wweid 2200

Bae 4s &  we we es  #% w5 &% aa . Jae we . J0285G '~ 13,350

Minority Interests

S 1/ath T 1/3rd V 1/5th
Capital « +¢ s  ee o5  es ssf 5,000 £ 4,000 £ 2,000

Revenue Account .. > = st D e 50 8C0 550
Capitel Reserve .. .o - .o 100Dr.
Net Cost of Control & .h v DYy 200 160 Dr.
£ 4,750 £ 4,800 £ 2,290 11,840
£156,890
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 emount of S's current losses to 31st December 1946 falling to
H is £180 so that after deducting &his fram the provision made by H,
£1,850 is available as a set off against the liet Cost of Control in the
Consolidated Statement.

(2) No adjustment is made for V's post-acquisition losses in 193&/59 £1,800
which were anticipated to an amount of £1,60C0 by H on acgquisition of
Q/Sths 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 1n 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 (3/5th of £2,000 - H 1 adjustment) to the credit of
Group General Heserve. 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: b5 0 1 (18)

The Balence Sheets of a group at 31lst December 1945 are as follows:=

ASSETS

H, _S_. T. V.
Pr0perty at cost. e s ee s o0 £ 251,00’0 £ - £ 50,000 £ 2,000
Plent at cost, less depreciation .. ve 130,000 20,000 8,000 4,500
Investment (Government Stock) e oo o - - 1,000 -
dO. Subsidiarios o s s . 82'000 44:’500 - -
Stooko. L) L L L -a - a . 178’000 40,000 14,000 9’000
Deb‘bars o o . . o .o . 56’ 000 10" 400 8’ 700 5, 000
Subs' Cln‘rent Acco"mtﬂ o ee o s 6’500 - 500 -
Dividends Receivable.. +. o0 oo .o 4,500 - - -
Cash in Bank .a > oo ’e e .e 9,000 100 500 1,000
Goodwill at cost. . .o »e e . - 10,000 7,000 -
£ 717,000 £125,000 £ 69,700 £21,500
Ea— — — % —— —— & )

LIABILITIES

Et E' .1_3.. E.
Share Capital (in £1 Ordinary Shares) .e £ 500,000 £100,000 £ 50,000 £15,000
Creditors .. .o . .o .e oo os 62,500 10,700 7,500 2,800
Amb‘lln't due tO Ho- - -w -aw - e - b 4.3% 2,20’0 500
Reserve for inter-coy profit on stock .o 2,000 - - -
General RBS&I‘VB.. L - . L - . L] 100,0’% - ?’000 2,000
Profit and IJOSS Account "e o o " 52,500 2’500 3’000 1’200
Proposed Dividend .. .e .o .o .o - 74500 - -
£ 717,000 £125,000 £ 69,700 £21,500

Notes:
Book
(1) Investments in Subsidiaries are as follows:- Value
6 50th

H. 60,000 Ord. Shares (mths) in S bought/April 1941 £62,000
7,000  do. (B'{oths) in T bought Tth Jan. 1943 8,000
10,000  do. (g rds) in V bought 30th June 1942 12,000
As per Balance Sheet of H.. s £82,000

H. has adopted the policy of continuing 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 3lst December 1945, When acquiring
shares in T, H accepted S's view regarding the valuation of T's Plant (see

note 5),

3
5. 24,000 (now 30,000) Ord. Shs.(gths) in T. bought 31lst

1 December 1942, at cost .. ..« £ 38,00C
5,000 Ord, Shse(zrd) in V. bought 30th June 1944, st cost. .. 6, 50C
As per Balance Sheet of S.. «s £ 44,500

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

On 31st December 1942 the balances at credit of
T were - 2 S o S Y, | e £ 10,000 £ 15,000 £ 25,000

On 30th June 1944 the balances at credit
of V were.. .% o " o o 900 1,500 2,400

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

£15,000)/

. 4)
by



VIII (19)

£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 5%
(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) Vs 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 31lst December 1942 when S acquired contrel of T, S re-valued T's Plant
at £10,000, The book-value on 31lst December 1942 was £8,500, Additions
since were £1,000 on 31st December 1944, S considered T's Plant should be
depreciated by 107 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.

SOLUTION

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

Vel Property Account .. i o S Dr. £ 1,000
To Capital Reserve ve . ve £ 1,000

(Being increase in wvaluation of V's Property on 30:6:42 when H acquired
control of V.)

T’l. Plant L S - . - e L 3 - e - e Dr. £ 1’094
To Capital Reserve o' o oo £ 1,094

(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 107 p.a. to
31:12:45 - see below).

In Financial In the Consolidated

B/cs. of T. Statement 107 Depn.

Under-
Valuation at 31:12:42 (when S bought T). £ 8,500 £ 10,000 valne
£ 8,500~ ~ £ 1,500
Depreciation for 1943 .. ax e .o 850 150
£ 7,650 £ 1,350
Depreciation for 1944 .. .s oo .o 765 135
£ 6,885 £ 1,215
Additions 31312 344-. -e - .o aw 1,000 1‘000
£ 7,885
Depreciation for 1945 .. oo .o .s 789 121
AE at 31212:45- ) ) .. . 8’000 £ 7’096 £J 1’094

Underval
Difference £904- addit 1 at Fgl2:4
depreciation required to 5 00
provided for by the group
(T.2). £ 8,190 - value

at 31:12:45 per
Condd Statement

T.2. Revenue Account (Group General Reserve) .. Dr.f 904
To Plant Account.. . . .e .e e . £ 904

(Being additional depreciation required by the group, since 31:12:42‘1.3.
the excess of 107 psae on book  value over the amount written off in T's

books - see above).
8.0/



SOLUTION (Contd.) VIII (20)

(a) (Continued) -

S.le« Revenue Account .. .o se . e e Dre £ 9’000

To Investment Account (in Te)ee oo oe £ 9,000
3
(Being gths T's credit balance on Revenue Account £15,000 at 31:12:42 -
pre-acquisition when S bought 30,000 shares %thstin 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 .. . .o .e - s DEG £ 800
To Investment Account (in V) .o o. .. £ 800

1
(Being »rd 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.l, Revenue Account .. o's .o o e e Dr. £ 500
TO S‘took Rsserve . . . . e £ 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 isgi=

ASSETS
Total H. S. T. V.
Property. ¥ . .e .e £284,000 £251,000 £ - £ 30,000 £ 3,000
Plant .. “e o o 1 162,690 130,000 20,000 8,150 4,500
Stock .. se .o o .e 241,000 178,000 40,000 14,000 9,000
Debtors.. oo .o o . 80,100 56,000 10,400 8,700 5,000
Subsidiary's Current Account, - 6,500 - 500 =
Dividends receivable .. .o 4,500
Cash e .o .o . .o 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 o5 .o 62,000 62,000
T 7,000 shares " e 8,000 8,000
v 10,0% shares o e 12,000 12’ 000
i i 50'000 shares .o o 29, 000 " 29’000
V 5,000 shares .. o 5,700 - 5, 700
Government Stocks .. . e 1,000 - 1,000
Revenue Account —5 s .o 7,300

£913,090 £717,000 £122,500 £ 69,890 £22,500
—— ——ee————— ———————=—

=

LIABILITIES

Tota.l E' -S_.o 2‘ E-
Share Capital.. «. +. oo  £665,000 £500,000 £100,000 £ 50,000 £15,000
Creditors, e < . @ 83,500 62,500 10, 700 7,500 2,800
Due H &% e - .e .o - - 4,300 2,200 500
Stock Reserve.. e .a oo 2,500 2,500 - - -
Proposed Dividends.. eo oo 3,000 - 7,500 - -
Revenue Account L 491 oo 156,996 152,000 - 9,096 3,200
Capital Reserve Ve 2 . 2,094 .- - 1,094 1,000

£913,090 £717,000 £122,500 £ 69,890 £22,500
e ey N — —— % ———

(c) The Consolidated Stetement of Assets and Liabilities as at 31:12:45, ig/

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

ASSETS
Property L ] .e .. LR ] LN ] . .o .0 LR LR J LN ] 5284'000
Plant.. LN ] L ] .o . e .. LN ] e .o LN ] L LN 2 162,690
Stock, less reserve .. s o .e e e os es ee 238’500
Slmﬂr}' Debtors L .. . e . " o oe se 80,10'0
Investment (Government Seourlties) 2% emit R Fantosone e 1,000
Cash LN ] LN} .e .0 .o .e L] L] LN ] LN .8 LR ] 10’600
Good‘ﬂ'ill a’ -Per .mlmce Sheets.. LN} L 2 LR -0 . e .o 17’&0
Goodwill - Net Cost of Control to the Groups
By H.

In § Sths I 7, Lths In V 2ra

S ] 50 -
Adjusted Cost e e .e .o ) £ 62.000 £ 8,000 £ 12’000
Less: Capital Keserve. .o .o .o 153 667

£ 7,847 £ 11,333

Par Value .. “e .e .s e e 60’000 7’000 10‘,000

£ 12,000 £ 847 £ 1,333

 <ermgisoy s
Dr. £ 4,180
By S.

3
In T gths In V érd

Adjusted Cost o "o .e .e oe £ 29’000 L 5’ 700

Less: Capital Reserve. .e .o . 656 333
£ 28,344 £ 5,367
Par LR ] - . -.e L] LR ] .o 30’000 5,0%
Cre £ 1,656 £ 367 Dr,
P T e
£ 1,289 Cr.
4
less: Min. Interests Sqyg es oo oo 516 Cr. 773 3,407
£797,297
LIABILITIES
Sh&re Capital H.. L J L] LR ] .. - e - L .o LN 550'0’000
S‘mdry Creditors. e ea ee e ee on s s e 85’ 500
Capital Reserve -
v LR a8 .s . e .. L] . L LN ] LN ] £ 1’m0
To S L/3rd).. s B P bV RS e 333
MECHM A/ IV moes ¥% 50y gom {a®hn a8 667 1,000
| -
T L] L] L L] L] L L] LR ] L) £ 1’094
T0.8 (8/6the)s oo o5 s o8 ake ww £ 066
T ;¢ (z/soths . sl bk s Taeh 153
% yin, Interests T 15/50ths. i ol 285 1,094
Revenue Accounts se oo ee  ss  es  ee £156, 996
Lless: Minority Interésts:
T 13/50ths of £9,096 as es oo £ 2,365
4 -
$15(S + TV45 1)
4 3 _ 9,096 Dr.
=10 (7’300 e 3_,30_0_ i 310 2,056 154,941
Forward £ 738,441

Minority Interests/
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(¢) (Continued) Liabilities = Forward £738,441

Minority Interests:

4 13
Siaths T gﬁths

Capi‘tal oo Y os ee e ee .o £ 40’000 £ 13’000
capitﬂ.l Reserve.. P o e o on - 285
Propeosed Dividend .. .o os .o os 3,000
Revenue Account.. e i .o . s Dr, 310 2,365Cr
Net COSt Of COI].tI'Ol -e LR ] LN LR ] L CI‘. 516 -
£ 43,206 £ 15,650 58, 856
£797,297

Notes:

(1)

(2)

5

The Controllers of the group must determine how much of the Revenue
Account £154,941 is to be transferred to Group General Reserve. As a
minimum £10Q000 (E's Generel Reserve) should be transferred. A
mathematical calculation based on the post-acquisition General Reserves
of the Subsidiaries - Revenue Account £154,941 is of course post-acquisition
only = isi=

7

General Reserve H-bi%(s.;%v +§5—T)+5-6 T+§v,

6/
100, 000 +151(- - 5];(2,000-1.500) + 2{7,000-5,000)} 45%:: 7,000

+§_ x 2,000
100, 000 *1% ( 166.6 + 1,200) + 980 + 1,333.3.

= 103,133

On this basis Revenue Aeccount ig divisible

Group General Reserve per calculation.. ve ue ae .o £103,133
Less: Additional depreeiation charged to T in the Consolidated
Statement i.e. T,2. adjustment.. .o «s £ 504

Proportion thereof falling to the group.

%0 of 904+ (%x'srox 904) :%xmé. oe o L oo 452

thro' S
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 gs H has written down the value
of shares in T and in V by the full pre-scquisition balances.

As regards T's Bonus Issue of Shares in 1943, it should be noted that
this was made entirely out of a pre-acquisition Genera%agggervg so far as S
is concerned. Accordingly the capitalisation in Tts/ ®#8duces the
pre-acquisition revenue),

Balance to be capitalised by S (see S.l.) 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 emount of the bonus. In this
case the Subsidiary is capitalising profits and there is no need for the group
to capitalise the amount again.

(3)/
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(3) Undervaluation of T's Plant -

7
£1,500 when S bought é-‘tha T on 31:12:42, £1,500 when H bought myths T on

7:1:43 and £1,094 in th8 Consolidated Statement st 31:12:45,

T is not providing for any depreciation on the valuation difference and
will never in point of fact do so. 1In theory S and H, having paid for the
higher veluation 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 deprecistion on the plant valuation difference
according to their financial interest in T, This is not being dome in the
financial books of S and H,accordingly the Net Cost of Control figure will
increase each year (see let Cost of @ontrol 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. 10% depreciation on valuation d@ifference £1,500 for 1943 £150

do. doe £1,350 for 1944 135
doe do, £1,215 for 1945 121
£406

lgths of this or .« oo £146

In H's books 10% depreciation on valuation difference for 1943,4,5 £406.

S's share gths thereof. £244 Group bears

H's sharesgths thereof.. .o .o - .o 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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Exemple 29(a) = Purchase of a Holding Uompany by another Compeny. 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) wes arrived at
on the basis of the Consolidated Stetement 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

as velued by || Balance Sheet Hidden Hidden
Alpha | Value Goodwill Tedwill |
V. £ 3,000 | £ 3,000 |
To 6,000 | £ 7,000 £ 1,000 |
Se 15,333 i 10, 000 3,333
He 93,000 1 - 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 new group on the assumption that
Alpha's Balance Sheet after purchase will bte -

ASSETS
Investment in H, Ltd. 450,000 shares.. .o o e .o . in £ 675,000
Prelimin&l'y Expenses o . .0 e e oe es e . ) 4‘0’000
Caﬁh .. .e e . s .s . e . ) ) e e 35.0’00
£ 750,000
—_——
LIABILITIES
Share Capital:
250,000 5% Preference Shares of £1 each.. 55 b - ’a o £ 250,000
500,000 Ordinary Shares of £l each.. .o oe .e .o .o . 500, 000
£ 750,000
SOLUT ION

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 50/-
per share, is £93,065 arrived at thus:-

Total value of H Ltd and its Subsidiaries on the basis of 30/- per
Sh&re. (500,000 ShareS) * LN ] . e L] ae e .8 .0 L ] £r ?50’000
Made up as follows =

Value of H, Ltd, and its Subsidiaries as per Consolidated Statement at
31:12:45,

C&pital -e -a - . (] .o aw .0 .o £ 500’000
Rwenue L] .e e L) .e . ee L] 154’941

Forward £ 654,941 £ 750,000
Add.:/ 3
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Forward £ 750,000

Forwerd .. £ 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

%%th thereof {H's effective financial interest in V
e 6
18 7rd direct ¢ g4th of %rd = %%ths) £ 1,300

throt S
Goodwill £3,000:

2 =
Valued in purchase price of %rd of V's shares by

H at £2,000 (%.x 1,333 - see Net Cost of Control
of V
by B in ex.29) and valued in purchase price of

érd of V's shares by S at £1,100 (é-x 367 - see
net Cost of Control of V by S in ex. 29)

on érd £1,000 increase grd thereof. £ 667
on %rd £1,900 increase, H's interest in

6 1
this is through S yoth of ¥ of 1,900 or 380

£ 2,347
T. Hidden Badwill £1,000:

Valued in purchase price of E-ths of T's shares
by S at £2,760 (g_x 1,656 - see Net Cost of

Control of T by S in ex. 29) but when H bought
§0ﬁh T, T's Hidden Goodwill was valued at £6,050

(ig-x 847- see let Cost of Control of T by H.
3
On zth £1,760 (decrease in Badwill) %th thereof

£1,056 H's interést in this through S is gbth
of 513056 or'. e e o .. ey 634

On %bth £7,050 (1,000 + 6,050 is increase

in Badwill) gbth thereof. «s minus .. 987 . 353 1,994

of £ 656,935

H's Goodwill £93,000 - but is balance/price or .. e 93,065
750, 000
=

Note: No adjustment is required in respect of Alpha's valuation of S's Hidden
Goodwill £3,333, as this is unchanged from the valuation by H in purchasing

?Dths of S's shares (lg-x 2,000 = see et Cost of Control of S by H, ex, 29 =
= £3,333,

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

v‘l. Property P oy Foe »e .e .o .o e oo Dz £ 2’ 500

TO Capital Reserva. on e ) e .o . 2’500
(Being increase in valuation of V's Property (£,4500 = £2,000 Balance
Sheet) at 1:1:46 when Alpha acquired control of the group)

: 2 4
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(=) (Continued)

e
T, 2e
Lo g
Sa B
H. 1.

All as per ex. 29.

e N A

1. Revenue Account ae - a o o% it e

Alpha
To Investment (iﬂ HI).. e o o e e

.. £139,447
e £139,447

( Being gbth H's true cr., balence on Revenue Account

£154,941 at 1:1:46 - pre-acquisition when Alpha bought
450,000 shares (gbth) 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:=

6 3. 3 T 2
EE 4y BegVarll spalteV)
(for actual working see note 1 to solution)

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

ASSETS
Totel Alpha H S T v

Property .. . o4 «s £2B5,500 £ - £251,000 £ - £30,000 £ 4,500
Plant. o o .o oo 162,690 - 130,000 20,000 8,180 4,500
Stock. oo P o'e s 241,000 - 178,000 40,000 14,000 9,000
Debtors .. .o oo o 80, 100 - 956,000 10,400 8,700 5,000
Subsidiaries Current Account - - 6, 500 - 500 -
Dividends receivable. o - - 4,500 - - -
Goodwill per Balance Sheets 17,000 - - 10,000 7,000 -
Preliminary Expenses. i 40, 000 40,000 - - - -
Cash.. e oo "o e 45,600 35,000 g, 000 100 500 1,000

Investment at Adjusted Cost:
In S 60,000 shares. oo 62,000 - 62,000 - - -
InT 7,000 shares. o e 8, 000 - 8,000 - - -
In V 10,000 shares. ol 12,000 - 12,000 - - -
In T 30,000 shares. o 29,000 - - 29, 000 - -
In V 9,000 shares. e 5, 700 - - 5,700 - -
In H 450,000 shares. e 535,553 535,553 - - - -
Government Stock . . 1,000 - - - 1,000 -
Revenue Account, o .o - 139,447 ~ 7,300 - -
£1525,143 £750,000 £717,000 £122,500 £69,890 £24,000
P——— e aaae S S S S—— —

LIABILITIES

Share Capital .. e .. £1,415,000 £750,000 £500,000 £100,000 £50,000 £15,000
PXedIEOrBes  os 65 _ ws 83,500 - 62,500 10,700 7,500 2,800
Contra Accounts. oo . - - - 4,300 2,200 500
Stock Reserve oo .. . 2,500 - 2,500 - = =
Proposed dividends .. .. 3,000 - - 7,500 = 7
Revenue Account. e e 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
—  ——— — —— —— —— ———

(c)/
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(o) The Consolidated Statement of Assets, Liabilities is:-
ASSETS
Proper‘ty L) . L L] . e . L ee oo es se £285,500
Plant.. LR ] . . L 2 Ll . LR ] L] . e LN ] . w LN ] 162’690
Stock’ 1658 Reserve LA L LI L] . . L 3 L - e LN 2 258’500
Debtors . . o .o . . oo e oo .o .o oe 80’100
Investment = Government Stock .. .o .o .o e o e e 1,000
Cash -8 . L L . .. L] L] . e LN ] -e L .8 45’600
Preliminary Expenses.. .o .s . .o .o ‘e . o .o 40, 000
Goodwill per Balance Sheets o . o s .s oo .o .o 17,000
Goodwill - Net Cost of Control to the Group:
By S. By H. By Alpha
3 1 6 7 2 9
InT -gth In V-grd In SlaIn T56111Vg InHl-a
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 .. AGA ‘e 30,000 5,000 60,000 7,000 10,000 450,000
Dr. £ 2,000 £ 847 £ 333 £ 85,553
Cr. £ 1,656 £ 133
- £1,789 Cr. £3,180 Dr,
To Hl‘-&tm i L pea L ALEOTS 1,073 Cr.
" MIn Ints. Sl--ths 716 1,789
0 ———
g £2,107 Dr.
To Alphalb-’chs.. .e £ 1,896 1,896
1
To ¥in.Ints.H;gth .. 211 2,107 87,449
£957,839
LIABILITIES
Shﬂ.re Capital Alphal . e - e - - . L .. .. L] . e £750’000
Sll!ld.ry CI‘BditOI"S. L] L L L . L] .o L] . LR 85’500
Cepital Reserve V . e g v .e .o ae .a .o o £ 2,500
To § (zrd) «o e .. .. £ 833
2
TO H (Krds) “e .e . ae 1.667 2,500
=
T - . -8 3 LS - e - .0 LN ] £’ 1’094
To S (-s-ths) SaF TR BN o £ 656
To H(S%th) e T v L U I 153
13
To Nin. Ints. T Fg.. .o .. 2=85 1,094
Revenue Account.. a o .e .o P oe . .o . £17,549
less: linority Interests: :
13
T PEOL 9,008 o oo wx  os se es es £ 2,365
& 1 3
Slﬁ' (S +'5'V+B'T)a ) . e . . ..Dr. 510
1 6 2 7
Eig (EapS + 3V 450 T) oo oo oo oo oo 16,498 . 00
—_——
Minority Interests/
Forward £ 833,500
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LIABILITIES (Continued)
£833,500

Minority Interests:

1 4 13
H Toth S Toths T woths

Share Capital .. .o .o .o .o os .. £ 50,000 £ 40,000 £ 13,000

Capital Reserve. oo .o oe .e .o oo - - 285
Proposed Dividends .. e e .o .o .o - 5,000 -
Revenue Account. .o .o .o e e .o 15,494 Dr. 310 2,365
Net Cost of Control.. ol > ae “e Dr. 2ll Cr. 716 -

£ 65,285 £ 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 =-
1 6 2 7
To ( H + To S i v + 50 s

2 7
1 6 1 5 = = )
IOEH +£0(St'g-300+~g'1‘) .svz 1-501'7)
_1,0 {152,000+m(nr.?,3%/+ = X 9,096) + 7 x 3,200 + =, X 9,096 3

1]

11—0 (152,000 + 465 Dr. + 2,133 + 1,273

1
T, * 154,941
15,494

24 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 - Hlet Cost of Control £87,449, This is composed of -

2 ths (Alpha's interest in H) of

To
(a) The Net Cost of Control per Consolidated Statement ex.29 .. .o £ 3,407
(b) H's Hidden Goodwill £83,000 ammended to exact figure of .. .o 93,065
(c) S's Hidden Goodwill £ 3,333 - unchenged from eX: 29 s¢ e  oe
(d) V's Hidden Goodwill difference per note above .. 4 A .e 1,047
£ 97,518
(e) T's Hidden Badwill difference per note above .. oo oo .e 353
£ 97,166
9 ths thereof £ 87,449

-IO L

The figure of £87,449 can be arrived at also by taking the necessary
E{Oportions of the re=valuation figure for Hidden Goodwill (or Badwill) adopted by
phﬂ-s viz:=-

9
H. £93,065 YHUER BHOTOOL | s | s . Wil et ww e £ 83,759
Ss £ 3,333 Hidden Goodwill ?bths of %bths thereof.. e oo 1,800

V. £ 3,000 Hidden Goodwill ]9:0&% of 3,000 + (% ths of % of £5.000); oo 2,340

thro® 8 £ 87,899

Less/



viiz (29)
(a) (Continued)

Forward £ 87,899

Less:

9 (7 6
T £1,000 Hidden Badwill Tofsa of 1,000 + (ypths of %ths of 1.000)}

thro' S.
2
10(140 & TB80)N N e W U B8 450
£ 87,448
(b) Minority Interests £124,339 is made up thus -
Figure in X, 29 e ..1 . .e ) e . .e . o 5 58’856
Add: Minority Interests H Ibth if H's interest in the group.
Valuation of group of H and its Subsidiaries per ex,.29.
Share Capi‘tal .. . . . "e .e .e £500,000
Revenue Account, per Consolidated Statement oie 154,941
£654,941
less: Het Cost of Control of Subsidiaries to H.. 3,407
Valuation excluding Hidden Goodwill ,. £651,534
%Dth thereof for H's Minority Interests .. .. .. 65,153
Ad justments for re-valuation of V's Property by Alpha increase £1,500;:
i A o B 1 2
1 f it i
S's Minority Interests! share of V 1516-of 3rd or ysths
c O -2
H's Minority Interests' share of V is Ib{3'+ (f%x:%-) ;
thro' S
I N 13
= DE*E T T
2 2 o T B § 11
S and H together Ts*TSo~"18 - sﬁths of £1,500 .o .o . 330
£124,859

Note: No adjustment falls to be mede for Alpha's revaluation of V's Hidden

Goodwill or T Hidden Badwill, since it is a principle of Consolidated Statement:

that the Minority Interests figure will exclude all Hidden Goodwill.

() Property £285,500: This shows an increase of £1,500 which represents the new

revaluation of V's Property £4,500 as agdinst H's revaluation figure of,£3,000 i

ox,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 bqérgued that as Alpha has only

e 9/10ths interest in the old group, the reserve could be reduced to 9/10ths =£
of £2,500 or £2,250. This would be & minimum figure for the new group.,

(4) 1% is pointad 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-
gidiary 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 holdiqg was spbstantial, the legality of the
transaction as a whoiéggppearn very doubtful, On the other hand,
in practice, @ company may be acquired by a large holding company, ané
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 the holding cowmpany.

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 subsidiary 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 islreduced 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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Example 30 =~ Subsidiary owning shares in the Holding Company = Division of Profits

8

H, a Holding Company where current Revenue Account balance is Cr.ﬁl0,00Qfg?%rds
of the Ordinary Capital of S, where current Revenue Account balance is Cr. £3,000,
s, however, also owns i of the Ordinary Capital of H. All ho)dings have been
held since incorporation.

If S declared all its profits as dividend, the lMinority Interests would receive
£1,000, (1/3rd) 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
(3 of 12,000). Now S would have a further £3,000 to distribute of which the
Minority Interests would receive £1,000 (1/3rd) and H would receive £2,000 (2/3rds)
Again H would have a further £2,000 to distribute of which S would receive £500 ()
and so on, thus:-

S's Divisible thus
Profits M.I. 1/3 H 2/3
kg por AGCountE o | o5  ws e £ 3,000 £ 1,000 £ 2,000 (1)
From H (a;.. e .o .o .e £ 3,0&) - 1’000 2,000 (2)
b SRR 47 e S OV 5 500 - 167 333 (3)
n n (C).. e LR - . e 83 o 28 55 (4)
s " (d)ot . .. .. e 14 - 5 9 (5)
n n
(e)-. .e .o o ve 2 - - (Say) 2 (6)
n " (f)-a .. .. .. LR l 3,600 = (Sa.y) 1 (7)
p———————y A
£ 6,600 £ 2,200 £ 4,400
p———— ————
H's Group's Divisible Thus
Profits Sharé 3 GTo S
Frm S (1)'. L ] - . - e .e L L £ 2‘%0
As per Accounts .. . o oe e oo 10,000
£ 12,000 £ 9,000 £ 3,000 (a)
From§ (2).. .. e ee e ee e g 2,000 1,500 500 (b)
(3).. . ' .. . . .o £ 333 250 83 (c)
(4).. - e - " -8 .. - e . 55 41 14 (d)
(5).. e . L] L] L] L 9 ? 2 (e)
CERIEs T ) NG Sat o e 1 (say) 1 i(e)
(7).- -8 .0 L] -e LR LR 1 (saY) =
£ 10,800 £ 3,600

The totgl profits £13,000 may be stated thus:-

S .0 .a ae e ' e L) .o .. £ 3,&0
Add: Share from H oo oo oo oo ee .. _ 3,600

Iﬁﬂsl Minority Interests S 1,/3rd e o e 2,200

To Has e £ 4'400
s . . . e e .e .e 10,000

H .

less: Share falling t0 S £ .. .o .o oo 3, 600

Group's share of H and S profits .s . .. £ 10,800
Minority Interests S share of H and S profits 2,200

The/
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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 = own profits + a/Erds of S's true profits
Stg true profits = own profits ¢ %' 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 (select 3)

Then 4x
and 3y

10,000+2y ...I-...'.............(1)
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
& 10y = 22,000
¥y = 8,200

Substituting £2,200 for y in (1) x is found
4x = 10,000 4 4,400
x = 3,600 5

The group's share of the total profits is 3X .00 +o  ee .o £ 10,800

The Minority Interests S share of the total profits i?1y£9;{:. .o 2,200

| B o i

Total profits of H and S. .. £ 13,000
- — 1

As similar equatiogs 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.
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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 31/
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IX (5)

Example 31 = Subsidiary owning shares in Holding Compeny. Holdings bought on
Balance Sheet date at Balence Sheet price.

