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Consolidation 
Notes 

Lecture 3 
Group Statement of Financial Position – Adjustments 

 

INTRA GROUP TRADING   

 

(-) 1 
Payables XX  

 Receivables  XX 

Intra group balances 
Parent and subsidiary may trade with each other. In such case, it is possible that one company in 
group has amount owed to other company. As in consolidation group is considered to be a single 
entity such trade balances should be cancelled. 
 
In same way, any other balances (e.g. interest or dividend receivable and interest or dividend 
payable) within group are cancelled against each other. 

 

(-) 2 

Trade payables XX  

Inventory / Cash / Bank overdraft XX  

 Trade receivables  XX 

Goods / Cash in Transit 
At year end, current accounts may not agree due to goods in transit or cash in transit. In such 
case, the above entry may be passed. 

 

(-) 3 
RE / COS (seller company) W6 or W4 XX  

 Inventory  XX 

Unrealized Profit in Inventory 
A group company may buy inventory from the other in post-acquisition period. To the extent, such 
inventory is sold outside group, the profit is realized to group and so, no adjustment is required. 
However, for inventory not yet sold outside group, the unrealized profit portion included in 
inventory should be eliminated. 

 

(-) 4 
RE / Other Income (seller company) W6 or W4 XX  

 PPE  XX 

Unrealized Profit in Sale of Non-Current Assets 
A group company may buy non-current asset from the other in post-acquisition period and 
recognize the resultant gain or loss in its individual financial statements. Such unrealized gain or 
loss should be eliminated from RE and PPE etc. 

 

(-) 5 
PPE XX  

 RE / Cost of Sales (buyer company) W6 or W4  XX 

Extra depreciation due to unrealized Profit in Sale of Non-Current Assets 
As the buyer company records the asset bought on higher amount, the depreciation charged is 
also higher which should be reversed considering group as a single entity. 
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GOODWILL   

 

(-) 6 
RE  / COS / Operating expenses  W6 or W4 XX  

 Goodwill W3  XX 

Impairment of goodwill 
Under IFRS 3 goodwill is annually tested for impairment.  
 
In case of partial goodwill, the impairment loss is charged to parent only (directly in W6).  
 
In case of full goodwill, the impairment loss is charged to subsidiary (in W4) which means indirectly 
it is charged to NCI (in W5) and Group reserves (W6). 

 

EXAMPLE 3A 

The draft SFPs of PIN and SIN on 31 March 2007 are as follows: 
 PIN  SIN 
 $000  $000 
Tangible non-current assets 100  140 
Investment in SIN at cost 180   
Current assets    
Inventory 30  35 
Trade receivables 20  10 
Cash 10  5 

 340  190 

    
Ordinary share capital 200  100 
Share Premium 0  30 
Retained earnings 50  20 

 250  150 
10% Loan notes 65   
Current liabilities 25  40 

 340  190 

 
(i) PIN bought 80,000 shares in SIN on 1 April 2001 when Sin’s reserves included a share 

premium of $30,000 and retained profits of $5,000.  
(ii) PIN accounts show $6,000 owing to SIN; SIN’s accounts show $8,000 owed by PIN. The 

difference is explained as cash in transit. 
(iii) During the year, SIN sold goods of $60,000 to PIN at a selling margin of 25%. PIN’s 

inventory still includes one third of this inventory. 
 
Prepare a consolidated SFP as at 31 March 2007, assuming that PIN group values the NCI using 
the proportion of net assets method. 
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INVESTMENT IN SUBSIDIARY   

 

(-) 7 

Investment in subsidiary W3 XX  

 Cash  XX 

 Share Capital (parent)  XX 

 Share Premium (parent)  XX 

 Deferred consideration  XX 

 Contingent consideration  XX 

 Any other consideration given  XX 

Recording of investment 
Consideration paid for a subsidiary must be accounted for at fair value. This consideration 
includes the cash paid and fair value of other consideration. Incidental costs of acquisition such 
as legal, accounting, valuation and other professional fees should be expensed as incurred. 
 