The surmarised Balance Sheets of H and S as et 31st December 1947, were:-

ASSETS H S

Sundry Assets .. .o s . se s .. se se «s £120,500 £ 27,000
s e

LIABILITIES

Share Capital (in £1 Ordinary Shares)s e+« ¢ o« o« +o £100,000 £ 20,000
Creditors o oe o .e 'y ve oe o o0 ve oo 10’500 1,000
Re?enue Account . Y e ) oe .e e ) . .a 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 % of S, thereby making it a Subsidiary and
S buying 1/10th of H, the Balance Sheets would be:-

ASSETS

Investments: B .S_
15,000 shares in S at cost 26/= each ¢ e¢ oo oo o. £ 19,500 £ -
10,000 shares in H at cost 22/= €a6h e oc oo oo oo - 11,000

Surldry Assets L -e LN L] . Ll LR LR LR LN ] 101’0% 16’000

£120,500 £ 27,000

LIABILITIES
Share Capitel (in £1 Ordinary Shares)e e. oo oo oo «o £100,000 £ 20,000
Creditors o .. *e e . o .. L oe e o 10,500 1'000
Revenue Account .. . . . . . .. s s e 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 26/- each)

(a) The adjustments required in each company's accounts are:-
H'(1l) Revenu® Acoount.. .. e se oo oo BT T %,500
To Investment Account (in S8) .. «o oo £ 4,500
(Being £ St's credit belance on Revenue Account on 31lst December 1947 £6,000 =
pre-acquisition - when H bought 15,000 shares in S (3)

¢—-8(¢1) Revenue Account.. sl s s we . WL 1,000
To Investment Account (in H).. .. £ 1,000
(Being 1/10th H's credit balance on Revenue Account on 31st December 1947
£10,000- pre-acquisition- when S bought 10,000 shares in H (1/10th)

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

ASSETS Total  H s
Investments at adjusted Cost:
In S 15’000 shares .. .e . .0 oe (] £ 15’000 L 15’000
In H 10,000 shares .. s oe Y se s 10,000 - £ 10,000

Sundry Assets .. e e a1 A s s 117,000 101,000 16,000

£142,000 £116,000 £ 26,000
-

LIARILITIES
CapItal oo e ee e e ws o es e £220,000£100,000820,000
Creditora s P P an . ae o e 11’500 10’500 1’000
Re?Bﬂ“@ Account.. e P . P ' o 10’500 53500 5’000

= (e)/ . $142.000 £116,000 £ 26,000



(¢) The Consolidated Statement isi- IX (6)

ASSETS
Slmdry ABSB";B.. L 1 L ] LN ] L J L L] "0 o . e .9 £11?,m0

Goodwill - Net Cost of Control to the group:

5% S In E% #%;n

Adjus‘ced Cost.. s "o e e oo ee £ 10,0‘00 £ 15’000
Par.. es e e .e sa ee s oo 10,000 15'000
= uppm—
£117,000
LIABILITIES

Smre Capital H LN} L] .. L *e . LN 3 -9 .o LN ] £1w’000
LGSB: Held by S en .o .o e e ) oo ) s e 10.0&

£ 90,000
creditora. .. - . -e . .. L LN (N LN ] . e LN 11’5%

Revenue Account .o ve o 5 e v .o .o «s £ 10,5600
less: Minority Interests S (by algebra) .o .o o oo 1,500 9, 000
— b —— = & ———f

Minority Interests: s %
Capital, e oo e .o .o .o pis .o .e oe & 2:560
Revenue Account .. ve 5e . .o i .o .o .o 1,500 6, 500
£117,000
Notes:

(1) The share of Revenue Account falling to the Minority Interests £1,500 and to
the group £9,000 is arrived at thusi-

Let 10x = H's true profits (i.e. own + 3 S's true profits)

Let 4y S's true profits (i.e. own + 1/10th E's true profits)
Then 10x = 5’500 - sy cono.ooootvoaooo.lotot(l)
&nd 4 y - 5,000 -» x o.ooonooooooaoootco-on(Z)
& 40y = 50,000 + 10x
.e 40y - 50,000 = 5,500 « 3y
¥y 21,500
and x = 1,000

Group's share 9r  ea oo .e <« £ 9,000
Minority Interests S Fi e .o . 1,500

£ 10,500
f———— —--_—

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 Q/loths Revenue Account oo «e £ 9,000
5,000 shares in S take %-Revanue Account.. e . > 1,500

thus;:-

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 3lst December 1987 and this
will not be altered by the exchange of shares on 3lst 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.



Notes (Continued) (1) IX (7)

shares

H The personal shareholders of 90,00/ (now the new "group" shareholders of H) take
9/10ths of H's revenue balence of £10,000 as at 3lst December 1947. Again this
igs not increased by the purchase of S's Shares by H on 31lst December 1947 since
§'s revenue balance is pre-acquisition and is paid for in the price given for
the shares. i

(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 Capital
in the Consolidated Statement. :
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Capitaslisation of the pre-acquisition revenue balance.

(a)Crossholding 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 procedure 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 handg 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

N0t only the subsidiary's profits (or a proportion thereof, if it

is /
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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 ene 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’plus b computation; there is no question of the cross-holding
otherwise affecting the calculation.

Ex. S. bought T%Eth of H's Ordinary Capital in 1930 when H
had a credit balance on Revenue Account of £5,000, Ffom dividends
received in 1931 S. credited to Investment Account £30 representing
the proportion declared for the period prior to purchase.

In 1947 H. bought g¢ths 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 8. by
£660. The adjustment is -

Revenue Account . . S .. Dr. 8660

To Investment Account (1n S. ) 2 : £660
(being £ths of S's. credit balance on Revenue
Account in 1947 - pre-acquisition when H bought

Zths 8.)
S's. credit balance on Revenue Acoount per S's.

books 18 I9AT ¢ & iigpe s s s 2 2 £810
Add: Tooth of H's., credit balance on Revenue

Account per H's books in 1947 . . . . . . . 0

H's. share ¢ths thereof .

£000
£660
Less: Dividends credited by holding company tO j
Tnvestment Account . nil
Amount to be capd. for consolidation purposes 3550

Not . h
) T leAndaEmE s 98878554508 H's bgl. on Rey. 4/c
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(o) 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
palance 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 the date the subsidiary purchased the shares in the
holding company. The purchase of shares in a holding company by
a subsidiery is not an ordinary investment but really amounts to
a holding company indirectly purchasing its own shares.

Ex. H. bought gths of 8's. Ordinary Capital in 1940 when S.
had a credit balance on Revenue Account of £1,000. Subsequently
in 1947 S. bought T%ﬁth 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 boldings are stated
at cost in the books of H. and S.

olution: In the Consolidated Statement prepared before and after the
existence of the cross-holding, H. must capitalise £750, being
Zths of £1,000.
In the Consolidated Statement prepared after the existence of
the cross-holding, 8. mgst capitalise T%ﬁth of H's, true Revenue

i
Account balance, i.e. 100th (H. + ¢ 8.) = iﬁﬁth of £10,000 made up thus

H's. Rev. A/c balance in 1947 is: . . . . . . . . £9,850
Add: Z2ths of S's. Rev. A/c balance in 1947
2ths of £1,200 g 1 e T SRS 900
£10,750
Less: gthsof S's. Revenue Account balance in
1940 which should have been capitalis-—
ed by H. {£ths of £1,000 . M 750
i-b]-'-a-th 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 /

—
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Net Cost of Control.

Tn stating Net Coset of Control at cost tc 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.(4). 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.

fxample 32 /
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gxemple 32 = Subsidiary owning shares in Holding Compeny. Shares bought at
g different dates at market value. Dividends credited to Investment A/c.

The summarised Balance Sheets of a group at 3lst December 1947, are:-

ASSETS i s
Sundry .&BSB'bS.. o .. .e e e .. e e e e £ 89’100 £ 15’000
Goodﬂ'ill a-t cOSt . e L LR L) . e . LY e .o Y 10’000 500
Tnvestments:

———

15,000 shares in S at cost.. oo e .o ol Ve e o5 18,000 -
10,000 shares in H at cost.. o oe .o .o S0 £ 11,350
Less: Dividend credited in 19540 oe o 6 .o 250 11.100
—— = 3

£117,100 £ 26,600

LIABILITIES

Share Capital (in £1 Ordinary Shares) e« +o s s o oo £100,000 £ 20,000

Credi‘tol“&. . s . o . .. e e ew .e o 10’ 500 1. 000
Revenue Acoolmt .-e .w .. .- o e ' e P ] 6, 600 5’ 600

£117,100 £ 26,600

Notes:

—

(1) S acquired 1/10th of H in 1939

(2) H acquired % of S in 1941 when S's books showed a credit balance on Revenue
Account of 5600.__QHMH
~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) -Revenus Aooount .:  ve Lés .se. e e Dbe SO52E
To Investment Account (in S)ee oo o2 - £532%
(Being 5 of S's credit balance on Revenue Account in 1941 pre-acquisition -
when H bought 15,000 shares in S 2, made up thus:-

Credit balance per S's books in 194l.. .e S i «e & 600
Add: 1/10th interests in H 1/10th of 1,100 .. .. .. 110

£ 710

% thereof .. eo £ 5322

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

ASSETS Total H S
Sundry Assets.. a'e oo 6 o' = e e £104,100 £ 89,100 £ 15,000
Goﬁﬁll.. . s L - e - . .. L . e -8 10, 500 10, Om 500
Investments at Ad justed Costa.
I0 S 15,000 8BATER . cun | wa Lles < deers y em e e 17,4675 17,4673 -
H 10’000 BhBI'GB - e . L] LR e 11,100 - 11’100

£143,1675£116,5675£ 26,600
= e

LIABILITIES/



(b) Continued:

(c)

Revenue Account ..

LIABILITIES
Capita-l. L L] L ] . e LN} ..
Creditors .. .o “lE a5 o o3

The Consolidated Statement, isi-

ASSETS

Sundry ASSStS e e .
Goodwill - per Balance Sheet .. o
Goodwill - Net Cost of Control to the

L L

L ]
L]

. e

group:

Ad justed Cost ..
Par L

LN 2 L] -s aa

Less: Kinority Interets S (see

LIABILITIES

Share Capital H.. .o .e .o .
Less: Held by S

LR LN ]

Sundry Creditors.
Revenue Account..

L] - s LR . e

below)

.

Less: Minority Interests S (see below)..

Minority Interests:

C&pital P .e
Revenue Account
Net Cost of Control. oa

- - e ]

Notes

1x (13)

Total H S
oo £120,000 £100,000 £ 20,000
o 11,500 10,500 1,000
v 11,6675 6,067 5,600

£143,167§£116,567%£ 26,600

. e L . e . e L ] £104’100
L] e LY L] [N} 10’500
S In H In
YT e
oo £11,100 £ 17,4675
e 10,000 15,000
£ 1,100 £ 2,467%
L———ﬂr———-i
£ 3,567%
S el 364 3,203%
£117,805§
LR .e .a s o £100’000
o e b s Teah et 10,000
£ 90,000
e e L ] LN ] LR LN 3 11’500
shh es  uewt € 11 GETR
e -8 -e 1j67?§ 9, 990
S 2
.o o .a £ 5,000
T e 1,677%
ae - Dr. 364 6’313%
£117, 8035

(1) The share of Revenue Account and of Net Cost of Control falling to Minority
Interests and to the group are both computed by algebra.

Revenue Account £ll,667%

let 10x = H's true Revenue balance.
Let 4y = S's true Revenue balance
10x = 6,067 + 3y
end 4y = 5,600 + x
s = 40y - 56,000
STy = 62,0673
A 187745
and x = 1,110
Group's share 9x 2e | fam
Minority Interests S y we - wh

e G

R RN EE N R RN RN ] 2

.8 £ 9,990
1,677

L] L

£ 11,6675
———————————

Net Cost of Control/



Notes (Continued) . X (14)

(1) ( Continued)

Net Cost of Control £3,567%

Let 10x = H's true share of Cost of Control
end 4y = S's true share of Cost of Control
10x = 2467‘%+ sy OOCOOOOOIOIQIIOO.I..(]-)
a.nd 4y = 11’000 - 3 .....o....--..n....(z)
10x = 40y = 11,000
37y = 13,4675
¥ = 363,99
x = 355,94
Group's share 9x S e o oo s e O 3,203%
Minority Interests S v oo e e o A i 364
£ 3,5675

(2) The Minority Interests S £6,313% can be reconciled by independent calculation
ffom the Balence Sheets, thus:-

Let £40x true value of S's business including its investment in H
Thus 30x true value of H's holding in S

H's business is worth therefore. Share Capital + Revenue Account + true value
of investment in S less Book

value
= 100,000 - 6,600 « 30x - 18,000
= 88,600 = 30x

o 1/10th of H's business (10,000 shares held by S)is worth £(8,860 4 3x)

S business is therefore worth - Share Capital s Revenue Account 4 true walue
of investment in H, less BRook Value,

S 40x = 20,000 + 5,600 ¢ (8,860 + 3x) = 11,100
37x = 23,360
x = £631.%5135
.~ true value of S's business 40x is £25,254,054 Ezo,ooo shares;
Minority Interests of S 10x = 6,313,513 ( 5,000 shares

(which agrees with figure in Consolidation)

(3) The advantage of using the procedurs - recommended throughout this book - of
debiting Revenue Account of the H Company with the pre-acquisition Revenue
Balance of the Subsidiary (see H(1l) 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 stege in the process of consolideting = the cenventiael
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.



IX (15)

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 Coflsolidated
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
of taking imto essomrt =L the Cross-holdiﬁg:ﬁggiids 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 valance 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 cowpany 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 Oross-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.

Ezauple 33 /
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x (16)
Example 33 =~ Subsidiary owning shares in Sub-subsidiary and vice versa.

Let it be assumed thgt the group in the previous exaﬁple wes acquired by Alpha on
3lst December 1947,Ahepurchasing 80,000 Ordinary Shares of H and the Balance Sheet
of Alpha as at 31lst December 1947, together with these of H and S as before, were -

ASSETS Alpha H S

Su_’[;.(}:gllissets ae e - LR - e . e - LY £162,0‘00 5 89’100 £ 15,000
Go .. . . L) L) e .o L] L] L) - 10,000 500
Investments :

15,&}0 Shﬂ-rea in S a-t coat LR L] e e e oe e - 13,000 -t
BO, 000 Shares in H at OOBt o oe e o oo ew 88’ 000 - -
10, 000 shares in H &t cost s e e ee fl 11,350 -

less; Dividend credited ., .o .e . 250 o = 11,100

£250,000 £117,100 £ 26,600
—_— e

LIABILITIES

Share Capital (in £1 Ordinary Shares) «s s s +s £200,000 £100,000 £ 20,000
Creditors .. e L) . .o . ve .n s oe 30’000 10, 500 1’000
Revenue Account.. . e .. . o o . oe 20’ 000 6. 600 5’ 600

£250,000 £117,100 £ 26,600

SOLUT ION

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

S =as in previous example,
H (1) As in previous example,

Alpha (1) Revenue Account .. e s e« oo Dro £8,880
To Investment Account (in H) .. .. £ 8,880

(Being %/Sths 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 Total  Alpha H s
Sundry Assets .. an . .e .o .. £266,100 £162,000 £ 89,100 £ 15,000
GOOdWill PQI‘ mhnce Sheﬁt . e L .-e 10' 500 = 10’ 000 500
Investments at Adjusted Cost:
In H 80. 0’00 Bh&res . .. . .o .0 79' 1201 79,120 -;_ -
S 15’000 Bhﬂ.reB.. . .s oe oo 17'46?'5 - 17’46?2
H 10.00’0 Bhares.. - e .. (] 'y 3 11’100 - et 11’100

£384,2875£241,120 £116,5675£ 26, 600
& —————— & —————————

LIABILITIES

Capital o.  ve  ee s  es s eo £320,000 £200,000 £100,000 £ 20,000
Creditors ) ) e e o e oo 41’ 500 £ 30’ 000 £ 10’ 5001 1’0%
Rovenue Accoufites oo eo s as  es 22,787k 11,120 - 6,067 5,600

—————

£384,2874£241,120 £116,56758 26, 600

(c)/



Xl
(¢) The Consolidated Statement, is:- ( 7)

ASSETS

Il
S'[mdry Asse'ts. ) e . es . . .e .o e e £266'100
Goodwill per Balance Sheets,, os sis L et tos s s’ @ 10,500
Goodwill - Net Cost of Control to the Group:

By S In By H In Alphe
H EIOtE s 25 In H 4/5

Adjusted COS‘t. e . e .e e £ 11,100 ¥ 17.467% 5 79’120
Par. .o oo . .e o v o 10,000 15,000 80’000

£ 1,100 £ 2,467> £  880Cr

———
Dr.£3,56 7%
Less: Minority Interests:
S (B.S before Y). . .o £ 364
H (x in previous example). 356 720
—_——
£2, 847@2‘ £ 880Cr 15 967‘% -
£278,56f§ |
LIABILITIES
Share Capit&l Alphﬁ- . .s .o .. .e . s . .s ’ £200’000
Creditors. LI -e L -w - -e L LR . L LR 41,500

Revenue Account .o .o oe ae oo e .o .o eo £ 22,787%
Less: Minority Interests:

S (aB bﬂfore.y) . ve . ' e Rl A 1’6??‘%‘
H (x in previous example) .« +¢ oo oo 1,110 2,787%
| e————

20, 000

Minority Interests: H 1/10th S -%
Capital .e - . LR - e - e - . - .. .0 £ 10’0“} £ 5’000
Revenue Account o om i . o s o 1,110 1,67?%
Net Cost of Control. oo P o o sl DTS 356 364

£10,75¢ £ 6,313} 17,0673

£278,56 7%
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 Révenue Account balance in the Consolidated Statement £20,000 is exactly Alphsk|
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 31lst December 1947,

8. 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
10th of the Net Cost of Control to H. These 1/10th shares are X in the
relative equations in the previous example
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ixample Sk % e

associated Companies becoming partly-ovmed Subsidiaries of a Holding Company

e e

S. and T. are two associated companics having mede an exchange of shares
many yeers ago. On lst December 1944 H. buys 50,000 shares in 8. and 35,000
shares in T. The Dalance Sheetsof the three companies as at %lst December 194l

are:-
Assets
_}-—'.I. E. T'
Sundry issets - o £237,500 £ 88,000 £ 66,000
IP*GSE ients:
T In _.(%,u; 10,000 shares at cost,
less dividends credited .o 11,020
In S.(ith) 20,000 shares at cost
less dividends credited e 25,000
In T.(7/12th) 35,000 shares at cost 52,500
In S. ( “ths )50,000 shares at cost 60,000
£550, 000 & 99,020 £ 91,000
Liabilities
Share Cepital (in X1 Urdinery
Shares ) b P £200,000 £ 80,000 £6 0,000
Creditors - W 90,000 10,000 6 ,000
H{evenue account 5o i 60,000 9,020 25 ,000
£350,000 £ 99,020 £ 91,000

Solution:

(a) The adjustments regquired in each company's accounts are,

T« HNo adjustment rem *r:i. The Investment in 8. can be regarded
&g &n ;r'*“;r? nvestment. F
S. Lo Doe DO

H., 48 S. and T. were scguired concurrently the pre-acguisition
revenue balences of both S. and T. must be calculated after

taldng into account the cross-holding.
Let B8x S.'s true revenue balance
i l'dy = T.,'s i 1] "
Then 8x = S. + 1/6th T,
= Q'Jd:)"a}r Io-loa'--p-o(l)
and 12y = T. * i S.

= 25,000 4 2% ciseveceness(2)

Working out these similtaneous equations
x = 1,720
and y = 2,570
The division therefore is:
uroup s share of T. (7y) .. £16,590
n i (bx) A 8,6UQ
1nor1ty Interests T« (3y) oo 7,110
i §: Ix) o 1,720
Total Revenue balance of S.ond Te .. £3l,,020

(9,020 + 25,000)

Hl./



1x (19)

H.l. zevenue sccount 4 £k Dr.£8,600
Yo Investment account (in S.) £8,600
(Being gths of S.'s true revenue bulance at 31/12/l, -
pre-acquisition when H. acquired 50,000 shares in S.(gths).

H.2. Revenue Account o s Dr.£16,590
To Investment hccount (in T,) £16,590
(Being 7/12ths of T.'s true revenue balance at 31/12/LL -
pre-acquisition when H. acquired 55,000 shares in T.(2712ths).

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

Assets Totgl H. S. T

Sundry Assets .o £391,500 £2%7,500 £ B8,000 £ 66,000
Investyents at cost less
divicdends credited;

In Te(¥th)10,000 shares 11,020 11,020
In S.(3th)20,000 shares 25,000 25,000
Envosihgnts at adjusted cost:
In T.(A2thy 35,000 shares 55,910 55,910
In S.(7ths) 50,000 shares 51,400 51,400
£ 514,830 £324,810 £ 99,020 £ 91,000
Liabilities
Shere Capital s £ 540,000 £200,000 £ 80,000 £ 60,000
Creditors v 106,000 90,000 10,050 6,000
fevenue sccount o 68,830 S, 810 9,020 25,000
£ 51,830 £32,,810 £ 99,020 £ 91,000

(¢) The Consolidated Statement of Assets and Liebilities at 51lst Uecember 194, is

nssats

Sundry uassets £591,500
Goodwill - Net Cost of Lontral to the group
By T. By S. By H. N
in Se{zth) in T.(J6th) In S.gths In T,/idbs
Adjusted Cost 225,000 £11,020 L51,400 £35,910
Par 20,000 10,000 50,000 35,000
£ 5,000 £ 1,020 £ 1,400 £ 910
Less:
inority Interests
S.(see below) 2Lz
T. ] H] 1’;)?1
£ 5,629 £ 778 £ 1,400 £ 910 6,717
S o £598,217
Lisbilities
Sh&re C&L)icﬂl H. .. .e £200, OUO
Creditors 7 .. 106,000
V4 ~
Revenue Account, H.only . G 60,000
Minority Interests: : i
In S. gth In T. zth
Share Caepital .. £10,%00 £15,000
Hevenue dccount .. 1,720 7:}10
et Cost of Control Ur. 2li2 .Dr. 1,571
£11,l78  £20,739 _peely
£ 396,217
= = = S O i

Jotes on solution/



Notes on solution

e e S

ix (20)

le Net Lost of Lontrol ihe proportion falling to the linority Interests
is arrived at thuss:-
Let Bx = S.'s true share thereof
i le T.tS H n i
Then Ex = 1,020 ¥ 2y sseivesiissvmlols)
U.nd 14’ = E’OU'-.,"E}: na--o.c-.t.{g)
Solving these similtaneous equations the values of x und y are,
x = 241.74
and y = 4506.95.
The division therefore is:-
sroup's share of T. (7y) - £%,1986
L 5 N Se (5X) o l,au_—;
Minority Interests T.(5y) o4 1,571
It i i S-L x ) Y 2z
det Cost of vontrol of S.and T. .. £6,020
l\J. gl L '__,'-.,U'u)

2. Hevenue Account in the Consolidated Statenent is obviously H.'s balance
only (£60,000). e balences on kevenue iAccount of S. end T, are
both pre-acquisition so far as the group is concsrned.

- - \ - - = gt b = L A T 81 D o aal i + Lt 1 = ¥ -

2. The lMinority Interests of 5. and T. can be arrived at independently
from sn examination of S. end T.'s Helance Sheebs, thus:

Let 2lyx = true valus of S.'s business (excluding hidden Goodwill)
Then 6x = T,.'s holding in S. (§th)

T.'s business is worth £60,000 = £25,000 + (b6x - 25,000)
true velue.book value.

60, 000 + 6x

1/6th of T.'s business is 10,000 &+ x

)

book velue.)

£((10,000 = x) - 11020
(true value.

S.'s business is worth 80,000 + 9,020

2yx = 80,000 & 9,020 + 10,000 + x - 11,020.

iOEI
5,826.1

S!'s ldnority Interest is 3x or £11,478.

I's business is worth 60,000 + 25,000 + (22,956 - 25,000)
bx
= 82,956
.. Tu's Wnority Interest is Zth or £20,7%3.

Cross-holding in larger groups.

Four examples are now given in order to demon-
gtrate the treatment of cross-holdings in larger

groups,

Example 35 /
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1

I

 Exeple 20 X8 (21)

group of 4 Members with simple cross-holding.

The summarised Balance Sheets of a Group at 3lst December 1947 are -

Assets
H. S. T. V.
Sundry Assets .. ile .o oo il .. £10,800 £30,600 2£15,000 £15,600
Goodwill at Cost. . . e .o .o 1,000 2,000 - -
Investments. ae o . e .e ss 19,900 2,100 3,000 1,700
Profit and Loss Aceount .. oo 2ty P - - 1,000 -

£31,700 £34,700 £19,000 £17,300

Iiabili?igg

Share Capital (in £1 Shares):

OTdinBTy.. o+ eo  +s  eo e .. £20,000 £ 5,000 £10,000 £ 4,000
7% Preference. g od oo “a .o - - - 6,000
DEBRHEUTO s wa oo wi s e we | S5000° 25000 = 1,000
Creditons +» < [l5d wesifwd Uk b, t0 AA00- 13,900 9,000 3,200
Profit and Loss Account .. oo o0 e 6,300 2,000 - 3,000

£31,700 £34,700 £19,000 £17,300

Notes.
1., The details of "Investments!" are -

H. 4,000 Ordinary Shares (%tns) in 8. )Bought on l4th June 194C when
8L COBL ey e sl plne g oe e 5,200} 515 credit balence on P.é L.
less: Dividends credited.. .. 9u0) A/c.was estimated at £1,000

s

£ 4,300) end H.Js estimated at £5,000,
7,000 Ordinary Shares (é%ths) e $5 1 i N (Bought on 21st July 1941 when
ik ot I AV L RSl A 5,600( it wag estimated T. had a
( debit balance on P.& L.A/c.
( of 2700.
3,000 Ordinary Shares (Zths) in V.
at cost e e, ca oe % 7,000 Bought on 31st Dec. 1947.
3,000 Preference Shares (%} do. 3,000 Bought on 3Cth April 1947.
(Preference Shares have a (V.ts 19497 Preference
preference for dividend and dividend not yet declared.)
capital.) -

As per ll.'s Balance Sheet .. £19,900

S. 2,000 (3;¢h) Ordinary Shares in H.
at cogt, less dividends credited £ 2!100 Bought on 30th November 1938.

T. £3,000 Debentures in S. at cost .. £ 3,000
= . E————x=

V. 2,000 Crdinary Shares (;th) in T.
at cost, less dividends credited £ 1,700 Bought in 1930.
e

r———

2. V.'s Preference Shares are non-cunulative. They enjoy a preference far
dividend and capital, but have no further rights.

Solution.
(a) The adjustments required in each Company's Accounts are:

V.l. Revenue ACCOUnt .. oo  se o5 se ws we DPe. R 450

To Preference Dividend outstanding.. o o aie £ 450
(Being 1947 Preference Dividend accrued)

H.l. Outstanding Dividends Receivable Account .. A (0 Bk gl A L
To Revenue fccount .. o s 3G e S e 2. 150
Tnvestment Account (in V.'s Pref.) .. e o 15

(Being 1947 Preference Dividend from V. in
respect of 3,000 Preference Sharei in V.
bought by H. on 30th April 1947 (Efd cepitelised)

B2, J



H.2. DRevenue Account .. w e
To Investment Account (in S.) .. s . .= e
(Being proportion of S.'1s credit balance on

Revenue Account (pre-scquisition) at l4th IRne

1940 when H, bought 4,000 Ordinary Shares (=)

in S., made up thus;: 2

Cr. balance at 1l4th June 1940,
estimated from S.'s books .. o £1,000
\ A4dd: 24 of H.ts Cr. balance on 14tk
Y9une 1940 (. holds BT R )

) .. L) LY Dro

1
T of 85,000 i 4. s

500
£1, 500
%ths thereof falling to H. 21,200

Less: Dividend credited to Invest-
ment Account by H., .. S 900

To be capitalised .e £ 300

He3. Investment Account (in T.) .. % P BT S
To Revenue hccount i o ste = - e e
(Being .Ltns T,1s debit balance on Revenue A/c.,
£700,706n 21st July 1941 (pre-acquisition) when
H. bought f%*hs T.)

H.4. Revenue Account .. = o5 v e va D Te
To Investment nccount (in Ns) ae - N YL 9
(Being ths V.'s credit balance on Revenue 4/c.,
£2,350, on 31st Dec. 1947 (pre-gcquisition)
when H. bought -ths of V.'s Ordinary Capital,
made up thus:
V.'s 6r. balance per Balance Sheet. £3,000
Less: Accrued Preference Dividend,
V. for 1947 - o s 450

. £2,550
Less: Eth of T.'s debli balance,
,000 (V.owns Eth ) e 200

£2,350

$ths thereof to H. .. £1,7623

1x (22)

£ 490

£ 490

£1,7624

£1,762%

Note: No pre-acquisition adjustument 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 Group was formed.

(b) The Aggregation of the djusted Balance Sheets is:

Assets

Total H. §. E_. y-.
Sundry Assets .. . .. .. £72,000 £10,800 £30,600 £15,000 &£15,600
Goodwill, per .ﬁlance Sheats .. 3,000 1,000 2,000 - -
Dividend Receivable outstanding. - 225 = = =
Debentures. e . “c - - = 3,000 ;
Investmants at Adjusted Cost:
In S. 4,000 Shares. .. .. 4,000 4,000 - - -
L 7,000 A s me o B090 6,090 - - -
" V. 3,000 Preference Shares 2, 925 23925 - - -
" V. 3,000 Ordinary " 5, 2375- 5,237 - - 1- o
W T, 2 000 Shares .. .. 1,700 5, 2 % i
9 H. 2,000 " o v 2,100 - 2,100 - -
Revenue Account.. .. .. .. - - - 1,000 =
£97,052% £30,2774 £34,700 £19,000 £17,300

—

Liabilities /



Liabilities
Share Capital: Total H. S. T. V.
Ordinary .. .. .. .. .. £39,000 £20,000 £ 5,000 £10,000 £ 4,000
Preferonte. oo o4 o es e 6,000 - - - 6,000
Debentures .. .. .. .. 14,000 1,000 15,000 4 1,000
Creditors .. o en o oew me 29,400 4,400 12,700 9,000 3.3%00
Preference Dividend for 1943 .. 225 - - - 450
Revenue Account .. - e 8,427% 4,8‘77% 2,000 - 2,550
£97,052% £30,277% £34,70¢ £19,000 £17,300
(¢) The Consolidated Statement is -
Bundry ASSEtS8 s sl e e o i de e e £92.000
Goodwill, per Balance Sheets we e . v s e o 3,000
Do. Net Cost of Control to the Group -
By S. By V. By H.
- | 3 4 4
higs InT. ¥ IS5 MTTY b Yvom. Tn V.Fref.}
Adjusted Cost ,, £2,100 £1,700 £4,000 £6,090 £5,237; £2,925
Par .. .. .. 2,000 2,000 4,000 7,000 3,000 3,000
Dr. £ 100 £2,237%
Cr. £ 300 £ 910 £ 15
v
£1,2524 Dr.
less: linority
Interests V. 15 225
A S~
£ 100 £1,027%
v
£1,127%
Less: Minority Interests
S. (by algebra). 44 1,08%3
£176,083%
Iiabilities
Shere Capital, H. (less held by S. £2,000). .. .. .o oo oo £18,000
Debentures .. e R 5 .o % o o5 e i e 24,000
Oreditors .. .. .. s coiir e L . es es 29,400
Revenue Account .. .o .. 3 : . . £8,4273
Iess: Minority Interests:
S. by algebra e s o £ 5648
fedd o TriBl 000 oech @ awe e Bl 30D
v. 1?01‘ (v. + 17.) ..
£ ! - .. . .. .. 8 '?" :
: (2,550 - 200) 2972 1,051 7,376
Minority Interests: s _} T'l% V.Ord.-}‘ V.Pref. %
Capital .. .0 .a  ae . £1,000 £1,000 £1,000 £3,000
Preference Dividend.. P = = = = 2 225
Revenue Account. .. .. 5 564 100 Dr. 5873 =
Net Cost of Control.. .. . 44 Dn - 75 Cr.
£1,520 & 900 £1,662% &£3,225 7,307
£76,083%

Note:

/




Note:

As there is a cross-holding between H. and 8, the Minority Interests are

calculated by algedbra, thus:

Revenue Account, £8,427%

let 10x = H.'s true share of Revenue Account
and 537 = & 1y " " n " 1]
= 4 . 7 3 1
Then 10x = H + -5—&; 4--]:-0-'1' + 2 (V ¢ -B-T)
= 48775 + 4y « .110. of Dr. 1,000 %
= 48775 + 4y - 00 + 1,762%
e « 10X = 5,940 ¢ 4y (1)
end 5y = 2,000 + X (2)
s « 5,940 + 4y = 50y - 2QG000
- 46y = = 25,940
o-9 ¥y = 563.913
end X = 819,565

Revenue Account is divisible -

el e <s ie e s aw 2,576

Minority Interests:

Froup

S. (V) s i ae -, ek i 564
T B O et o S o
¥ maltNasithe & e eanis 587%
£ 8,427;
Net Cost of Control, £1,127
Iet 10x = H.'s true share of Cost of Control
and 5}7 = g.'s " " " " " "
10x = 1,027%5 + 4y (1)
5 = 100 + x (2}
S50y - 1,000 = 1,027% + 4y
y = 44.08
X = 120.4

Net Cost of Control is divisible -
DY ca S one Len  es | we e il 1,083%
(v). i e 44

Group

Minority Interests, S.

£1,127%

P ——

£ (2,550 + 5 @€ Dr1O00)

1x (24)

%
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Example 36.

Sub—subsidiary acquiring shares in the Holding Company after the
group is formed. All holdings at_cost.

The summarised Balance Sheetsof a group at 3lst December 1946 were-

Assets
H. S. i
gundry Assets .. .. o oo, PR JOREN, . £111,000"2215667 2 9,000
Investment at Cost
In S. 15,000 shares g e o by 19,000
i oea. , * " wia $a s 9,333
0. 5000 . R 6,000
£130,000 £31,000 £15,000
Liabilities
Share Capital (1n £1 Ordlnary Shares) .. £100,000 £20,000 £12,000
Creditors .. . . . eY 20,600 @ 6,000 2,600
Revenue Account .. - & - Sl 10,000 5,000 1,000
£130,000 £31,000 £15,000
2

8. 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 2ths of 8. in 1942 when it was estimated:-Ersaxxkkzx
BB KR E O BN K S BT X RAAX X N K B KK R CHHKE X ERAFAKE TR XZ RX O |

ia) From S's. books that S's. balance on Rev. A/c was cr. £3,000

b) ® Mg,y ¥ "W opig, . i oar. 21600
T. acquired 20th of H. in 1943 when it was estimated -

a) From H's, books that H's., bal. on Rev. A/c was cr. £8, 420

b L] S‘E. " " SIS. 1] n Ll (1] " crT. £4 2

c) 1] T'g. " " T's. L} i " " ] Cr. £ 800
Solution.

(a) The adjustuents 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 .. - gk .. Dr. £1867
To Invesfment Account (in T.) .. £1867
(Belng T's. cr. balance on Rev. A/o in 1930
£2,803 - pre~acqn - when S. bought 8,000
shs, in T. (3)
H.1l. Revenue Account .. o 3 .. Dr. £1650 |
To Investment Adcount (in 8.) . £1650

(Being 2 of S. credit balance in 1942 £2200 -
pre-acqn. - when H, bought 15,000 shs.
in 8. (2ths) made up thus:
g. credit balance per S's. books e, 29,000

Adjustment Less: ¢ of T's, Cr. balance 1930

for T's. post-( — 3 which should have been

écquisition capitalised (see 8.1.) .. _1,867
Tresults 1930~ £1,133
1942 > »13

2 .
Add: = of T's. Cr. balance in 1942 1.06
3 £1600 falling to 8. 52‘12'6%'

7.1, / £24200
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T.1l. Revenue Account .« DT, £450
To Investment Account (in H.) . : £450
(Being nsth of H's. credit balance
on Rev. A/c 1943 £9,000 - pre-
acqn. - when T. bought 5000 shs.
in H. 5500.  The £9000 is made
up thusY He S. I.

Credit balance 1943 per books ..

.. £8,450 £4,267 £ 800

Less: Amounts which should have been
capd. (H.1l, s.1.) 1,650 _1,867
£6, 800 £2,400 £ 800
. , -
H's. interest is H. + § 8. + 3 of T T.
= 6800 + £ 2400 + 3 800
= 9,000
(b) The aggregation of the adjusted Balance Sheets is:
Assets
— . Jotal H. 8. 1,

Sundry Assets

Investments at Adjusted Cost

£141,667 £111,000 £21,667 £ 9,000

In 8. 1?)350 179350
ol 7,466 7,466
wiys - 5,550
£172,033 £128,35 £29,133 £14,5%0
Liabilities

Capital Sy X o R .. £132,000 £100,000 £20,000 £12,000
Creditors ) i o . 28’ ,000 20,000 6, ,000 5 ,000
Revenue Account ol ol g 13,033 8, , 250 3,133 550

£172,033 £128,370 £29,133 £14,5°0

(c) The Consolidated Statement is -

Assets

Sundry Assets ..
Goodwill - Net Cost of Oontrol to the

By T.

In H._ 1
_ il

£5,550
5,000
550

Adjusted Cost
PEr |, e p
(Dr.

(ox.
ess;

—

Min. Ints.

T. see below
g "

Dr. 221

Dr.€ 329 Or. £ 511

Liabilities /

Cr.

8 snia  o. £143,667
group
By 8. By H.
In T. In 8. £
3
£g ,466  £17,350
_8,000 15,000
€,350 :
534
23 2,168
Dr.22,350  £143,835
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Liabilities
ghare Capital H. .. = o v e A+ P oo £100,000
Less: Held by T. v oo e o oo . 5,000
£ 95,000
Creditors .. 2 1 i - 0 ols o o 28,000
Revenue Account .. § s s e « £12,033
Less: Min. Ints.
T. 8ee below .. .. & 371
. A 9 vl el 9009 1,340 10,693
Minority Interests 1
S. o |
Capital . . " £ 5,00 £ 4,000
Revenue Account - 969 371
Net Cost of Control Cr. 2 é21 Pr,
£ 5.99 4,150 10,142
£ 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 8. and T. is com-
puted by algebra thus:

Revenue Account £12,033 Net Cost of Control £2366 Dr
Let 20 x = H's true share of revenue Let 20 x = H's true share of
& 6y =T's " LA " Cost of Control
- 2 & 6y = T's true share of
.20x =H + 2 S + 2 of 3 8 Cost of Control
= 8350 + 2 x 3133 3y . 2
: e 20 T H, S + ¢ of 3
+ .80 x = 33,400 4 9399 4 12 y (1§ = 2350 + 2 (- 534)-*3?
6y = 550 + x (2
80x=94oo—1602+12y
. 80 x = 42;799 + 1100 + 2x 6y = 50+x
78 x = é 80 x = 7708 1100 + 2x
x & 592 808 78 x = 114-08
& y = 185-468 y = 110.68
Divisible thus: Divisible thus:
Group's share .. 19 x £10,693 Group's share .. 19 x£2,168
¥in, Ints. ¥Min., Ints,
T, 2 .. 2y 371 ; SRR - S i

8. & (3133 + 4 y) 969 8. ¢ ( -534+ 4y) pr. 23

£12,033 £ 2,366
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Example 37.

gub-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. 8. T,
gundry Assets .. .. a5 .5 me  £111,000 £21,667 £ 9,000
Investments
At Cost less divds. credited.
7 Tt A T
At Cost
In H. (5,000 shs.) .. o =¥ 6,000
£128, 350 _£29,133 £15,000
Liabilities

Share Capital (in £1 Ordinary Shares) £100,000 £20,000 £12,000
Beaiion® .. w5 0 we  ws | wmp s 20,000 6,000 2,000
Revenue Account .. i i s Ha ;s 8,350 3,133 1,000

£128,350 £29,133 £15,000

Notes.
2
1, 8. bought Irds 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,covers fully S§'s. share of

T's. pre-acquisition balance (% of 2800 = 1867)

2, H. bought gths 8. in 1942 when it was estimated -

a) from 8's. books that S's. balance on Rev, A(c was cr. £1,133
b 0] T's. " " T's ] 0] i 1 ] er. £l,&0

H. credited to Investment Account dividends received from 8. in
1942 to the extent of £1,650; this covers fully H's. share of T's.
pre-acquisition balance (% of (8. + e ¢ I ; )
1133 T 1600
-3 x 2200
[

: !
3 650

3. T. acquired 20th of H. in 1943 when it was estimated

(a) from H's. books that H's. balance on Rev. A/c was cr.£6800
Bl ¥ gre, - " g's. SRl LN R
2 e P - S B O R

Solution. /
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(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,

Pots

(b) & (c)

Revenue Account .. o oo DT, £ 450
To Investgent Account (in H.) .. £ 450
(Being _2tth of H's. credit balance on

Revend® Account in 1943 £9,000 -
pre-scqn. - wheE T bought 5,000
shares in H. 2-— The £9 000
is arrived at Othus

H = + 2 ,S. % 3.1,
= 6800 +'zx 24%0x+3§ x 800

9,000

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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gxamgle 38.

§Eg:gphsidiany_ggldin5_aharas in Holding Company prior to ¢ $ich of oo o
A1l holdings at cost less certain dividends credited.  Further shares bought in
Sub-subsidiary after cross-holding existed. i o 11

The summarised Balance Sheets of a Group at 3lst December 1943 are:

Assets
-};I-' S! T.

Sundry ASset8 .. ei  .s  se  se  ee  as & £108,000 £20,000 £10,000
Investments:

In H. 5,000 Shares at cost less dividend £500. —a - - 7,000
" T, 6,000 " 8 -4 L " 8600  «a 8,000 - -
" 5,.16,000 L H f e aid s gch ‘e 14,000 - -
", 3,000 v i " less dividend £485. v - 5,000 =
Revenue Account .. ot el g ais i s i - 1,000 -

£130,000 £26,000 £17,000

Ligbilities
Share Cepitel (in £1 Ordinary Shares). - - .. £100,000 £20,000 £12,000
Creditors .. T 7 Mt = R ol B Pl gl 655 6,000 2,000
Revenue fAccount .. .- .. . .. = .. ‘e 10,000 - 3,000

£130,000 £26,000 £17,000

Notes.
1. T. bought 7=th of H. in 1938.
2. H. bought i—of T. in 1940 when it was estimated -

(a) from Tlebooks that T.'s balance on Revenue Account was Cr. £1,800, and
(b) " H.ts " " H,vs A " " Cr. £12,000.

By arrangement one of H.'s Directors became Chairmsn of T. irmediately after
the acquisition.
4
3, H. bought wths of S. in 1941 when it was estimated fron S.'s books that S.t's
balaence ©on Revenue Account was Dr. £1,25C. H. considered S,.'s Fixed #ssets
overvalued by £2,000; this was not adjusted in S.'s books.
4, S, bought + of T. in 1942 when it was estimated -
(a) from T.'s books that T.'s balance on Revenue fccount was Cr. £2,000.
() % Bore  Siea d@iesd wadilst & "™ Cr. £1,200,
(c) " H.ts v n Hotg w oo " "™ Cr. £16,000.

m

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. o adjustment required. T.'s holding in H. is an ordinary investment
existing before the formation of the Group.

H.(1) Revenue Account .. . «o oo os wo «o Dr. £ 600
To Investnent Account (in T.) .. o vi Ak A
(Being portion of T.'s credit balance on Revemue
Account - pre-acquisition - in respect of
6,000 Shares bought in T. by H. in 1940, made
up thus:
7. s balance per T.'s books in 1340 £1,800

Add: 14p of H.'s balance in 1940
0
(5,000 shares held by T)

2% th of 12,000 .e s a0 600
£2,400

=
H.'s interest, % thereof.. £1,200

Iess: Dividend credited to Invest-
ment hAccount by H. .. e

£ 600

600

£ 600

Balance to be capitalised.

H.(2) /
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H.(2) Investment Account (in S.) .. s o i «s. Dr. £1,000
To Revenue .ﬂ.ccount .o o .e va oo .o . £1,000
(Being 4ths of S.1s debit balance on Revenue Afc.
in 1941 (Dr. £1,250) - - rre-a0qu1sitlon - when
H. bought 1ot hub Shares in S. (_$hs) )
S.{1) Capital Bogerve .o Faailt 5% s b e iDL £2,000
To Fixed Assets .. .e e . Wy ee e £2,000
(Being over-valuation of S.'s Flrad Assets in
1941 when H. scquired control of S,)
S.(2) Revenue :iccount e vis e i e v« D B 250
To Investment Account (in _.) Vi e Sal 4 e - £ 250
(Being portion of T.'s credit bslance on Revenue
Afc. - pre-acquisition - in respect of 3,000
Shares bought in T. by S. in 1942, conmputed thus:

Revenue credit balance per books H S. I.
in 1942 .. i ol P s i £16,000 £1,200 £2,000
less: fmounts which should have been

capitalised prior thereto to
ad just pre-acquisition balance
H.(1) Dr.2600 and H.(2)Cr.2,00 400 C°r

£16,400 £1,200 £2,000

- 1 4

As T. owns 5=th H. and H. has 3 T. (and $ths S.) a cross-holding
existed in 1942, and T.'s true Revenué bzlance must be calculatet
by algebra.

Let 4x

]

' 1
T.'s true Revenue balance after receiving poth from H.

= 1 4
e o« Ax =m, = fad 1
- 20 (H- + 5 S- + 2 T-)

1 _
= 2,000 +3g (16,400 & 7 of 1,200 + 2x)

78x = 40,000 ¢ 16,400 & 960

X = 735 (4th of T.'s Revenue balance in 1942)
%th of T.'s true Revenue belance in 1942 fal;ing o 8.. £ 135
less: Dividend credited to Investment A/c. by S i 485
Balance to be capitalised .. o 5 280
=S
b) The aggregation of the adjusted Balance Sheets is -
AS3O%8  mogal H. s. T,
Sundry Assets .. o5 s £136,000 £108,000 £18,000 £10,000
Investments at ndjusted Cost:

T P T 7,000 - - 7,000
Ll 18 } o e s T " 7,400 7,400 = =
"B T Sl WL G e G 15,000 15,000 - -
gy % i sie ot v 4,750 C 4,750 &

Revenue Account.. T - - 1,250 =

Capital Reserve.. o .. A 2,000 = 2,000 o
2172,150 £130,400  £26,000 _£17,000

Liabilities

Capital ia i P s o £132,000 £100,000 £20,000 £12,000

Creditors .. .. i ke e 28,000 20,000 6,000 2,000

Revenue Account.. cia Tiw' el 12,150 10,400 . = 3,000
£172,150 £130,400 £26,000 £17,000
= s=——=——x= ==
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(¢) The Consolidated Statement is -

Assets
smldl'y Assets L -w .. L - . .. .8 - . £136 000
.. .o e s
Goodwill ~ Net Cost of Control to Group:
Hzi By S. ByH.
In B= o 1 4
. }LZD InT.g InT.5 In S._5
Adjusted Cost. o' il % £7,000 £4,750 £7,400 £15,000
Add: Share of Dr. balance on
Capital Reserve., .. - - - 1,600
£16,600
Par - 5 e 5,000 3,000 6,000 16,000
£5,1750 £2,000 £1,750 £1,400 £ 600
Iess: Minority Interests:
T. - see below.. “n 562 - = =
S. - do. £ s - 463 - o
£1,438 £1,287 £1,400 £ 600 4,725
Capital Resserve:
T TR ; « we Db B9 000
To linority Interests S.'g e . o £ 400
;4 -
H. T il o R wE. a6 PeEe e 1,600 2,000
£140,725
Liabilities
Share Capital, H. (less held by T. 5,000) .. e P o ee £ 95,000
Sundry Creditors .. & i 3 o 7 - s Al 28,000
Revenue Account o o~ - are .ra . o e £12,150
Iess: Minority Interests:
T. (see below) o g . - .. 2899
S. ( dO. J on .. . - DI‘. 0
i 829 11,321
Minority Interests: 3 %th 7. 2th
- ok .‘1
Capital. vl o LL- & 2 . . £ 4,000 £ 3,000
Revenue Account .. <. oa oo ..Dr. 70 899
Canital Reserve N ¥ P 5 . s DL 400 -
Net Cost of Control .. . B o = ) 463 Dr. 562
£ 3,067 &
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 Bzlances and Net Cost of Control are calculated by algebra.

Iet 20x =
and 4y =

20x =

« +100x
100x
and 4y
400y
400y
386y

¥
X

The /

nn

Revenue Account, £12,100.

H.'s true share of Revenue Account
T,.1s " " " " "

H. 4 -‘5-‘-(:, ¢ 2T.) ¢+ 2
10,400 ¢+ %-(- 1,250 + y) + 2%

52,000 - 5,000 + 4y + 10y
47,000 + ldy

3,000 4 X

300,000
300,000
347,000
898.964
595.85

100x%
47,000 4 1ld4y

=
=
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The division theqpfore is -

feoup  (19%)ee  wn e wm e W Ves B 004300

Minority Interests:

s {y] i i b 8 . . i 899
s, g-(n 1;250 < B99Y oi  len ke 70 Dr.
Y £ 12,150

Net Cost of Control, £5,750.

Iet 20x = H.'s true share of Net Cost of Control
and 4y = T.1s M " now o "
L. 20x = H o+ -‘.5‘-(8. + 2T.) + % T
= 2,000 + Z(1,75 + y) 4 2y
100x = 10,000 4+ 7,000 + 4y + 1Oy
100x = 17,000 + 14y (1)
4y = 2,000 4 x (2)
400y = 200,000 <4 100x
400y - 200,000 = 17,000 + l4y
386y = 217,000
¥y = 562,176
X = 248.170

The divisioquigg;efore is -

Group (19x).. i e s - e s B 4725
Minority Interests:
T, Ay) Lir) =¥ g 5 i .o > 562
1
S. T (1,750 + 562). S ia ke als hats .__463
? £ 5,750

Alternatively the?gglculation can he made by transferring the balances round
the members until thej;éxhausted. Demonstration (taking Revenue Account):

= 1 i _l_
T. To&} ToHE.4 ML} 8. ToHpMIT  H. To Group ToT.50

Balance £3,000 £ 750 £1,250 Dr. £10,400

£ 1750 150
£ 500
£ 400 £ 100Dr.___ 400 Dr
———
£11, 500
£ 210,925 £ 575

From H, £ 575 144

£ 144 144

L te s 6

f—

2 10
4 1L

f———

&)

—
o 14 14

e et .

M.I. {(T.) £ 899 M.I.(8.) & 70°™ Group £11,321

=====

(E)Attention is drawn to the calculation of the pre~acquisition ba}ance capitaliSeé
in respect of an acquisition of shares made in a member in which a cross-holding
already exists, S.(2).



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 shareliolders are to be properly informed of the earning
capacity of the coubine, 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., mey be compiled by adding together the
figures in the Profit and Loss Accounts of all members of the

group, Such simple aggregation of Profit and Loss Accounts would

not be a very useful guide; bt pezEaps even be misleading o=e,

—of—the—pgroup from the point of view of the
shareholders of the holding company. It might include, for
example, the figures of a prosperous member wWiros- magsd e 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
of the group. ‘/%;ére are two methods of computation available,
Firstly, group trading profits may be arrived at Dy 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 ﬁrofit 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 or 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
effective financial interest in the member. Thus tﬁi?ﬁgount of
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 ikerefere 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 shown 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 the 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 fullyfowned
subsidiaries, and a proportion of these charges in tpe.
accounts of each partly-owned subsidiary or sub-subsgidiary -
the proportion depending in each case on the effective
financial interest that the main holding company has in
each member.

(b) A1l 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 /



X (3)

The distinction between the treatment of dividends paid on
the one hand and national taxation, reserve adjustments, ete.,
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 & 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
Consolidated Statement of Assets and Liabilitiegjay 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
%o the proportion of the Minority Interests — the lesser amount

representing the group's share only of the depreciation charged,

Example 39 /
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Example 39 - Consolidated Profit and loss Account

et LY

= group of two members. The

Published Statement.

The summarised Balance Sheets of the same group as example 11,

as at 31lst

December 1947, are:-

ASSETS

S\mdry ASSG‘tS. .e e o " )
Investments at Cost:
15,000 shares in S .. . .o

GOOdWill at cost .. e . . .

LIABILITIES

Share Capital (In £1 Ordinary shares)..
Creditors . 'K e oo e .e
General Reserve .e ) e e o
Profit and Loss Account. .o .o .o

The summarised Profit and Loss Accounts for

o

L]

the year ended

L ]

31lst

il L

£111,150 £ 32,000

22,850

£135,000 £ 36,600
s

£100,000 £ 20,000
9,000 3,000,
9,000 4,000

17,000 9,500

£135,000 £ 36,500
e i ———————}

December 1947,are =

By Balance at credit at lst January 1947

Tra.ding Profit. .o e .e o
Dividend from S .e ' oe s

To Dividends paid. .o .o .o .
National Taxetion .. . .e .o
Directors! Fees ol .o .o o
Transfer to General Reserve .. e

L]

Balance at credit at 3lst December 1947.

SOLUT ION

LR

e

(X ]

-e

.8

LR

L 4

L]

L]

L

£ 13,000 £ 7,000
7,500 6,000
1,500 ol

£ 22,000 £ 13,000

£ 4,000 £ 2,000

600 &8 o5000
400 100
- 500

17,000 9,500

£ 22,000 £ 13,000
= — 8 —————

(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

Sundry ASSBtB. oo oo ee se
Goodwill per Balance Sheets.. .
Investments at Adjusted Cost:

15,000 shares in S .. .o .

LIABILITIES/

Total

E s

£143,150 £111,150 £ 32,000

15,350

5,500

1,000 4,500

15,3560 -

£164,000 £127,500 £ 36,500




(b) Continued.
LIABILITIES
Share Capital ve .o o oe se o s

Creditors .. .o .o .o .o .o .. ..
Reven‘ue Accouﬂt e Y e ee oe ) es

The Consolidated Statement is:-

(c)

ASSETS

Sundry Assets e ve oo oo ve oe oo
Goodwill per Balance Sheets, s o % o'
Goodwill - Net Cost of Control to H (as per

LIABILITIES

Share Capital H .. oo . .o .o PORS
Creditors .. .o .o .e .o .o o .o
Revenue Account .. .o e .o .o SIS
Iess: Minority Interests S ; of £13,500 .. ..

¥inority Interests:

Ca@it&l -a L LR ] L . L LN . e
Revenue Account. ' . .o oo o oo

Note:

X (5)

Total H S
£120,000 £100,000 £ 20,000

12,000 9,000 3,000

32,000 18,500 13,500

£164,000 £127,500 £ 36,500

To sub=divide Revenue Accocunt between General Reserve and Profit and Loss Account,
the mathematical calculation of the amount transferable to GenerallReserve on

the same basis as last year, is -

Sts created since acquisition.

General Reserve = H - %
= 9,000 + 5 (4,000 - 2,000)
= 10,500

The Sub=division is General Reserve.

Profit & Loss Account .

oe .+ £10,500

Statement of Group Profits - Year to 3lst December 1947 -

FIRST METHOD

Tra.ding PrOfit of H . oo se "e oo ' se
Dol S -a L] [ ] -e . e LR L

% thereof to group .. .

Group Trading Profit (1947)

SECOND  MBTHD/

18,1556
£28,655
e e ‘e £ 7’500
s s £ 6,000
e . .. 4,5%
L o s £ 12.%0

LA L L £143,150
.8 LN ] *8 5’500
last year) .. .. 350
£149, 000
e
. e ee £100,000
LN ] L] L] 12’000
s L] £ 32’000
.o e 3,875 28,625
53
. .« £ 5,000
.o L 5’375 8’375
£145,000 |



X (6)
gtatement of Group Profits (Continued)

SECOND METHOD

Profit and Loss Account - Credit Balence as above. oo o0 oo o, £ 18,125
Dos Credit Balance at 31:12:46 (see example 11). 12,250
Excess £ 5,875

20 e e BT e o s e ek h aEoE e 4,000

Nation&l Tuation o e s ow o e . e 600
Directors! Fees .e o " .e " .o . oo 400 5,000
———— »

8§ of Weblonal Taxabionie | ov oy s es  Gpiaige g tlowe
T oF Directorn? ReBN .. i o ws e con TS 75
% of Transfer to General Reserve.. .o oo o0  oa 375 1,125
—_— 2760
Group Trading Profit (1947) .. £ 12,000

The second method gives more informetion and from it the Group Profit and
Loss Account can be prepared.