Sometimes, a parent issues its own shares to (previous) shareholders of subsidiary in exchange 
of shares of subsidiary purchased from them. The shares issued should be recorded at market 
value at the date of transaction with any excess over par value to be credited to share premium 
account. 
 
Deferred consideration is amount payable in future usually after 12 months or more. Initially 
such deferred consideration should be recorded as liability at its fair value (i.e. its present value 
using entity’s cost of capital). 
 
Any contingent consideration should always be included (usually as liability) as long as it can 
be measured reliably even if it is not probable of payment at the date of acquisition. This will be 
indicated where relevant in an exam question. Where contingent consideration involves issue of 
shares, there is no liability (obligation to transfer economic benefits). This should be recognized, 
in such cases, under the equity as “shares to be issued”. 
 
Some exam question state that only cash consideration has been recorded. In such case, record 
the remaining consideration and debit the investment in subsidiary. Some exam question state 
“investment” figure which includes investment in subsidiary and other investments as well. In such 
case, we have to separate investment in subsidiary from other investment. This is done by 
debiting the “investment in subsidiary” and crediting “investment”. 

 

(-) 8 
RE / Finance costs W6  XX  

 Deferred consideration / Contingent Consideration etc.  XX 

Subsequent changes in Deferred / Contingent consideration 
As the time passes by, the present value of deferred (or contingent) consideration increases. 
Such increase should not affect cost of investment and should be recognized as finance cost. 
This is also called unwinding of discount. 
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NET ASSETS ACQUIRED   

 

(-) 9 
PPE / Other asset etc. XX  

 Pre-acquisition reserves (W2)  XX 

Fair value adjustment 
IFRS 3 requires that the subsidiary’s assets and liabilities are recorded at their fair value at the 
date of acquisition for the purposes of calculation of goodwill etc. Adjustments will therefore be 
required where the subsidiary’s accounts themselves do not reflect fair value. 
 
The assets and liabilities not included in the subsidiary’s own SFP, including contingent assets 
and liabilities are to be included in consolidated financial statements if they meet recognition 
criteria. 

 

(-) 10 
RE / COS /Operating expenses W4  XX  

 PPE or other assets realized  XX 

Depreciation impact of fair value adjustment 
If amount of assets of subsidiary is increased due to fair value adjustment, then this implies that 
further depreciation should be recognized as well for this increase over remaining useful life of the 
assets. 

 

IFRS 3: GUIDANCE ON FAIR VALUE MEASUREMENT  

 

GENERAL 

IFRS 3 sets out general principles for arriving at the fair values of a subsidiary’s 
assets and liabilities. The acquirer should recognize the acquiree’s identifiable 
assets’ liabilities and contingent liabilities at the acquisition date only if they 
satisfy the following criteria. 
(a) In the case of an asset other than an intangible asset, it is probable that any 

associated future economic benefits will flow to the acquirer, and its fair 
value can be measured reliably. 

(b) In the case of a liability other than a contingent liability, it is probable that an 
outflow of resources embodying economic benefits will be required to settle 
the obligation, and its fair value can be measured reliably. 

(c) In the case of an intangible asset or a contingent liability, its fair value can be 
measured reliably. 

IMPORTANT 

The acquiree’s identifiable assets and liabilities might include assets and 
liabilities not previously recognized in the acquiree’s financial statements. For 
example, a tax benefit arising from the acquiree’s tax losses that was not 
recognize by the acquiree may be recognized by the group if the acquirer has 
future taxable profits against which the unrecognized tax benefits can  be 
applied. 

Restructuring 
and future 
losses 

An acquirer should not recognize liabilities for future losses or other costs 
expected to be incurred as a result of the business combination. IFRS 3 explains 
that a plan to restructure a subsidiary following an acquisition is not a present 
obligation of the acquiree at the acquisition date. Neither does it meet the 
definition of a contingent liability. 
 
Therefore an acquirer should not recognize a liability for such a restructuring plan 
as part of allocating the cost of the combination unless the subsidiary was 
already committed to the plan before the acquisition. 
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This prevents the creative accounting. An acquirer cannot set up a provision for 
restructuring or future losses of a subsidiary and then release this to profit or loss 
in subsequent periods in order to reduce losses or smooth profits. 