The Published Stetement :

Consolidated Profiténd Loss Account of H, Ltd, and its Subsidiary for the year
ended 31st December 1947,

Year to
31:12:45 Balence at credit of Profit and Loss Account, as per
Consolidated Stetement of Assets and Liabilities as at
£ 6,850 31lst December 1946 e e ee an o e e oo ¥ 12’250

Add: Trading Profit of H and group's share of the Trading
13,000 Profit of the Subsidiary for the year ended 31st December 1947 12,000

£ 19,850 £ 24,250
£6,000 Less: Dividends paid by H during 1947. o «s £ 4,000
National Texation of H and group's share of

2,000 that of the Subsidiary .. ¢ oo s 1,275
Directors' Fees of H and group's share of
7'600 600 that of the Subsidiary o . .e e 475

Transfer to Gemeral Reserve group's share. 375 6,125
of that of the Subsidiary. [EENERECE

£ 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 e
at 31st December 1947)

or
To National Taxation .. .. . £ 1,500 By Trading Profit for year
Directors' Fees.. s o .o 500 of all members of the
Transfer to General Reserve ae 500 group s oo oo £ 13,500
£ 2,500

Belance divisible:

1. To Outside Shareholders
of Subsidiary.. £ 1,125
2+ " H Company.. .. 9,875 11,000
[ —— A

£15,500 £13,500

—r— s

To Dividends paid by H. Limited .. £ 4,000 By Balance at Cr. at 31:12:46 £12,250
Balance at Cr, at date iia o 18,125 Share of Profit falling

to group. o . oo 9,875

£22,125 £22,125

—_—— _———

The second suggested published statement is becoming more and more popular,. It
shows the +total treding 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.
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Example 40 =- Consolidated Profit and Loss Account. Group of 3 members, 1
Rl acquired during the year. £ = =

The swmerised Balence Sheets of the seme group es example 11 (H and S only), es
ot olst December 1947, ere;:.

ASSETS H S T

Sundfi;&ﬂietst C-;t e se o S es se o £100'150 £ 52,000 £ 21,100
Investments & 0 H

15,000 sheres in S .. .e " . .e s . 22’850 - -
8’000 shares in T .. .o .e . e "e o 11.000 - -
Good'ﬂill a.t COSt-o e .o . ew en ee on 1,000 4’500 -

£135,000 £ 36,500 £ 21,100

LIABILITIES
Share Capital (in £1 Ordinary shares). .. ... . £100,000 £ 20,000 £ 12,000
CI‘Bdi‘tOTS LR} L] L ] L] L] L] L] [ L] 9,000 3'000 4’ ooo
General Resar“?’e . w - s L L) LN} LY -8 .o 9’000 4’000 s
Profit and Loss .&GcOlmt "o o o o e .e 17’ 000 9’500 5’ 100

£135,000 £ 36,500 £ 21,100

The summarised Profit end Loss Accounts for the year ended 31:12:47, are:-

By Balance at credit et 1:1:46 .. .o .e .o ee £ 13,000 £ 7,000 £ 4,100
Trading Profit e s " .e ' e o 7’500 6’000 5,500
Dividend received ffom S, .o .o .o .s .e 1,500 - -

£ 22,000 £ 13,000 £ 9,600

To Dividends paid. .o o o - o .o e £ 4,000 £ 2,000 £ 3,000

National Taxetion .. v »s .o P oe s 600 900 1,200
Directors' Fees e .o e .e .o =5 s 400 100 300
Trensfer to General Reserve .. .o .o e .o - 500 -
Mlance at credit at 31:12:47. oo .e .o .o 17,000 9,500 5,100

£ 22,000 £ 13,000 £ 9,600

H acquired 8,000 Ordinary shares in T on 30th September 1947 when it was estimated
the belance at credit of T's Profit and Loss Account was £3,900, made up thus:-

Balance at credit at 31st December 1646 .. ee¢ oo oo oo e o £ 4,100
Add: Estimated Trading Profit to 30th September 1947 .. . o 3,925

£ 8,025
less: Dividend Paid (April 1947) «¢ s oo +e +s +o £ 3,000
National Taxation = S months.. b o .o .o ve 900
Directors! Fees. oe .o e ) .s & o .o 225 4,125

Estimated credit balance at 30th September 1947 o % e £ 3,800

SOLUTTON

(a) The adjustments to be made are the same as these made at 3lst December 1946
(see example 11) with the asddition of & further adjustment in respect of
shares in T acquired by H during the yeer.

H (2) Revenue Account. o o5 e ov ae A oo 529600
To Investment Account (in T)e oo oo oo oo £ 2,600

(Being 2/3rds T's estimated credit balance on Revenue Account £3,900 at 30:9:47 -
Pre-scquisition - when H bought 8,000 shares in T (2/3rds).

(v)/



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

(e)

ASSETS

Sundry Assetso- ) s .. e
Goodwill per Balance Sheet .. Ve

Investment at Adjusted Cost:

In S 15,000 shares aa % e
T 8,000 shares o o e

LIABILITIES
Capital .. .. pa ! R aa * Y o

Creditors. L L 3 LN ] e . e
Revenue Account S e o5 A

The Consolidated Statement, is:-

ASSETS

Sundry Assets.. .o .o .. .o
Goodwill - per Balance Sheets. .

L]

L]

X (8)

Goodwill - Net Cost of Control to the group:

AdjuStEd Cost.. e oe X ve

Par.l L LI L . e L L

LIABILITIES

Share Cepital H .. . .o .o
Creditors- . o .o e .e
Revenue Account: .. .- .o e
Less: Ninority Interests:

5 & oP B B0 o - a bne e
BB of 5,100 7 o0 S5 s

Minority Interests:

Capital s e e oo .o
Revenue Account .. e .s .

Note:

Revenue Account may

L

Total H S T
£153,250 £100,150 £ 32,000 £ 21,100
5,500 1,000 4,500 -
15,350 15,350 - -
8,400 8,400 = =
£182,500 £124,900 £ 36,500 £ 21,10C
E e —  —————— B —— &
£132,000 £100,000 £ 20,000 £ 12,00C
16,000 9, 000 3,000 4,000
34,500 15,900 13,500 5, 10C
£182,500 £124,900 £ 36,500 £ 21,100
— ——— & — % -
O o s~ il £ £153,25C
L L LN LN L ] 5’5%
H
In T In S %
oo  so ‘£ 8,400 £ 15,350
S Mmace 8,000 15,000
£ 400 & 3560 75C
i
£168, 500
LN 3 .8 .. .o LN} 5100,000
.e L L .. LN 1 16,000
L Ll L ..£ 34’500
. . £ 3,575
=% v 1,700 5,075 29,425
sz T 1/3rd
. LR £ 5’000 £ 4’000
LR .e 3’5?5 1’?00
£ 8,375 £ 5,700 12,095
£159, 500

be subedivided as in example No.ll, thus:-

2 <
General Reserve = H + 25 since scguisition 4 7 T since acquisition
= 9,000 + 2 (4,000 - 2,000) 4 Nil
= 10,500
The Sub-division is General Reserve .. ee s £ 10,500
Profit and Loss Account. .o __}gzggé
£ 29,425
e ——

Satenont,/



Notes (Continued) X (9)

Statement of Group's Trading Profit - Year to 31st December 1947:

FIRST METHOD

Trading PrOfit .H ee e .e . a8 e 5 . P i % £ 7’500

DO. S (] e . - e .. e " e e £o 6’000
S thereof €0 group ¢ oo oo o 4,500

Trading Profit T since acquisition -

3 monthB to 515t December 194?. . .o s ) se £ 1,575
—————

g/srds thereof to group . e . e o . . P s s e 1.050

Group Trading Profit 1947 . .o e e oo 7 13’050

SECOND METHOD

Profit and Loss Account Credit balance as above .. .o .o .o .o £ 18,925

Do. Credit balance as at 31:12:46 (see example 11). 12,250
Excess. ATINE 65670
Add:
e A R R AOARE . 5° “HET Ve TRe thE SWe | etdsSNU  ang 05 45000
National Taxation. .o oe e A v .e .s 600
Directors' Fees .. a'e oe .o .o 3 oo .e 400 5,000

S 2 of National Taxatione e« eo oo e e ee £ 675

dO. DiI‘BOtOI‘S' FBGS -e LR L L LR L ae 75
do. Transfer to General Reserve. oo N 375 1,125
————

T 2/3rds of charges since acquisition

2/3rds of National Taxation £300 .. .« +e oo £ 200
do, Directors!' Fees.. % .. .o .o .e 50 25(

GTOUP Tr&ding PTOfit 1947 .. .o . o el X 13,05C
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Ex. 41. Consolidated Profit and Loss Account = Group of 4 members (ex429 one
year later)

In the group given in ex.29, the following is the Profit and Loss Account for the
year ended and Pelance Sheet as at 31lst December 1946 (one year later then in ex.2

Cre.

PROFIT and IL0SS ACCOUNT

By Balance at credit at 31st
Dividends received = .,

Dr.

From S
L] T

v

..

Trading Profit ..

To Netional Taxation.
Directors' Fees ..
Transfer to General Reserve,
Dividends Paid

H 8%..
S 10%..
T S
V 5%ae

Balance at

.s

- .

credit at

Property at Cost

Plent at cost, less depreciation
Government Stocks
in Subsidiary Companies

Investments =

do,.

Stock. .
Debtors ..
Subsidiary Company's Current Accounts
Dividends receivable.

Cash in Bank

Goodwill at cost

Share Capital ..
Sundry Creditors
Amount due to H.
Reserve for inter-coy
General Reserve.
Profit and Loss Account ..
Proposed Dividends ..

=
2

|

=
-
_—
o
S e
=

.a

-s

.s
L]

profit

date

December 1945

L]

Ll

LR ]

BALANCE

.o

e

L

SHEET

e

on

.e

ASSETS

stock

e

L

.0

.e

B

5

T

\J

£ 52,500 £ 2,500 £ 3,000 £ 1,200

6,000

280 1,200 5 4
500 250 - —
61,420 15,050 5,200 2,600
£120, 700 £19,000 £ 8,200 £ 3,800
£ 30,000 £ 6,800 £ 2,000 £ 80C
2,000 500 200 25C
10, 000 = = 500
40, 000 ~ - -
- 10,000 - -
- - 2,000 =
- - - 756G
38,700 1,700 _ 4,000 1,500
£120, 700 £19,000 £8,200 £ 3,80C
o A T
£251,000 £ - £30,000 £ 2,000
120,000 18,000 7,400 4,05C
4 - 1,000 =
82,000 44,500 x 2
180,000 41,000 16,000 8,000
60,000 15,000 8,000 7, 00C
7,00’0 - - -
6,000 - “ =
10, 000 200 600 95¢
- 10,000 7,000 -
£716,000 £128,700 £70,000 £22,000C
£500, 000£100,000 £50,000 £15,00C
65,000 12,000 7,000 3,000
- 5,000 2,000, -
2’300 pr — .
110, 000 = 147,800 2,500
38,700 1,700 4,000 1,500
- 10,000 - -

£716,000 £128,700 £70,000 £22,000



X (11) I
Ex. 41. (Continued) Notes: |

(1) - (5) As per ex. 29, except that in note (2) the proposed dividend S. for
yesr to 3lst December 1946 is 107% free of tex, and in note (3) the stock reserve
is to be increased to £3,000 at 31st December 1946,

(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:-

Par 1y Same as in ex. 29

T. 1. Plant Account .. .o oo .o ST s Dr. £ 985
To Capital ROgerve. . s, o5  wwative . i £ 985

(Being current increase in valuation of Tts 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
A/cs of T. Under-
S Valuetion
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,
NS AT N

At 31:12:46 -
Difference £1,014 - . T.l. adjustment
additional depreciation required to
be provided for by the group - T.2.
ad justment,

T. 2. Revenue Account (Group General Reserve) .. .e Dr, £ 1,014
To Plant ﬁ.ccolmt . e . . .e see £ 1’014

(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. L. ) Seme as in ex. 29.
S- 2. )
He L Revenue Account .. _— “ie . o e Dr. £ 700

To Stock Reserve. - o’s o . we £ T00

(Being increase in reserve required at 31:12:46, for inter-coy
profit on stock)

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

ASSETS Total H S I v.
Property. s ol o .e £284,000 £251,000 £ - £30,000 £ 3,000
Plant .. e L i * 149,421 120,000 18,000 7,371 4,050
Stock .. e oe .e .o 245,000 180,000 41,000 16,000 8,000
Dettors.. = o . - 20, 000 60, 000 15,000 8,000 7,000
Subsidiaries! Current Account - 7, 000 = T -
Dividends receivable .. .o - 6, C00 = g o
Goodwill per Palence Sheets.. 17,000 - 10,000 7,000 -
Cash . .o o . o 11,750 10,000 200 600 950
Investments at adjusted Cost:
In S. 60,000 shares e« oo 62,000 62,000 - - -
Te 7,000 shares s« oo 8, 000 8,000 - = -
Ve 10,000 shares .. oo 12,000 12,000 - = S
T. 30,000 shares «. o 29,000 - 29,000
Ve 5,000 shares «« ss 5, 700 - 5, 700 & o fo
Government Stockes o o 1,000 - - 1,000 -
Revenue Account .. .o .e . - - 8,100 » =

£914,871 £716,000 £127,000 £69,971 £23, 000
TTAOTT TR/ i . S




()

(¢) The Consolidated Statement of Assets and Liabilities as at 31:12:46,

(Continued)

Share Capital

Creditors ..

L

Amounts due to H,

Stock Reserve

Proposed Dividend
Revenue Account..
Capital Reserve..

L]

L

..

LR

LR

LIABILITIES

.e .o
LY LR
e e
L .s
. L
L L
. L]

X (12)

Totel H 5 i v
£665,000 £500,000 £100,000 £50,000 £15,000
87,000 65,000 12,000 7,000 3,000
- = ., 5,000 " 2,000 -
3,000 3,000 - - -
4,000 - 10,000 = -
153,886 148,000 - 9,986 4,000
1,985 is - 985 1,000

£914,871 £716,000 £127,000 £69,971 £23,000

Property .e

Plant .. e
Stock,

less Heserve
Sundry Debtors

ASSETS

an L
.e "e
L] ..

Investment (Government Securities)

Cash .. )
Goodwill per Balen
Goodwill Net Cost of Control to the

ce Sheets. .e

Ad justed Cost

less:

Par Value ..

Ad justed Cost
Less: Capital Reserve...

Par Value ..

-

Capital Reserve,

L] .

4
less: Nin., Interests S Tbths e

LIABILITIES/

ig:=
LR LI LR L 2 . LN ] LN £284’000
.e .s . *e .e L) oe 14‘9’421
L - L L S - e L g L S 242’0%
L] LY L g L] L] L2 . s 90’000
L] . L] . .. .. an 1’000
L .. .. - L 3 .. L 2 11,750
L L L] . L LR LI 17,000
Croup:
By H.
6 7 2
In Sqygths In Ts-aﬁs In V mxis
.o .. £ 62,000 £ 8,000 £12,000
.. L] - 138 667
£ 7,862 £11,333
. .o 60, 000 7,000 10,000
£ 2,000 £ 862 £ 1,333
1._________‘/________='—____J/—""-——
Dr.£ 4,195
e
3 1
In T gths In V 3rd
.o «s £ 29,000 £ 5,700
. Sty 591 333
£ 28,409 £ 5,367
.o .o 30, 0CO 5, 000
Cr. £ 1,691 Dr. <67
—— —
Cr£l, 224
L ] LR 2 490
& =__ 7% 3,461
ST08. 008
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(e) (Continued)

LIAPILITIES
Share Capit&l H ) ) . . .. . . e .. - e £ 500,000
Creditol‘so .o e .. . LR . ) o . e s 87’0'00
Capital Reserve:
v a e LS L . .. L] - s . e L 2 - e £ 1’000
I'I:o S 'S'Td .s .. . . .. . ) £ 355
2
H ds L -8 -8 L 3 - . -8 L ]
7 e T
T S 5.. - .. .- .w .. s .. -a -w £ 985
TOS'S'thS -e s .n . e . o 'n£ 591
T
To H-s-oths ) .. . .o .o oe . .o 138
13
To Min. Ints. T #sths,.. .o a'e s .o S 256
50 *
o ————— 985
————ammmm
Revenue Account e v P &l P .a 7 .o £ 153,886
Less: llinority Interests:
13

T zsths of 9,986.. .  e0  ee .. .. .. £ 2,596

S %-Oths (s +31.v+%T)
4,000 3

4 Ih'.
== (8,100 D x 6;086) % we s 310 286
=15 (8 r+=%  +3 % 90986) e S0 PeEO0 il 600

Minority Interests:

L4 13
S Tbths' T Tothse

GEDIEAT, . aos b wnel s, em - owme L e es  ewD 50,0005 1%:500

Capital Reserve .. .o o ois .o va .e - 256
Proposed Dividends >s ) 5 s .o .e 4,000.

Revenue Account .. >s . . .o os: Dra 310 2,596
Net Cost of Control .. .o .s .o ss Cr, 480 -

£ 44,180 £ 15,852 60,032

£ 798,632

Notes:

—

1, 0f the above Revenue Account £151,600, as & minimum £110,000 (H's General
Reserve) should be transferred to Group General Reserve. The mathematical
Caloulation of the transfer on the same basis as last year is =

5 6 1 3 7 2
Group Cen, Res = H + 17 (s + 3—V * e T) oo 4 BTV
6 2,500 =1,500 :
= l}'o’om*lﬁE - +_f_.__.3...-.".__.

= 115,566.6

2
+1'3—(7,000 - z,ooo)g,«;—ﬁ x7,000 ¢ 7~ %2, 500

Group General Reserve per calculation ea ee oo oo oo oo £ 113,567
Less: Additional depreciation charged to T in the Consolidated
Statement (T 2 adjustment) ss s oo we £ 1,014
7 3 6
Proportion falling to group 5 thereof (%1' (3 xlﬁ)) e 507
£ 113,060

On this basis Revenue Account is divisible =

G!‘Oup General Reserve. e . . .o .e . . £ 113, 060
Group Profit end Loss Account .. o 5 aie s e 38,540
£ 151,600
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Notes (Continued)
—___._-—#-"_‘_-_.Q.’-_

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 undervaluastion of T's Plant which is
referred to in note 3 to solution in ex.29. In neither H'sor Sts finencial
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 St's financial books:

Depreciation on the valuation difference for 1946 - £109
3 6
S's share thereof gths or £65 of which the group bears Tpoths or .. £ 59

In H's financial books:

Depreciation on the valuation difference for 1946 - £109

7
H's share thereof myths or .. .. s E e e, e .o 15

STATEN®NT of GROUP PROFIT = Year to 3lst December 1946

1lst Method:

Trading Profit H . .. . .w . .e . . . . 8 £ 61’420

Le Additi 1l Stock K I i s
8S: itional otock Hneserve lncrease £700 - £500 ve oe se 200
6 £ 61,220
Trading profi‘t S 515 c50 Io'bhs thETGOf. . o .e " e 9'050
Trading Profit T £ 5,200 3
JrouP'S Bhara thereof 2 (B‘O + ('1‘0 '5)) .. .e L L LR 2’600

Treding Profit V £ 2,600

5 .2 6
Group's share thereof-%g (¥ + (70 of %J).. SR R e e 2,253

Group's Trading Profit for 1946 .. £ 75,105

2nd Method:

Group Profit and Loss Account, Credit Balence per Consolidated

Stetement at 31st December 1946 i .e o8 P e .e e £ 38,54C

Group Profit and Loss Account, Credit Balance per Consolidated

Statement at 31st December 1945 (ex.29) .. . e .o e ___52,26C
Decrease £ 13,72C
Less:
H. DiVidF.!ndS- e n . e -w L] .. . -e . -e £ 40’000
National Taxation .. o . . .o . L s 50,000
Directors! Fees s - .o .o o s s e 2,000
Reserve Transfer .. *e o e .e .. o L _h_lgiggg
a £ 82,000
S. National Taxation £6,800 Toths thereof. . £ 4,080
Directors! Fees 500 " .e 500 4,380
T. National Taxation g£2,000 -2- thereof L £ 1,000
Directors! Fees .. 200 wwi . m A0 1,100
13
Ve National Taxation £ 800 ygths thereof. .. £ 695
Directors! Fees 250 " 217
Reserve Transfer 500 " 433 1,343 88, 823

Group's Trading Profit for 1946 .. £ 175,103

Thq/



A (1D) |
|
The 2nd method gives the figures for.a Consolidated Profit and Loss Account = '

Il
To National Taxation. .. £35,773 By Balance at Credit at 31:12:45 .. £52,260

Directors' Fees .. .. 2,617 Trading Profit falling to the group 75,103{1
Transfer to General |

Reserve .. .o . 10,433
Dividend paid by H ee 40,000

£88,823
mlance at credit at date 38,540

£127,363 £127,363
—_— —_———

Notes: !
13

1. Only hs of V's figures are taken although V has i'lé'self no Minority Interests

One-third of V is8, however, held by S and S is only — ths owned by H. '

The group's effective financial interest in V is thus:- |

% + (lg of ,}- through §) ‘
420 , Sbg
= 30 '.
13

,Althouzh not done in this Example, |
2, A@ 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. :
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The effect of a cross-holding.

In a group with a cross-holding the use of algebra will
agsist in the compaiation of the Consolidated Profit and Loss
Account. This aggéiﬂ be eppreciated from a study of the previous
chapter dealing with cross-holdings in the preparation of a Con-

gsolidated Statement of Assets and Liabilitiesy; %he sawe group

equations are used. Where 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 coumpany
is the only dividend added to the excess and then only to the
extent it }s pgid to the holding company's personal shareholders
who are iﬁ?:EEQSZrS of the group. Thet is to say t=et 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.

Exauple 42 /
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- Consolidated Profit & Loss Account - Group of 3 members with &

Example 42

cross-holdingg

Takdng exemple No.38, the following is the Profit and Loss Account for the year
ended and Balance Sheet as at 31lst December 1944 (year later)

PROFIT and LOSS ACCOUNT 86r year ended 31st December 1944.

By Brlance at credit at 3lst December 1943

Trading Profit .. oo .e we .e
Dividends received _

Frcm H Tﬁoo . .o .

S 200 o b a

To Balance at debit at 31lst December 1943
National Taxation. .o P o .
Dividends paid

L S S SRR WS
T 20%0. LR . .w ()
Directors' Fees .. . .e ih .o
Blence at credit at date .. ae ae

BATANCE

SHEET

As at 31st December 1944

ASSETS

Sundry Assets .. e .e .o .o .o
Investments

In H 5,000 shares . .o .o o
T 6,000 shares e .o .e -
S 16,000 shares a6 .o o .o
T 3,000 shares oo .o e ie

LIABILITIES

Share Capital (in £1 Ord. shares) ee o
Creditors.. 2e oo P ee .e .
Revenue Accou.nt. ) ee . L) ..

Notes :

L]

LR

L

L ]

LX ]

L]

LR ]

LR ]

. e

(N ]

S S I
£ 10,000£ =2 5,000
19,300 1,100 3,500
= o 375
1,200 600 =
£ 30,500 £ 1,700 £ 6,875
£ - £ 1,000 £ =
7,000 200 1,775
7,500 s .
K = 125400
1,000 = 200
15, 000 500 2,500

£ 30,500 £ ‘1,700 £ 6,875

£118,000 £ 20,500 £ 10,500

g ol e \TERG
B,OOO - o
14,000 - -
- 5,000 -

£140,000 £ 25,500 £ 17,500
ey e ————

£100,000 £ 20,000 £ 12,000
25,000 5,000 3,000
15,000 500 2,500

£140,000 £ 25,500 £ 17,500
& —————— & ——

The Balance Sheet valuations of Investments and the notes are the same as in

example 38,

SOLUT ION

(2) The ed justments required in each company's Accounts are the same as in

example 38.

(v)/



solution (Continued) X (18)
Zbi The aggregation of the Adjusted Balance Sheets, is:-

ASSETS Total H s T

S‘I.mdry Assets .e .e e ' oo .e £14?’000 £118,000 £ 18, 500 £ 10’ 500
Investments at adjusted cost:

In H 5’ 000 shares.. - e o e Y 7’000 - - 7,000
Jy 6,00’0 shares.. e oo s e 7.4‘00 7.4% - -
S 16,000 shares.,. o . se se 15,000 15'000 - -
T 3,000 shares.. .o .s .o os 4,750 - 4,750 -
Capital Reserves eo o¢ s os oo 2,000 - 2,000 -

£183,150 £140,400 £ 25,250 £ 17,500
e e e ——— e
LIABILITIES
Capital. .e o on oo .o oo s £132,000 £100,000 £ 20,000 £ 12,000

Creditors «s s 4o s ee e se 33,000 25,0000 5,000 3,000
Revenue Account .. oo se .e oe .o 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 31lst December 1944,is-

ASSETS

Sundry Aﬂsets e o o se . se es v e .e e £147’000
Goodwill = Net Cost of Control to group:

As per last year.. se .e .o se .o .o e .s o 4,725
£151,725
LIABILITIES
Share Capital H (less held by T £5,000) ¢ o o oo s oo £ 95,000
Creditors . e oe . e . o LR ] L] » e LR . e ae L X ] 33’000
Revenue Account: .. .. e .e oo .o .o .o .e £ 18,150
Less: Minority Interests T (see below)se +o oo £ 850
S (See belO'W)oo o . 220 1’070 17'080
Minority Interests: S 1/5th T 1/4th
Capita-l . L -e L L .o LA L .o £ 4’000 £l 3'000
Revenue Account. .e .o e oe . e oe 220 850
Capital Revenue, as per last year .. ++ oo Dr, 400 -
Net Cost of Control, as per last year .. .. Dr. 463 Dr 562

£ 3,357 £ 3,288 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 Interess
of S and T are calculated by algebra-

Revenue Account £18,150

let 20 x = H's true share of Revenue Account
Lot 4y = T's true share of Revenue Account
T™en 20x =H44/5(S+%7T)+%7T

. 20x = 16,400 #2(250 +y) + 2 ¥

“ 100 x = 77,000 451,000 + 4y +10 ¥

*¢ 100 x = 78,000 ¥ 14 ¥ «ecescse(l)

LR T R U e (e

400 y - 250,000 = 100 x
v 400 y = 250,000 = 78,000 4 14y

~.386y= 328,000
o Yy = 849.74
and by substitution x = 898,964

The/
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The division therefore is:-

GI'OU.P 19 x LR L] " e . e L] LX) £v 17’080
Minority Interests:
T ¥ ot wdt gt ot oae 850
S J/Bth (250 4:850) ' o we. ew e 220
Y
£ 18,150
statement of group profit - Year to 31lst December 1944:
1st METHOD
Trading Profits H  per Accounts .. .. ee s £ 19,300
S .. . perAccommte i we jees nee 1,100
T per Accounts ,. .. .. . 3, 500
£ 25,900
Group's share thereof as calculated by algebra (see bElow) ee oo oo £ 22,278
Group Trading Profit 1944. .o se oo o oe e .o oe se 22,278
The algebraicel calculetion is:-
Let 20 x - H's true share of profits
i 4y = T's do. do.
Then 20 x = H + 4/5ths (S + % T) + 5T
20 x = 19,300 + 4/5ths (1,100 = y) + 3y
oo 100 x = 96,500 + 4,400 + 4y = 10y
l.. loox 3103,900 - 14y ooutl.nlonooooc.tcl.(l)
and 4y : 3’500 ’ x..'.‘.l.l.‘...'.-l..(z
o 400 y - 360,000 = 100 x
oo 400 Y - 550’000 o 100' 900 L o 14 y
386 y = 450,900
RO = 1168,135
x = 1172,540
The division therefore is:-
Group'S Ehare. . e . . 19 x LN ] L ] .o .o LN 3 L 3§ . e £ 22’278
¥inority Interests:
T .o .o - LN ] .o 1'168
S 1/5th (1 200 + 1,168).. S A L e 454
v , £ 23,900
2nd METHOD
Profit and Loss Account. Credit balance per Consolidated Statement at 31st
December 1944.. P o e 7 - ais e .e .o wie os £ 17,080
Profit and Loss Account. Credit balance per Consolidated Statement at 3lst
Dacember 1943 (Bee axample 38) e s o ' s .o on o0 11.321
Increase £ 5,769
Add: Group's share of non-trading debits:
H S T Total Group's share
>y T ~ Thereof -(see below)
Naticnal Texation.. £ 7,000 £ 200 £ 1,775 £ 8,975 £ 8,272
Directors! Fees .. 1,000 200 1,200 1,122
£ 9,394
DlVidend Paid by H. P e ) e ee £ 7'500

Less: Received by T (a member of “the group)e e oo 376 7,125 1g,510

Group Tradiﬂg Profit 1544 .. o ce ee £ 22.278 i

CONSOLIDATED PROFIT and LOSS Account/



ond Method (Continued)

CONSOLIDATED PROFIT and LOSS ACCOUNT

palance at credit at 3lst December 1943
Group Profit. ee o s s ee

TO Na’bion&]. Taxation- . .s .0 e s
Directors! Fees .. " .o .e .e

Ralance at credit at 31lst December 1944

As a cross-holding exists the group's share of National Texetion

are calculated by algebra , thusi-

e LR

HATIONAL TAXATION

LE ]

Dividend paid by Holding Compeny to members.outside the group

Let 20 x = H's true share of charges
i 4y = T's true share of charges
Then 20x = H 4 4/5ths (S+ 4T) + 5T
and 4y 2 T =+ x
S 20x = 7,000 ¢+ 4/6ths (200 +y) + 2 y
oo 100 x = 35,000 + 800 + 4y + 10y
100x :55’8w+14y "l..'......l.l.....l(l)
and 4 y : 1’?75 + x .........II.'.I.....(z)
¥ 400 y - 177,500 = 1C0x
o 400 y - 177,500 = 35,800 + l4y
o’s SBSY = 213’300
..o y = 552.591
end by substitution x = 436,364
The Division therefore is:-
Groupt s share 191 . o e oe
Minority Interests
T y L .o LR ] LN ]
S 1/5th (200 & 553) «¢ oo e
y
DIRECTORS! FEES
20x = 1,000 + 4/Sthy + 2y
100x = 5,000 + 4y + 10y
lm x = s’mo + 14 y ...I.....'.......(l)
and 4 y : 2w T X .o.-....-o...-......(z)
¢+ 400y - 20,000 = 100 x
o 400y - 20,000 = 5,000 + 14y
s 386y = 25,000
oo y = 64,767
and x = 59.068

The Divigsion therefore isi-

Group's share.
Minority Interests

lgx L] .o

T -
S 1/5th (sg).. .o

Notes/

L]

X (20)

LR ] L] LN ]

o £ 8,272
.o 552
oe 151

£ 8,975
.. £ 1’122
ee 65
o o 2 0

£ 1,200

£ 11,321
22,278

£ 33,599
—_———

£ 8,272
1,122
7,125

17,080

£ 33,599
——

eand Directors' Fees
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otes

Observe the equations used for any purpose are always the same for the same
TOUPe
Y &i regards dividends to be added to the increase in Profit and Loss Account as

et 1944 compered 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 groups
It is unnecessary to use algebra for this but ¥m by doing so the same answer
js given and the algebraical calculation may assist in the understanding of

the matter.
20 x = 6,300 + 4/5th (- 600 + y) + 2y
100 x = 31,500 - 2,400 4 4y + 10y
],OOx =29'100+14y .otonuoo.uoc-o--c.(l
and 4 y : 2’025 * x .ii.....-.........(g

s 400y - 202,500 100 x

S 400y = 202,500 = 29,100 + 14 y
oS 386 y = 231,600
y = 600 (expetly)
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 shareholdems
excluding T a group member,

Minority Interests

T v 600 This is the cash actually paid to T's outside
shareholders when T declared the 20%
dividend £2,400 i.e. 3 of £2,400.

Do. S 1/5th (-600 +600) S

J
£7, 725
ST
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Consolidated frofit & Loss Account - quﬁly—owned Subsidiaries with &

cross holding (Subsidiaries previously sssociated Compenies).

et

The Yrofit & Loss Accounts for the year ended and Belance Sheets

as at slst December 1945 of H.S8.% T. in example 3l are:

Proffit & Loss Accounts

H. S. To
By Balance at credit at 31/12/lj .. £60,000 £ 9,020  £25,000
" Dividend from S.10/% on 20,000 shares 2,000
1l n i ll.L‘_J A W 1EJ,\..‘\.;U i L},,UUJ
hote.
F. had credited dividends received
from S. & T. to Investment 4/ c.
" Trading Profit . ee 30,000 7,000 9,000
£ 90,000  £20,020  £%6,000
To Lividends paid He. 5 .« £40,000
" " W 8.10% s s £ 8,000
! A *  T.408 .. fp £2ly,000
" Dhational Taexetion oo oo 9,000 3,620 4,800
"  Directors' Fee o aw 1,000 LC0o 200
" Balance at credit at date .« 40,000 &,0u0 7,000
£90,000  £20,020  £3%6,000
balance Sheets
nssets
LEE S R H. S. T'
.. - - £djl'5ud :::'?,980 5&9’ UOO
Invest: st less dividends credited;
In T, ; shares .. ol 11,020
M i ,OU0 shares . .. 25,000
L - S 0,000 shares less dividend
:u’; MU .. .. " 55,0\)\)
Y T.(7/1l2ths) 35,000 shares less dividend o
credited L£14,000 .e “n 58,500
£325,000 £99,000  £74,000
Liabilities :
Shere Cepital (in £1 Ordinary Sheres) .. £200,000  £80,000 £60,000
Ereddtngs . 0 «e 85,000 11,000 7,000
devenue unccounts .. wi es 10,000 8,080 7,000
£325,000  £99,000  £74,000
Solution:
(&) The adjustment s required in each Company's accounts are
S. & T, - lio adjustment (as in last year see example éhg
H. 1, tevenue sccount Dr. £35,600 T
To Investment Account (in S.) D

(Beinr pre-scquisition revenue balance per
exumple 3l £8,600 less dividend EE,QOJ
credited by H to Investment account)

H. Zef
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Hela Hovenue Account S Dr. £2,590
To Investument account (in T.) £2,590
(Being pre-acquisition revenue balance per
exsuple 34 £16,590 less dividend £1l,000
credited by H.to Investment Account ).

(b) The Aggregzation of the sadjusted balence Sheets is

aAssets
S Total He S. I.
Sundr Assets . £368,L20 £231,500 £87,980 £4,9,000
Investments at cost less divid:
ends credited:
In T.(1/6th)10000 shares 11,020 11,020
" g.(4th) 20,000 shares 25,000 25,000
Investinents at udjusted cost:
In S.{gths) 5U,0UU shares 51,400 51,400
oow (s Leths) 55,00 shs. 95,910 45,910

£491,810 £318,810 £99,000  £7k,000

Liabilities

Share Capital . £540,000 £200,000 £80,000 £60,000
Creditors e 10%,000 85,000 11,000 T 4O00
fevenue account e 48,810 5%,810 8,000 7,300

£191,810 £318,810 £99,000  £7k4,000

(¢) The Consolidated Statement of issets and Liabilities is

negsets
Su.‘tl'.ll‘ Assets .w .. £568 ,J_I.SO
Goodwill - liet Cost of Control to the group )
(as per last vear) e 6,717
£575,197
Lisklanies
Shere Capital E. ¢ £zuf,QSQ
Lreditors .o oo 105,000
Levenue account % £48,810
Less; -inority Interests
S. see below £1,19 _ iy
T, " W 2,31s8 555k 45,206
Vinority Interests
n S.gth  InT. h
Capital £10,000 £15,000
Kevenue account 1,19 2,358
Het Cost of Control
(as last year) Dr. 242 Dr. 1,371 26, 9%1
a5 £

Notes/
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e

1. Revenue hccount. The proportion felling to the linority Interests is
calculated by algebra thus:-

Let Bx = 8.'s true fevenue Eslance.
" ld‘ = P " i i
Then ©&x = 8,000 & 2y vl R (4 |
end 12y = 7,000 + 2x ...........-.523

Solving these equations the value of x and y are
x = 1195465 and y = 782.61
The division therefore is:

Group's shere of T. (7v) £5,478

. * " 8. (5x) 5,978
211,456 + H £33%,810 = £45,266

insrity Interests T, 3y - 2,348

A weo» 8. x 1,196

lotal revenue belances of £15,000
S. and T, (f:,-\)u-..‘-"{,'k}uu)

2. The .inority Interests cen be calculated from an examinstion of
S. end T's Balance Sheets.

L=t 2x = true value of S.'s business (exclgding Hidden Goodwill)

Then 6x = " W " T,'s holding in S. Zth.
T. is worth 60,000 & 7,000 = (6x - 25,000)

= 2,000 & 6x
. 1/6th of T.'s business is worth 7,000 & x.

', 8.'s business is worth 80,000 + 8,000 ¢ E(?OUO + x) - 110203

i.ee 2x = 80,000 + 8,000 + 7000 + x - 11020

c- %515
S.'s .inority Interssts %x = £10,954
éx

T, is worth L2,000 ¢+ 21,908 = 65,908

X

T.'s inority Interests oth of 63,908 = £15,977
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Statement of Group Trading rFrofits for 195

e o e

1st 'ethod

e e e

lo's lrading Frofit .. e £0,000
S:'s " 1 £7,000 groups share (see pelow) 6,5U%
Pt i # £9,000 M B " 5,54%
Group Trading Profit for 1945 .. £li2,086
3
2nd ‘ethod
Group Hevenue sccount - balance at 31/12/L5 per
Consoliduted Statement ais £L5,266
Group :evenue sccount - balance at )l/lq/uh per
Consolidated Statement .o . 60,000
Decrease £1U4,734
Less:
won-trading debits
Dividend peid H. only .. 40,000
Kational Taxation H. se £9,000

S. £%,620) gzroup's share

T, }4, “‘00) sec below 6,)56 15’356
£8,120 =
Directors' Fees E- £1,000
S. £400) croup's share
P, _jﬂfi) see below Lbly 1,L60 56,820
-.'A'.-J'-J\.J

Group Irading Profit for 1945 . .£42,086

The second method zives the figures for a Consolidated rrofit and

Loss account.

liote

The above shares are calculated by algebra wusing 8x and 12y as in

the previous eguations thus:

srading frofit

Lational Texation

Hees

8x = 7000 & 2y ..(1) Bx = 3620 + 2y «..(1) 8x = 400 + 2y «.0(1)
12y = QU0 & 2x ...(2) 12y = L4800 = 2x ...(2) 12y =200 * 2x oosk2)
Y = 954.T8 ¥ = 496.09 Sy = 20409
x = 1108.57 x = 576.52 x = 56.52
The civision therefore is:-
Group's share T. 7v £5,543% £35,u7% £18e
. " s, 5x 5,543 2,883 262
£12,086 6,556 £Lbl
Hnority Interests
. 2y 2,804 1,L88
Sv x 1,110 576

Total S.and T.

£16,000

15 I
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CHAPTER XI, Preference Shares of Subsidiaries in Consolidated

Statements,

Many companies have part of their Share Capital in Preference
ghares. The rights of Preference Shares depend on the company's
Yemorandum 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, with 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 with 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 of divi-
dend, in priority to repayment of capital to other classes of
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 righis
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 rigat %o
repayment of capital unless the articles of the company make pro-
vision therefor (London India Rubber Co., 1866, 5. Eq. 519; Re
Yadame /
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X .

In this Chapter verious types of Preference Shares are dealt with and while some of
8¢ types are not commonly found, the principles given apply to cases of share capital

icture where there ere preferred— ordinary shares deferred-ordinary shares ete.
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yadame Tussaud & Sons Ltd. (1927) 1 Ch. 657) and that his "orefer-

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

agsets 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
S1933) 1 Ch, 142; re Madame Tussaud & Sons (1927) 1 Ch.
o5?;__:e'Frase:)& Chalmers Ltd. (1919) 2 Ch. 114), lzcrerlane

In the_pfeparétionnéf 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.

h !

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. Pros~
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 /
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Receivable Account; Cr, Revenue Account). During the process of
consolidation this latter accrual, an asset, will form 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 & 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 reiterateﬁmﬂ
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
acerued 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 Oapital Reserve is represent-
ed by the Surplus Assets which would be divided similarly on a
¥inding /
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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-
cunstances 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 s0 8ffects 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 "Baawill".)

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—acquisition losses of the sub-
subsgidiary.

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 /
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Capital Reaerve'existing in the subsidiary's Ealance 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=-gubsidiary 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.

Ex. 8. Ltd. is a subsidiary of a group. S's Ordinary Capital
is all held by the holding company. S's 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 §. would be £2,000 made up

thug; -

Cost /
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By 8§ 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 . T rg - FE A ; 2,500
Adjusted Cost . . £ 8,000
POE N8IV v . v 5 5 s iy o et s L 10,000

Net C. of C. of T to 8 ("Paper profit on acqn.)€ 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. 1In
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 it—seems—th&t both these items should
apply to S's Ordinary shareholders only.

While one can visualise cases where the "paper" profit made on
acquisition date appear:i%g'exist, or even to be increased as
measured in terms of real value, on a future consolidation date, as
& general rule it is inexpedient to make any allocation to Prefer-
ence Shares of such a "paper" profit arising perhaps marny years ago.
It is considered the better practice simply 0 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 pagsu in the Surplus Assets in a winding
up. The above Gonsolidated 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 th&s
valuation appears under the heading 'Minority Interests''.

Ex, 44 /
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Exemple 44 = Pref, Shares having a pref. for Capital and rankin, i passu with
ez Ord. Shares in the Surplus Assets after the Ord}gsggiespzave

received per., Sub and Sub-sub, with such Pref, ohares end with
credit belances on Revenue Account,

The symmarised Balance Sheets of a group, as at 31st December 1943, are:-
ASSETS H S £

i““drimﬁiiitié it anahri s My e T £103,000 £ 26,150 £ 19,600
nves :

—_—

10,000 Ord. Shares in 8 «s s & w5  ss  ss 17,000 & a
8,000 Ord. Shﬁres in T L . - . - . - -e - 9’500 v

£120,000 £ 35,650 £ 19,600

LIABILITIES

Ord. Capital (in £1 shares)e. «o oo 4= «s . £100,000 £ 15,000 £ 10,000
57 Non-cum. Pref. Capital (in £1 shares) .. <. .. - 5,000 2,000

£ 20,000 £ 12,000
Capital RE‘SBI‘VE . s .s ) .s . .s .e .s - 5’000 —
CrBditOI‘S . s .e . . .a .. . e 9,000 2’000 2'500
Revenue Account .. . e .o s sl »ie are 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 COapital Reserve Account of £5,000,

S acquired 4/5ths of T in 1942 when T had a credit balance on Revenue Account of
£5,000.

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 renk pari passu with the Ord.
Shares in the surplus Assets on any winding up after the Ord. shares have received
par.

SOLUTION

(2) The adjustment required in each company's Accounts are:-

T 1. Revenue Account s« oo ss s es s es Dre £100
To Pref, Dividend outstanding Account .. .. £ 100
(Peing mccrusl of 1943 Pref. Dividend)

S 1. Revenue Account .. ain . £ o e «s Dr. £2850
To Pref. Dividend outstanding Account .. . £ 250
(Being accrual of 1943 Fref. Dividend) ..

S 2. Revenue Account .. i i o's wie oo .. Dr. £2,400
To Investment Account (in T) oo  as oo oo £2,400
(Being 4/5ths T's Cr. balance on Revenue Account £3,000 in 1942 -
pre-acquisition - when S bought 8,000 Ord. Shares in T (4/5ths)

Hils © Rovenns Aooonilpe e s bt e e SRRt Sl SO0
To Investment Acpount (E5 8) es. s we s wes 29 708G E6,000 5
(Being 2/3rds S's Cr. balence on Revenue Account £9,000/- pre-acquisition-
when H bought 10,000 Ord. Shares In S (2/3rds)

(b) The ageresation of the Adjusted Balance Sheets, is:-»/




8
(b) The aggregation of the Adjusted Balance Sheets isi- 3 ( )

ASSETS Total H S T

Sundry Assets .. .. «. .o e .. £148,750 £103,000 £ 26,150 £ 19,600
Investments at Adjusted Cost -

In S 10,000 Ord. Shares.. " i . 11,000 11,000
In T 8,000 Ord. Shares.. . s

. 7,100 = 7, 100 -

£166,8§9 £114,000 £ 33,250 £ 19,600

LIABILITIES
Ord. Capital .. oo e . oe .» £125,000 £100,000 £ 15,000 £ 10,000
Pref. Capital .. .o .o S . e 7,000 - . 5,000 2,000
Capital Reserve. . . o T .o 5,000 P 5,000 ~
Creditors.. e .o .o o - e 13,500 9,000 2, 000 2,500
Pref. Dividend Outstending P e oo 350 - 250 100
Revenue Account .e oo oo o . 16,000 5,000 6, 000 5,000

£166,850 £114,000 £ 33,250 £ 19, 600

(¢) The Consolideted Statement is:-

ASSETS

Sundry Assets .. .- i oo ‘e ot oo o oe o i £148, 750
Net Cost of Control to the group:
2% 3 By H
in T 4/5 in S 2/3

LR £ 7, 100 £ ll,mo

EdjuStEd Cost .. .. e e

less: Share of Capital Reserve.(%'Pf 35;900) - 2,500
£ 8,500
Par a. o e ol . e e s e 8,000 10, 000

£ g%00Cr £ 1,5000r.
Lessy Minority Interests S Ord 1/3rd .. e 300 -

£ 600 £ 1,500

Capital Reserve. - .o £ 2,100

Note: The Pref. Shares of the Sub and Sub-sub, all of which are held
by outside sharsholders, have a pref. for capital and a further right
to rank pari passu with the Ord. Shares in surplus assets on 2 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 &
share of the Capital Reserve and this valuation appesars under the
heading of N.I.

£148,750

LIABILITIES !

SharTe Cepital Hi e use e cbwe  oaw e o el e les S A £100, 000

CreditOTS.. - . - - - - - e - . .. LI L L 15’500
Capttal Regorve 8 asi | v w  Lee Gew. sles e £ 5,000

Less: Minority Interests S Pref %.. L SR R

g S Ordl Ges .. e ) 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 .. o e .o 2,100

Forward £115, 600
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Forward £115,600
Revenue Account .o .o e .o .o oe e se e £ 16,000
Less: Minority Interests:
P A/BEN of £65000 e ana oL p it SRR £ 1,000
S 1/3rd of (6,000 « 4/5ths x 5,000)s .. .. 3,353 4,333 11.667
et Dt E
Minority Interests:
S Ord 1/3 S Pref. TOrd1/5 T Pref.
Capital .o .o .o se .e £ 5'000 £ 5,00’0 £ 2,000 £ 2’000
Capital Resem.- e *e e 1' 250 1,250 - -
Revenue Account.. o . .o 3,333 - 1,000 &
Pref., Dividend outstanding. .o - 250 - 100
Net Cost of,Control of T .. .Lre 300 - = e
£ 9,883 £ 6,500 £ 3,000 £ 2,100 23,483
£148, 750
]

Notes:

(1) Observe that while the Preference share
Capital Reserve in S's Balance Sheet £5,000, t
Net Cost of Comtrol of T (Cr.£900) is allocate
only. (Group 2/3rds; Minority Interests 1/3r
(2) The Minority Interests can be independe
of the original Balance Sheets.

Tts Preference sharés are worth par £2,000 « 1

T's Ordinary shares are worth sq/- each, thus:

Sundry Assets

Less: Creditors.. o e o
Preference shares and accrued dividend

LR L ] L g L LR e

L] L]

Value of 10,000 Ord. Shares (30/- each)

2,000 Ordinary shares at 30/- each
S's Preference shares are worth par £5,000 + 1
Reseive Account § of £5,000

S's Ordinary shares are worth £2.1.23d each,

S\mdry Aﬂsets ew e e e se
8,000 Ordinary shares in T at T's Balance S

L]

LBBS: Creditors.. L
Preference Shares of

S (;; above) ..

Value of 15,000 Ordinary Shares (£2.1.2%d each)

5,000 Ordinary shares at £2.1.23d each

As per Consolidated Statement

s of S take a 7 share of the

he Capitel Reserve arising on the
d)to S's Ordinary Shareholders
d).

ntly verified from an examination

943 Dividend £100. £ 2,100

L L LR} £ 19’600

£ 2,500
2,100
p———————————

.

L]

4,600

£ 15,000

3,000

vidend £250 + % Gapital

943 di

L] LR LR LN 6’500

thus:-

£ 26,150
. 12,000

et price 30/-e

o

he

£ 38,150

£ 2,000
6, 500
—_——— e

8, 500

£ 29,650
—

a9 LR ] L] e [N ]

9,883

£ 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
palance 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
valance 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 even the Preference Shares are unlikely to receive par

at the forthcoming liquidation.

Example 45 /
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Exemple

T (21

- Sub and Sub-sub with Pref, and Ord. Shares held by group members.

Pref Sheres with a pref. for Capital and ranking pari passu with

Ord. Shs. in Surplus Assets after the Ord., Shares have received

par. Sub-sub about to be liguidated.

The sumnarised Balance Sheets of a group as at 3lst December 1943, are:-

S]mdry Assets.- . .. .. . o .

ASSETS

L] -

Investments :
——————————

10,000 Ord. Shares in §

et cost .l

LA L g L

i £ &

£100,600 £ 32,000 £ 9,500

17,000

8,000 Ord. Shares in T at cost oo o e o - 3,005 -
1,000 Pref. shares in T at cost e e SUNSRTC = 650 =1
2,500 Pref, shares in S at cost, less dividend
credited. . 2,500 - =
Revenue Account.. . i v s e i o' - - 5,000
£120,000 £ 35,650 £ 14,500
LIABILITIES

Ordinary Capital (in £1 shares)
5% Non-Cum. Pref. Capital (In £1

FHATeS) we K Twe

.\]“mdr}r Creditors . . . s . . .. .
Revenue Account .o .o . .. s oo .o .o

£100,000 £ 16,000 £ 10,000
- 5,000 2,000

£ 20,000 £ 12,000:
2,000 25,500
13, 650 -

9,000
11,000

£120,000 £ 35,650 £ 14,500

H acquired 2/3rds Ord. end 3 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 7 Pref, Shs. in T in 1942 when T had a Dr. balance on
Revenue
trading
winding

The Pref. Dividends of S and T are "free of tax" and unpaid for 1943.

Account of £3,000 Dr,.
at a loss. S
up T at an early date.

o)

T Ltd. was a competitor of the group and was
bought T's shares expecting losses to continue and intends

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.

(a) The adjustments required in each company's Accountssare:

H 1-
H 2.
Note:

..

Revenue Account ..
To Investment Account (in S) e« oo

.. . .. Ll

(Being 2/3rds S's credit balance on

br. £6,000

£6,000

Revenue Account in 1936, £9,000 =

Shares in S (2/3rds).

pre-2cquisition - when H bought 10,000 Ord.

Outstanding DividendsReceivable Account .. Dr. £ 125

To Revenue Account .. .. £ 125
o
(Peing acorual/ 1943 Pref, Dividend - 5% on £2,500 - due by § to H.

As regards the Pref. Shares held by H in S it is assumed that the

qividend credited to Investment Account covered the full period up to date
of purchase in 1936,

(b)/

S

1

Revenue Ac colmt LN ] - .. .. .. LS Dr. £ 250

To Outstanding Pref. Dividend Account .. £ 250
(Being acerual of 1943 Pref. Dividend)
Investment Account (in T) e+« oo = % Dr. ?2:400 R

debit balance on Revenue Accoun? £3,000 in 1942 -
+hen S bought 8,000 Ord. Shares in T 4/5ths).

To Revenue Account
(Being 4/5ths of T's
pre-acquisition =



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

Sundry Assets..

Investuents at Adjusted Cost:

10,000 Ord. Shares in S .. .
8,000 Ord. Shares in T .. Sin
1,00C Pref. Shares in T .. o
2,500 Pref, Shares in § ,. i

Dividends receivable outstanding..

Revenue Account ..

Ord, Cepital ..
Pref, Capital..
Creditors. i

Preference Dividends

Revenue Account

.e

(¢) The Consolidated Statement is:-

Sundry Assets..

XI (12)

Goodwill - Net Cost of Control to the group:

Ad justed Cost..

ParT..

less: Post-acquisition

Less:

Note:

with the Ord. Shares in the surplus assets in any winding up.

Minority Interests S Ord.l/3rd

£ 900 to Reserve per contra.

ASSETS Total id S T
.. o e £142,000 £100,500 £ 32,000 £ 9,500
A 11,000 11,000 = 2
oo 55400 - 5,400 -
LR 650 i 650 it
e 2,500 2,500 = 5
L] - 125 - -
LB e L LR — - - 5,000
£161,550 £114,125 £ 38,050 £ 14,500
LIABILITIES
. .s e ae £125,000 £100,000 £ 15,000 £ 10,000
.. L L] L] 7.000 _— 5’000 2,000
L - . L LR 13’500 9’000 2’%0 2’5%
outstanding .. .e 125 - 250 -
.s L LR s 15’925 5’125 15,8% =
£161,550 £114,125 £ 38,050 £ 14,500
ASSETS
- » -w .. .. L - . - L - . L £l42'000
SinT H in S
Ord, &/5 Pref. z Ord., 273 Pref, &
. . e £ 5,400 £ 650 £ 11,000 £ 2,500
.e . .o 8,000 1,000 10,000 2,500
Cr.£ 2,600 Cr. 350 Pr.1,000 £., - 1,000
v
£ 2,950 Cr,
loss of T Q/Sths
of £2,000 .. 1,600
£ 1,350
450

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

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.

are, however, likely to receive par.

LIABILITIES/

The Pref. Shares in the Bub=sub

£143, 000
—_—



(¢) Continued. X (13%)
LIABILITIES

s T :
Shars C&pltal H . RS 0 L . LY e . ) e £100:000

Creditors. oo . e (o .. R e el o 13,500
Keserve to meet loss on realisation of T :

Revenue Acco.unt: LR -8 L] LR L 900
T,. .e L) LR .. .. . " e L . e Dr.£ 5 000
Less: Minority Interests T Ord. 1/5th. .. .. .. 1:000
Dr.£ 4,000

Less: S's share of T post-acquisition loss transferred

tO Net Cost Of Control e . a0 o . 1’600
To Saa s Dr.f& 2,400
S.. - . .. .. - .. .. L ] . L L 15’8%
£ 13,400
Less: Minority Interests S Ord. 1/3rd .. .. .. 4,467
TO H.a e £ 8,933

H.. .. .e e . ) s . .. .. e 5’125 14’058

Minority Interests:

S Ord 1/3 8 Pref 2 T Ord)/5 T Pref %

Capital.. s .e .e . £ 5,000 £ 2,500 £ 2,000 £ 1,000

Pref, Dividend outstanding .. - 125 - -
Revenue Account .. e .e 4,467 - Dr 1,000 -
Net Cost of Control of T o BT 450 - - -

£ 9,917 £ 2,625 £ 1,000 £ 1,000 14,542
——a— — & — e S

£143,000

Notes in Solution:

balence
(1) T's Pref. Shares, having a pref, for capital do not share in T's debit/on Rev.

A/c. Yo provision has been made for T's 1943 Pref, Dividend as there are
no profits end the dividend is non-cumulative .

(2) Observe in the Revenue Account £2,400 of T's Dr, Balance is transferred to S.
Thisremesents T's post-acquisition Dr beslance which had already been oredited
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 perusallof T's
and B's Palance Sheets.

T's Pref. Shares are worth par having a Pref, for capital -

1,000 shares at £1 . «ef 1,000
T's Ord, Shares are worth 10/- each per T's Balance Sheet -

2,000 shares at 10/- .. 1,000
S's Pref. Shs. ere worth par :¢ accrued 1943 dividend =

2,500 Pref. Shares.. e 25629

S's Ord., Shares are worth £1,19.8d thus:-

Sundry Assets e. s. .o es e £ 32,000
8,000 Ord, Shares in T at 10/- each .. 4,000
1,000 Pref. do. at £1 each .. 1,000

£ 37,000

LBSS: Creditors .. o o-£ 2’000
Pref. Capital +
DiVidend P ') R 5§250 7’250

Total Value of 15,000 Ord. Shs. (£1.19.8d each) £ 29,750

50,000 Ord. Sh8. at £1. 19. Bdo L se ee 9’917
£.14,542

|

As per gonsolidated Statement «. .o ’e o oe
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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 oa the Ordinary
shares in the normal case.

Oon first thoughts it might appear that in the Consolidated
gtatement 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, @ 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
with par values of £1, the repayment to each class might béﬁi@/—
per share.

Further coneideration, 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. Thig 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 subsgidiary 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
ghares of a subsidiary, all of which belong to outside shareholders,
have no preference for cepital 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
gtatement 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. '™

IXemple 46 /
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EEEEBlg—Eé- - Sub with Pref., Shares having no preference for capital but

renking pari passu with Ord, Shares in s winding up. Sube

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

Sundry Assets .. L .. ) . e . e
Investment at cost -

11,000 Ord. Shares in S at 17/6d each +o .. ..
Revenue Account.. .o . .e s aie e s

LIABILITIES

Ordinary Capital (in £1 shares)es «. o0 oo .
5% Non. Cum. Pref. Capital (in £1 shares). .. ..

Creditors .. .o . .o .o . .. .o .o
Revenue Accoullt.- . . . . e . Y

H bought 11,000 Ord. Shares in S on 31lst December 1943,

z J
.o e £109,375 £ 22,800

.0 ee 9’625 -
LR .o - 1’200

£118,000 £ 24,000

.. e £100’000 £ 12’000

.o ee - 8’000

£ 20,000
o 9,000 4,000,
.e oo 10,000 - |

£119,000 £ 24,000

The Pref, Shares of S

have no preference for cepital, 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.