Intangible 
assets 

The acquiree may have intangible assets, such as development expenditure. 
These can be recognized separately from the goodwill only if they are 
identifiable.  
 
An intangible asset is identifiable only if it: 
(a) Is separable, ie capable of being separated or divided from the entity and 

sold, transferred, or exchanged, either individually or together with a related 
contract, asset or liability, or  

(b) Arises from contractual or other legal rights. 

Contingent 
liabilities 

Contingent liabilities of the acquire are recognized of their fair value can be 
measured reliably. This is a departure from the normal rules in IAS 37; contingent 
liabilities are not normally recognized, but only disclosed. 
 
After their initial recognition, the acquirer should measure contingent liabilities 
that are recognized separately at the higher of: 
(a) The amount that would be recognized in accordance with IAS 37. 
(b) The amount initially recognized. 

Measurement 
period 

If the initial accounting for a business combination is incomplete by the end of the 
reporting period in which the combination occurs, provisional figures for the 
consideration transferred, assets acquired and liabilities assumed are used. 
 

Adjustments to the provisional figures may be made up the point the acquirer 
receives all the necessary information (or learns that is not obtainable) ,with a 
corresponding adjustment to goodwill, but the measurement period cannot 
exceed one year from the acquisition date. 
 
Thereafter, goodwill is only adjusted for the correction of errors. 

 

CSFP: MIDYEAR ACQUISITIONS   

If a parent company acquires a subsidiary during the current year, the net assets (equity) at the 
date of acquisition are calculated as follow: 
 = Net assets (equity) at start of year + Profits up to date of acquisition 
 
It is assumed that Subsidiary’s profit after tax accrues evenly over time unless indicated otherwise. 
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EXAMPLE 3B 

Paint acquired 80% of the share capital of Saint two years ago, when the reserves of Saint stood 
at $125,000. Paint paid initial cash consideration of $ 1 million. Additionally Paint issued 200,000 
shares with a nominal value of $ 1 and a current market value of $1.80. It was also agreed that 
Paint will pay a further $500,000 in three years’ time. Current interest rates are 10% per annum. 
The appropriate discount factor for $ 1 receivable three years from now is 0.751. The shares and 
deferred consideration have not yet been recorded. 
 
Statement of financial position of Paint and Saint as at 31 December 2004 

 
At acquisition the fair values of Saint’s non-current assets exceeded their book value by $200,000. 
They had a remaining useful life of five years at this date. The consolidated goodwill has been 
impaired by $258,000 of its value. The Paint group values the non-controlling interest using the full 
goodwill method. At the date of acquisition the fair value of the 20% non-controlling interest was 
$380,000. 
 
Required: 
Prepare the consolidated statement of financial position at 31 December 2004 

 
  

 Paint 
$000 

 Saint 
$000 

Investment in Saint at cost 1,000   
Non- current assets 5,500  1,500 
Current assets    
Inventory 550  100 
Receivables 400  200 
Cash 200  50 

 7,650  1,850 

    
Share capital 2,000  500 
Retained earnings 1,400  300 

 3,400  800 
    
Non-current liabilities 3,000  400 
    
Current liabilities 1,250  650 

 7,650  1,850 
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ANSWER 3A 

PIN Group Consolidated SFP as at 31 March 2007 
  $000 
Non-current assets – tangible $100+140  240 
Goodwill W3  60 
   
Current assets    
Inventory $30 + 35 – 5 J2  60 
Receivables $20 + 10 – 8 J1  22 
Cash $10 + 5 + 2 J1   17 

  399 

   
Ordinary share capital  200 
Retained earnings W6  46 

  246 
Non-Controlling interest W5  29 

  275 
10% Loan notes  65 
Current liabilities $25 + 40 – 6 J1  59 

  399 

 
W1 GROUP STRUCTURE  
SIN Subsidiary Acquisition date: 1 Apr 2001 Group 80% NCI 20% 
    $000 
 
W2 NET ASSETS (of subsidiary) AT ACQUISITION S 
Equity share capital 100 
Share premium 30 
Retained earnings (pre) 5 