SOLUT ION

() The Adjustment required in H's Accounts, i:-

H (1) Investment Account (in S) ee oo .o
To Revenue Account .. .o . .e

«» Dr, £1,100
-e £l’100

(Being 11/12ths S's Revenue Account Dr. balance at31:12:43 £1,200 -
pre-acquisition - when H bought 11,000 Ord. Shares in B (11/12ths)

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

Sundry Assets ) . .. . e . ) »e
Investment at adjusted cost:

11,000 Ord. Shares in S .. 0 e oo .a

Revenue Account .. .s .e .o AR )
LIABILITIES

Ord. Share C&pit&l .o .e . .o 5. .o

Pre£. Shﬁre Capit&l .s L Ll L L L

Creditors - -e .w - .e L L L

Revenue Account - . " .. -ae .. LA . s

(e)/

Total H S

£132,175 £109,375 £ 22,800

10,725 10,725 &
i - . 1,200/l

£142,900 £120,100 £ 24,000

£112,000 £100,000 £ 12,000

8,000 = 8,000
13,000 9,000 4,000
9,900 11,100 -

£142,900 £120,100 £ 24,000




(¢) The Consolidated Statement of Assets and Liabilities iss- 3L L)

ASSETS
S\mdry ABBOtS. LR L oo LY * e es o0 oe se e0 £132 175
Net Cost of Control of S: v

By H
in S‘I%
&djustﬁd Cost s (X e o s oe se ae v 10.?25
Pﬂ,r ) on e s . e ow e . ee e 11.000

Capital Reserve.. Cr, £ 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 sharing to
the extent of £480 in this Dr. balance on a winding up. The Pref.

shares are included under M.I. at par.

£132,175
= T==
LIABILITIES
Share Capital  ; .o oo .e o oo o oo se oo £100,000
Creditors LR L 2 L] L L LR L Ll LN L] L IS’WO

Revenue Account .. .o .o .o .e oe oo oo «s £ 8,900
Less: To Min, Ints. S. Ord 1/12th of Dr. £1,200.. .. Dr, 100
pu—— -

10,000

Capital Reserve = Net Cost of Control to group .o« +¢ oo oo 275

Minority Interests:

1
S.0rd To S. Pref,

c&pi‘t&l. . LR ] LR ] .. .o LN ] LN 2 LR ] £ 1,000 £ 8’000
Revenue Account .. .o .o oo .o .e eeDr, 100 -

£ 900 £ 8,000 8,900
£132,175

Note: S's Pref., Share Capital has not borne a share of the debit balance on
STs Profit and Loss Account although on a winding up it is @nlikely 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 im fecs on S's Ord. Shares.
L in 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 Net Cost of
Control of a Sub-subsidiary are both treated accordinz to the principles
already laid dowm where Capital Reserves exist in a Subsidiary which has
Freference Shares with a preference for Canpital and with a further rizht on
s windingz up to share in the Surplus Assets after the Crdinary Shares have
received par (see page XI, 3). The principles to adopt during the process of
consolidation are therefore -

(a) Capit=l Reserve in Balance Sheet of a subsidiary - allocate to
Subsidiary's Preference and Ordinary Capitel pari passu.

(b) Created Capital Reserve arising to a Subsidiery in the credit
balence on et Cost of Control of a Sub-subsidiary - allocate
to Subsidiarv's Ordinary Capital only.

In a2ll cases a suitable footnote should appear in the Consolidated

Statement.

Example 47. /
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gxample 47 - Sub. with Pref, shares having no preference for capital but ranki
— pari passu with Ord, Shares in & winding up Sub., holding sheres in
a Sub-sub, the latter with a debit balence on Revenue Account:

The summarised Balence Sheets of a group as at 31st December 1943 are:-

ASSETS H S T

Sundry ABBetﬂ oo oe ee e o ee o o £124,000 £ 19’000 £ 143 5w
Investments at cost, less dividends credited:

10' 000 Ord. Shares In S s e L] oe ee oe 11'000 o -
10,000 Ord. ShaI'BB in T e (R oe .. . e .e - 8’000 -
Revenue .&Goount o oe o o oe e ) oe - - 1’500

£135,000 £ 27,000 £ 16,000
———— - — & ———

LIABILITIES

ord, Capital (in £1 Ord. Shares)e s oo oo oo £100,000 £ 15,000 £ 12,000

5% Non-cum, Pref. Capital (in £1 shares) i w5 e - 5,000 -
£ 20,000

Creditors oo ee .e " e . oe oe se 25,000 5, 100 4’000

Revenue Aﬁcount .o .o X oe oo .0 oo e 10.000 1,900 -

£135,000 £ 27,000 £ 18,000
& |

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 belance
in b&th cases. The Pref, sharesof S have no preference for capital but rank pari

passu with the Ord, Sharés in any winding up. S's Pref, dividend for 1943 has
not been paid,.

SOLUTION

(a) No edjustments are required as ell shares are valued at Adjusted Cost in the
Balance Sheets.

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

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

ASSETS

sundrY ABBGtB *e e [ ] o8 L] L] LR ] e LR} 5157’500

Net Cost of Control to the group: S in H in
; 10/12 § 2/ 3rds

mjuSted Cost .o oo oo e .o o oo oo £ 8'000 £ 11.000
Par L L LR LN ] LR 2 LR ] LR LR 2 LR LR ] 10.000 10’m

Cr.£ 2,000 Dr 1,000
Les&: Min. Intereﬂts S Ord. vsrd [ X ] e L] LA 667

£ 1,333
1,000

Capital Reserve £ 333

Note: The Pref. Shares of a Sub, all of which belong to outside shareholders
F&¥s no preference for capital but rank pri 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.

£157,500

LIABILITIESA
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(0) Continued.
LIABILITIES

Share Cepitel H .. .o oo

.o oo .o se .s os oo £100,000
Creditorﬁo L) . .e .e .e e .. . e . e s 34,100
Cepitel Reserve - Net Cost of Control to the group .. .. .. 333

Revenue Account:

Tco .o .0 L] L ] L] e 8 LN ] L] L] LN ] Dr- £ 1,500
less: Minority Interests T 1/6th.e +. o0 o0 .. 250

To 8 o Dr. £ 1,250

s.. (] LE LR LR . LR LN ] LN ] LR £ 1.900

Less: Pref. dividend to Minority Interests. .. 250 1,650
=

Cr. £ 400

less: Minority Interests S. Orde 1/37& o0 o0 oo oo 133

To  ‘Hrheell We & 267
H.. .. L L L L L LA L L LR LR ] 10'000 10’267

Minority Interests: S. Ord. T, Ord

S Pref. I/%rd. I/6%hs

C&-pit&l. L LR ] LR ] . L] LR £ 5’000 £ 5.000 £ 2,000
Revenue Account .. .o e es e 260 133 Dr., 250

Net Cost of Contreol of T .. o oe - 667

£ 5,260 £ 5,800 £ 1,750 12,800

£157,500

Notes:

1. The Capital Reserve of £2,000 arising to S in the Net Cost of Control of T is
not allocated proportiocnately 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 Balence 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 balence 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 Profit and Loss Account

2. S's Minority Interests Ord. £5,800 can befeconciled fram an examination of S's
Balance Sheet thus:-

So Sundry ASSGtB ) oe o oo oo ' oo oe oe ve se & 19.000
Shares in T at T's Belance Sheet price 10,000 shares at 11/6& each 8, 760

£ 27,750
Less: Creditors. e oe . ee e se e SO, 5,100
S's Pref. Capital plus accrued dividend. .o .o 5,250 10,350

Balance Sheet wvalue of S's Ordinary Shares £ 17,400

1/3rd thereof to Minority Interests .. .. £ 5,800
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(b) Subsidiary not expected to trade in the future Te 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
gpecial 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 simple 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 gprior—to—tioHistior—ot
themew o=t dtET?, it may take a year or two for the group to take

over its trade and organisation or where, although liguidation

seems likely, definite decision on the matter will depend on the
trading results of the next few years.
decided
It may be them that such a subsidiary is %o 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 gréup. 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 allocated -

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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ing no preference for capital

but renking gari pessu with Ordinary shares in s winding up.
ubsidiary arge de ence on Revenue Account, bought by
the H, Company wit e ention to e ‘the Subs

iary.

g

The summarised Balence Sheets of a group as at 31st December 1943 are:-

ASSETS

S“ndry ABBOtS.. .e ) e e o0

Investment at Cost:

11,000 Ordinary shares in S at 12/6d each..
Revenue Account .. .o e ee e

L]

LIAEBILITIES

Ordinary Capital (in £1 Ordimary Shares) ..

5% Noneoumulative Preference Capital (in £1 Ordina.ry

cmditm‘s. e o0 oe oo se se oo
Revenue Account .o 0 e .s .a o

L]

L

shares)

£ 2

.o £112’ 125 £ 16. 500
oo 6,875 -
.0 - ?’ 500
£119,000 £ 24,000
=g L, S

.+ £100,000 £ 12,000
.0 — 8' 000
£ 20,000

.o 9, 000 4,000
e 10.%0 -
£119,000 £ 24,000
_——e——

S was & previous competitor of H, H bought 11,000 Ordinery shares in S on 3lst
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,

iss-

Investment Account .o .o .o e
To Revenue Acco‘.mt ee .o . oe

(Being proportion of debit balance on S's Revenue

pre-acquisition, when H bought 11,000 Ordinary

up thusi-

«s Dr. £4,125

£4,125

Account at 31:12:43 £7,500 -

Shares in S (11/12ths) made

S's debit balance on Revenue Account at 31:12:43
Less: Bornme by S's Preference Shares 8/20ths ..

L

s o Dr.ﬁ ?.50‘0

Balance falling to S's Ordinery Shares. ..

11/12ths thereof.

(b) The aggregation of the adjusted Balance Sheets is hardly necessary.

(0) The Consolidated Statement of Assets end Liabilities is:=

ASSETS

Suﬂdr’y AssetSQ. oe .o oo o0 ee
Net Cost of Control of S:

mjusted cost LR *e LR LR ] LR ]

Par *s LR ] .0 an LR ] L LA

Notef.

.8

.

LR ]

£ 11,000
11,000
—_——

3,000
£ 4,500
—— —————

£ 4,125
="

£128,625

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 Cepital 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 the/ future since the Subsidiery is ab
be liquidated. near ry is about to

£128, 625

Share Capital H .. .o
Creditors. . .o .e

L] L L} *e L] LR ] L

e X £100.000

.0 L} LN ] L] . e .. .0 o8 - e 15’000
Revenue Account:

S.. LI L LR .o L

L] L] (] L LR D?.s 7’500
Less: To S's Freference Shares &/zotha (Minority Interests) 3,000

: £ 4,500
Less: To Minority Interests S's Ordinary 1/12th. .. .. 375
Dr. £ 4,125

H. L L L L] LR L] LR J LA L L] 14’125 10.@
Minority Interests: S. Ord

S. Pref,

Capi‘b&l. L L LR L] L L LR ] LR J £ 1.%0 £ 8’000
Revenue Account .. e .e T s  edDr, 375 Dr.3,000

£ 625 £ 5,000 5,625
£128,625
—

Notes:

(1) Observe H has peid the Balance Sheet price 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) 1t might be argued and indeed it might be preferablefiéqgggtain circumstances,
to exclude a Subsidiary like S from the aggregate/in & Consolidated 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 realisetion. It is submitted, however,
that practiocal 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 ocapital there would have beer
no allocation of S's debit balence 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
?ut ranking pari passu with Ord. Shares in a winding up.
Sub-sub with large debit balance bought at Balance Sheet price
by the Sub with the intention of winding up the Sub-sub.

The sumnarised Balance Sheets of a group as at 3lst December 1943,are:-

ASSETS

H.

n
.
|

Sundry Assets e ' .o ain e o .. £03,000 £ 30,983 £ 9,500
Investments at cost:
10,000 Ord. Shares in S, = =" ad, A 17,000
8,000 Ord, Shares in T. (11/84) .. .. .. 4,667
Revenue Account,.. e o - -h s, s 5,000

£120,000 £ 35,6560 £ 14,500

LIABILITIES

Ordinary Capital (in £ shares).. .. .. .. £00,000 &£ 15,000 £ 10,000

5% Non-Cum Pref. Capital (in £1 shares) - 5,000 2,000
' £ 20,000 £ 12,000

CEOHAHONE, x| ew b ledal, SRR s SRR 9,000 2,000 2,500

Revenue Account,.. . s o s .. .o 11,000 13,650

£120,000 £ 35,650 £ 14,500

H. acquired 2/3rds of S. in 1936 when S. had a credit balance on Revenue
Account of £3,000 available for Ordinary Shareholders.

S. acquired 4/5ths of T. on 3lst 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 S. & T. is "free of tax"and unpaid for 1943.

’he Preference shares of S. and T. have no preference for capital and rank
pari passu with the Ordinary Shares in any winding up.

SOLUTION

(a) The adjustments required in each Compeny's Accounts are:

H. 1 Revenue Account .. <t e A e ens D B 6000
To Investment Account in S. e e iie £ 6,000

(Being 2/3rds S's credit balance on Revenue Account £9,000 in 1936,
pre-acquisition when H. bought 10,000 Ordinary Snares in S.(2/3rds))

5. 1 Revenue Account .. il oo ba e ey Ly T 250
To Outstanding Preference Dividend Account, £ 280

(Being S's Preference dividend accrued for 1943).

& 9 Tovestment Accourt (in Y we wa &s | s DRSS 5000
To Revenue Account .. ale e o e £ 3,333

(Being portion of T's debit balance on Revenue Account on 5lst
December 1943 - pre-acquisition when 3. 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: Dorne by Preference Shares (1/6th, o 833
£ 4,167
S's share 4/5ths thereof, .. s oo oo S £ 3,333

(v)/
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(b) The aggregation of the adjusted Balance Sheet is:

ASSETS
Total H. S. T,

Sundry Assets, .. .. .. ..£ 143,483 £ 103,000 £ 30
Investments at Adjusted Cost: 4 2 »985 £ 9,500

In S. 10,000 Ordinary Shares, 11,000 11,000
T. 8,000 Ordinary Shares, 8,000 8,000
Revenue Account,. o e sl 5,000

£ 162,483 £ 114,000 £ 38,985 £ 14,500

LIABILITTES
Ordinary Capitgl, ate A ..£ 125,000 £ 100,000 &£ 15,000 £ 10,000
Pref?rence Capital, .. e ¥ 7,000 - 5,000 2,000
Creditors,.. e s e 50 15,500 9,000 2,000 2,500
Preference Dividend Account, .. 250 - 2580 -
Revenue Account, S 5 e 16,733 5,000 16,735 -

£ 162,483 £ 114,000 £ 38,983 £ 14,500

(¢) The Consolidated Statement is:

ASSETS

Sundry Assets .. o oo e e e PR TR s R A S

Goodwill - Net Cost of Control to the Group
By S in T 4/5ths By E in S 2/3rds
.‘"-djusted Cost .. .e .n . 8,000 & 11’000
Par .. .o .o .o .o 8,000 10,000
-5 - £ 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

Uupe
£ 144,483
LIABILITIES
Share Caélital He .. . an ae .. ae e . . s i 100,000
Creditol‘s - . - . .. .8 - . L 2 L .o - e . e LS l3l500

Revenue Account
T -8 - . -8 - e LIS -8 L . . -0 Dr.£ 5’000

less: Borne by Preference Shares 1/6 liinority
THEeTe st se e o se . @w o wer i

833
£ 4,167

less: MMinority Interest S. @rdinary 1/5 of £4,167m 834

To B e es ew B0.8,538
S e L 16733

Cr. £ 13,400

S LI .o .. .. LR . e L] L]

Less: )Minority Interest S. Ordinary 1/3rd. .. _ 4,467
To: = os o £ 8,933
H e .o 47 .e .e . .e e . 5,000 13’9@
Minority Interestq/ Forward., £ 127,433
e —— R ——TT




(¢) Continued:

LIABILITIEB (Continued) 1 (27)

Forward .. £ 127,433

Minority Interests

1 1
8 O0rd.'g" g, Pref. T Ord. © T .Pref.

Capitel .. .o we | £BJ000 £ 5,000 £ 2,000 £ 2,000

Dividends Cutstanding. - 250 = =
Revenue Account. .. 4,467 - 834 Drn 833 Dr.
£ 9,467 £ 5,560 £ 1,166 £ 1,167 17,050

£ 144,483

Notes on Sclution

(1) 4s S bought the Ordinary Shares in T at T's Balence Sheet price lL/Bd per
share the Let Cost of Control of T is nil. The Preference and Ordinary
Shares of T held by Minority 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 Tividend is non cumulative.

(3) The Revenue Account £13,933 gan be arrived at by considering the Revenue
Balances of each company from the group's viewpoint.

H. £11,000 group entitled to entire balance .. .o o .. £ 11,000
S. £13,650 reduced by 1943 Preference Dividend of
£250 s s s i oo o s es ee £ 13,400
Less: Pre-zcquisition credit balance, which is not
revenue to the group.. .o .o .o 5o oo 9,000
£ 4,400
2/3rds thereof falling to the group.. oo e = e e 2,933

Te £5,000 Dr. - &ll pre-acquisition shares,bought 3lst
:'ecerr;bf:l‘ 11;43 "e . . . . e e . NIL

As per Consolidated Stetement .. .. £ 13,933

(4) This is a theoretical example. It is considered thet the Stat?msnt gives
e fair financial picture of the group. It establishes the point that
where Preference Shares have no preference for capital but renk pari passu
with Ordinary Shares in a winding up, a credit balance on Revenue Account
fells entirely to Ordinary Shares (see S) apart from the Preference
Dividend, while & debit balance on Revenue Account falls to be apportioned
between the Preference and Ordinery Shares according to the am?unt 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 liguidated. '



XI (28)

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 liquigated 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 & non—-prosperous company is purchased by the group with
the intention of winding up thetnew 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—aggg}%igégn loss may be debited to
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. I%
would not be prudent to set off losses against the credit balance
on the Net Cost of Control if the surplus remaining thereafter &g
appeared insufficient from

& practical point of view iT=mFpestiowrmTeTse: O meet the loss on

Tealisation of Assets.

Example 50 /
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ragktz gi assu with Ordi Shares in a winding up.  Recent
chase of control of a competitor b the Subsidiary with the

intention of liquidating the co 5 . I :
at a loss. = competitor Coy. which is trading

The summari
v— s rised Balance Sheets of a group, as at 3lst December

Assets
H‘ Se Te

Sundry Assets . oo s es .. £124,000 £ 23,250 &£ 10,000
Investments:
10,000 Shares in S. at cost less Divds.

Credited LN ] LN 3 L] LN} 11,000
10,000 Ord. Shares in T. at cost (7/6dea.) 3,750
Revenne Accontib: es e ss o ws  we 6,000

£135,000 £ 27,000 &£ 16,000

LIABILITIES
Ordinary Share Capital (in £1 Smares).. £100,000 &£ 15,000 £ 12,000
5}5 Non. Cum. Pref. C&Pc( Do. ).U EIOCO
_ £ 20,000
CI‘EdltOrs . .e .e ) .s s 25’000 5,100 }-l—, 000
Revenue Account .. .o .o v .o 10,000 1,900 -

£135,000 &£ 27,000 £ 16,000

He bought 10,000 Ord. Shrs. in S. many years ago and the divids. credited to
Investment Account cover S's pre-acquisition Rev. bdance.

S. bought 10,000 Ord. Shrs. in T. on 3lst March 1943 when it was estimated
T, had a debit balance on Rev. A/c of £4,200.

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. 3'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:-

Dr. £ 250
£ 250

S. (1) Revenue Account +o .o oo
To Outstanding Pref. Divd. A/c.

(Being accrual of 1943 Pref. Divd. )
S. (2) Invest, A/c. in T. S URRF T Ere-£5;500

TO Reveme ACCO'I.J.II“S .o . 3’5%

(Being 5/6ths of T.'s debit balance on Reve A/ce

£,,200 at 31/3/43 - pre acquisition when S.
bo:lght 10,000 Ord. Shares in T. (5/6ths Ord. ).

(b) The aggregation of the adjusted Balance Sheets is

ASSETS
Total He o8 T,

P

Sundry Assets L enkEET250 £24,000 £ 23,250 £ 10,000

Investments at adjusted cost:

10,000 Ord. Shares in S. e 1%,3?8 11,000 et

10 , OOO L th “ T. - e ’ 6’ OOO
e Account .. oe .o

gEi o £175,500 £135,000 £ 30,500 £ 16,Qgg

LIABILITIES /
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LIABILITIES X1 (30 )
lotal H Se i

Ord. Capital ,, ola .. &127,000 £00,000 £ 15,000 &£ 12,000

Pref. Gapitalecs 'on . 5,000 5,000
CJf'et‘filtors SR S 34,100 25,000 5,100 4,000
Dividend 0/8 s¢ + w5 vs 250 250

Revenue Account .. oe 9,150 10,000 55150 =

£75,50 £135,000 £ 30,500 &£ 16,000
e ————————

(c) The Consolidated Statement is:-

ASSETS

Sundl'y -‘.issets .e . se se ) s s s £15?’250
Goodwill - liet Cost of Control to the Group: i

By S.in T.5/6ths By H.in S.2/3vds

Iﬁ_djusted Cost .. s £ 7,250 £ 11,000
Par. i AN o 10,000 10,000
Cre £ 2,750 Dr. £ 1,000 £ 1,000

Less: Share;g ST's. post-
acquisition falling to S.

and a.ntlclpated by S.y - 1,500
”'Lns of (O 00C - 4 20U3 £ 1,250

Less: Min. Ints. S. Ord.
/3r@ - oa  we 417

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 anwinding up is not contemplated.

Li:muedlate | e
£158,250
LIABILITIES

Sh&re Cﬁpit&l H. L] .s aae L L] L} L] L ﬂO0,000
C-reditors P . . .o . s .o ' o 3)4-,100
Reserve for loss on realisation of T. .. o - v 833

Revenue Account:

«.Dre £ 6,000

T. . e .. LR} L L LR}
Iess: Mine Ints. T. l/6th .e Ty e 11000

To S. Dre. £ 5,000

Less: Post acquisition loss set off against
reserve created on purchase of Te.
5/6ths of 1,800 Dr. ety W

E

Dr. £ 3,500
. - e .. 5,150

£ 1,650

S. % P .e .o L] .

:

Le H Min-o Ints- S. OI‘d. 1/31"d o0 en
= To H. £ 1,100

s .o _10,000 11,100

H. .e . ae i yin

Minority Interests:
S.Pref. S. Ord. 1/3rd T. Ord. 1/6th

£ 2,000
Capital.. .. &£ 5,000 £ 5,000
Reﬁenue A/Cece 250 550 1,000 Dr.
Net cost of Control
o % i 1,000 12,217
£ 5,250 £ 5,967 £ 1, s

£ 158,250

(= —— —— — 55




Notes: () The Minority Interests S.
independent examination of S's Balance Sheet.

XI (31)

Ordinary can be reconciled by an

Sund.ry ASSGtSo . .e . .e se £ 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 .. . 2!220 10,350

Value of S's Ord. Shares. £ 17,900

Minority Interests 1/3rd thereof  £5,967

= )

(2) 8's 5/6ths share of T's post acquisition lossp(5/6ths of £1,800 =

£,500) being anticipated by S. and allowed: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 £1,250 which is divisible amongst S's
Ord. Shareholders (MinorityInterests 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 Balance Sheets of S. and in
preparing Consolidated Statementsthereafter 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
H, S.
Sundry Assets .. .. .. £124,000 + £23,250 £ 147,250
Coodwill - Net Cost of Control of S. as before, 1,000
Investment at cost, pending realisation .. .o 3,750

Note: The rou%tl%aév a 2/rds interest in the

abovEy © resents a purchase of a
competitor Coy. which is about to be
wound up. —
£ 152,000
e
LIABILITIES
i G2 R o e 100,600
ﬁztgizlt? H'.. .o .. £25,000 + £5,100 30,100
Reverue Account (as before) G ae e ks 11,100
Minority Interests: S.Pref. S.0rd 1/3rd

i 000
Capltal.. o se £5,000 &£ 5’
Rev. Account. . .o 2 :):O E::)_O

£5,250 £ 2290 10,800

£ 152,000
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! X1 (32)
Subsidiary and Sub-Subsidiarv with Preference and Ordi Shares held

b o -

Xl passu with Ordinary Shares i indi
Sub-Subsidiary about £o bs Tiquidetod S in a winding up.

Balance Sheet and facts as
. ) per Example 45 except that the
:'re?‘. Shares'of S. and T. have no preference for Capital but rank
parl passu with Ord. Shares in any winding. up.
Solution:

(a) The adjustments required in each Company's Accounts are:

I'I. 1

He 2 as per Example L45.

S. 1

S. 2 Investment A/c (in T. Ord) .. Dr. £2,000

To Revenue A/c .. .. .o £2,000

(Being proportion of T's debit balance on Rev. Account
£3,000 in 1942 - pre-acquisition - when S. bought
8,000 Ord. Shs. in T. (4/5ths) made up thus:-

Debit Balance of T. in 1942 .. e Dr. £3,000

Less: To be borne by T's Pref. Shs
1/6th . . LR LR 500

£2,500
L/5ths thereof t0 Se «o o £2,000
f=———————

S. 3 Investment A/c (in T. Pref.) .. ..Dr. £ 250
To Rev. Afc i3 @ me | e £ 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. (3) made up thus:-

l\

Debit balance of T. in 1942. o Dl £2!OOO
1/6th thereof borne by Pref. Shs.. Dr.  £500
% thereof to S. éa;  we Dbs  #£250
(b) The aggregation of the adjusted Balance Sheet: is:
ASSETS
Total H S. T,

Sundry Assets .. os £142,000 £00,500 £32,000 £ 9,500
Investments at adjusted Cost
10,000 Ord. Shs. in Se. 11,000 11,000

8,000 " " dinT. 5,000 5,000
1,000 Pref. Shs. in T. 900 900
2,500 " " in S. 2,500 2,500

= 125
K 5,000

£161,400 £114,125 £37,900 £L4,500
e ———— ————————

Dividends receivable o/s.
Revenue Account .. .o

LIABILITIES
Ord. Capital .. .. £125,000 £100,000 £ 15,000 £10,000
Pref. Capital o oo 1,000 . = = g, ggg 3 ” (5)008
i .o el e 13,500 9,000 s 5
Creditors o ’ e

Dividends payable 0/s..
Revenue Account .o oo 15,775 5,125 15,650 ¥

£161,400 £114,125 £ 37,900 £14,500

—
——

(c) The/

e e e e S e———————————
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XI (33)
The Consolidated Statement is:

ASSETS

e S ————

Suﬂdzy -ASSetS L g L] [ ] - e L] L] L] L £.12|.2,000
Goodwill - Net Cost of Control to the Group:

S. in T. H. in S.
Ord.L/5ths Pref.2 Ord. 2/5rds Pref 4

Adjusted Cost .. £ 5,000 &£ 900  £11,000 £ ,500

Pal". L] L] L 8,000 1’000 10,000 2’500
£ 3,000, £ 100Cr. £ 1,000 Dr. - 1,000
5,100 Cr.

less: Share of Post-
acquisition Loss of T. 1,500

£1,600
IIeSS: Min. Ints. S. 01‘(3..% :EEE

Reserve per Contra .. £1,067
- - ——— ]

Note: The Pref. Shares of the Sub. and the Sub-sub, one half of
which are held by outside Shareholders, have no pref. for

£14.3,000

Capital but should rank pari passu with Ord. Shs. on a winding
up. The above Consclidated 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 Capita.l Iin e .. e ) e e e ﬂO0,0‘OO
Cmditors .e . e e e .0 .e . e e 13,500
Revenue Account: .. o .o e e i E155715

Less: Min. Ints:

T.Pref 1/12th of Dr.£5,000, Dr.£ 417
T.0rd. 1/6th of Dr. £5,000, Dr. 833

S.0rd. 1/3rd of Cr.£13,400, Cre_l,46 o
/%£13,650 < £250) Al 3,217
£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

§,000 Ord. Shs. bear 8/12ths .. 13222_ 1,500 1658
Minority Interests:
. S.0rd.+ S.Pref.% T.0rd.1/5th T.Pref. 7
Capital .. £5,000 £2,500 £2,000 £1,000
Pref. Dividend.. 125
Revenue A/c .. Ly 467 833 Dr. 417 Drs
Net Cost of Control -
of T. Cr.
£10,000 £2,625 £1,167 £ 583 14,375
=‘____—-—-——-—______.___-——-“—'—*“__'-———i—-—-—"_—'-'_—_—
Reserve to meet loss on realisation of T. o e Y 3,067
£14.3,000
b ——— ]

Notes on Solution

1)/
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Notes on Solution

(1) The Min. Interests can be calcul
ated
Sheet of S. and T. independently for the Balance

T's Pref. Sharel, 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 _Z;QQ_ £1
2,000 Ord. Shares at 11/8d each .. 1,167
S's Pref. Shares are worth par plus accrued 1943 Divd.
2,500 ﬁ‘Gf. ShaI'ES ) . .. s 2,625
S's Ord.Shares are worth £2 each arrived at thus:
Sundry Assets.. . £32,000

Invest. in T. 8,000 Ord.Shs. @ 11/8&.. Ly, 667
1,000 Pref.Shs @ 11/84.. 583

£37,250
Iless: Creditors .. oo oo £2,000

S's. Pref.Cap. + 1943
I)I‘ef. Dj-vd. - . - L] §I2 éo

— 15220
Value of 15,000 Ord.Shs. (£ each) £30,000

5,000 Ord. Shs. in S. at £ each .. 10,000
£1h, 375

P

(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 £14058 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
eboot {0 De 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 %o 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 & 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 £eem shares held in ano ther meumber, 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 /2 /
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194 are:-

Sundry Assets .. ¥
Investmentsat cost:

e XI (36
Participating Preference Shares (3 /

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

ASSETS
_I;I.O So E'o

L) e .o . e ﬂ05,000 msgooo £17,OOO

18,000 Ord. Shares in S...

ot a's o 22,000
9,000 " " " Too. L) .e o ; 13)000
£27,000 £39,000 £17,000
LIABILITIES
Share Capital in £0rd. Shares.. oe i £100,000 £20,000 £12,000
: " 5% Participating Pref. Shrs. 10,000
Sundry Creditors Crey 1 o U T B 20,000 5,000 2,000
Reverue Account . a'e 5 o S 7,000 5,000 3,000
£127,000 £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 5% (non-cumulative) and are further
entitled to 1% for every 2% paid to the Ord. Shareholders in excess
of an Ord. Divd. of 10w The Pref. Shs. have received their Divd.
up to 31lst Dec. 1943.