 135 

 
W3 GOODWILL (Partial)   S 

Investment    180 
Less: 135 W2  x 80% W1    (108) 

   72 
J3   (12) 

   60 

 
W4 POST ACQUISITION RESERVES (of subsidiary)    RE 
20 – 5    15 
J2   (5) 

   10 

 
W5 NON CONTROLLING INTEREST    S 
135 W2 x 20% W1    27 
10 W4 x 20% W1    2 

   29 
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W6 GROUP RESERVES    RE 
Parent reserves   50 
J3   (12) 

   38 
10 W4 x 80% W1   8 

   46 

 

JOURNAL ENTRIES WITH WORKINGS 
$ 000 

Dr. Cr. 

 

(ii) 1 

Current liabilities 6  

Cash in transit (β) 2  

 Trade receivables  8 

Cancellation of intra group balances and cash in transit. 

 

(iii) 2 
RE (SIN) 5  

 Inventory  5 

Unrealized profit in inventory $60 x 1/3 x 25% =$5 

 

(iv) 3 
RE (Parent) 12  

 Goodwill  12 

Impairment of goodwill 

 

 

ANSWER 3B 

Paint Group Consolidated SFP as at 31 December 2004 
  $000 
Non-current assets $5,500+1,500+200 J3 – 80 J4  7,120 
Goodwill W3  1,033 
   
Current assets    
Inventory $550+100  650 
Receivables $400+200  600 
Cash $200+50  250 
  9,653 
Ordinary share capital $2,000 + 200 J1  2,200 
Share premium J1  160 
Retained earnings W6  1,191 
  3,551 
Non-Controlling interest W5  347 
  3,898 
   
Non- current liabilities $3,000+400  3,400 
   
Current liabilities $1,250+650+376 J1 + 79 J2  2,355 
  9,653 
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W1 GROUP STRUCTURE  
Saint Subsidiary Acquisition date: 1 Jan 2003 Group 80% NCI 20% 
    $000 
 
W2 NET ASSETS (of subsidiary) AT ACQUISITION S 
Equity share capital 500 
Retained earnings (pre) 125 
J3 200 

 825 

 
W3 GOODWILL (Full)   S 

Investment 1,000 + 736 J1   1,736 
Less: 825 W2  x 80% W1   (660) 

Goodwill related to parent   1,076 

Fair value of NCI   380 
Less: 825 W2 x 20% W1   (165) 

Goodwill of NCI   215 

   1,291 
J5   (258) 

   1,033 

 
W4 POST ACQUISITION RESERVES (of subsidiary)    RE 
300 - 125   175 
J4   (80) 
J5   (258) 

   (163) 

 
W5 NON CONTROLLING INTEREST    S 
825 W2 x 20% W1    165 
NCI goodwill W3    215 
(163) W4 x 20% W1    (33) 

   347 

 
W6 GROUP RESERVES    RE 
Parent reserves   1,400 
J2   (79) 

   1,321 
(163) W4 x 80% W1   (130) 

   1,191 
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JOURNAL ENTRIES WITH WORKINGS 
$ 000 

Dr. Cr. 

 

(-) 1 

Investment in Subsidiary 736  

 Share Capital  200 

 Share Premium  160 

 Deferred consideration  376 

Recording of investment 
Share capital   200 x $1    = $200 
Share premium  200 x $0.80   = $160 
Deferred consideration $500 x 0.751   = $376 

 

 (-) 2 
RE (Parent) 79  

 Deferred consideration  79 

Unwinding of discount on deferred consideration 
Year 1  $376   x 10%     = $38 
Year 2  $(376+38)  x 10%    = $41 (total 79)  

 

(-) 3 
Non-current assets 200  

 Reserves (S Pre)  200 

Fair value increase adjustment  

 

(-) 4 
RE (S) 80  

 Non current assets   80 

Depreciation impact of Fair value increase adjustment  
$200 / 5 years x 2 years = $80 

 

 (-) 5 
RE (S) 258  

 Goodwill  258 

Impairment of goodwill  

 

 
 

 
Dated: 14 September 2016 