(2) S. bought Zths T. (9,000 Shs.) in 1941 when T. had a Cr. balance
on Revenue Account of £1,000.

(3) H. bought 9/10ths S. (18,000 Ord.Shs.) on 3lst Dec. 1942 when S.
had a Credit balance on Revenue Account of £2,800 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 ee oo _ oe Dr. £750
To Investment A/c (in T.) .. £750

(Being Sths T's Rev. A/c. balance in 1941 (Cr. £1?ooo)
pre-acquisition when S. bought 9,000 Ord.Shs. in T.

(#ths).
H. (1) Revenue Account .. «o oo Dr.£2,340
To Investment A/c. (in S.). £2,340

(Being 9/10ths 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. (9/10ths) made up thuss-

S's Cr. Balance on Rev. A/c. at 31/12/42 per

Accwnts a0 - LI ] . e - -0 £2,800

and Sths T's. Do. Do. Do.

2 of £1,600 a L e R I 1,200
£ 4,000

. 2ths T's Cr. balance on Rev. A/c. in 1941
e which shd. have been Capd. by S. (see S.1) 750

S's free Revenue Balance at 31/12/42 £ 3,250

Divigible thus: P;’gg. Ord.
57 Pref. Dividend A £
1?),:6 Ord. Dividend o e £,000
Balance £750 divisible in ratio
of lik (Pref'.*a.nd. Ord. 5 I
respectively_)_' e S 5
£ 650 £2,600 3,250

ths of Balance falling to Ord. Shares S.
9/10 : .&,600 . () LA L £ 2,51{.0

*Note: The ratio of 1:4 is due to the difference

Y i viz: ]
(0)/ = Gapltzr?:l on Ordinary, £20000 and

1<, on Preferencg£10,000.
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(b) The aggregation of the adjusted Balance Sheetsis:-

ASSETS
Total H, S. i

Sundry Assets £148,000 £05,000 £2é“600 £1
- e L ] OOO
Investments at adjusted ; X i i

Cost:
In 8. 18,000 Ord. .. 19,660 19,660
T, 9,000 * el 124850 12,250
£179,910 #£24,660 £38,250 £17,000

LIABILITIES

Share Capital:

Ordigfxzy e  es «.£13%32,000 £100,000 £20,000 £12,000
Parts® Preference, .. 10,000 - 10,000 =

Creditors . & .o 27,000 20,000 5,000 2,000
Rev. Account.. <o o« 10,910 L, 660 3,250 3,000

£179,910 £121,660 £38,250 £17,000

(c) The Consolidated Statement is:-

ASSETS

Sundry Assets Lo babos ' tde wmae o eiiel e B OO0
Goodwill - Net Cost of Control to the Group:

By S.inT.3/4ths By H.inS.9/10ths

Adjusted Cost, £2,250 £9,660
Par .. .o 9,000 18,000
£ 3,250 £ 1,660

Less: To Min.,Ints.

S. 1/10th, 325

s £L50 145585
£152,585
LIABILITIES

Shal‘e Capita.l H.- e . . .e .s . . £100, OOO
Sundry Creditors «s oo so oo w0 s we 27,000

Revenue Account:
'Tc L L L .o .. L L £3,000

To Min, Ints. Te = e« oo oo oo 750

To S. £2,250
S- L . L] LR .. =0 o 31250
£5,500

Divigible thus:-

ParPref. Ordi

5% Prefe.s A~ £ 500
10% Orde oo oo £,000
Balance £3,000 in
S Al . ob 600 2,100
£1,100 £4,4.00
fin. i Saee £,100 2440 12840
To liin.Ints. S 5 o :
He o me  we o 8E oo ol f s l;—;660 8,620

Minority Interests:
S.PartsPref. S.0rd.1/10th T.0rd.zth

S.Fartirrel,
Capital.. .. 410,000 22,000 £3,000
Revernue A/C o 1,100 440 750
Net Cost of Contral
to Te R s Dt 325
£11,100 2,115 £3.750 16,965

£152,585
) tion of S's Rev.A/c after receiving its share from
Note.bggﬁggetggeﬁ}fggef.smres and the Ord.Shares. The allocation is
maL de as if all S's free revenue was distributed as Divd._ and is re%giﬁd

not only at 11 S5, Ire% The Consolidated Statement but also at 31:

in order to determine the pre-acquisition balance (when H. bought shares

ann a
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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 subsgidiary 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. Where, 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 =# 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.

Tne 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
payeble to Ordinary Capital is restricted to so much per cent and
the Deferred Cepital 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 Capi tal. For example, the Articles may stipulate that
for every half per cent paid to the Ordinary Capital over, say, a
cumulative ordinary dividend of 75 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 amountsof the Ordinary and De-
ferred Share Capital. Another common arrangement is that Cefemred Shares

are /
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Jentitled to, say, 10 per cent of the surplus profits of any year
1after meeting a cumulative dividend of, say, 7% per cent on all
the other paid-up capital.

In the preparaticn of the Consolidated Statement, where one
of the subsidiaries has Deferred Shares, the revenue of the sub-
subgidiary 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 subsigdiary
from shares held in another member, e.g. a sub-—subsidiary.

Ex. 8. Ltd. is a subsidiary whose issued Share Capital is -

10,000 5% Cumulative preference shares of £1 each £10,000

4,000 Ordinary Shares of £1 each . . . . . . . . 4,000
10,000 Deferred s " B egeh . o Dade o s 500
£l 00

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 73 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
Capi tal,
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
=T the cumulative 73%
Profit & Loss A/c . . 900 Ordinary Dividend as
\aL ) 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 8. when
8. was incorporated.

In the Consolidated Statement of H. and its subsidiaries at
31st December, 1947, the revenue figures of 8. 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
734 on Ord. Cap. for 1947 . . . . 300

800

Bal, divieible between Ordinary and Deferred Capital g 600

Theoretically divisible thus:- (Def. Cap. receives
double the sum paid to Ord. Cap.)

Ord. Cap. 3 (equ1valent to an extra 5% making

5 3SR o o G e e 5 s El00
Def. 7 (equivalent to 80% divd. on Def.
Oap) v W e ey A e e o s 400 £ 0
Group Rev. A/c takes éths of £400 i : s « = £ 320
¥in. Ints. 8
Pref. Oap. takes . . « « s« + «w « + 1.£500
ord. " " el % N e BB 500
1
Def. " Sth ® . 80 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:-

GENo REB.. . « « =« « o » LSW0000 . £ 2450
P B L, ALO. v v s. oo s w8 OG0 e 330
£780

Investment Account in H's. books was as follows:-

Oost of 8,000 Def. Shs, in 8. bought on 30th

Sept. 1941 e 7 = v . o n e LRS00
Less: Divds. received credited to Invest.

00 T e S 4 40

Balance at 3lst Dec, 1947 . . . . . £ 860

In /
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In the Consolidated Statement of the group at 31st December,
1947, the figures regarding 8. would be treated as follows:-
4
(a) Goodwill - Wet C. of C. of 8. By H. in S. 5ths Def.

Cost, less divds. credited . . . . . £860

Less: Pre=acqn. profits

%ths of £120 (see below) £96

Less: Divds. credited

already to cap. . 40 56
£804
PEY v 5 w & %' & & 5 & & % o 400 £404

Note: The pre—acqgn. profit is calculated thus:-

Bev, bal. 8t 300941 « o 4. s & o a0 a vhols matas BT VRO
Less: Pref, divd. 9 mths. to 30/9/41 &£375
744 on 0rd. Cap. for " o EEE. 600
Bal, divisible between Ord. and Def. Cap. . . . £180
Theoretically divisible thus:-
Ord. Cap. é‘rd...........£6o
Def, " DEBE v noe 154D St N i AE R £180

(b) Group Rev. A/c

Sh. of S's. current Rev. A/c as in Case 1 £320

Less: Bal. of pre-acqgn. profits capd. 56 £264

i

(c) Min, Ints. 8. 8. Pref. 8, Ord. 8, Def, 5
Bhy O8F. « & % 5 s & » £10,000 £ 4,000 £ 100
Rev: A6 o o 5 5 & % 3 # 500 500 80

210,500 £ 4!500 £ 180

£15,180
Reconciliation a -
In the financial A/c In the Cons. St.
Qh, GBp. & o s s eiw - Bld 800 0T, Min. Ints. £15,180 cr.
Rov, A768 . . « « « » 1,400 or. Group Rev.A/cs 264 cr.
£15,900 £1
Less: Investment A/c ’380 dr. Less: Goodwill s
£15,040 NeT C. of C.of § _ 404 @r.

£15,040
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Where there is a debit balance on Revermue 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
gshare in the "surplus" profits, that is to say in the above example
in the ratio of 1 %0 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
7% 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 Ceapital 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).
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APPENDIX I.

Sections of the Companies Act 1947 relative to Holding Compsnies;

13
14
15
16
LY
18
19
20
21
22
25
38

39

Contents of balance sheet and profit and loss account.
Obligation to lay group accounts before holding company.

Form of group accounts.

Contents of group accounts.

Finaneial year of holding company and subsidiary.

Meaning of "holding company"™ and "subsidiary."

Directors' report.

General provision &5 to liability of directors for defective accounts.
Signature end copies of accounts.

Extension of rights and duties of auditors.

Construction of references to documents arnexed to accounts.
Particulars in accounts of directors' salaries, pensions, etc.

Particulars in accounts of loans to officers.

first Schedule -~ Accounts

Part 1 - General provisions as to balance sheet end profit and loss account.

Part II - GSpecial provisions wnere the company is a Holding or Subsidiary

Part II1

Company .

Excepbions for special classss of company.

Part IV. - Interpretation of Schedule.

Second Schedule - iatters to be expressly stated in auditors' report.

Third Schedule - Conditicons as to interssts in shares and debentures of

exempt private company.

Sections of the Companies Act 1928 relative to Hclding Companies:

Dofinition of & Subsidiary (section 127).
The Shareholding in the Subsidieries (section 125; section 124(1) ).
The Revenue from Subsidiaries (section 126 (1) ).

huditors' Report in Subsidiaries (section 126 (2), (3) and (4)).
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Example of Preparation of Consolidated Statements

by Means of Ledger Accounts




General Example 29 = Group of 4 members:

The Balance Sheets of a group at 3lst December

ASSETS

Property at cost . .o oo

Plant at cost, less depreciation

Investment (Government Stock)..

do. Subsidiaries.. e
Stock. /a e .o oo .o
Debtors .. .o s .o .o
Subsidiary's Current Accounts..
Dividend Receivable.. . .o
Cash in Bank .. .o .o .o
GoodWill at cost e .e .

LR

LIABILITIES

Share Capital (in £1 Ordinary Shares) ..

Creditors.. .. . .o oe
Amount due to H. . .o e
Reserve for inter-coy profit on
General Reserve, .o .o .e
Profit and Loss Account .. .o
Proposed Dividend .. .o .o

Notes:

(1) Investmentsin Subsidiaries

stock ..

are

L

LN ]

L]

L]

..

. e

L]

1945 are as follows:-

B s

£251,000 £ -
130,000 20,000
82,000 44,500
178,000 40,000
56,000 10,400

Appe IT (i)

2 ¥

£ 30,000 £ 2,000

8,000 4,500
1,000 -

14,000 9,000
8,700 5,000

6,500 - 500 -
4,500 = - -
9,000 100 500 1,000

- 10,000 7,000 -

£717,000 £125,000 £ 69,700 £21,500

£500, 000 £100,000 £ 50,000 £15,000

62,500 10,700

- 4,300
2,000 =
100, 000 -
52,500 2,500
- 1500

7,500 2,800
2,200 500
7,000 2,000
3,000 1,200

£717,000 £125,000 £ 69,700 £21,500

as follows:=

H 60,000 Ord. Shares (6/10ths)

7,000 do. (7/50ths)

10, 000 do. (2/3rds)

in S

in T

inV

bought 30th April 1941
bought 7th Jeanuary 1943

bought 30th June 1942

As per Balance Sheet of H

Book
Velue

£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 acquiringéheres in T, H

accepted S's view regarding the valuation of T's Plant (see note 5).

S 24,000 (now 30,000) Ord., Shares (&/Sths) in T bought 3lst
& December 1942, at cost .o so  o.
5,000 Ord. Shares (1/3rd) in V bought 30th June 1944, at cost.. 6, 500

On 31st December 1942 the balances at credit of

T were .. e e o e

As per Balance Sheet of S

On 30th June 1944 the balances at credit of

V were .. o . oo e

P.L.A/c Gen.Res

ve £ 38,000

.e £ 44,500

Total

£ 10,000 £ 15,000 £ 25,000

900 1500

25400

S accepted H's view regarding the valuation of V's Property (see note 4)
0n 4th January 1943 T made & 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)/



Notes (1) (Contd.)

(2)

(3)

(4)

(5)

App. II(4i)

£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,

The proposed dividend S £7,500 represents an Ordinary dividend of 7%% (free
of tax) declared by S for the year ended 3lst December 1945, but not paid until
20th Jenuary 1946, H's share thereof £4,500 is shown as an Asset of H.

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 3lst December 1945 at a figure of £2,500,

Vts Property is re-valued at £3,000 by H on 30th June 1942 when H acquired
control of V. V's esccounts were not adjusted for this. There have been no
additions since 1942,

On 31st December 1942 when S acquired control of T, S re-valued T's Plant
at £10,000., The book-value on 3lst December 1942 wes £8,500. Additions esince
were £1,000 on 5lst Decepber 1944. S considered T's Plant should be
depreciated by 10% p.8. 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 consolidetion
purposes.
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Example 41 =~ The following is the Profit and Loss Accounts for the year ended
and Balance Sheets as at 3lst December 1946 (1 year later)

PROFIT and LOSS ACCOUNT

i s T v

Balance at 31:12:45 e aie ) . s oo 52,500 £ 2,500 £ 3,000 % 1,;200
Dividends Received From S .. .o .e o .o 6,000 -
LA = .o i .o .o 280 1,200 - -
T .o .o .o ’e 500 250 - -
Tr&ding, Profit e .o .e "e . o "o 61’420 15’050 5, 200 2’600

£120,700 £ 19,000 £ 8,200 £ 3,800
—_——— e

Netional Taxation.. . o oo wa .y £ 30,000 £ 6,800 £ 2,000 £ 800
Directors! Fees .. e o’ e e e 2,000 500 200 250
Transferred to Genersl Reserve .. o o 10, 000 - - 500
Dividends paid H 8% G5 b am . e "% 40,000 = - -
S 10% G0 Lo I8 - - 10,000 - -
T 4% R e R - - 2000 -
v S?f e e e on = -~ = 750
Blance at credit at date .. .o .o o 38,700 1,700 4,000 1,500

£120,700 £ 19,000 £ 8,200 £ 3,800

BALANCE SHEET

ASSETS
Property at cost .. i o i S oo £251,000 £ - £ 30,000 £ 2,000
Plant at cost less depreciation .. .o oo 120,000 18,000 7,400 4,050
Investment - Government Stock .. . .o - -~ 1,000 -
Investment e Subsidiary. e e . als 82,000 44,500 - -
Stock .. . . .s oo e ’a .o 180,000 41,000 16,000 8,000
Debtors.. e i .o i A . .e 60,000 15,000 8,000 7,000
Subsidiary's Current Accountg .o .e .o 7,000 - - -
Dividends receivable .. - .e .e P 6, 000 - - -
Cash in PRank.. i o5 .o .o .o .o 10,000 200 600 950
Goodwill at cost .. i i’y o e .e - 10,000 7,000 -

£716,000 £128, 700 £ 70,000 £ 22,000

LIABILITIES
Share Capital. .o o acie .e .o .o £500,000 £100,000 £ 50,000 £ 15,000
Creditors o ‘e e iia s oe .o 65,000 12,000 7,000 3,000
Agonnt’ dus CO B we. | oh o lewl C e wa e - 5,000 2,000 -
Reserve for inter-coy profits on stock. .. 25300 - - -
General Reserve .. e . .o oe v 110,000 - 7,000 2,500
Profit and L'OSS Accou.nt. LR . .. .o 38’ ?DO 13700 4’000 1.500
Proposed Dividends. .l . .o s v - 10,000 - -

£716,000 £128,700 £ 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 tex 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 He T and V; Free of tax S) as between the members.



App,II(iv)

SOLUT ION

STATEMENT of T's PLANT

Value at acquisition
date 31:12:42
Depreciation 1943
Depreciation 1944

Additions 31:12:44

Depreciation 1945

Value at 51:12:45

Depreciation 1946

In Financial In the Consolideated Statement

A/cs, of T, (I0% Deprecistion)
Under-
valuation
£ B,500 £ 10,000
£ 8,500,,f~—"£‘“-“£ 1,500
850 150
£ 17,650 £ 1,350
765 135
£ 6,885 £ 1,215
1,000
£ 7,885
789 1675 L
8,000 £ 17,096 £ 1,094 Undervaluation

at 31:12:45(T.1.)

V
£8,190 = Value in Consolidated Stebement
v 31:12:45

Difference £904 additional depreciation requirea up to
31:12:45 (T.2)

600 710 109

£ 7,400 £ 6,386 £ 985 Undervaluation |

Vv v at 31:12:46(T.1.)
Difference £1,014 additional

depreciation required up to
31:12:46 (T.2)

£7,371 Value in Consolidated
Statement 31:12:46



31:12:45
(1)

31:12:46

31:12:45
(1)

31:12:45
(2)

31112346
(1)

(2)

$1:12.:45
(1)

(2)

$1:12:46

81:12 145
(1)

81112446/

App.IT (v)
CONSOLIDATION  JOURNAL

V's SECTION

Property Account. .o oo e .e s .+ Dz, £1,000
To Capital Reserve. . .o .o .s o £1,000

(Being increase in valuation of V's Property = on 30:6:42 when H acquired
control of V)

as above =~ no change

T Tt o S S S S e S (T 8 e

T's SECTION

Plant Account .. o o .o .o oo «s» Dr, £1,094
To Capital Reserve, *e .o oo .o oa £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
10 peae to 31:12:45)

Revenue Account.. e o . .o o .o e £904
To Plant Account .. . .e e e .e e £904

(Being additional depreciation required by group since 31:12:42 i.e. the
excess of 107 p.a. on book value over amount written off in T's books)

Plant Account .. e .o . .o e +e Dr, £985
To Capital Reserve. . .o .o ve .o £986
( Being current increase in valuation of T's Plant i.e. increase on
31:12:42 £1,500, less depreciation at 107 p.a. to 31:12:46)

Revenue Account.. i .o oie - . oo oo B1,074
To Plant Account .. s i o e oa ve £1,014
(Being additional depreciation required by group since 31:12:42 i.e. the
excess of 107 p.a. on book value over the amount written off in T's
books )

——— S

S's SECTION

Revenue Account.. ats 5 .o .e .o «s Dr, £9,000
To Investment Account (in T)e ee oo oo £9,000

(Being 3/5ths T's cr. balance on Revenue Account £15,000 at 31:12:42 -
pre-ecquisition - when S bought 30,000 shares (3/5ths) in T)

Revenue Account.. .o oa .o .o .o se 0 DESSEROO
To Investment Account (in V) +e oo oo £800

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

(1) and (2) as (1) and (2) at 31:12:45,

T i ——

H's SECTION

Revenue Account.. . A s e .o >e Dr, £500
To Stock Reserve .. * e e e oo £500

(Being increase in reserve required at 31:12:45 for inter=-company profits
on stock) g



Consolidation Journal (Contd,)

H's Section (Contd,)

31:12:46 Revenue Account o .
To Stock Reserve. .

on stock)

Note:

L

LR

L

Appl.II(vi)

(] Dr. £700

The above journal entries have been reduced to a minimum,
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

Property Account (Aggregation section) ..

Plant Account do.
Stock Account ( doe
Debtors ( do.
Cash ( do.

To above Accounts (V's section)

Capital Account (V's Section).. .
Creditors ( GO Jwrnr -

)

N N

Inter-Group Indebtedness (V's Section)

Revenue Account (V's Section)..
Capital Reserve Account (V's Sectio

To above Accounts (Consolidation

n)

LR
L

L
e
L]
.

viz: Net Cost of Control

n

Creditors

etc.

.

L ]

Section)

H
S

£700
(Being increase in reserve required at 31:12:46 for inter-coy profits

Transfers of

31:12:45 would be:-

e DI'. £ 3’000

.8

£ 10,000

5,000

£ 15,000

4,500
9,000
5,000
1,000

£ 15,000
2,800
500
3,200

1,000

£ 22,500

£ 22,500



31412045

31412446

31412445

3lel2.46

31.12.45

31412 645

31a12 .46

To

By

To

To

To

By
To

By

To

By

To

App.TI(vi
CONSOLIDATION LEDGER

V's SECTION

PROPERTY  ACCOUNT

Dre Cr.
Balance per Balance Sheet .o ~ ve .o ve £ 2,000
Increase (re-valuation).. S Y e <3 1,000
Transferred to Consolidation Section .. o 5 £ 3,000
Balence per Balance Sheet .. .. oe | bas .o £ 2,000
Increase (I’e-v&luation).. s -0 . .. o 1,000
Transferred to Consolidation Section .. e .o £ 3,000
SUNDRY ASSETS ACCOUNT
Balance per Balance Sheet - Plant.. oo oo oo £ 4,500
stockl. L) [ ] LN ] 9’000
Debtors e .s . 5,000
Cash in Bank .. A0 1,000
Transferred to Consolidation Section .. .o ve £ 4,500
dO. do. L) an -w i 9,000
doe. do. .e .e . 5,000
do. do. .o e oo 1'000
Balsnce per Balance Sheet - Plant.. .o e .e £ 4,050
Stock-. .= "e L ] 8’000
Debtors .. .e s 7 » OOO
Es.ﬂ.k . o . .s 950
Transferred to Consolidation Section .. .o .o £ 4,050
do. do. . o o 8,000
dol do. .o L -9 T,OOO
do. dos e . e 950
INTER-GROUP INDEBTEDNESS
Balance per Balance Sheet .. e e sl o g £ 500
Transferred to Consolidation Section .. .o .o £ 500
REVENUE  ACCOUNT
Balance per Balance Sheet - General Reserve.. e £ 2,000
Profit and Loss Account 1,200
Transferred to Consolidation Section .. s ew £ 3,200
Balance per Balance Sheet - General Reserve.. .e £ 2,500
Profit and Loss Account 1,500
Transferred to Consolidation Section .. oo oo £ 4,000

SUNDRY LIABILITIES ACCOUNT/



233 + H 667

L]

333 + H 667

LN ]

LR

L

" e

L]

L

Vte SECTION (Contd.) -
SUNDRY LIABILITIES ACCOUNT
31012045 By Balance per Balance Sheet = Share Capital
Creditors ..
To Transferred to Consolidation Sec.- H 10,000 ¢+ S 5,000
doa do.
31.12.46 By Balance per Balance Sheet - Share Capital
Creditors ..
To Transferred to Consolidation Sec.-H 10,000 +« S 5,000
doe doe
CAPITAL RESERVE ACCOUNT
31412.45 By Increase in value of Property i e
To Transferred to Consolidation Section - S
31.12,46 By Increase in value of Property oo .o
To Transferred to Consolidation Section = S
T's SECTION
PLANT ACCOUNT
31.120.45 To Balance per Belance Sheet .. .o .o
Current Incresse (re-wvaluation) .. .
By Additional Depreciation written off ..
Transferred to Consolidation Section ..
31412446 To Balance per Balance Sheet .. .. .o
Current Increase (re-valuation) .. o
By Additional Depreciation written off ..
Transferred to Consolidation Section ..
SUNDRY ASSETS ACCOUNT
31.12,45 To Balance per Balance Sheet - Property ..
Investment..
Stock .
Debtors oe
Cash in Bank
Goodwill ..
By Transferred to Consolidation Section ..
do. do. .o
doe. doe e
do. do. .o
do. do. .o
doe do. .o

8l.12.46/

App.IT (vii:

Dre Cr.
£ 15,000
2,800
£ 15,000
2,800
— e ————
£ 15,000
3,000
£ 15,000
3,000
J £ 1,000
£ 1,000
J£ 1,000
£ 1,000
e
£ 8,000
1,094
JE 904
8,190
==
£ 7,400
Jd 985
Jg 1,014
7,371
=
£ 30,000
1,000
14,000
8,700
500
7,000
£-30,000
1,000
14,000
8,700
500
7,000



Tts SECTION (Contimued)

SUNDRY ASSETS ACCOUNT (Contd.) -

31.12.46 To Balance per Balance Sheet -~ Property ..
Investment..

Stock.. .

Debtors .0

Cash in Bank

Goodwill ..

By Transferred to Consolidation Section ..

doe doe .e

doe dos e

do. dos s

doe do. e

do. d0's  ss

INTER-GROUP INDEBTEDNESS

3l.12.45 By Balance per Balance Sheet oo .o os

31.12.46 By

Balance Sheet S sie ae
to Consolidation Section ..

To Balance per
Transferred

Balance Shest s e e
to Consolidation Section ..

Balance per

To Transferred

SUNDRY LIABILITIES ACCOUNT

31.12.45 By Balance per

To Transferred

do. doe Se e
do. doe Minority
do. do. .

31.12,46 By

Balance Shest - Share Capital

Creditors ..

to Consolidation Section - He.

Balance per Balance Sheet - Share Capital

Creditors ..

To Transferred to Consolidation Section - H.

L]

LI

L g

doe doe. S« s

do. do. MeIlase

dO- dc. .
REVENUE ACCOUNT

31.12,45 By

Balance per Balance Sheet ~ General Reserve..

..

LR

.a

L ]

fpp.II.(ix)

Interests 13,000

o

Profit and Loss Account

To Depreciation on Flant .. oo .o
Trensferred to Consolidation Section

L

. e

L]

31.12446

To

Balance per Balence Sheet - General Reserve.s .
Profit and Loss Account

Depreciation on Plant e e .e e Y P
Transferred to Consolidation Section

CAPITAL RESERVE ACCOUNT/

Dre Cr.

£ 30,000
1,000
16,000
8,000
600
7,000

£ 30,000

1,000

16,000

8,000

600

7,000

£ 2,200
£ 500
1,700

£ 2,000
£ 2,000

£ 50,000

7,500
£ 7,000
30, 000
7,500

£ 50,000

7,000
£ 7,000
30,000
13,000
7,000

£ 7,000

3,000
JE 904
9,086

£ 7,000

4,000
J& 1,014
9,886

It



AppeII.(x)

Tts SECTION (Contd.) -

CAPITALL. RESERVE ACCOUNT

Dre Cr.
31,12.4E By Increese in value of Plant .. oo .e o ve JE£ 1,004
To Transferred to Consolidation Section = S. .. e £ 656
H. L 3 L 153
L{.I..l L ] 285

£ 1,094 £ 1,094

31.12.46 By Increase in value of Plant .. .o oe .e .o Jg 985
To Transferred to Consolidation Section = S. . os £ 591
E. .8 . e 158
M.I... L | 256

£ 986 £ 985

S's SECTION

SUNDRY ASSETS ACCOUNT

3l1.1244f To Balance per Balance Sheet - Plant.. . .o .o £ 20,000
Stock.. .. .e . 40,000
Debtors . . o 10,400
Cash in Benk .. .o 100
Goodwill .. . .o 10,000
By Transferred to Consolidetion Section .. .o .o £ 20,000
do. cos oo . .o 40,000
do. do. e o'a e 10,400
do. do. .o .o .o 100
do. do. e e i 10,000
31.12.46 To Balanoce per Balance Sheet - Plant.. . ve .e £ 18,000
Stock.. .o oo .o 41,000
Debtors s n o ve 15,000
Cash in Bank .. .o 200
Goomll e o es 10,0’00
By Transferred to Consolidation Seection .. o .s £ 18,000
do. do. 41,000
do. doe 15,000
doe doe ; 200

do. doe 10,000

INVESTMENT in SUBSIDIARY

31.12,45 To Balance per Falance Sheet = 30,000 Shares in T. .. £ 38,000
do. doe - 5,000 Shares in Ve «. 6,500
By Revenue Account - pre-scquisition balance .. °e JE& 9,000
Transferred to Consolidation Section (In T)ee oo 29,000
Revenue Account - pre-acquisition balance .. . J 800
Transferred to Consolidation Section (In V)e. o 5,700

31412.46 As above - no change.

INTER-GROUP INDEBTEDNESS/



AppeITe(xi)

§'s SECTION (Contds) =

INTER-GROUP INDEBTEDNESS

Drs Cr.
3l1.12.45 By Balance per Balance Sheet .. oo oo .o os £ 4,300
To Transferred to Consclidetion Section .. . .o £ 4,300
31.12.46 By Balance per Balanee Sheet o s e ) v s £ 5‘000
To Transferred to Consolidation Section .. oia s £ 5,000
SUNDRY LIABILITIES
31012045 By Belance per Balance Sheet - Share Capital .. os £100, 000
Creditore .. e oe 10,700
Proposed Dividends .. 7,800
To Transferred to Consclidetion Section - He .. . £ 60,000
do. dose - Minority Ints. 40,000
dos dos o . 10'700
do. do. .e os 7,500
3l.12,46 By Balance per Balance Sheet = Share.Capital .. .o £100,000
Creditors .. .e se 12,000
Proposed dividends .. 10,000
To Transferred to Consolidation Section - H. .. o £ 60,000
do. do. - Minority Ints. 40,000
do. do. s .o 12,000
do. do. . .o 10,000
REVENUE ACGUNT
31.12.45 By Balance per Bealance Sheet and Profit and Loss Account £ 2,500
Transferred to Consolidation Section .. .o o 7,300

To Investment Account = pre-acquisition balance written off
In Tees ve JE 9,000
In Veeo s J 803

—_——————————

31412.,48 By Balance per Balance Sheet and Profit and Loss Account £ 1,700
Transferred to Consolidation Section . . .o 8,100

To Investment Acount - pre-acquisition balance written off
In T... oo Jg 9,000
In V... X J 800

H.'s SECTION

SUNDRY ASSETS ACCOUNT

31¢12.45 To Belance per Balance Sheet - Property .. .o oo £261,000
Plﬂntoo e . L 130.000
Stocko . ve oo s 178,000
Debtors .e .e .o 56,000
Dividends receivable.. 4,500
Cash e oa ce o0 9,000
By Transferred to Consolidation Seotion .. o ee £261,000
doe ' doe o °e e 130,000
dO- dO- LI L LI 178’000
doe doe s o s0 56,000
dO- do. R .o e 4'500
do. do. . e ae L] 9‘000
31.12.46/

B




H's

SECTION (Contd.) -

SUNDRY ASSETS ACCOUNT (Contd.) =

31.12.46 To Balance per Balance Sheet - Property ..

31012445

31le12.46

31.12.,45

3l.12.46

31.12445

51el2046

51.12.45

51.12,458

By

To

As

To
By

To

To

By

To

By

To

By

To

L ]

L

Dividends receivable..

Plﬁntan )

Stock.. .e

Debtors .e

Cash in Bank

Transferred to Consolidation Section ..
doe doe. o

doe doe. ..

doe doe o

dos do. e

doe do. o0

INVESTMENT in SUBSIDIARIES

Balance per Balance Sheet - 60,000 Shares in S
7,000 Sheres in T
10,000 Shares in V.

Transferred to Consolidation Section ..

do. doe e
do. doe ..
above - no change.
INTER-GROUP INDEBTEDNESS
Ealance per BHalance Sheet oo . .o

Transferred to Consolidation Section ..

Balance per Balance Sheet .o .o .o

Transferred to Consolidation Section ..

STOCK RESERVE ACCOUNT

Balence per Balance Sheet o .o oo
Revenue Account increase in reserve .o

Transferred to Consolidation Section ..

Balance per Balance Sheet os .o .o
Revenue Account increass in reserve e

Transferred to Consolidation Section ...

REVENUE ACCOUNT

LR

L

.

.

L

Balance per Balance Sheet - General Reserve..

Profit and Loss Account

Stook Reserve Account (increase) se oo
Transferred to Consolidation Seetion ..

L]

Balance per Balance Sheet - Ceneral Reserve..

Profit and Loss Account

Stock Reserve Account (increase) . e
Transferred to Consolidation Section ..

SUNDRY LIABILITIES/

L

.e

LR ]

AppeIT.(xii)

Dr.
£251,000
120,000
180,000
60,000
6,000
10,000

£251,000
120,000
180,000
60,000
6,000
10, 000

Cre

£ 62,000
8,000
12,000

£ 62,000
8,000
12,000

£ 6,500
£ 6,500

£ 17,000

£100,000
52,500

£ 500
152,000

£110,000
38,700

£ . 700
148,000




L ]

.8

.

o»

.

..

H's SECTION (contd.) =
SUNDRY LIABILITIES
51s12045 By Balance per Balance Sheet - Share Capital
Creditors ..
To Transferred to Consolidation Section ..
do. do. e
31e12,46 By Balance per Balance Sheet - Share Capital
Creditors ..
To Transferred to Consolidetion Section ..
do. do. s
AGGREGATION and CONSOLIDATION SECTION
PROPERTY ACCOUNT
31.12045 To V. -w - " .. -n ae (] -w .
T. .. -8 - & - e LN ] LN ] L 3 LI S
H. L] . e . e LI - LY LN ] o e
By Trensferred to Consolidated Statement ..
31.12,46 As above = no change.
PLANT ACCOQUNT
51.12.45 TO v. L] L .. .. ae . . e L]
T. - . . - . - n - . - . L - .
S. .. L . e .. .. . e L] -
H. - e - e - e .. . e - . L 3 ..
By Transferred to Consolidated Statement ..
31-12.46 To \ . . . e . P .
T. L L 3 L ] L - " - . LI ] o
S. - e .. L . e L Y .. . LR 1§
HC LR ] LY LY . "8 .. .. ..
By Trensferred to Consolidated Statement ..
STOCK ACCOURNT
31012.45 TO V. - s L] . n - L] .. L] L
T‘ LN 3 .. . e .. L ] - e L ..
S. L S - e . e L ] L . e LS L
H. . " .. -8 L - . L 3 - e L
By Stoock Reserve Account - H. .. .o .o
Transferred to Consolidated Statement ..
31.12.46 TO V- .. -w LY " e . e . .. L
T. - . - e - . . 8 L L ] L ) L
S. L ] L] . . LN g . e . LI 3 LN ]
H. L 3 - e -w - . -8 L N ] L . =
By Stock Reserve Account = He o+ oo .o

Transferred to Consolidatsed Stetement ..

SUNDRY DEBTORS ACCOUNT/

. e

Appelle(xiii)

Dre Cre
£500,000
62,500
£500, 000
62,500
£500, 000
65,000
£600,000
65,000
£ 3,000
30,000
251,000
£284,000

£ 4,500
8,190
20,000
130,000

£162,690

£ 4,050
7,371
18,000
120,000

£149,421

14,000
40,000
178,000

£ 2,500
238,500

£241,000 £241,000

£ 8,000
16,000
41,000
180,000

£ 3,000

242,000

£245,000 £245,000
———— — —— —————



AGGREGATION and CONSOLIDATED SECTION (Contd.) -

31s12.45

31.12.46

31.12.45

31.12.45

31,1245

31.12.46

31.12.45

31.12446

51s12,45

31.12.46

TO.V. LN

SUNDRY DEBTORS ACCOUNT

T. L} .8 - " LN ] L L L LS L . e

S- L - .. .. L) L] .. L) L] ..

H. .. - - .. L] - e L) L] L LR

By Transferred to Consolidated Statement .. i .e

To Vi o o . .e .. o . e ' "e

T. L 2 .. - " -a L - . L} .. L ] L ]

S' .. L] L] . e L L L 3 LI 3 . 8 L]

H. - " .8 .. - . L a e .8 LN ] L ] .0

By Transferred to Consolidated Statement .. e s

INTER-GROUP INDEBTEDNESS

By Vo o ' . .s . . .. oe oe ve

To L LN ] LI LI LR LI L L L L]

S. L L L LN ] L LI L .. LR} .o

TO H. LR LR L L .. L) L L) L] e e

By Te «s . s . o 0 . . . “w

Sa L] L - L L L] L] L L LR ]

TO HI L] L L . .. LY LR - L] -

INVESTMENTS (Government Securities)

TO T. -w LR . L L LI 4 L .. Lh L ]

By Trensferred to Consolideted Stetement .. .o ‘e
Ag shove = no change.

CASH in BANK ACCOUNT

TOV. L] L] L] .w . L] L] L) L ..

Tl L L .. -e - " L L] L L LR

So L] LI L . L - L .o .e LN

H- LS L LN L LR 3 L L - e L ]

By Transferred to Consolidated Statement .. as .o

TO v. -w .8 .. ] . LN ] L L] L L]

To L L] .. L) L] L] L L] . L)

S. .. . e - a . e L L LN LN ] L .

He o o0 "e . e . "o e . .

By Trensferred to Consolidated Statement .. .s .o

GOODWILL per BALANCE SHEET

To.Ts i s .o . se s . . X '

S‘ .. .. as L ] .. L LA S L .. LI 3

By Transferred to Consolidated Statement .. ae .o
As above - no change.

SUNDRY CREDITORS

AppeITe(xiv)

Dr. Cr.s

£ 5,000
8,700
10,400
56,000

£ 80,100

e
£ 7,000
8,000
15,000
60,000

£ 90,000

£ 500

1,700

4,300
£ 6,500

£2,000

5,000
£ 17,000
£ 1,000

£ 1,000
£ 1,000
500
100
9,000

£ 10,600

e ———
£ 950
600
200
10,000

£ 11,750
£ 7,000
10,000

e £ 17,000




AGGRECATION and CONSOLIDATION SECTION (Contd.) -

3le

3l.

31,

3l.

By

To

To

To

To

12.45 By
To
12.46 By
To
12 44E By
To
12.46 By
40

Ve oo
T.e oo
S. «e
He .

V. L]
Te oo
Ba s
He «.

Transferred to Consclidated

Sl L}

He (receivable from S.)ee oo o
Trausferred to Minority Interest (

Sl ..
H. LY

Transferred to Mino

NET COST of CONTROL - As at 31.,12.45

- L

L] L]

SUNDRY CREDITORS

L] L] L] s e

L] LI L L)

.. LS L] L L

PROPOSED DIVIDENDS

Statement

Statement

.. .. . L

.

L

LR

L

4/10ths)

rity Interest (4/1Cths)

(a) EY S.

Share of T's Capital Reserve (3/5ths) .. ..
Par Value (Shere Capital Accounts Te) oo .o
Share of V's Capital Reserve (1/3rd) .. ..
Par Value (Share Cepital Account V.) .. ..

30,000 Shares held in T.
5,000 Shares held in V.

Balance carried down ’e

Balance brought down .o
Transferred to - Minority Interest S. 4/10ths

60,000 Shares held in S. ﬁ/
7/5

He

7,000 Shares held at T.
10,000 Shares held in V. 2/3rds (at adjusted cost)

LI - e LR L)

6/10ths

L -s

(v) BY !\ 'H,

S5ths (et adjusted cost)

b

3rd (at adjusted cost) ..

10ths (at adjusted cost)

Oths (at adjusted cost)

Par Value (Share Capital Account S.) .. ..
Par Value (Share Capitel Account T.) o+ o
Shere of T's Cepital Reserve 7/50ths .o o
Par Value (Share Capital Acocount V.) «. .
Share of V's Capital Reserve (2/3rds) .. ..
Balance carried down oo

Balance/

LR ] L] L g L

. s

as

L ]

.

APP.II. (xT)

Dre Cr.

£ 2,800

7,500

10,700

62,500
£ 83,500

£ 3,000

7,000

12,000

65,000
£ 87,000

£ 7,500
£ 4,500
3,000

£ 10,000
£ 6,000
4,000

£ 656

30,000

333

5,000
£ 29,000
5,700
1,289

£ 35,989 £ 35,989

£ 1,289
£ 516
773
£ 62,000
8,000
12,000

£ 60,000

7,000

153

10,000

667

4,180

£ 82,000 £ 82,000




AGGREGATION and CONSOLIDATION SECTION (Contd.) =

NET COST of CONTROL - &s at 31.12,46 (Contd.) =

(b) He (contd.)
To Balence brought down .o oo .o .o .o e
By H's share of S's Net Cost of Control (Cr. Balance)
Balance transferred to Consolidated Statement .
As at 31.12.46
(a) Y. :8:

By Share of T's Capital Reserve

E/EEnE aar | e e

Par Value (Share Capital Account T.) o oo o
Share of V's Capital Reserve 1/3rd St s

Par Value Ve e e o

L L LR L

To 30,000 Shares held in Te (3/5ths) at adjusted cost
5,000 Sheres held in V. (1/3rd) at adjusted cost ..

Balance carried down s 5o

By Balance brought down . .o

To Transferred to Minority

I,-I. L] L]

(v)

To 60,000 Shares held in S. 6/10ths
7,000 Shares held in T. 7/50ths
10,000 Shares held in V. 2/3rds

By Par Value Share Capital Account
Par Value Share Capital Account
Shere of T's Capital Reserve

Par Value Share Capital Account
Share of V's Capital Reserve
Balence carried down .o .o

To Balence brought down Sl ok

By Share of S's Net Cost of Control

Interest

L .. e L]

-e “as L e

8« 4/10ths oo s
B/10EHE o we

By ke

at adjusted cost..
at adjusted cost..
at adjusted cost..

S. . LR .
Ti . .e ..
V- . . .

L] -] -8 L

(Cr. balance) e

Balance transferred to Consclidated Statement ae

REVENUE ACCOUNT -

L]

LR

L]

L

Year to 31.12.45

(a)

By Transferred from V's Section ..

To Transferred to §. 1/3rd oo
Transferred to H. 2/3rds .o

(b)

By Transferred from T's Section ..

To Transferred to S. 3/5ths.. ..
H. 7/50ths e

Ve
.e s .e e
L .e LR .o
. .e . .
Te
. LR e LR

LI L L .0

L L] L ae

Minority Interest T. 13/50ths.. .

(e)/

L]

L]
LR
LN ]

..

L]
LA

L
.o
. ®
.e
LE ]

.e

.8

App.II. (xvi)

Dre Cre

£ 4,180

£ 773

3,407

£ 591

30,000

333

5,000
£ 29,000
5,700
1,224

£ 35,924 £ 35,924

£ 1,224
£ 490
734
£ 62,000
8,000
12,000

£ 60,000

7,000

138

10,000

667

4,195

£ 82,000 £ 82,000
£ 4,195

£ 734

3,461

£ 3,200
Fa 067
2,133

£ 9,096
£ 5,458
1,273
2,365




AGGREGATION and CONSOLIDATION SECTION (Contd.)

REVENUE ACCOUNT = Year to 31.12,45

- (Contd.)

(e)

Se

To Transferred from S's Section (Dr. balance)

By

To

By

By
To

By
To

To
By

By

To

Trensferred from V. above 1/3rd ..
Transferred from T. above 3/5ths ..

Balance is divisible:

He 6/10ths R IR
Minority Interest S. 4/10ths o

(a)

Transferred from S. above (dr. balance) (6/10ths)

Ha

L]

Balance transferred to Consolidsted Statement

Transferred from H's Section .. .o
Trensferred from V. above (2/3rds)..
T. above (7/80ths)

Yeor to 31le.12.46
(a) V.
Transferred from V's Section ,,. o .o e
Transferred to Se 1/3rd «o  «c  +0o  ae e
He 2/3rd . e e . e s
(v) Te
Transferred from T's Section .. e S .o
Tr.nsferrad to Se 5/%th8 oe e o o
He 7/50ths Go L A e
M.I. T. 13/50ths i we
(0) Se

Transferred from S's Section (Dr. balance)

Transferred from Ve above 1/3rd ..
T. above 3/5ths ..

Balance divisible:

He B/I0ERS o oo oo wx we
B{-IFS. 4/10&]8 s .. L] .e

(d)

Transferred from H's Section ,, .o
Ve above 2/3rds ..
To above 7/50ths ..

Transferred from S. above 6/10tha (Dr. balance)

L]

Balence transferred to Consolidated Statement

MINORT

L

.o

App.II. (xvii)

L 3 £

LR

£ 4656
310

oo £

.o
.o

Dre Cre.
7,300
£ 1,087
5,458
775

465
154,941

£162,000
2,133
1,273

£

155,406 £155,406

e £ 4’000
.e £ 1,333
oo 2,667
.o £ 9,986
L £ 5’992
.o 1,298
.e 2’596
.o £ 8,100
.o £ 1,333
’e 6,992
£ 465

310 775
L3 £148,000
. 2,667
.o 1,398
.o f} 465
.o 151,600




Appe II. (xviii)

AGGREGATION and CONSOLIDATION SECTION (Contd.) -

MINORITY INTERESTS as at 3141245

(a) T, 13/50ths

To Transferred to Consolidated Statement .. .e .o oe .s £ 15,650

Dre Cr.

By Trensferred from T's Share Capital.. 0o Sioi Sae .o oo £ 13,000
Transferred from T's Capital Reserve . .o 1o = e 285
Transferred from T's Revenue Account .o .o o .s .e 2,365

(v) S. 4/10ths

By Trensferred from S's Share Capital.. - aite o oo £ 40,000
Trensferred from Net Cost of Control (Cr. balanca) o o 516
Transferred from Proposed Dividends ‘e . .o oo .o 3,000

To Trensferred from Revenue Account (Dr. balsnce) S £ 310
Trensferred to Consolidated Statement .. .o .o > . 43,2086

43,516 £ 43,516

As at 31,.12.45

(a) % 13{$0ths

By Trensferred from T's Shere Capital .o .e i o oo £ 13,000
Trensferred from T's Capitel Reserve e ve . oe . 256
Transferred from T's Revenue Account oo .e .o s .o 2,598

To Transferred to Consolidated Statement .. .s oo oo .s £ 15,852

(v) S 4{10ths

By Transferred from S's Shere Capital.. .o os .o .o .o £ 40,000
Net Cost on Control (Cr. balance).. e 490
Proposed Dividends.. o .o .o .o 4,000
To Trensferred from S'e Revenue Account (Dr. balance) .e .o £ 310
Transferred to Consolidated Statement .. .o .o .o .o 44,180

£ 44,490 £ 44,490

SHARE CAPITAL ACCOUNT

3lel2445 By Transferred from H. oe .o oo o . ' £500,000

To Transferred to Consolidated Statement .. o . £500,000

3l.12.46 As ebove = mno change.




Do IT(xix)

Share Capital. .o
Sundry Creditors ..
Revenue Account
Minority Interests:

S LN ] - e
T ae LN ]
3

Note:

The Consolidatsd

L]

LIABILITIES

CONSOLIDATED STATEMENT

of

of H Ltd, and its

As

at

31:12:456

31:12:46

£500, 000
83,500
154,941

43,206
15,850

£500,000
87,000
151,600

15,852

| !. J'

£797,297

£798, 632

il

Profit and Loss Account is not given as it is shown in ex.41l.



ASSETS and LIABILITIES

Subsidiaries T.S. and V

Property .. .s .e
let.. L LS LR

Stock, less reserve for

inter-coy. profit ..
Sundry Debtors .. .

Investments, Government

Securities. .o oo
Cesh .. . .. .o
Goodwill per Balance

Sheets
Goodwill- Net Cost of
Control to the group

ASSETS

As

at

AppeTI(xx)

g1:12:45 ©1:12:46

£284,000 [£284,000
162,690 | 149,421
238,500 | 242,000
| 80, .OO 90, 000
| 1,000 1,000
| 10,600| 11,750
‘ 17,000 17,000
|

£797, 297 £798, 632,




Appendix III

Apert from the special treatment of the Met Uost of Contrel

of a sube-gubsidiary and of the pre-acguisition revenue balunee of

a subsidiary which holde shares in a sub-subsidiary, the Consclidsted

Btatements of a group whiech includee a sudb-subsidiary, sre prepared

by the spplication of the principles as ueed in the case of a simple

group.

In order that the reader may orientate hisz thoughts on the

whole subject at this point, a summary of the full recomnendsd proe-

cedure ie glven,

Hote: Members should be dsalt with in a oconvenient order,
which will be found to be gecording to acguisition
dates, The aocounts of the lst member purchased
ehculd be adjusted in the first place, followed by
the adjuetment of the accounte of the 2nd mesber
purchaged and 80 on,

(1)

(2)

(3)

(4)

%) /

The items inoluded under the various hesdings of eacth member's

Balance Sheet should be exemined znd figures transferred and
headinge altered so that all ascctounts ars stated on a umiform
baeis. Thus, like will be gdded to like, when _tha adjusted
Balance Sheets are aggregated,

]

The Profit and loss Actount and Oenerzl Rescrve balances

should be slumped under the heading "Revenue Account®,

411 Preference dividends due to date should be acorued less tax,

¢of course).
Where any Preference Shares are held by other members, the

amunt receivable should be acerued and will form & contra
item,

Sentra I toms.
Amowvnts due to or by other members, which items may be includsd

in the legal Bslance ‘heet under Deblors, Oreditors, Loans,
Bills Reeceivable or Payable, Dividends outstanding, ¢te.,
gshould be shown under separste headings. Sueh amounts

should be agreed with those shown by other members,



ii

(5) vhere Preference and/or Ordinary Dividends receiveble from or
paysble %o other mewmbers, are zccruved in either Balance
Sheet, adjustment should be mads g0 that the treatment is
oongletent in all adjusted Bolance Sheets, Thig ia carried
out either by the writing back of all aceoruals or by the
aocruing of the dividends where necessary; the latier mathod
should be adopted for Freference Dividends so that the
adjusted Revenue Account balance inveriably represents a
balance which falls emsbreiy to Ordinary shareholders only.
The figuree for accrued dividend should be stated in the
adjusted Balance Sheet either all gross without deduction of
tax, or all net,

Adjuetuent of Aseets.

(6) Where fixed assets are re-valued by a member when aequiring
control, the assets should be writien up or written down in
the Balance 3heet of the member which owns the gasets; the
gorresponding entry is a ceredit or debit to a Oapiial Reserve
Agoount, 1t is imsaterianl whether this adjustment regulte
in a net credit or net debit balance on Oapital Reserve
Agoount, The balance on Oapital Regerve Account appears in
the adjueted Balance Sheet and is dealt with at a later stage.
The amount of the adjustment is the current over or under-
valuation (ealled the veluation difference) at the date of
the Consolidated Gtatement. This applies to wasting assetls,
The current wvaluation difference will be the original differ-
ence at acouisition date lese depreciation %o date at the
rate written off by the group on the relative azseet,

(7) pepreciation adjustuents necessary owing to inadequate or exces-
sive depreciation written off in the books of a member should
be adjusted by a debit or credit %o Revenue Account of the
mewber whioch owng the asset. { Depreciation on the valuation

d fference /
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difference under(6) above, is not adjusted in the Revenue
Account, It is dealt with Ly taking the current valuation
differenos at the date of the Comeolidated Statement za
mentioned under (6) above. The amoumt of the consolidation
adjusting entry will therefore decrease each year),

(8) vhere floating aesets are re-valued by a member when acquiring
control, no adjustment should be wade during the process of
consolidation except in the one case where at acquisition
date there ie an under-valuation which hae since been cor-
rected in the financial books of the subsidiary by an increase
tioa of profits. In this case the holding company's
account should be adjusted by a debit to Hewvenue Account and
a oredit to "Inveestment in subsidiary” by the amount of the
unde r-valuation,

(9) Unrealiged profit on stock from the group's viewpoint, sold by
one member and on hand at Balance Sheet date to the purchas-
ing wmember, should be provided for by the orecation of a
gtock reserve by the holding company and a corresponding
debit to the Reserve Account of the holding company, unless

in vhich case
the rights of Minority Interests may be ufreoted\w profit
requires t be written off in total in the particular sub-
sidiary's accounte,

(10) Investments in other members, irrespective of the size of the
holding, should be adjusted consistently throughout to what
hae been called “Adjusted Cost® which is cost price adjusted
for the relative proportion of &ll pree-sequisition revenue
balances, The corresponding entry is a debit (pre-scquisi-
tion profits) or a oredit (pre-acquisition losses) to the
Wevenue Account of the mewber holding the shares.

Yhere shares have been written down in value by appropriations
from a menber's owm profits, the shares should be written up so ae

te /



iv

to appear at "Adjusted Cost"., The corresponding entry is a credit
to #pecial Regerve Account,

(v)

The Raleance theets ap adjusted (1 - 10 sbove) should be stated
in colummar form and each halanced, After the ceneellation of the
contra items, the Ralance Sbeets should be agpregated.  Additional
headings sush ae¢ "Cash (or Goode) in Transit® may be required,

The question of whether the membera are fully or partly owned ig
ignored in this aggregation.
(o)

The adjustments carried out at this staege are (2) to give the

Minority Interests their share of any subsidiary or sub-subsidiary
and (b) to set off the "Adjusted Oost” of shareholdings against par
value and #0 arrive at the Nc::ﬁout of Control %o the group.

(a) Minority Interssts. /(1) ghare Gspitsel. The thare Capital
held by (E:at‘ni'ch chareholders in each company iz transferred %o
¥inority Intereasts,

(2) pCcapitsl Regerve, The Minority Interests of cach member
with a Capital Reserve, should be allocated their share of any debit
or credit balance on Capital Reserve and the balance transfsrred t0
the member entitled therato by the writing up (debit balance on
Capi tal Reserve) or writing dowm (oredit balance on Capitel Reszerve)
of the "Adjusted Cost" of the shares held.

(3) Revenue Agcount. The wWinority Interests of each
member should be allotted their proportion of the mesmber's adjusted
Revenue Account belance after taking into account the ghare of any
other member's adjusted Revenue Account, falling to that member
(e.2. when a subsidiary holds shares in a sub-subsidiary),

(4) Het Opst of Contrpl, The Minority Interests of a
subsidiary ®hich holds shares in anothey member, are allocated their
share of the Net Cost of Control of that other mewber (see below).

(v) Bet /



(b) Het Cogt of Jontrel grous., The value of shares held
in Other men ¥ each member, a2 already adjusted for
pre~aoquiel tion revenue balances (4,10 sbove) zpd Ozpital
neserve (0.2 sbhove) is set off against par value in cach
ecane; the differenca, Net Cont of Control by esch merber,
ia shared whore necessary with the Minority Interests of
the member whioh bolds the sheres, ™e balznce of the
et Cost of Control of each member % the holding company
gives in the apgregate the Het Cont af Tontrol 4 the group,
In the Consolidated Statement this is shown ss Goodwili, if
a debit balance, and aas Capital Feserve, if & ¢redis
balance,

After these adjusiments the only Share Capital not deglt with
is that ot the prineipal holding company, This iz the group's
Share (wpital in the Consolidated Statement, The other figures
in the Consollidated ftatement are taken direct from the aggregation,

Thus the draft Uonsolidated Statement is arrived at. One
further iater adjustment is to eplit the Hevenue Account hetween
General Reserve and Profit and Lose Account secording to the wishes
of the contyoellers of the group. Bepreciation adjusiments debited
to Revenus Account should be charged to General Reserve, while
those oredited to Revenue Account ghould be shown under “Special
Reserve created from depreciation written off in the finaneiul books
by members in excess of group requirements.™

It might be wall to emphasige the features of a2 Consvlidated
Ftatement prepared according to the above prineipiss,

(1)

This represents the undistributed profits of the holding

company together with the relative proportions of those of
subsidiaries and sub-subgidiaries, since the scouisition
dates only,

(2) Minority Intereats.

This is the share of the Net Assets in the adjusted Balanoe
gheets of the subsidiary or sub-gsubsidiary which belong %o
meabers outeside the group. The figure includes Goodwill
only in so far as it sppears as an asset in the Balange
gheet of the member = all "hidden" Goodsill of subsidiaries
and sub-gubsidiaries is exoluded, On the other hand where

assets /
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agsets such as Property, Plant, eto,, have been re-valued,

these re-vagluation figures appear in the Adjusted Balsnoe
fheets and the Minority Intereste are affesteqd,

This 38 the actual coet to the group of "hidden" Goodnill or
“Badwill® of gll subsidisries, It ie the excess of the
purchase price of the shares, ae sdjusted for zsset re-
valuation, and pre-soquisition revenue balanges, over par
vezlue in so far as the burden faulls on the group, i.2. only
to the extent that the shares in subsidiaries and sub- |

gubnidiaries have been effectively acquired,



